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. Preface *

Two years ago the World Bank pubhshed Governance and Develop-'

ment (World Bank 1992b), its first report expressly on the topic of governance. N

~ In that report, the Bank explored the meamng of govainance and why it is
_ important for development. Governance was defined as the manner in-which
. power is exercised in the management of a country's economic and’ social
' resources for development. : :
The World Bank’s interest in governance derives’ from its concern for the
sustmnabxhty of the programs and prOJects it helps finance. If sustainable

development is to occur, the 1992 governance report concluded, a predictable o

and transparent framework of rules and institutions for the conduct of private
- and public business must exist. Good governance is epitomized by predict- -
~ able, open, and enlightened policymaking (that is, transparent processes); a
bureaucracy imbued with a professional ethos; an executive arm of govern-'
ment accountable for its actions; and a strong civil soclety part1c1pat1ng in

- 7 pubhc affairs; and all behaving under the rule of law.

In analyzing governance, the World Bank draws a clear distinction be-, -
tween the concept’s political and economic dimensions. The Bank’s mandate
- is the promotion of sustainable economic and social deveIOpment The Bank’s:

Articles of Agreement explncxtly prohibit the institution from interfering ina -
_ ‘country s internal political affairs and require it to take only economic consid-
- erations into account in its decisions. Thus, the Bank’s call for good gover-
nance and its concern with accountabtllty, transparency, and the rule of law
have to do exclusively with the contribution they make to social and economic
. development and to the Bank’s fundamental objective of sustamab]e poverty. -
- reduction in the developmg world. _
The purpose of this report is to summarize the Bank’s actwny in the area .

R _of governance in the past two years. The record shows that the Bank’s work on

vil
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' govemance has greatly expanded, albeit with different points.of emphaSis. in

all regions of the developing world and in the countries that are in transmon- :
from socialism to market economies. - ;

Following the pattern established. by the 1992 report the current report o

describes developments under four sub-headings of ‘governance: (i) public
“sector management; (ii) accountablhty. (iii) legal framework for develop-
.ment; and (iv) transparency and information. Despite their 1nev1table overlap,
- these headings provide a template agamst Wthh the Bank's govemance work
can be assessed. ‘ - i
Of the four, pubhc sector management (PSM) is the most readxly 1dent1fied‘ :

" dnmensmn of the Bank’s governance work. The language of pSM is ‘predomi- o

nantly. technical: changmg the orgamzatlonal structure of a sector agency to ‘
reflect new objectives and to retrain staff; making budgets work better through
better integration of capital and recurrent components; sharpemng civil ser-

- vice incentives through new pay and grading structures: or-placing pubhc s |

enterprise managers. under performance contracts. Behind the emphasis. on
PSM as a key dimension of governance is the growing conviction that an -
efficient government is a sine gua non for sustainable economic growth. The
* other three dimensions of governance underpin PSM. Collectively; all four _i
profoundly affect the performance of the public sector by shaping the environ- -

" ment in which it exists. Accountability and transparency are desirable quali-
~ ties in the private sector and make government agencies responsive; and the

legal system supplies a framework of rules for the public and private sectors.
Institutional development in both the public and private sectors occurs when
the various. dimensions of governance reinforce one another. Institutional -
decay and loss of capacnty ensue when the governance condmon.s ina country_ :
are adverse. : :
© One result of the World Bank’s work on govemance has been mnovatlon -

in the types of projects undertaken in fresh ways of preparing projects; and in
. the development of new- topics for economic and sector work and for research. |
Another result, not. suscepuble to measurement but nevertheless tmportant is -

‘the way governance concerns have influenced the regular economic and project -
- work of the Bank. In the process, the complementarity of the pubhc and the

 private sectors and the importance of public sector management have bPen' '

- underscored. In turn, the Bank itself has been affected by the governance
- agenda, and this report looks at how Bank processes are changing, how. gover-

_ nance considerations are 1ncreasmgly bemg taken 1nto account and where -
more could be done.

* As with Governance and Develapment th:s report has been adapted from

~ a World Bank board document, discusse and endorsed by the Bank’s Execu-

tive Directors on December 16, 1993. In the interest of providing greater
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transparency about the Bank’s own operations, the report discusses not only

" Bank-financed projects and Bank research but also its internal processes. This
has been done dehberately to show how governance has influenced the work-
and dec151ons of Bank management and staff and to make clear those aspects
of governance that the Bank may take i into account m its lendmg dec:snons and
those that he OU;Slde its mandate. S :
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 Executive Summary

Thrs report summarizes the governance work undertaken by the -
World Bank in the last two years, It provides an overview: of governance
activities in lending, economic and sector work (ESW), and i in research and -

. dxaloguc Progress across regions is reported under the four major components

~of governance identified in the 1992 governance report: (i) public sector
management; (ii) accountability; (iii) legal framework for development; and
(iv) transparency and information. In addition, other issues that are related to
Bank acuvities—such as more participatory approaches to policy, program, .
and project design and implementation; mrhtary expendxtures, and human -
rights—are raised. Internal procedures and organizational i lSSUCS relevant to |
the Bank’s governance work are also discussed. o ‘ !
~ Although the magnitude of the World Bank’s work on governance cannot
~ be directly measured because of the diffuseness of the topic (box 1), the report” -
~ concludes that the volume of governance-related lcndmg, ESW, and research-
by the Bank is substantial and growing (box 2). ‘Consistent with the Bank’s -
~ Articles of Agreement this work has concentrated on the economic and social
~dimensions of governance, using a variety of approaches both traditional and
. innovative, The intensity of governance work varies from country to country
~ according to country circumstances and needs. In the past two years the most
- comprehensive governance work has been carried out in Latin America and
the Caribbean and in Africa. However, in all regions, World Bank staff have
given promxnencc to assisting borrowers in strengthening governance in their
' countries. Worldw1de countries are seeklng to 1mprove the performance of
their governments. : -

Coxedi
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GOVERNANCE:

" BOX1 DEFINITIONS OF GOVERNANCE

Governance was a rarely used term in

- development circlas until employed in
- the World Bank’s 1989 report, “Sub-

"Saharan Africa: From Crisis to Sus-

 tainable Growth.” Later, Governance -
' * and Development provided a specific
- definition -relevant to the Bank's
, purposes:? “the manner: inwhich power :
- . Is exercised in the management of a

country’s economic_and social re-
sources for development.” The World

. Bank has'identified three distinct as-
pects of governance: (i) the form of -

political regime; (i) the process by
which authority ‘is exercised in the
management of a country’s economic

and sacial resources for development; -
and (iii) the capacity of governments
to design, formulate, and implement
- policies and discharge functions. The
first aspect is deemed outside the
- Bank's mandate; thus the BanK’s fo--

- cus has been on the second and third -

aspects.
- The term usually descnbes cond-

tions in a country as a whole. How-

ever, it may be applied in a more

- specific sense, such as corporate

govemance—the framework of laws,

regulatory institutions, and reportnng

requirements that condition the way
the corporate sector is governed

' The African Development, Bank

has introduced the notions of macro-,

© meso-, and mrcrogovemance to con-

ditions at various levels of govemment, -
suggesting that authoritarian regimes

’ commltted to development might ex:
- hibit good govemance at the middle . "

and lower. levels.? - : .
Other multilateral lendmg mstlm- :

.ttons use the term in the same way o

as the World Bank, although the in- -

- ter-American Development Bank

gives specaal emphasis to the mod-

- emization of public administration. : . L

Some bilateral donors (for example,

the United Kingdom's oDa) prefer.the = -
terms goad governance or good gow- - .
-ernment. These terms emphasize . °

govemance’s normative aspects and _
facilitate its use as a guide to aid allo- -

cation using ctiteria drawn from the

political as well as economic. dimen-

. sions of governance. The oecp's De-

velopment ‘Assistance Committee
uses. the World Bank’s definition of

- governance -and links it with'partici- -
‘patory development human rights, - -
- and democratization. It sees an over- ‘

all agenda emerging in the aid poli- .
. cies of.its member states, with the

fellowmg links: legmmacy of govem-

ment (degree of democratization); -

~ accountability of palitical and official -
elements of government (media free-

- 'dom, -transparent decisionmaking,

accountability mechanisms), compe-

~ tence of governments-to formulate .-

policies and deliver services; and re-

. 'spect for human rights and rule of
- law (individuat and group nghts andn
- secuiity, framework for economic and '

social. achvnty and pamczpatxon)

2. World Bank 1992b, p. 52. .

b. African Development Bank 1993
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. BOX2 MEASURING GOVERNANCE =
INWORLD BANK OPERATIONS

Precisely how much governance work

. is being carried out in the World Bank
- is difficult to estimate numerically. This

. - isbecause govemance is a broad term

that straddles the functlonal classifi-

- cations the Bank uses to classify its

- lending operations. One dimension,

- public sector management, can be
partly measured. Others, such as ac-

‘countability and transparency, defy
quantification. In short, there are gov-

" emance components in all’ ‘projects.
" In an attempt to quantify these-com-"

ponents this report aggregated data
covering 455 projects across three

regions during the 1991 to 1993 fiscal -~ Hawever, this figure does not include

period. This provided examples of
~ projects in which govemance was a
major component. These data mani-
- fest the extent to which govemance
topics pervade World Bank lencf ng
7 ‘operatlons '

| "Cat'egery o

In a parallel exercise, the World
Bank's Latin America and Caribbean

* Region recently reviewed its lending -

program’ according to the program’s
impact on gavernance, using a defini- -

. tion that emphasized public sector

management (PSM) improvement. The

. review concluded that some 90.per-~
_cent of the World Bank's current or - -
“pending operations in the region are
expected to have animpact on gover- - -

nance, half of them a major one.
~ The volume of PSM work can be .
partially quantified bec_au_se it is one’

- of the functional categories used to
- analyze the lending program in the .
. Bank. Infiscal 1993, total lending clas- -

sified as PsM was US$609 million.

the many projects where' PsM is not

_ the primary purpose of the loan but a.

