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The Economics of the Environment: Accession
of The Czech Republic to the European Union

By Terence Hoverter and Michael Hoverter

As Central and Eastern European countries (CEECs) try to gain admittance to
the European Union (EU), they face pressure to conform to EU legislation and direc-
tives, including those concerning the environment. By having one of the most exten-
sive environmental policies in the world, the EU has become a model for environ-
mental advocacy. The Czech Republic, as a current applicant country, must align
itself with these policies for admittance. During more than forty years of communist
rule, however, a country that was once one of the most technologically advanced and
resource rich suffered intense exploitation of minerals and environmental degrada-
tion. The Czech Republic must erase this legacy if it is to meet the EU’s exacting
environmental standards.

Complicating Prague’s efforts, however, is the sense that the EU’s environmental
strictures are a red herring, with economic reform holding the real key to Czech
accession.  There is no need, however, for economic and environmental reform to be
at odds. By strengthening domestic environmental policies and increasing foreign
direct investment (FDI), the Czech Republic can attain both its environmental and
its economic goals, thereby strengthening its case for membership in the EU.

DEMOCRATIC TRANSITION

A critical part of the Czech Republic’s transformation to a democratic state was
the determination to establish a market economy. The requirements that go along
with this transition, however, have left little room for environmental protection and
conservation.

The Czech Republic lacks a strong administrative base from which to enact and
enforce environmental policy. Communist Party members of the nomenklatura left
positions as heads of large bureaucratic institutions to pursue managerial and entre-
preneurial roles.1   Rather than waste their energies attempting unique environmental
solutions, this grande bourgeoisie remained fascinated with the girth of the Czech
wallet, opting for the “tried and true” technologies associated with global markets and
neglecting environmental protection.2

In addition, many government officials who occupied midlevel bureaucratic posts
in the communist system stayed in their positions.  Even though they now had more
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freedom to develop and direct policy, they did not exercise it.  Bureaucrats who had
their training under communism continued their old habits and operational charac-
teristics.  As Barbara Jancar-Webster finds, a change in political culture requires “a
new people dedicated to the introduction of new policies.”3  Without a turnover in
personnel, a transition in policy was not forthcoming.

Without a strong administrative base, two key components in the battle against
environmental degradation were nonexistent: regional agencies and public participa-
tion. With the government struggling to raise living standards, environmental en-
forcement and standards have understandably received less attention than combating
unemployment and restructuring the economy.

APPROXIMATION OF ENVIRONMENTAL GUIDELINES

The EU has issued several policy statements and papers that outline the timing
and requirements for accession of the CEECs. The most relevant for our purposes are
the White Paper of 1996 and the European Commission’s Opinion on the Czech
application for membership.

White Paper. On April 17, 1996, the EU issued a White Paper that deals with the
integration of the CEECs into the Single Market. The document’s purpose is “to
provide a guide to assist the associated countries in preparing themselves for operating
under the requirements of the European Union’s internal market.”4

The White Paper stipulates that the CEECs must carry the burden of aligning
their markets with the internal market of the EU. Toward this end, the EU offers
financial aid under its Poland Hungary Aid for the Reconstruction of the Economy
(PHARE) program. PHARE, launched in 1990 and joined by the Czech Republic in
1993, assists with the implementation and approximation of legislation—the process
of making Czech legislation close to, or compatible with, EU legislation. Approxima-
tion is the means used to overcome the disruptive impact on the common market of
differing national provisions established by law, regulation, and administrative action.
The EU stresses that the approximation must be implemented in a way that will
“allow the internal market to function properly after enlargement, to the benefit of all
members.”5

The White Paper states that the promotion of the Single Market will have a
spillover effect into other policy areas, one of which is the environment. By advocat-
ing for the alignment of environmental legislation while focusing on the economic
goals of the internal market, the EU is ensuring “balanced and sustainable growth
respecting the environment.”6  By citing the Treaty on European Union (TEU), the
White Paper further ties economics to the environment, affirming the idea that sus-
tainable growth is “not only vital for the environment itself, but also for the long-term
success of the internal market.”7  It addresses the CEECs directly, stating that envi-
ronmental legislation there is uneven and that the CEECs are aware of the costs
involved in bringing their environmental legislation up to acceptable levels. While the
costs of environmental compliance are great, the inclusion of environmental policy
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reform “is essential to the functioning of the internal market.”8

The White Paper also calls for an improvement in the Czech Republic’s adminis-
trative structure. In June 2000, the Czech government updated its regional bodies,
aligning them with the EU’s Nomenclature des Unités Territoriales Statistiques (NUTS)
classification system. In 2000, the Czech Republic completed the creation of fourteen
new kraj (departments) compatible with NUTS level 3, along with eight regions at
the NUTS 2 level.9  The Czech Republic also has taken steps to improve the regional
bodies of the Czech Environmental Inspectorate. However, while the staff of the In-
spectorate has been beefed up quantitatively, the quality of its work, due at least in
part to a lack of qualified staff, an unclear division of labor, and inadequate financial
resources, is of significant concern to the European Commission.10

. . . its environment has improved since 1989 due to
impressive levels of investment and industrial
reconfiguration. However, more needs to be done.

EC Opinion. The European Commission (EC) is the policy initiator of the EU.
Central to its tasks is ensuring that EU policy is applied correctly within the member
states. The EC also negotiates international trade and cooperative agreements.11

The EC predicated its opinion upon whether the Czech Republic can satisfy the
economic and political conditions of membership, which requires:

· that the candidate country has achieved stability of institutions guarantee-
ing democracy, the rule of law, human rights, and respect for and protec-
tion of minorities;

· the existence of a functioning market economy, as well as the capacity to
cope with competitive pressure and market forces within the union;

· the ability to take on the obligations of membership, including adherence
to the aims of political, economic, and monetary union.12

Whereas the White Paper expressed the coupling of economic with environmental
goals, the Commission’s opinion strictly is concerned with the economic and political
goals that the Czech Republic must reach. It does mention the environment, pointing
out that while the Czech Republic is “one of the most polluted regions of Central
Europe,”13  its environment has improved since 1989 due to impressive levels of in-
vestment and industrial reconfiguration. However, more needs to be done.

Air pollution remains the chief concern, with sulphur dioxide
 
and nitrogen oxide

hovering at unacceptable levels. However, it should be noted that any improvements
thus far have mainly to do with the closure of plants and reduced production associ-
ated with the transition from a planned economy to a market economy.14  Protection
of the Czech environment is also hampered by the lack of an effective environmental
legal framework. Even the laws that do exist are virtually useless without clear en-
forcement measures. For example, a Clean Air Act was enacted in 1991, and addi-
tional guidelines for ambient air quality exist. Air pollution continues, however, be-



56 HOVERTER & HOVERTER
  

Seton Hall Journal of Diplomacy and International Relations

cause polluters prefer paying the relatively cheap fine to spending money on pollution
prevention technology.

Waste and water pollution also remain at unacceptable levels and need to be
more firmly addressed in the policies formulated by the Czech Republic and through
increased implementation strategies.15  The current legislation dates back to 1977; it
needs to be updated to address technological advances. Of even more concern is that,
according to the Czech Republic’s Ministry of Environment, the act “is considered a
good system of regulations that have not been enforced” (emphasis addes).16  As with air
pollution legislation, the fees and penalties are negligible, and polluters continue to
pay the penalties rather than reduce pollution.17  Both surface and ground water re-
main considerably polluted, with roughly 60% of Czech waterways heavily polluted
and more than 23% of river lengths classified in the worst pollution category (that is,
unable to sustain current fish population).18  The Ministry of Environment estimates
that more than half of the potable water supply is substandard, while “highly and
severely polluted” water constitutes 34% of the total water flow.19

The waste sector is another critical area that must be administered closely for
entry into the EU. While solid industrial waste is a serious problem in the Czech
Republic, hazardous and toxic wastes make up the larger portion of this category.

The 170 Soviet military installations that graced the Czech landscape left behind
a legacy of hazardous waste. Mismanagement, substandard craftsmanship, and a lack
of routine inspections at the Soviet command base and airfield in Milovice, thirty-one
miles northeast of Prague, have resulted in leaky underground storage tanks. This
waste has made its way to a well that supplies Prague’s drinking water.20  This is not an
isolated incident: it will cost approximately $56 billion Czech crowns ($1.5 billion) to
“remediate the most significant previously damaged sites.”21  If the Czech Republic is
to join the EU, it must reconstruct its waste-management practices: its current waste
production (50 tons per annum) is several times higher than that of the average EU
member state (17.3 tons per annum). A waste study completed in 1992 estimated
that hazardous waste alone accounts for 5.4 million of those tons per annum.