- subsidiary. activity, for example, in a - ,
. sector project. Nor does the amount . ..

_ mclude technical a53|stance B

PrOporlion of lending operations -

with governance .content -

, (percent)
" . Lega! framework 6 -
Partucnpatlon : 30
‘State-owned enterprises reform 83
-~ Economic management ' 49
- Capacity building. 68

_Decentralization

68

Pubhc sector management

A substannal part of the governance work in whrch the World Bank currendy |
| engages includes traditional public sector management (PSM) categories such
. as cml service reform, pubhc ﬁnanc1a1 management, and pubhc enterpnse -
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' reform Expenence in all regrons confirms that pSM 1s a key issue of develop- ‘
ment effect:veness Renewed emphasis on. PSM has been influenced by chang-
ing perceptions of the role of the state. The new model requires a smaller state

'~ equipped with a professional, accountable bureaucracy that can provide an

“enabling environment” for prwate sector—led growth to discharge effec-

“tively core functions such as economic- management and to pursue sustained

overty reduction. With respect to civil service reform, work has focused not

“only on retrenchment and cost contamment but also on performance 1mprove- o

 ment and human resource management _
In public ﬁnanclal management, there isa trend toward mtegrated ﬁnan-

cial management reforms rather than isolated i 1mprovements to budgeting and -
' pubhc investment programs The World Bank provides- extensive adviceto
: governments on the allocation of budgetary expenditures, within and among: -

sectors, through public. expenduure reviews (PERs) increasingly carried out

ona Jomt basis: Public enterprise reform has béen a key feature in vrrtually ail

countries undergoing structural adjustment reforms as governments have sought "

to downsize and seek: better performance from inefficient parastatal sectors
gthroucvh divestiture, pnvatxzatlon, and management reform. In so-called-tran- - .
- sition countries—that is, those making the transformation from socialized to -
B free-market economles—pnvatlzatlon has been a central thrust of the Bank’s
overall :assistance. Reﬂectmg the complexrty of the task, the vested interests

- - at stake, and the uneven commitment of governments to the task, the. SUCCeSS .
- with which publlc enterprise sectors have been reformed vanes greatly amon g

. countnes and regrons - ‘ S

' Accountability

'I'he World Bank has also made an effort in the last two years to help its”
. borrowers ina vanety of ways to improve ‘the accountabrhty of their pubhc -
sectors Decentralization of government as a means to improve accountabllrty -

"has been a major focus of lending and ESW. Financial accountabtltty has been - o

strengthened through' lending operations focused on improving accounting

- and audmng practices and promoting comphance wic financial management

standards. Financial accountability assessments, a new form of ESW, are
‘ begmmng to be undertaken. Microlevel accountabllrty has been promoted by .

encouraging beneﬁcnary partlcrpauon in pl‘OJCCtS and, in scme cases, compe-

truon in service: dehvery o '

| Transparency and information, ,'

Support for greater transparency and mformatron has been closely linked to
the Bank’s work on accountabrhty Improvements in ﬁnancral management
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~and mtroductron of transparent budgetmg systems have been a feature of a
number of lending operations. Country procurement assessment.reviews by
~ Bank staff and the policy dialogue between Bank staff and governments have

becn used to raise the issue of public procurement systems with bormwmg_ o

‘govemments and in many countries the Bank is assisting reform. Training
programs (prowded by the Bank’s Economic Development Institute) for.de-

, velopmg-country Journahsts have attempted to raise pubhc awareness and i

1mprove publtc debate on economxc reform :
ILegal framework

Support for the legal ﬂ'amework for develoPment has taken the form of Bank =

~advice on new laws to establish a framework for economic activity in transi-
tion countries. For example, laws on property nghts companies (bankruptcy._ o

- laws), banking, compctttton, foreign investment, and the establishment of
regulatory bodies. In addition, the Bank has been providing assistance to a.
growing number of countries for legal training and Judicial infrastructure. -

'Several research programs on a variety of legal i issues have supported the
Bank s a551stance in'this area. ‘ T

“Pollcy dtalogue

Gow.rnance issues have featured prormnently in the Bank’s poltcy dlalogue -
with many countries. In its role as chairman of the Consultative Group (CG).
meetings between donor agencies and -governments, the Bank has at times
commumcated to borrowing countries the views of donors on issues relevant
. to the poltttcal dimensions of governance that fall outside the Bank’s man- -
_ date. In such circumstances the role of the chairman of a meeting of aid donors

and recipients is to facilitate a constructive exchange on matters that may "
affect aid commitments and thus the financing of a government s aid’ pro- Co

gram. In other settmgs, high-level meetings between Bank senior manage-
ment and government policy makers, Bank mission work with country coun-

- terparts, the day-to-day communication between the Bank’s resident mission

staff and government officla]s, and special workshops have all bcen vehlcles-"i "
for an expandtng dialogue on governance issues. | :

Partlmpatory approaches i

A ma_]or effort is under way w1thm the Bank to explore and mamstream_ o

parttelpatory approaches to the design and 1mp1ementat10n of Bank-financed B

projects and the preparatlon of economic reports on countries. Case studies of
best practtce are bemg analyzed workshops orgamzed and a handbook pre-i ’
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_' pai‘ed; This ishkely to have a significant impact on ihe Wziy projects are

prepared, and it has the potential to greatly improve country ownership of the - |

projects the Bank finances and, thus, relevance and sustainability.
| Milit'a‘r'y‘ eXpenditurés

- The World Bank has confronted the issue of military expendntures in several' =

- countries where such Spendmg 15 crowdnng out budget allocanons for social L
. -and other development-oriented programs. In some countries, the Bank has
B responded to the government’s request to develop options for bringing mili- .~

- tary expendltures more into balance with other spending priorities. To assist -

in the conversion of defense industries, the Bank has supported macroeconomic . o
and sector policy reforms for providing an environment in which the restruc-f S

- turing of market-based enterprise may take place. To help countries in. the-
~ aftermath of civil war, for example, the Bank has studied the comparative
- expenence ofothercountnes in demoblhzmg andremtegranng then‘economles -

| _ Human rlghts

The Bank’s contnbuuon to human nghts is embodled in 1ts strategy on pov-'
“erty reduction through economywide and sectoral pohcxes that encourage

rural development and urban employment and through the provision of basic .
* services to the poor. These efforts are augmented by targeted transfer pro-

~grams and social safety nets. The share of Bank lending to human resources -
' development 1s strongly nsmg, and a greater proportlon of resources is being -
" allocated to primary services or targeted to the poor and other margmahzed

. groups. Accompanying this has been-a sharp increase in- country-speclfic_ -

| - analytlcal work through cawztry poverty assessments and other ESW. -
| Internal procedures

N Improvements in the World Bank’s :nternal procedures followmg the recom- |
‘mendations of the Task Force on Portfolio Management (“Wapenhans Report,”

" World Bank 1992a) will raise the profile of governance issues. For instance, the |

country assistance strategy (CAS) papers will bring relevant governance issues -

to the Bank’s Executive Board in the context of country strategy discussions;
country portfolio performance reviews will highlight systemic problems of )
- project implementation; and the new system of operational policies and proce-

~ dures will provide best-practice advice to Bank staff on many topics where L
govemance is a factor. o _
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‘ Instltutlons

' The past two yea.rs of work on governance underscore the irnportanCe of insti-

tutions in the development process. In the coming years, the Bank’s ESW and"
- research efforts should focus on how to assist countries in building strong -
~ institutions and should explore further the relationship between institutional -

~ .development, PSM, and the other dimensions of governance. There is a need -
~ for more determined efforts to foster local ownershlp of reform programs-and -
to direct support to the institutions of civil society. Within the framework of

the World Bank Articles of Agreement there is likely to be contmued scope '
: fc' substannal governance work in future years :

. GOVERNANCE CAPACITY AND
STRUCTURAL ADJUSTMENT

Avesearch program is currently under
way in the Private Sector Development

~ Depariment of the World Bank to in-
vestigate the relationiship between
. ‘governance capacity and successful

economic reform in develaping coun-
tries. Governance, in this instance, is

assessed in terms of the capacity of

- the state to avoid capture by promi--

nent economic interests and to formu-

late and ‘implement policy indepen-.

dently in the public interest.

Structural . adjustment imposes
high costs on diverse segments of
society. Experience has shown that
states are chronically weak in with-
standing pressure from prominent eco-

nomic interests. The research program
~ explores the conditions under which
. developing country governments can
deploy ‘enough governance capacity

to overcome political resistance, de-.

‘signand irhplemerit appropriate adjdst- '
“ment policies, and sustain the course

of economic reform. .
Based on the analytical framework ,

of the conceptual paper that has been -

prepared,® ten:case studies (Bolivia,

‘Brazil, Egypt, Ghana, Malaysia, .
‘Mevico, Pakistan, Tanzania, Turkey,
“and Zambia) will be carried out.’ The
aim is to analyze and contrast the ex- - -
“periences of successful, or attempted,

reform in these countries in relation to

. theirgovemance capacity andto study _
ways in which goverments. have tried -

to increase this capacity. The findings -
of the research program will serve to’ ,
educate World Bank staff.as well as -

‘inform future policy decisions.

a. Fnschtak 1993,
b. All the case studies except one, will be wntten

. by local researchers. Work has begun on seven of
the ten studies. The final versions of the papers ~ -
- will be presented in a conference in the Bank in

June 1994
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~ Public Séctmf Man_zigement -

- Public sector management (PSM) is the most visible of the four dimensions of
- governance.! PSM has to do with the capacity of governments to make and
implement public polizy, the effectiveness of public programs, and the strength
~of public institutions. The subject matter of PSM is the means to achieve
_these—the civil service, the government budget, the public investment pro-

- gram, accounting, audlnng, and other financial management systems. strate-' '

~_ gic planning and program evaluation, aid coordmatlon economic manage- ,
ment agencies, the cabinet system, and other parts of the machinery of gov-. -

ernment that are essential to a well-functioning public sector. PSM is -also
~ concerned with the relationship between central government, agencies,. and
~ public enterpnses, on the one hand, and bctween central and subordmate uers |
of government on the other.
~ Over the years, the World Bank’s approach to PSM has _grown beyond.
' pro_]ect-lmked institutional strengthening and attempts to improve the work-
* ings of specific parastatal agencies. This approach generally worked when
conditions in the public sector were less strained and governments were still

- . expanding the coverage of their programs. However, the limitations of re-

stricting attention to individual agencies became increasingly apparent as the
structural adjustment agenda in many countries lengthened. As systemic prob-
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lems became more evident, the Bank began to expand its approach to PSM with .
_broad-based sector adjustment loans; with support for improved financial E

‘ ‘management and with civil service reforms focused initially on cost contain-
ment and retrenchment. In response to the detenoranng condition of the

parastatal sector, the Bank began to encourage the divestiture 2id privatization -

of puolic enterprises. At the same time, it became evndent that dispersed and

_disconnected reform efforts were not adequate to cope with the ‘institutional

- modernization demands that emerged from the structural adjustment proeess o
both in scope of work and in terms of the effort reqmred

H szzl service reform

~In the past two years, the Norld Banlc’s best-pracnce wo;‘: has evolved fur-:
ther. In civil service reform, the Bank has tried to move beyoiid cost contain-'
ment and retrenchment and to deal with issues of 1mproved performance and

- more effectlve management of human resources. Thus, current programs con-
tain measures to strengthen personnel management in government and civil
service mlmstnes, install human resources management mforrnanon systems, N
‘and in some cases, revisc civil service codes. _ '
However, although civil service reform programs are bemg 1mplemented: :

-in many countries (thirty with Bank assistance), most countries have yet to '
face up to the magnitude of change needed within the government sector to
- sustain efficient, market-led economies.2 Moving from a highly 1ntervent10n-'

ist paradlgm of govemment to one in which the role of the public sectoristo - o

- create an enabling environment for the private sector, to regulate where nec-
essary, and to ensure efficient dellvery of key pubhc services requires major

- changes (box 1.1). In addition to decentralization, these changes atfect staff-

ing levels and onentatmn, departmental functlons, and the machinery of gov-
ernment for pohcy coordination. They may also entail a sharper distinction’
between the core functions of government and those that can be contracted out
. or otherwise left to the private sector. In this way, govemance is strengthened
by shifting the boundary between. the _public and private sectors, thereby '
enlarging the latter, with the govemment s role changmg from direct provi--
sion to regulation. Many civil service reform programs provide for functional .
- reviews, but contrary to what the term suggests, these have been concerned
mainly with adjusting staffing levels to existing,. not redefined, functions.
How to manage the transition from an overstaffed, underskilled, and poorly
motivated civil service to a smaller, realistically paid, and profess:onal one in

a way that does not provoke resistance to change is not yet adequately under-

stood (box 1.2). In many countnes, bureaucratic attitudes are part of the
problem and require alteration. In others, the soclal consequences of masswe
layoffs are understandably feared -
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BOX 1.1 PRIVATE SECTOR .
ASSESSMENTS |

The World Bank has been surveylng .

- private enterprises in borrowing coun-

tries to assess th=2 institutional and -
- policy framework .hat governs private -

“sector activity. Private Sector Assess-
ments (PSA).have been carned out in

- twenty-four countries.
These surveys highlight constralnts .

“in the private sector; provide detailed
information - on specific constraints,
'such as access to finance,
: mfrastructural bottlenecks, and regu-
* ‘latory weaknesses; and identify. ar-

“eas where institutional reforms will -
- - improve the business environment.
The findings are valuable for devel- -
oping aninstitutional and policy frame-

- “work that supporls pnvate sector-led
growth. =
The results of nine recently com-

~ing: |
s In countnes faclng serious macro-

'pleted surveys mdlcated the follow- '

policy instability are the greatest con-
straints to business. High taxes and
interest rates -are also a problem.
Access to finance is not a major con-

- straint overall, although the surveys™ *

suggestthat it has affected small firms .
more than Iarger ones. ‘

. Among the regulatcrry constralnts- g
that businesses face, tax and labor

regulations are the mostburdensome.
The surveys found regulatory com-

. pliance costs to-be high—in one in- |
“stance, takmg up as muchas 26 per-

cent of senior management time.
Reglstratlon processes were found to.
be Iong and costly

= Failure of public lnfrastructure isa
_ large problem. Infrastructure prob-

lems tend to be sector specific, al-

_though larger firms in any sector are
better able to bear the costs of infra- -
structure failure- than are srnaller o

firms.

= GoVemment arbitrariness and 'the? -
- - lack of predictability in official policies .

‘economic problems, infiation and . discourage long-term investment. -

Finally, it has become increasingly clear that the loss of capacity in many . -
governments and their continued unsatisfactory performance are due to gov-
~ ernance factors. This means that reform programs based on techmcal mea-
- sures alone will fail. S '

. Financial management
The trend in this area has been toward integrated ﬁn'anc_:ial management sys-
“tems rather than isolated reform efforts in public investment, budgeting, ac-

~ counting, auditing, and information systems. Best practice in public financial
management is well understood in technical terms. The challenge is to adapt

~ it to country circumstances, to provide adequate amounts of training, and to

- ensure that leadershlp in both the executive and the legislature is comnutted
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to lmproved ﬁnancxal management in the publlc sector. In some regnons the
requirement. is-system modernization. In others, exlstmg systems are funda- N
mentally sound, but capacnty has ‘been eroded :

State:enterprzse sector

: In vnrtually all countnes undergomg structural adjustment reforms w1th the
' ‘assmtance of the World Bank the reform of the state enterpnse sector has

7 2 BOX 1.2 CLIENT AND CIVIL
SERVICE ATTITUDE SURVEYS
IN ZAMBIA : -

, The Govemment of z_ambna recently

embarked on a major civil service re--
form {csRr), a complex process that -
- must take many factors into consid-
~ eration, such as the attitudes that civil
servants bring to their work and the
" views the general public has. of civil
- service efficiency.

In Zambia, the govemment decnded
to conduct attitude surveys prior to
_developingits civil service reform pro-
gram. The data from the surveys
would be used to formulate the CSR

 strategy so that constraints to civil ~

- service efficiency and responsiveness
~ could be identified and addressed.

Two surveys were conducted with

assistance from the World Bank’s In-
stitutional -Development Fund (IDF).
One questioned the attitudes of cli-

ents toward the civil service. lts ob- o

, jectlves were to:

- = Assess client satlsfactlon wdh ser-

vice delivery

» Determine client needs

- = Find out about client willingness to
_ cooperate with the bureaucracy

toz

“(NIPA), which carried out the s 3
-NIPA can now design and carry out.
- other surveys and act as the moni-
toring and evaluatlon unit of the csn |

. program in Zambla : '

= Determine public perception of the
- accountability of civil servants -

= Assess the extent to which tradi-

- tignal .values: influence amtudes to- -

ward the civil serv:ce

The other survey assessed cw1 ser-" ;
vants themselves Its objectwes were -

- m Understand how ommals wewed-'

their work:

= |dentify behawor patterns assocn- _';

ated with supetrior performance and =
explain thern . L

. ® |dentify better-performlng unlts _
~ m Assess the influence of tradmonalj
' .v:alues,o_n bureaupratlc behavior. =

. Thisis the first ﬁ_nﬁe‘ the World:Ba'nk -
has financed work of this nature. The

‘survey has provided valuable inputs
- for program design and is an example
. of the innovative use of IbF money for -

upstream institutional work. In addi-
tion, this project also supported ca-
pacity building in Zambia's National -
Institute of Public Administration
urvey.
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been an 1mportant component. The Bank has devoted much attennon to both

_reforming individual enterprises under public ownership and supporting sys-

temic reforms. The latter include performance contracts; performance evalu-
ation systems, changes in the composition and role of boards of directors;
changes in the selection, remuneration, and incentives of managers; improve-
ments in pricing and labor policies; and removal of the so-called soft budget
-constraint hy ending easy access._ to. subsidies and government—wuaranteed
loans, among other things. These efforts to corporatize and reform- state ﬁrms
_continue in all regions and in the former-Soviet Union. - o
- In the mid-1980s the Bank added an emphasts on pnvanzanon and dwes-._ -
titure.to promote competition and efficiency and on the liquidation of nonVI-;" ]
_able firms to ease the crushing budget deficit and - the crowdmg-out of the

pnvate sector. Expenence has' greatly varied among countries and regions," |

- ranging from highly successful public enterprise reform programs ‘in Chile,

Malaysia, and Mexico to disappointing results in most of Africa. Public enter-

_ prise reform has also been an important part of the Bank’s. PSM research

_program. For example, a major research project on the lessons of experience
with privatization in middle-income and industrialized countries was. com-
pleted last year by the World Bank Country Economics Department and -
demonstrated the gains from pnvanz:mon {Galal and .others forthcommcr)-

. -Follow-up work on low-income countries in Asia and Africa is under way. In

-additon a major research study is proceeding using the experience of twelve =
‘countries to articulate a taxonomy of reform strategies for improving pubhcf o

enterprise performance compatible with countries’ d1ffermg economic, insti-
tutional, and political conditions. Finally, important work has been done on
the governance foundanons for utility regulation. (box 1 3). -
As with other- aspects of governance, Bank work by reglons dlffers de-
pending on the state of development of public admmlstranon and the absorp- '
tve capacnty of the member countnes ' '

®In the Latm Amenca and Carlbbean Reonon, reforrns are dnven mostly by

- the desire of governments to modemlze pubhc sector m:.magement.3 In many -
~_countries, the work of the Bank has moved froin partial to comprehenswe
reform within a medium-term framework, using an array of Bank i instruments.’
In a growing number of countries in the reglon, an integrated approach to
financial management rerorm is being adopted, comprising changes in budget.