The Czech Republic is making some significant strides in the waste sector. Its
efforts include incentives for compliance with EU standards on the issuance and man-
agement of licenses and the transportation and storage of waste. Currently, these waste
regulations are not as detailed as those of the United States, let alone the EU, but they
can become so through improved technical guidelines.22

The EC’s opinion also highlighted weaknesses in enforcement measures. While
the EC commends the efforts of the Environment Ministry, it states that the current
administrative structure is not enough.23  Recognizing that environmental protection
spans ministries, the commission advocates substantially reinforcing the environmen-
tal ministers and their subsidiaries through increased hiring of professional environ-
mentalists and environmental policymakers to effectively administer the environmen-
tal acquis.24  In addition, the commission found that the Czech Republic suffers from
“inefficiency of economic instruments by low level of fines, gaps in sectoral and sub-
sidiary legislation covering implementations, and low environmental awareness and
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public participation.”25

The commission concluded that most of these deficiencies (in environmental
administration and implementation and enforcement measures) can be addressed by
2005, the year that the EU is to determine which CEE countries will accede in the
“first wave.” While the basic environmental legislation is present, there is still a need
to transpose (incorporate) EU legislation concerning air, water, and waste, as well as
to draft financial strategies for adopting these standards. The EC recommends that
the Czech Republic’s own accession strategy include timetables for transposing the
environmental acquis.26  Some legislation, however, will require a significantly high
level of investment in administrative improvements in order to reach the goal of trans-
position in the long (post-2005) term.

THE ACCESSION AGREEMENT

In December 1997, the Czech Republic took an important step toward environ-
mental compliance with the ratification of the Accession Partnership. Building on the
EC’s opinion, the Accession will enable assistance to the Czech Republic to be di-
rected toward the specific needs addressed therein.

The main purpose of the Accession Partnership is to

Set out in a single framework the priority areas for further work identified in

the Commission’s 1999 regular report on the progress made by the Czech

Republic towards membership of  the European Union, the financial means

available to help the Czech Republic implement these priorities and the

conditions which will apply to that assistance.”27

In order to reach this goal, the Accession Partnership will examine the Czech
Republic sector by sector. In the environmental sector, monitoring and implementa-
tion control structures and capacity must be developed along with the continual ap-
proximation of the environmental acquis, with special emphasis on the air, water, and
waste sectors. Environmental protection concerning sustainable development must
be integrated into national and sectoral policies in the medium term as well.28

THE POLITICAL ENVIRONMENT

There is an air of environmental indifference in the Czech Republic. As in several
of the EU member states, there is a Green Party, but it possesses virtually no power in
the parliament. Even a national recycling program resembling those in the EU re-
mains nonexistent. In an attempt to rectify the legacy of degradation, Prague has kept
the large environmental sectors (water, waste, nuclear, and energy) under government
control. While critics have advocated for privatization of the environmental sector,
these sectors would be difficult due to the costs associated with environmental cleanup
and compliance with EU and international standards. The key will be getting people
involved in environmental issues on a grassroots level. Efforts to do so are hampered,
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however, by a lack of public information, with current efforts at environmental edu-
cation in an infant stage, primarily being carried out by international NGOs and
national universities.

THE PATH FORWARD

Taken together, the White Paper, the EC’s opinion, and the Accession Strategy
set out the Czech Republic’s path to accession. The Czech Republic has begun to
rebuild its environmental legislation, beginning with the State Environmental Policy
of 1995, which addresses areas highlighted by the EU. Implemented through legal
provisions that form economic, informational, and institutional instruments within
the state apparatus, the policy’s provisions seek to “systematically improve the quality
of the environment in the Czech Republic and to contribute towards the solution of
global environmental problems.”29

Taken together, the White Paper, the EC’s opinion, and the
Accession Strategy set out the Czech Republic’s path to
accession.