" laws, the modernization of accounting and auditing systems, computemed

ﬁnapcxal information systems, the introduction of corporate planning tech-.
' niques, and .revenue administration reform. Examples range from Argentina
- (box 1.4) and Ecuador to Guyana, Honduras, and J' amaica. Comparable efforts
are being made to modernize civil services, and the Bank has been assisting -
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© BOX 1.3 INSTITUTIONAL
FOUNDATIONS OF UTILITY
REGULATION '

Where utility services are provided by -
private companies, regulation hastwo

-goals: to encourage investment and

. to support efficiency and equity inthe

provision of the service. These two -

. goals can often be contrasting. A re-
- -search program undertaken: by the

‘Waorld Banii's Policy Research Depart-
ment, comparing the regulation of pri-

some interesting results on how the

divergencein goals hasbeenresolved. -
‘The basic finding is that the success

. of private utilities depends on achiev-

~ing the best fit-between the regula- -
. tory system and otherinstitutions (leg-. -
- islative, executive, and judicial) inthe .

country.

a  Aparticularly useful output fromthe
" research prograin has been a check-

list of questions that enables World

" Bank staff to determine which regu--
latory systems are appropnate tothe
specific conditions in a country. The - -

questions focus on administrative ca-
~ pacity, the prevailing institutional
- - framework, and the capacity of exist-

" ing institutions to support regulatory
- - systems. Answers to questions such
as the following delermine the choice = -
of the regt.latory system -

~.m !s the judrcrary mdependent and o
do other conﬂlct-resolutton mecha-, o
- nisms exist? : :

Cw-Arg there constttuttonal features' -
- that limit the power of governments, AR
_to reform the faw?

= What is the political structure in ther‘
country, and are there. trequent

ri- - changes of. government’7
~ vate telecommunications utiitiesina
number of countries® has. produced

= Are there intermediary- agencnes

that are capable of furctioning inde- ,
pendently of political influence and =~ -
. that could be involved i in the regula-

tory system’7

' » |s administrative capacntym the bu-'—. '
reaucracy and the judiciary sufficient
‘toimplement complex regulatory sys- -
tems? r

Ftesearch has shown that the suc-'

- cess of regulatory. reform dependson’
‘the match between the structure of ~
“the reforms and the’ underlytng gov- -

' emanoe mstttutrons rn the country '

a. Five oountry case studies as well as a com- '
paralive paper have been prepared (Lavy and

_Splller1993) B

with dxvest:tture of pubhc enterpnses in those Latm Amencan countnes hav-

rmg a good record.

= For South Asia, Bank—supported programs aimed at administrative and
civil service reform have been more limited, notwithstanding substantial ESW
b the Bank and a regular dlSCUSSlOII of - PSM issues in the dialogue with
' 'govemments This reflects partly the. hitherto weak commitment of govern-
ments and partly their amblvalence toward seekmg technical assistance ac- -
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BOX 1.4 PUBLIC SECTOR
REFORM IN ARGENTINA’

instituted one of the mostcomprehen-

- sive public sector reform programs . -

ever undertaken: complete restructur-
ing of the state. Administrative re-

~ forms have ‘since reduced the size
-and scope of government and im-
proved control over expenditures. In-

‘creased transparency in revenue

~_sharing with the provinces was

- achieved, and selected expenditures -
were decentralized. A massive pro- -
gram of privatization and asset sales -

“occurred. As of December 1992 this
- program had raised US$5.3 billion in
cash and reduced public debt by

US$9.4 billion. Reforms in tax admin-
istration increased federal revenues -

~from 17.6 percent of GDP in 1989 to
25 percent of GDP in 1992.

. The results of the reform program

~have been striking.. From a state of

. insolvency in 1988, Argentina’s pub- - -
~ lic finances have stabilized, and the -
“economy is now in-its third year . of

- strong expansion. -
" The World Bank has supported

‘ "Argentlna s efforts through a number

of lending operatnons

= Public Sector Reform Aa'justment .
Loan and Public Sector Reform Tech-

nical Assistance Loan. These two
‘complementary operations supported
" a ‘wide range of changes. Adminis-
trative reforms included a 20 percent

- reduction in federal employment, min-
isterlal reorganizaiion, wage decom-
, , o - - pression, and strengthening of admin-

In 1989 the Government of Argentina

istrative capacities. The enactment of
new legislation improved accountabil-
ity and transparency in public finan- -

- cial management. Tax policy reform

and restructuring of the Central Bank

were also underaken. ‘In addition,
: managemeu"n infurmation systems for-
- customs, the civil service, and bud-~
' get admlmstration were developed.

B ] Pubhc ‘Enterprise Heform Ad/ust- o
-ment Loan and Public Enterprise Re-

forrn Exccurion Loan. Privatization

- and restructunng of pubhc enterpris- .
- es (PEs) in the telecommunications,
~ railways, and. hydrocarbons sectors,

among others, were supported under
these two operauons In addition, the .

~ World Bank financed capacity -build-

ing in the government to plan, ex-

‘ecute, and monitor public enterprise:

reform. A more recent loan will sup-.
port rerorm of PEs in the defense sec-

tor as well as improve the environ- ..
' ment for prlvate sector actlvuty

= Second Tax Administration Loan o
This project’s objective is fo strengthen. -
- further the tax system. It supports sim-

plification' of the legal framework
governing tax administration, de-

centralization of tax admnmstratuon- .
: systems rmprovements in service |

quality, and increased efficiency in

~ collection and taxpayer auditing. -

cordmg to the Bank’s loan terms. This srtuauon now appears to be changmg, ‘
‘and Bank assistance in administrative reform features prominently in the
fiscal 1994-95 program. For example work will be undertaken in Sri Lanka

- on admrmstratlve reform civil serv1ce reform ‘18 bemg drscussed ‘with the o
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BOX 1.5 THE IMPOATANCE
OF INSTITUTIONS: EVIDENCE
FROM THE EAST ASIAN
MIRACLE ECONOMIES -

“From 1965 to 1290 East Asia sus-

tained a rate of economic growth-

~that was greater than that of any -
- other region in the world. Much of -
. this growth has been concentrated -
~ among just eight economies—Hong -

- Kong, Indonesia, Japzn, the Repub-
_ lic of Korea, Malaysia, Singapore,
~Taiwan (China), and Thailand.

These so-called newly industrialized |

- economies (NIES) have managed to

growth with social equity as well. _
Various factors have contributed to

" this economic success, one of which

is the existence of strong mstrtutlonal

frameworks in all eight economies.
.~ Some specific aspects of the institu- =~
~ tional framework that enabled rapid

growth were emphasized in a recently

completed major research study by o

the Bank.®.

" Competent honest and realrstrcally- |

paid bureaucracies. Explicit mecha- "~

nisms were- adopted to attract highly
quallfled individuals into the civil

~service. These included merit-based
: recruitment and promotion, incentive-

~ combine high fevels of economic . based compensation, and clearly de- -

- Govemment of Nepal and Bangladesh has requested assxstance for trammg o
B publlc servants and i 1mprovmg crvrl service management : :

. ‘In Fast Asra and the Pacific the Bank ] work on pubilc Qector management =
reform has varied considerably, accordlng to the type of country involved. -
. Most governments in hrgher—performmg economies do not requrre assrstance'
- from the Bank. Their budget systems operate satrsfactonly, civil servrces are"

 skilled and professronal (box 1.5); and public enterprise sectors; in the main, - o |
perform satisfactorily. Bank psM work has therefore tended to be concentrated =
- in countries such as Indonesra, which; while performing well economlcally,? :

still require assrstance in government financial management and civil service

.reform. In countries such as the Phrhppmes and Papua New Guinea, the = °
dlalogue on PSM reform has been more mtense, but results have been elusive. ST
In the smaller transition countries,. there is growing Bank involvement in

financial management-and civil service reform, and the Bank has been assist-

ing China in decentralizing publrc adnumstratlon The Bank may assist with" -

civil servrce reform and aspects of central government reorgamzatlon as weIl :

= Bank assrstance to Afrlca is dormnated by the collapse of publrc sector

capacrty in many countries, brought about by a combination of state over- -

extensron delayed adjustment to changed external economic c1rcumstances,r e
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'fined, reward-oriented career paths. -

Such competition-based mecha-
'msms induced competency. Mecha-

_ nisms were also created to protect '

 nuity in economic policymakingand
minimized domrnance by specnal 7

mterests

- w Early. developmenr of Iega! and- o

. -.oﬁlclals from pohuca[ mterference

. mulating and implementing -eco-

_ regulatory frameworks. Their main-
tenance has been conducrve to pn- ol
vate seclor development

"= Coips of economic technocrats rn' B
. the bureaucracy responsible for for-

o m Creat:on offarmal mst:tutlons and
- informal channels to facilitate com-
N mumcat:on between.the public and
. pnvate ‘sectors. This: ensured that

-transparent mformatlon systems

" “nomic policy. Several govemments
had a deliberate policy of sending -
local university graduates and in- -
- service staff to the best postgradu-
ate training available in Eurape and -
North America. These technocrats
were allowed to function with rela-
tive independence and developed a -
. professionalism that ensured conti- - -

agents and minimized rent-seeknng-
behavior. , B

~ a.World Bank1_993e. =

'natnral events and poor governance The emphasrs is thus on rebuiIdln g capac- :

“were available to all economic -

ity while addressing the systemic failures that have contributed to a downward - - - -
spiral of public sector. performance This- task has made Sub-Saharan Africa. -

“both one of the regions. where the Bank is most mtensxvcly engaged in PSM

o lending, ESW, and research, and one where it is being i innovative (for. example,__. I
by examining. 1ndrgenous management systems) Civil service reforms are be- -~~~

~ ing supported in close to half the countries in the region, with a clear progres-

- sion of approaches, from the first pay and retrenchment reforms of the mid- -
. 1980s to the current governance approach being tested i:1 The Gambia (box o
.- 1.6) and radical government: restructunng in Uganda. State enterprise divesti-

. : ture programs have long been a feature of Bank lendmg, though the lmplemen- ,

tation record in many countries has been drsappomtmg Ina growm g number of :
* countries, the Bank is helpmg rebmld government accounnng and audmng.* '
- capac;ty ' : -

m In Europe and Central Asra the pnmary emphasrs has been on redeﬁmng - B

the role of the state in the economy. The main thrust of Bank work has been
supportmo privatization and private sector development to help countries
move away from the command system and to create the institutiona! basis for
- functtomnv market economies. More broadly, however, the Bank is support-

: 'mg the development of soclal safety nets, the clanﬁcatlon of property ri ghts '
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BOX 1.6 THE'GOVERNANCE
APPROACH TO CIVIL SERVICE
. REFORM .~

The World Bank’s Afnca reglon re-
- cently published “A Govemance Ap- -
- proach to Civil Service Reformin Sub- -

‘Saharan Africa” (Dia 1993), in which

-a new approach to civil servnce re- .
- form was advocated for the region. -

The paper reviewed prior Bank expe-
~ rience with civil service reform and

drew attention to the rather disappoint-

ing results of these operations. The -

- outcomes were traced to the patrimo-

. productivity; and loyalty of employees
1o individuals rather than the state.

The new approach advocates civil .
.- service reform’ that begins with’ an
. assessment of the institutional envi-
ronmentin which the civil service func- -

: t:ons The mstltutlonal assessment o
- would focus on key’ governance is- -
" . sues such as accountability, open-
' ness and transparency,-and rule of
. law and would yield a patrimonial pro-
“file of the country. The type of civil . . .
" service reformstrategy thatisadopted =~ -
- will be linked to the patrimonial pro- .~ -
file. Thus.acomprehens:veappmach, R
. an enclave approach, or a hybrid ap- =~ .
:proachwould be adopted, depending -~ -
‘on whether the patrimonial profile of -
~ the country was-high, low,. or aver- =
" -age, respectively. Different dending =
_ . '|nstruments would be used m each' :
 -nial character of the state, which, in "
" the context of civil service, referred .~
o0, among others, such features as -
-recruitment based on’ subjective cri-
~ teria; remuneration levels unlinked to .

instance. : o
The concepts developed in. the pa-’T .

- per are in the process of being made -~
,operatlona! The World Banksoenwill -~~~
*-carry outan institutional environment - - -
_ assessment in The Gambia. The re- =

- sults of the assessment will be used -

" to develop a civil service reformstrat- - -

egy thatis appropnate to the Gamblan" ol

7 context

, the. estabhshment of marxet-based financlal systems, and other mstmmonal R
" elements necessary to separate civil somety from the state while putting the

business. of government on a sounder footing. The Bank has made. particular

 use of institution-building loans to help governments develop_; new capacity to -

implement reforms—former Scviet republics such as Armenia, Belarus, Geor-

gia, Kazakhstan, Kyrgyz Republic, Ukraine, and Uzbekistan kave benefited.

These loans have included ‘capacity bu1ldmg for macroeconomic management

aid coordination, budgeUng and treasury management, tax and customs admin- -
_1strnnon, statistics development, and public enterprise divestiture. However, o
- while these loans are undoubtedly addressing core functions of governmentsin

~transition to a market economy, unsettled political conditions and bureaucram ' ;: '
. resistance to change are inhibiting their full 1mp1ementatlon R

_In Albania work is under way to build core economic agencxes, and ESW has_' B 7 ,
focused on fiscal aspects of decentralization. In Poland a Bank study startedan

- effort to reform pubhc admmlstratlon, whxch may lead to a public sector Ioan, -
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anda study of decentrahzanon has also been undertaken. T the Balncs Russia, -
* and Romania, public- expemlrrure reviews are under way or in the planning
“ stage. Atthesame trmf in Russ'a, lheBank’swmkattheob[a.rtlevel |sexpandmg '

= In the Mrddle East. and North Afnca, the Bank’s efforts in pubhc sector‘ -

~management | have concentrated on state enterprise.reform, 1ncludmg

~privatization, deregulamm and better financial discipline for enterprises. .

- Improving economic management and decentralizing have also received at-
. tention. Public. administration and civil servics reform are now beginning to
~.come to-the fore in several countries as govemments respond to the needs of
.modermzauon. ! -
-Lending in Algena, Egypt, Morocco Tumsla, and Yemen has dealt wrth '
 issues of improved economic management. In Morocco there has been sup--
port for decentralization through the Municipal Finance Project. In Lebanon
the Bank will assist the government in restoring essential administrative capac-
ity, and with the unification of North and South Yemen the Bank will ‘provide
“support for the reform of the newly unified public administration. In Egypt,
. civil service- reform, a huge and long-term task is likely to focus initially on
“economic agencies, while in other countries, such as Algeria and Tunisia,
restructuring of key sectoral ministries is under way or envisioned, with Bank -

o support. In the special case of the Occupred Territories, the Bank is assisting

" in the establishment of a Palestinian entity to manage the emergency develop--.

ment program and will provide support for the institutions taking responsxbll-

" ity for public management functrons under the evolving agreements on self
govemment - : ‘ o

' Emerging le;rLs'oﬁs.' .

* There is a need for further work within the Bank, drawing lessons from existing.
~ civil service reform programs to develop new approaches particularly for coun--
tries where the mismatch between numbers on the payroll and the abrhty topay
- isso large that the transition to a smaller, better paid and motivated civil service
~ seems mtractable One example of a new initiative has been taken by the
" Bank’s Africa Region, which has adoped a new governance approach to civil -

- service reform. Questions abound, forexample, whether reform programs should

be more radical in their approach to retrenchment, how commitment and own- -

. ership can be built and change managed, how performance incentives can be
- - sharpened, and whether traditional bureaucratic models are appropnate in the

* cultural and social settmgs of some countries..
Across regions, progress with divestiture and pubhr* enterpnse reform has'
. been uneven. Progress in Latin America and the Caribbean has been strong - .
g whereas performance in Sub-Saharan Afnca has been drsappomtmg Countn es
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' w1th weak govemmental msntuuonal capacity have found it especmlly difficult

to resolve public enterprise sector problems either through makmg enterpnses :
nccountable for their performance or through privatization.

As with economic reforms, the sequencing of FsM reform is 1mportant. In o

~ transition countries the immediate pnonty is to create capaexty in core agencies
for economic management tasks, such as macroeconomic pohcy, privatization -

pohcy, md coordmatxon, fi scal management, and revenue col]ecnon Subse- .
~ quent priorities include creating a civil-service, rebalancing central and local -

o 'responSIbﬂmes, reorienting economic statistics collection, changing depan.'. L

- mental functions; and reorganizing the machinery of government for a market. -

~ economy. In countric: where government capacity has collapsed civil service

. reform must be high on the agenda even though it takes a great deal of time.
‘Countries that are beginning to modernize public admmlstmnon should make

~ the government budget a focus of attention. And ‘many countries should give <

priority to strengthening revenue collection agencies. In all countries, actions
that promise visible success early are needed to cenerate support for reform and
- to offset adjustment fangue. |

Experience with budget reform has been uneven, underhnmg the 1mpo,-_f o

' tance of ownership and sustained commitment, In.some countries the require-
ment may be for evolutionary reform of budget processes whereas in others,

_ wholesale systemic reform may be indicated. The latter, espec:lally, reqmresr_ .

commitment over a long period of time if the benefits of | new budget systems

- are'to be enjoyed. Work is needed in this area to understand better the reasons. . B

for failure and how government budgeting, the arena in’ which key resource
allocanon choices and tradeoffs should be made, could be made more effecuve :
| Inall regrons there is strong confirmation that pubiic sector management 1s
a key issue of development effectiveness and that systemic issues of gover-- |
~ nance, institutional development, and public sector management are at the
‘core of country development performance and therefore must be central in the
: Bank’s chalooue wnth govemments ' o L

- V,Accountablllty n

 Accountability is at the heart-of good governance and has to do with holding
- -governments- responsxb]e for their actions. At the political level it means -
- making rulers accountable to the ruled typlcally through the contestablhty of .
polmca] power. .
_ Although' accountabrhty has always been somc:thmcr that Bank operauons

have sougiit to enhance, systematically : assrstmo countries in improving the |

" accountability of their public sectors has been an important thrust of the activi- |

ties of the Bank in the past two years. This has coincided with an mcreased :
emphasxs on accounlablhty by both a1d agenc:es and borrowmg countnes '
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- .Dvmand for greater accountabzhiy | | |

'At the ofﬁcml ]evel of- govemment, accountablhty tnkes severa] forms The
. traditional form is hierarchical, based on administrative structures reporting,
' ‘ultlmatt.ly, to the po]mcal level. The Bank's 1991 govemance report termed
this ‘macrolevel accountability. It can be reinforced by mechanisms of
' ‘mlcrole\el accountability, involving decentralxzanon participation, and com- -
petition.. 'The last. two factors enable the pubhc to influence the quality and
quantity of a service by articulating its views or shlftmg its demand. In almost

~all countnes cmzens have become more critical of govemment performance B B
“in the management of the economy, in the delivery of services, and on other

occasions when they encounter officmldom. Within government, partlcularly
in the more advanced countries, emphasis is bemg given to managerial ac-
countabllxty based on the production of outputs rather than the use of mputs‘ '
- and an expanding use of performance indicators. :
The global trend is toward less authoritarian modes of exercnsmg ‘power.