From 1990 to 1994, the State Environmental Policy sought to correct the poli-
cies and practices that had led to severe environmental degradation under the com-
munists. As a consequence of the hasty drafting and ratification of environmental
legislation, some of the policies enacted between 1990 and 1994 were inefficient and
had little or no effect. There are eight reasons for implementation of the new policy.

1. The speed and degree to which the transition to a market economy has
produced positive results;

2. The need to develop an adequate legal and institutional framework for
applying civil law to protect those components of the environment whose
character is appropriate for such legal action;

3. The need to increase the efficiency of environmental protection policies
and to incorporate economic principles in these policies;

4. The need to implement economic policies which will induce changes in
production and consumption patterns and encourage desirable behavior
towards the environment;

5. The need to inform the private and financial sectors of current and future
and environmental policies so as to create a stable investment climate;

6. The need to support entrepreneurial activities in the environmental
protection areas and the introduction of environmentally friendly tech-
nologies;

7. To facilitate the Czech Republic’s accession to international organizations
and harmonize the Czech Republic’s legal system with developed countries;

8. To comply with and respond to new developments and recommendations
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stemming from important international activities and events.30

Current legislation fails to provide incentives for waste
minimization, and current economic instruments encourage
undesirable types of waste disposal.

The new State Environmental Policy also addresses the key areas of air, water, and
waste. While emission limits have been set, the incentives for industry to limit emis-
sions and introduce pollution-control technologies remain inadequate. Ownership is
one problem. For example, provisions are established for the protection and manage-
ment of water, but determining who owns what portion of the waterways is difficult,
leading to problems in assessing responsibility for environmental cleanup and fines.
The waste sector is the least addressed. Current legislation fails to provide incentives
for waste minimization, and current economic instruments encourage undesirable
types of waste disposal (i.e., unsorted land filling). Consequently, the Czech Republic’s
waste management does not comply with EU standards.31

The Czech government must take on three responsibilities in order to achieve its
environmental goals. First, it must amend the current legal provisions while drafting
new and improved environmental legislation. Secondly, while trying to improve and
maintain the environment, the government must guarantee that international com-
mitments and obligations will be met.32  In 1993, the government budgeted 20 bil-
lion Czech crowns for environmental concerns; in 1994, this figure rose to 28 billion
Czech crowns. Thirdly, the government must channel financial resources, both pub-
lic and private, to the environmental sector.33  Key to its ability to do so will be the
extent to which the Czech Republic can attract foreign direct investment.

FOREIGN DIRECT INVESTMENT

Economic assistance can come from several sources. Under the auspices of PHARE,
monies are allocated to private enterprises in order to build sustaining infrastructure
and eliminate government subsidies if they exist.34  Phare’s assistance is in the form of
grants: the EU countries contribute 50% of the funding, with the other 50% coming
from the PHARE countries themselves. Between 1990 and 1993, the Czech Republic
received 25 million ECU under the PHARE program.

Another external source of funds is the Organization for Economic Cooperation
and Development (OECD), which assists the Czech Republic by providing a forum
for the study and exchange of information relating to environmental issues and the
coordination of problems related to the environment. The OECD has encouraged
movement toward a balance between quantitative and qualitative growth by empha-
sizing “complementarity and compatibility of environmental and economic policies.”35

In 1970, the OECD created the Environment Committee, which:

· investigates the problems of preserving or improving mankind’s environ-
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ment with particular reference to their economic and trade implications;
· reviews and confronts actions taken or proposed in Member countries in

the field of environment together with their economic and trade implica-
tions;

· proposes solutions for environmental problems that would as far as
possible take account for all relevant factors, including cost effectiveness;

· ensures that the results of environmental investigations can be effectively
utilized in the wider framework of the Organization’s work on economic
policy and social work.36

Together, the OECD, PHARE, and the EU have provided a solid financial foun-
dation for the Czech Republic and its quest for EU accession and environmental
improvements.

Foreign direct investment (FDI) consists of investment by foreign companies in
overseas subsidiaries or joint ventures. However, it is not the only source of funds
moving internationally. In 1995, FDI represented only 54% of total private capital
flows into emerging markets. The other 46% was split between debt finance (33%)
and portfolio equity investments (13%).