.- One reason is the decline in many .countries in the effectiveness of public -
institutions and, thus, their credibility. ‘Another is the growing |mportance of

the private sector and a realization that the private rather than the public sector
-~ is the driving force of sustained economic growth. Information on what is -
E 'happemng at home and abroad is widely available through multiple channels. -
A further factor is the attenuation of state power, caused or. the one hand by the
~ globalization of the world economy and on the other by the trend toward
' decentrahmtxon And all countries have been affected by the systermc changes
under way as a result of the end of the Cold War.

- The move toward more democratic and therefore parncmatory modes of
-exercising power, as well as the abandonment of centralized economic ‘man-
" agement schemes, affects the manner.in which’ power is exercised even in
countries that were not membess of the socialist bloc. This is taking the form
of demands for greater accountability of governments for the functions that -
.~ must be performed centrally and for decentralization of the funcnons that can

~ be carried out more responsively at lccal levels.

' The trend toward decentralization-of guvernment, therefore, has decome
one of the principal ways in which this demand for greatér accountability is
~ being expressed. For the Bank this hes meant both renewed involvement in an
. area that has long been associated with Bank lending and an opportunity to
~ review traditional approaches. One outcome has been the involvement of staff

~ from all regions in-local guvernment studies, leading in many cases to project -
preparation and lending.* Another outcome has been an in-depth review of the
“Bank’s approach to municipal aevelopment, which has already begun tc influ- -
.ence the design of projects in the urban sector (World Bank 1993d). The review
B suggests that mterventlons based on strengthemng the mternal worlungs of
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~ -local govemment admmrstmuons—the Bank’s tradmonal approach—-are un-. -

likely to be effective by themselves and that a new approach must be adop'ed -
that places local governments within a broader framework. This entails taking
- afreshlook at the assignment of functions to lower tiers of government: whether

~these are commensurate with revenue-raising capacity, how local govemment‘ S -
‘bodies are held accountable, and whether there are problems of pubhc sector

_manageinent that must be addressed systemxcally if local ?ovemments areto

- . function propetly. At the same time, it means ‘taking care not to dilute the
- capacity of central governments to perform tasks that must still be carned out -

| ccntrally : o ..
' Another aspect of accountabxhty in whxch the Bank has been acavely in-

- , volved is financial accountability in both the public and the private sectors, but

especially i in the former. Again, Bank efforts and resu]ts differ, depending on .
~ the region. In some cases, such as in South Asia, in East Asia and the Pacific, in

- Africa, and in Europe and Central Asia, much effort has been dedicated to -
. establishing the infrastructure for sound financial management. This has en-

tailed improved budgeting, accounting, and information systems; building pro-

- fessional cadres of accountants and auditors; and strengthening the legal frame- .
 work of modern accounting practice. These eftorts should be reinforced by - -
‘ 'regular assessments of the country’s ﬁnancral accountabﬂlty, followmg the

. recommendations of the Bank’s Financial Reporting and Aumtmg Task Force_

" - (World Bank 1993e). These assessments, proposed for all regions, will review,

. berrower countries’ accounting and auditing standards, laws; and reguIanons

~and will take s*ock of profecsxonal capacity w1thm the country to undertake .

' accounnng and auditing work and training arrangements ‘The assessments will .

also examine the mdependence of audntors, in bcfh the publlc and the pnvate S

sectors.
~ Some of the Bank’s work in all regions has been onented toward strength- :

enmg auditing offices to counter misuse of funds and to promote comphance .

with financial management standards. At the same time, in recognition that 7
.obsolete auditing practices can be an obstacle to prompt and effective delivery .-

- of government services, one of the goals of auditing reform has been to intro- -

- duce modern post-auditing’ practlces to.expedite governmental processes. In

- many countries, for obvious reasons, it has been necessa.ry to proceed w1th-_ i

- accounting and auditing reforms in tandem.

‘Mention should be made of a third manifestation of the desmand for greater

“accountability, the beginning of a change in attitudes roward corruption. This

. change is by no means uriform, but two distinct trends can be observed. First,
in the main bilateral donor countries; corruption has become part of the debate
~on aid’ effecnveness and the perception that aid resources are’ dwertcd by

. corrupt elites in developing countries is one factor weakening the long-standing
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g consensus on d.ld programs Second in certain developmg ard mdustnallzed :
countries, exposure of large-scale corruption has brought down politicai lead- -

*ersin unanticipated ways and shed light on systemic corruptlon, suggestmg that '

~ashift in public tolerance may be happening.

_ These events are lrkely to have an impact on how power is exercrsed in
** many countries. In terms of the Bank’s work, reform measures that drrectly ,
“help countries control corruptron have been part of structural ad_|ustment- .

~ programs for years., These measures comprise, first, ways to reduce rent-
" taking. by simplification of rules and by replacing ; administrative with market
" mechanisms; and second, institutional strengthening to improve ﬁnanc:al con-

©  trols and to ensure that civil servants have fewer incentives to become cor-

rupted A reduced government role through deregulation and direct mvolve--
ment in the production of goods should reduce opportunities for rent-s-ekmg ,
,Rernforced by dialogue. and research, these measures could be regarded as
building blocks of a strategy against cormptlon (box 1.7). Meanwhile, -accep- '
~tance of World Bank efforts to improve financial accoumablhty in many of its *
* borrower. countries has been made easier by the publicity that widespread
,polmcal corruption has attracted. The expectation is-that there will be in-
creased calIs on the Bank to assist counmes in combatmg corrupuon '

| Warld Bank experzence

,‘Because Wotld Bank membership is diverse, such general trends have a dif- .
- ferent impact on member countries, depending on the political system and the
‘cultural context in which power is exercised. This diversity is reflected i in
- Bank experience in the last two years and, as can be observed, leads to .-
different approaches from regnon to regron in supportmg lmproved account-

' ablllty : o L

® In Latin Amerlca and the Canbbean the Bank is movmg beyond assxstance o

solely to the executive branch of governments and extending technical assis- .
tance for 1mprovements to ihe legislative and _|ud1c:1a1 branches. Illustrations o
of this trend are the loan to Chile to improve access to information by the

~legislative branch and the loan to Venezuela for Judrcral modernization (box - |

1.8). In Colombia the legislature is being assisted in monitoring and evaluat- -
. ing public. Spendmg These operations, although modest in themselves show .
* - how modemization of the state for effective § governance requires actions'in
- new areas that are nevertheless within the boundanes of the Bank’s mandate '

mA major theme in the Bank’s lendmg and economic and sector work is"

L decemrahzatlon Many loans to strengthen municipal or provmcral govem— o
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"’ 'BOX 1.7 TOWARD AN ANT!-
© CORRUPTION STRATEGY

- Although such actlon was not con-

ceived in the- first instance as an ele-

ment in. an antl-corruptlon strategy, '

~ the intervention of the Worid Bank in
_a number of areas helps countnes to :

~ control corruption.

~_ The first four types of action re--
duce opportunities for rent-taking by -

, ssm_p_hfymgrules and by replacing ad-

ministrative with market mechanisms:

the scope for discretionary treatment

by customs officials and replace ad- -

ministrative actions with price mecha-

~ nisms in the allocation -of import li-

censes and foreign exchange.

W Tax refan'n, based on lower, uni-
form rates and simpler rules ‘and the -

: _strengthening of tax admmlstratlon

~ -and record- keeplng

- n Regulatron reform, suchasthe abo-
-lition of price controls, the simplifica- -
- tionoflicense requirements, and simi-
. lar deregulation measures.

= Privatization, to reduce the size of_ o
" the state enterpnse sector under bu-

reaucratuc control

The next three actions are ex- .
amples of institutional strengthenlng .
.~ to improve controls and reduce |n- o

centlves for corrupt behawor

W Civil- service reform, to restore a
~ professional, accountable, realistically -

paid, and well-motivated bureaucracy. -

® -Strengthening public procurement -
. systems, through the reform of laws,
‘more transparent procedures adop-- . .
tion of improved bidding documenta- =~
~ tion, compehhve b:ddlng, and staffﬁi e
: trammg :

fI Modemrzatlon of pubhc sectar ac-

counting, ‘upgrading internal auditing -
capacity, and strengthening the su--'-

o preme audit institution.
v Trade regime reforms, which limit - P me audt m l R
Thls agenda ‘could be broadened S

to include a research program aimed

at better. understandmg of: (i) the
- -framework of economic incentives for
) corrupt behavior; (u) whether some .

kinds of corruption are more dysfunc- -

- tional than others; (iii) the relation-"
ship between corruptton and political .
systems; (iv) best practice in coun-
tries that have succeeded in curbing
‘corruption; and. (v) measures thatin-~ = -
.dustrialized countries could take to."

discourage corrupt practices by ex-
porters. In addition, the World Bank

should maintain a dialogue with =
watchdog organ:zatlons establlshed '

- to fight corruption and with govern- .
‘ments seeking practical ways to re- -
‘duce the moral and economic costs .

' _of corruptlon '

ment have been or are being made throughbut the region, such -as in’ ‘Argeri- N
“tina, Brazil, Chile, Cotombla, Mexico, and Venezuela. Decentralization, how- - |

~ever, is a complex: process that requires srmultaneous attention to capacity

_buxldmg, transfer of responsnblllty, fiscal rcform, and the parncnpatlon of.
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BOX 1.8 LEGISLATIVE AND- .
JUDICIAL REFORM IN LATIN
. AMERICA: NEW AREAS OF .
WORLD BANK. INVOLVEMENT

Good govemance requures |mprove-,

" ments not only in the executive branch
- of governments but in the judicial and
legislative branches.as well. The

World Bank has begun to extend its-
- support in the latter two areas. Two
. operations in Latin Amenca mem'

" attention.

'm SecondPublic SectarManagement '
Project (PSM 1]) in Chile. The ability.
of Chile’s Congress to evaluate new
legislation is tied to the quality of in-
_formation and analysisit receives. The

primary institution responsible for pro-
viding this type of information is the

" Library of Congress. However, the .
- services provided by the Library of L

- Congress have deteriorated consid-
- erably, thereby - affecting” the

o legislature’s ability to carry out tsre- -

E sponsab:!mes

The PSM I prolect has & significant

_ legisiative assistance component. it

* aims to improve the ability of the leg-
" islative branch to review and formu-’

late policy by strengthenlng the Li-
" brary of Congress. This_will involve

- computerizing communication sys--
. temns, strengthening reference hold--

_ ings, “and conducting training pro-

grams. In addition, communication -

- links between:the legislative and ex-

ecutive branches of government will
be strengthened Allthese efforts will

* cortribute toward increasing the effi-
. cnency of: govemment pollcymaklng

n Jud:c:al Reform Project in Venezu-

- ela The judicial system in Venezuzla

is extremely weak, characterized by"

long delays and inconsistent rutings. - L

Among the underlying causes for this = -

. are an inefficient court management’ - o
. :system, madequateremuneratnon for
~Judicial Council staft (the principal

administrative organ of the judicial

‘system), and weak information sys-

tems. Personnel policy lacks trans-

parency and is often politically moti- |
vated. In- addition; the- physical mfra- B
structure of the court system is se-

verely run down

- The prolect aims to lmprove thef
efficiency of the Judlmary To achleve :

this the institutional capacity of the - )
- Judicial Council will be strengthened.
Measures such as automating court- -

room procedures, improving training

~in the Judicial School, and strength-
‘ening the planning, budgeting, and

management capacnty of the councul =

. will be supported. o
} Speedlng upthe processto reduce c
litigation and transaction costs gen-

erally is an important objective. -

E beneﬁcnanes 1f it is to be successful In the case of Venezuela, whlch passed a
comprehenswe -decentralization law in 1989, experience has ‘demonstrated
~_that more attention has to be given to municipal development before attempt— B

‘ mg full-scale polmcal devolunon of responsnblllty to. local covernments for -
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provlsron of services.5 The Public Admr nistration and Decentralrzatron Project
is now being prepared, which combines. municipal capacity bulldmg with -

* transfer of responsibility and authonty, and at the same time creates competi-
tion in the delivery of local services. In the Municipal Development Projectin

N Chile an incremental approach is being used that offers hope of an orderly -
' rprocess, based cn applying learning experiences from selected mumcrpal o

,governments to the desrgn of reform programs for other local govemments

"i In South Asra, a region tha‘ cout.u"s the world 3 largest democracy and”

" where institutional structures are long established, the thrust of the Bank’s -~~~
- governance work is to assist governments in 1mprovmg the financial account-" L
ability of therr public sectors. In Pakistan, a major project to modemlze_ R
' accounting and auditing is in.an advanced stage of preparation (box 1-9), and . -

“in Bangladesh public utilities have been a focus of attention. Another thrust
_ has been’ privatization and deregu]atron, redrawing the boundary between the

" public and private sectors and thereby improving governance. Continuing -
reforms in Bangladesh and India reflect this approach Although decentraliza-

" tion programs have been implemented in the region, the Bank has beeri only o

penphera]ly engaged. More striking is the Iarge number of | prOJects the Bankr
is supporting in all countries with strong community participation-to improve
accountabﬂlty Tti is. in thrs area that the Bank’s work has been the most -

. mnovanve

m 'In the East Asra and Pacific reg.an prOOICSS in performance accountabrlrty ,. |
differs substantlally Transitional economies undergomg systemic changes'. ,
~ face the greatest challenges, and progress has been uneven. In China, decen-

tralization of decisionmaking authority to local levels is occurring more rap- .
idly than anticipated, and the Bank is supporting local govemment develop- -

ment in several provinces. In other transition economies, decentralization is

- less advanced, and there have been reversa]s As to the high-performing econo- o
_mies, accountability mechanisms are well estabhshed and tie Bank’s in- .

" volvement, ‘understandably, has been less, although in ‘one country (Indone-

- sia) the Bank is supportmg a major accountancy project. In the case of low- . :
performmg economies-in the region, progress in strengthening accountabrlrty -

* mechanisms-has been uneven, and the Bank’s involvement may increase.

_Overall, there has been an- emphasis on improving governance through -
' privatization and deregulation, and this is pamcularly reflected 1 in the Bank’

‘work in Indone51a and the Phllrppmes : :

‘m In Afnca, much of the Bank’s opera'uonal work has been focused on finan-

-+ cial accountablhty, where the need is to rebuild accounting and auditing

: ~ capacities in government. Supporr has also been provided for the strengthen- =
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'BOX 1.9 PROMOTING FINANCIAL
~ ACCOUNTABILITY IN ASIA

' 'Strengthemng f:nanc[al accountabll-'_ .
- ity has been a major focus of the
Worid Bank's public sector manage- -

* ment reform’ efforts. Transparen-y

" and consistency in accounting prac-- -
‘tices, as well as an independent au- -
-diting body, are vital underpinnings

~ of awell functlonmg financial system.

~ The Bank is supporting a number of -

" initiatives throughout the world to
- strenqthen public and private account-

~.ing.and auditing functions. Two
: 'pro;ects m the Asia reguon ment at- '

tentlon

" Financ:al Sector Techmcal Ass:s-
“fance Project in China. The project -

‘'seeks to strengthan severa key-ele-

‘ments of China's financial sector in-
frastructure.-One component focuses

on modernizing accounting -and au-

- diting ‘practices and making" them-
~ more suitable to a market economy.

Accounting staridsrds that conform

to international generally accepted:
accounting principles (Gaar) will be

-developed and disseminated. Staff will

. attend seminars to be trained in the " -
* use of the new standards and sys- -
" tems.. Audltmg .capacity will ‘be -
 strengthened and new, intemationally - -

“acceptable procedures instituted. The

-project also finances technical assis-
tance to develop a continuing profes-
sional educanon program for Chmese '

CPAS. . , ,
n Accoun télncy Devefopmen_t Pfoject

in Indonesia. This project seeks ta

© improve accounhng and audiling prac-
- tices in both the public and private
seclors by improving the processes
.of accounting and auditing and con-
V‘ductmg training programs for person-
nel in the field. The operation will fi-
-nance efforts to promote consustency ‘
“and i |mprove the utility of accounting
~ processes in government. Technical
-assistance and equipment will be pro- -

vided to improve the quality of ac-

counting education, which will involve ~ -
‘programs at the university as wellas
-at the secondary level. Nonformal

accountancy training programs will
also be offered. Finally, the project

‘will develop a set of accounting stan- -
‘dards for the private sector and es-
- tablish a code of ethlcs for accoun-
'tants ' : :

A third prOJect to be lmplemﬂnted

in Pakistan, is currently under prepa-
' rahon Financial accounting and moni-
“toring are extremely weak in Pakistan,
. largely because of the Pakistan Audit
Department's (PAD) havur-g the dual .

responsibility of' maintaining the ac-

~ counts of the entities it audits. The

proposed project will create a new

~ entity-to undertake the accounting

function, revise accountmg standards,

improve financial reporting and finan-

cial ‘administration procedures, and

modernize auditing approaches. =

‘Computerized systems for account-
. ing and financia! reporting will be in-

~ "troduced and human resource devel-
~ opment programs undertaken.

“ing of professxonal associations of accountants and audltors In Zambla, assis- .

tance is planned for the parhament s Public Accounts Commlttee. Decentrali-

zanon has also been a theme of the Bank’s govemance work. The Bank has ,



T'zor_ S e GOVEHNANCE ,
- played a leadmg role in the Mumcrpal Development Program, a multldonor
initiative to strengthen mumcrpal governments in Sub-Saharan Africa, with
coordinating centers.in Cotonou and Harare. The Bank has 1ncreasmg1y used'

nongovemmental organizations (NGOs) in- the delwery of services, and m-
several countries, public works agencres have been set up with Bank encour- -

~ agement outside the structure of government to manage and 1mplement public

~works and employment creation.’ These agencies have promoted beneﬁcrary -

B partrcrpatlon in the design. of schemes, reduced construction costs, and im-"
- proved service delivery. However, at present they are sustamed almost exclu- .