In this regard, countries look at financial institutions, such as the World Bank, as
one investment instrument to help them get on their feet. In the past, the World
Bank has been accused of being more concerned with quick loans in order to obtain
personal promotions, ignoring the social impact of its projects and policies. For ex-
ample, the bank should fund conservation programs rather than build hydrodams, or
worse—thermo power stations. The bank’s preoccupation with production forestry
has resulted in massive destruction of tropical rainforests.37  That the World Bank
often deals with governments who do not care about indigenous minorities and the
poorer classes and do not, therefore, respect their basic human rights or the environ-
ment only complicates its work.38

To address these shortcomings, NGOs initiated the Multilateral Development
Bank Campaign in the late 1980s.39  The crux of the campaign was to reform the
environmental policies of multilateral development banks (MDBs).40  The World Bank
was targeted because it plays a major role in global development finance and has a
powerful impact on both the local and the global environment. For example, in 1989
and 1990, the World Bank financed just under $21 billion in development projects.41

It must be stated that the World Bank was included in the MDB campaign because of
not just the amount of money it lends but also the influence it has on private investors
who follow its lending lead. As Kenneth Piddington, former director of the Environ-
ment Department at the World Bank, points out, the MDB campaign began as a
method of exposing mistaken priorities as well as modifying specific projects and even
reforming the MDBs themselves.

As is the case with all banks, the World Bank has an understandable habit of
assessing projects on the basis of a quantifiable rate of return.42  Increasingly, however,
it is funding environmental projects—those that possess a good rate of return and
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clean up the environment. For example, the World Bank approved a $246 million
loan to the Czech Republic in May 1992 for the improvement of power-plant effi-
ciency and the reduction of air pollution in Northern Bohemia. The project, success-
fully completed in June 1999, improved the environment and health of the local
population, modernized the transmission system, and facilitated the interconnection
of the Czech Power Enterprise and German power grids.43

The costs of implementing stricter environmental legislation,
coupled with revenue loss from incentives, is minimal
compared to the gains enjoyed in the EU market.

In many industrialized states, new laws, regulations, and private efforts have en-
hanced environmental protection. Some companies respond by seeking out develop-
ing countries where environmental regulation is not as strict, creating a system that
effectively rewards the permissive attitudes of developing countries. As a transition
country (from a closed to a market economy), the Czech Republic receives FDI from
companies that have relocated their operations from industrialized nations due in
part to the limited environmental laws. Prague must recognize, however, that despite
the short-term economic benefits, further delay in enacting stricter environmental
regulations will jeopardize its admission into the EU. Therefore, new environmental
legislation must offer incentives to companies that decide to relocate to the Czech
Republic as well as provide for enforcement measures. The costs of implementing
stricter environmental legislation, coupled with revenue loss from incentives, is mini-
mal compared to the gains enjoyed in the EU market.

PRIVATE SECTOR INVESTMENT

 Private sector investment is now a decisive factor in environmental protection,
and its role will likely increase rapidly.44  In terms of environmental investment in the
Czech Republic, Bradford Gentry identifies four channels into which FDI can be
funneled:

1. Environmental companies: privately held or publicly traded companies.
2. Environmental projects: stand-alone investments arising from specific

projects.
3. Environmental improvements: investments designed to improve environ-

mental effects of already existing projects.
4. Environmentally efficient companies: companies not in the business of

providing environmental goods and services but effectively manage the
environmental opportunities/concerns facing their business.45

By providing the necessary finances to support these types of companies and
projects, the private sector can play an important role in the achievement of a sustain-
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able future. Through the creation of an appropriate economic and legal framework,
public-sector involvement can induce such private-sector investment.46

When choosing to invest in a foreign country, there are certain risks and obstacles
that companies need to consider: business risks; unstable reforms; legal and adminis-
trative uncertainties; environmental issues (liability); exchange-rate volatility; politi-
cal instability; expropriation and/or nationalization of property; and inadequate physical
and commercial infrastructure.47  Some of these areas, such as business risks, can be
eased with so-called grease payments, or payments made to expedite paperwork through
the proper channels. Grease payments, while obviously illegal and not to be advo-
cated, are commonplace in many countries, including in Eastern Europe. Other areas
of risk, such as exchange-rate volatility, are impossible to predict or control. For com-
panies that have some investment experience in the Czech Republic, environmental
liability ranks near the top of their list of concerns: that is, the legal obligation to
make a future expenditure due to past or ongoing manufacture, use, release, or threat-
ened release of a particular substance, or other activities that adversely affect the envi-
ronment. Even today, questions about environmental liability are so critical as to
deter companies from investing altogether.

Investors do not want the burden of being held responsible for past mistakes.
Their main concern is: Who pays the environmental liability that exists? The most
common method of solving this problem is indemnification, according to which the
private seller or host government agrees to pay the costs associated with the liability.
Other methods of remuneration include:

1. Purchaser price reduction: Will the seller reduce the purchase price by the
anticipated amount of liability from past environmental practices?

2. Remediation of site contamination: Who will pay the costs to limit the risk
of contamination’s spreading off-site in the future?

3. Increased foreign controls: Will the buyer ensure compliance with environ-
mental standards and reduce risks?

4. Limiting investment to underdeveloped sites: Will buyers consider invest-
ing in underdeveloped sites? More important, will the government or
another seller be willing to allow underdeveloped sites to grow?

5. Liability insurance and environmental liability insurance: Who will cover
both of these insurances—the buyer or the seller?

6. Delaying investment: Buyers must gain full information about a site before
deciding to invest in the site. Will the seller be willing to supply informa-
tion?

7. Limited ownership/selection of enterprise component: With a joint
venture, who is responsible for what part of the operation? Will that party
be solely liable?

8. Tentative/indirect investment: If giving indirect investment (such as
technical advice), is one still liable for poor environmental conditions?48
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Business Forms within the Czech Republic. The most common forms of FDI are
joint ventures and “green field” projects, which are implemented in areas where no
previous construction has taken place. The beauty of investing in the Czech Republic
is that there is no upper limit on the level of foreign investment.49  In some countries,
foreign entities can hold a maximum 49 percent share in a joint venture. In Hungary,
the limit is 75 percent.

Joint ventures, relatively new to the CEECs, are becoming increasingly popular
in the Czech Republic as well as other emerging markets. Since the Velvet Revolution,
Slovakia has invested millions of koruna in Czech companies, and vice versa.50  But
for privatization purposes, the Czech Republic has used other methods.51  At the be-
ginning of the Czech Republic’s existence, large state-owned enterprises were partially
privatized. Some that were not privatized were given to the public through restitu-
tion—the returning of previously confiscated property to former owners or their heirs.52

But this raises the question: what if there were no heirs to the property?
Voucher privatization addresses this question. In 1993, citizens of the Czech Re-

public and Slovakia registered to receive vouchers, which could be kept or exchanged
for shares in an investment fund. The fund, owned by the voucher holders, could buy
shares in companies offered for voucher privatization.

Legislation/Laws Protecting Investors. The Czech Republic offers limited protec-
tion to foreign investors. Foreign investments and double-taxation avoidance treaties
are guaranteed through a number of intergovernmental agreements.53  However, un-
der Article 25 of the Czech Commercial Code, the property of foreign persons (cor-
porate or private) or of Czech nationals with foreign participation may be expropri-
ated. Also, the rights and interest in such property may be restricted in accordance
with rules of law, in the public interest, and when no other possibility to satisfy this
public interest exists. However, it is customary for the foreign investor to receive com-
pensation corresponding to the actual value of the property affected at the time of
expropriation. This  level of protection is not as open as that of the Western European
countries. Since the Czech Republic is still in transition, new laws will have to be
enacted to offer greater protection to foreign investors.

FDI and Environmental Policy. The protection and maintenance of the Czech
environment is primarily financed through a policy of charges or penalties, such as for
the discharge of wastewaters into surface waters; for the release of harmful substances
into the air; for waste disposal; and for the withdrawal of ground water. The revenue
generated from these charges is funneled into the State Environment Fund, which
finances environmental improvements for municipalities and small- to medium-sized
enterprises. The Czech Republic also gives tax relief for companies with products and
activities that are judged environmentally friendly. Examples include reduced VAT
taxes, temporary relief from income taxes, relief from real-estate taxes, and temporary
relief from road taxes.54

Environmental damage caused by previous owners in the Czech Republic must
be proved by environmental audit. The costs to remove the damage are usually cov-
ered by a reduction in the sale price of the company.55  Potential foreign investors
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must be aware of the possibility of getting stuck with the cost of environmental dam-
age.

One successful example of FDI in the Czech Republic is the project to convert
coal-fired heating to natural gas in the city of Decin in northern Bohemia.56  The
heating station in Decin switched from lignite coal to natural gas, improving effi-
ciency. As a result, carbon dioxide emissions decreased by 30–65%. This project was
part of the U.S. Joint Implementation Initiative aimed at reducing severe air pollu-
tion. Three private-sector entities—the Wisconsin Electric Power Company, the Edison
Development Company, and NIPSCO Industries—together contributed 40%
($600,000) of the total costs, with the expectation of ultimately gaining regulatory
concessions.57

CONCLUSIONS

While Czech accession rests ultimately on the country’s ability to satisfy eco-
nomic and political, the EU recognizes the importance that the environment can
play, as noted in the White Paper, the accession strategy, and the EC’s opinion. While
the environment is to some extent intertwined with economic concerns, it will not
receive the attention that it needs to comply with EU standards unless it is addressed
by itself.

The Czech Republic is making significant strides toward attracting FDI, particu-
larly in the environmental arena. It is offering various tax breaks and incentives for
foreign investors. It is aligning itself for admission into the EU with guidelines set
forth by the White Paper and Agenda 2000, as well as voluntarily participating in
PHARE, therefore showing current EU members the seriousness of its intentions. It is
clear that, through the transposition and alignment with the EU’s guidelines and
acquis communitaire, and the government’s willingness to offer tax breaks and incen-
tives, the Czech Republic wants investors that are not only sensitive to local and EU
guidelines but also willing to help correct the legacy of environmental degradation.

While Czech accession rests ultimately on the country’s
ability to satisfy economic and political, the EU recognizes
the importance that the environment can play, as noted in
the White Paper, the accession strategy, and the EC’s opinion.

More needs to be done to transpose the environmental acquis and provisions of
international treaties such as the Kyoto Protocol. In addition, the Czech government
must implement the necessary measures to ensure that FDI not only helps prepare the
country for the Single Market but also protects and preserves the environment.

This is not a domestic issue. As more international environmental treaties are
ratified, the Czech Republic will be, as a future member of the EU and a current
member of the UN, forced to adhere to these new standards. Therefore, finding an
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economic solution now to an environmental problem will save domestic monies and
FDI in the long term.

FDI can aid in the rectification of past environmental damage. By encouraging
foreign companies to invest in environmentally sound practices, joint ventures, and
projects, the Czech Republic will ensure environmental protection that meets EU
and international standards. However, these efforts must be in conjunction with im-
provements in environmental legislation and enforcement measures that compel com-
panies to act in an environmentally friendly manner.

Economic policies and environmental legislation should be focused around envi-
ronmental cost efficiency.58  By the same token, the Czech Republic must be careful
in its choice of enforcement measures. Environmental taxes can only be effective if
“agents having to pay [the tax] have alternative ways to behave . . . and are sensitive to
price stimuli.”59  Therefore, by encouraging the influx of FDI and decentralizing state-
owned industries, as well as adopting strong environmental standards and enforce-
ment measures, the Czech government would be encouraging the development and
protection of not only the economic sector but also the environment.

The environment would be a big winner in the Czech Republic if companies
were encouraged to “green” their FDI. Developing economies are often tempted to
offer special conditions to foreign companies in order to attract investment. If this
were to happen in the Czech Republic, the environment would be the first casualty.

As the Czech Republic’s own Ministry of the Environment has recognized, “envi-
ronmental policy must seek the most economically effective solutions, create the nec-
essary conditions for non-distorted market relations, recognize the limits of macro
and microeconomic spheres and protect regional and local interests.”60  Linking the
environment to the development of a market economy is not the way to address
environmental degradation. Environmental concerns need not be secondary to eco-
nomic growth. Communism showed all of Eastern Europe that neglecting the envi-
ronment for more coins in the coffer leads to extreme inefficiency and ultimately
lower profits. If the Czech Republic pursues a rigorous environmental action pro-
gram, industries and sectors, while becoming less polluted, could reach a level of
efficiency and profitability they have never seen before, making the Czech Republic a
model for other CEECs.
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