- sively by donor- funds and Ieave untouched the issue- of eapacrty reburldrng§ o
,wrthm govemments : -

= In Europe and Central Asra, problems of accountablllty are set in the na-i

tional contexts of state rebuilding as a result of the transition from command .-
to market economies and the introduction of democrattc institutions. Tradi-
tionally, government agencies and subord_mate tiers were highly subservient

to the central governments. With the collapse of communism, the power of o

central authority has greatly giminished, and with the fragmentation of politi-
cal authority, de facto decentralization has occurred. In some of these coun-

- tries the situation has become partlcularly complicated as a result of regional .-
conflicts, political instability, and power struggles between the executive and -

the legtslanve branches, which have severely affected the World Bank’s abil-

ity to undertake normal lending actions. Within thrs broad situation, the Bank’s - -
~ work on decentrahzatlon has been concentrated more in Central and Eastern -

~ Europe, in those countries where political reforms are a few years older than; -
_in the republics of the former Soviet Union (FsU). In several transition coun-

~ tries, the Bank is also assisting in- establishing a framework of financial ac-
_ countability and the adoption of modern public and commercial accounting "

systems to supplant the prevlous polmcrzed and state—centered system.

u In the Middle East and North Afnca there has been' limited. progress m: ”
performance ar.countab:hty beyond the level of pameular pro_;ects in part-

because, until recently, many governments in the region preferred to limit

 their interaction with the World Bank to a narrow set of issues, mostly related .

to project work. This situation, however, is changing rapidly as a result of - 77
" economic chanoes and because of political developments such as the end of -
“the Cold War, the Gulf conflict i in 1992, and the current Arab-Israell peace’

process. Middle East governments are embarkmg on economic reforms that
also entail‘changes in the traditionally closed governance of some of the
countries. In various sectors there have been a number of mnovanve pro_]ects -
: that encourage local initiatives (box 1 10) S -
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.Emergmg lessons

o A ‘number of lcssons and issues arise from the Bank‘s recent expenencc :
a551st1ng countries.in strengthcnmg accountablhty

- ;. Modermzmg nccounlmg and auditing to xmprove the overall accountab:hty'

~ of public organizations means putting better financial management systemsat .~
- the dnsposal of both governmcnt |caders and the leglslaturc Thcy are tools for: L

- BOX 1- 10 AGHIEVING
MICROLEVEL Accounnau.rrv

VOICE. MECHANISMS IN W’ORLD S

BANK PROJECTS

countability. In particular, the Bank

' _hasr been incorporating so-called
.- voice mechanisms in its projects by
- ‘encouraging popular participation and; '

" NGO involvement.

- The Matruh Natural Resource Man- B

7' agement Project in Egypt is an excel-

natural resource management prac-

. tices. The prolect is being imple-
mented in the northwestern coastal
 zone of the country, an area inhab-

ited by a tribal Bedouin population.”

Popular participation was identifi ed

early as a means of gaining local sup-
. ‘port for an action program and has

“been encouraged from the outset. A ~
‘participatory rural assessment (PRA) -

at the identification- stage helped de-

~ termine the priorities and needs of
~ the affected population, and this in-

formatnon was factored mto thef—_f i

' PI‘O]eCt'S deS|gn o S
.- 'Once the project had been pre-_-”[',
- rpared community groups (CGs)

: : -+ formed toinvolve the local population -
: ‘:.World,Bank operaho_ns.in the Middle - -

~East-and North Africa have been suc- -
‘cessful in promoting microlevel ac-

in the implementation of the project.

- Each cG represents a subtribe oper-
ating in the. project area and is.re- -

- sponsible for preparing a community
action plan (caAP). The cap allows the

oblectlves of the project to be tailored '

* tothe specific needs of individual com-

munities. Although government and
project personnel are available to as-

i - . sist, the main idea is to draw on local -
" lent example of a participatory op-
" eration. Natural resource degradation

" is extremely high in the project area, -
and the main purpose of the inter-
vention is to couple agricultural and
livestock development with improved

knowledge in defining the state of re- .

- sources and understandingfcuszom. L
‘ary practices for land use, grazing, =
and so on in that commumty Once .

the cap has been prepared and ap-

proved, the cG becomes involvedin
- both |mplement|ng and momtonng the .
_program in its community. Any revi-

sions to the CAP after periodic evalua-

- tions will follow the same part:clpa- |

'cory process -
The mechanisms developed in thls -
project ensura that the community has

'a voice in the interventions affecting

them. The method not only builds sup-
“port for the initiative and increases -
‘the likelihood of sustainability butalso
. ensures that the project conforms to the:

particular needs of each co_mmumty



2 o 'GOVEHNANcE."
- greater accountabﬂrty, to be effectwe, they need to be matched by a demand

for accountability from overnment managers by the legislature or by the - '

public through an active press. The World Bank can facnlrtate the process but -
not substrtute for it. ‘

u In several regrons where govemment capacity has been eroded LAfrrca in .
-pamcular) efforts to strengthen accounting skills and’ upgrade systems require .-

~ parallel action to address deep-seated civil service problems, including pay
" and working conditions. Before capacity can be rebuilt the causes of its ero--

_'sron in the public sector must be addressed Many of these causes are gover-
nance related in ongm R : : ,

, l ‘The World Bank’s experience with decentralization across the world in the
o past‘ two years corroborates the conclusions of the Bank’s Municipal Develop-
"~ ‘ment Sector Report This stresses a broad approach and the importance of

- .synchromzwg fiscal decentralrzanon, transfemng service respons:brhty, sup-_ '

' portmg municipal capacity building, and tackling systemic public sector man-

agement problems In most countries the factors contributing to weak local -

government are complex, and World Bank interventions that do not address
the fundamental causes of thls weakness wrll not be success fuI

Ll The number of | mvestment pro_|ects wrth srgnrﬁcant pamerpatory compo— '
nents has expanded rapidly. In-this area, the Bank has found it easier to
incorporate veice mechanisms (for example, involvement of local NGOs) for

beneficranes than exit mechanisms (for example, competition in service de-
~livery-and an’ opportumty for beneficiaries to seek alternative suppliers). In

' '_admmrstratrve terms it is easier to set up consu‘tanve mechanisms than to L
erect a framework for competition. in servrce delrvery and the transfer of
| enutlements (Paul 19917) ' . |

] The World Bank’s experience confirms the irnbortance of rooting account-
- ability in local processes and institutions and‘the need to avoid subsututmg

international governance for local governance. This is an inherent risk in =
heavily aided countries with weak institutions and must be guarded against . .

" when developir, Jew channels for service delivery outside the tradmonal
. framework of govemment departments

| Legal Framework for Developmerrt

- The laws and regulatlons, the proeesses through whrch they operate, and the- o

~institutions that apply them comprise the legal framework of a country. Al- .

though in: al] societies a range of 1nforma1 me..hamsms exrsts to resolve
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conﬂxc.s, and enduring busmess relatlonshlps are based on trust, market econo-
" mies require a framework of clear laws and efficient legal institutions within
which the interaction between economic agents and the state can take place.
- An appropriate legal system will provnde stability and predlctabxhty. which
_ are essential elements in creating an economic env:ronment where business.
~ risks may be ranona]ly assessed and the cost of transactxons lowered..

Economlc and soczal development and the legal system

| The legal framework ina country is as vntal for economic development as it is o
for political and social development. Creatmg wealth through the cumulative
commitment of human, technological, and capltal resources depends greatly
on a set of rules securing property rights, governing civil and commercial
behavior, and limiting the power of the state. As Governance and Develop-
_'ment emphasized, this set of rules must be clearly defined and known in
advance; effective institutions must be in place to ensure its uniform applica- ¥
blhty, there must be mechamsms to resolve conflicts based on the binding
~ decisions of an mdependent _]UdlClal'y, and procedures should exist for amend-

. _‘mg the rules when it becomes clear that change is necessary. In many coun-

~tries the inappropriateness of laws, uncertainty in ‘their ‘application, weak

';enforcement, arbitrariness of dtscretlonary power, inefficient court adminis- -
tration, slow procedures, and the subservience of judges toward the executive

' branch great]y hinder development, dlscourage anid distort trade and invest-

ment, raise transaction costs, and foster corruption. T.aws may be unenforce-

able. because they contradnct econormc loglc, tl.ereby destroymg the mcenttve :

for compliance. - - '

The legal framework also affects the lives of the poor and, as such, has o

become an important dimension of strategies for poverty alleviation. In the
struggle against discrimination, in the protection of the socially weak, and i -
the distribution of opportunities in seciety, the law can make an important -

contribution to an equitable and just society and thus.to prospects for social . .
,deveiopment and poverty alleviation. ‘Conversely, the legal framework can:

_cement existing mequalmes through laws that discriminate by race, relxgton 1

“ethnic affiliation, national origin, or sex, or where tax laws, land laws, family '
laws; and social security laws fail to protect the weak or discriminate against - |

“them. Inherent in the concept of the rule of law is the notion. of fmmess and :

rsocxal _|ust1ce. |

' The World Bdnk’s experiencé -

) In helpmg couritries to 1mprove theu' legal systems, the Bank- has used a.
_ variety of mstruments. New laws and Jud1c1al reform have been components
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in sector or economywnde programs supported by: adjustment loans; i invest-
“ment loans have included legal system components; there have been stand-

~ alone technical assistance projects. and, more recently, grant assistance from

the Bank’s Institutional Development Fund. In addition, through its own staff, -

~the Bank has provided extensive advice directly to governments. Although the
~ passing of specific legrslau0n or the amending of regulations has long beena~ -

- feature of investment projects ﬁnanced by the Bank, the bulk of the Bank’ .
' present actmues m the area of Iegal systems is new.. :

';l In Eastem Europe and Central Asna, substanual techmcal ass:stance has?,.:'.f '_"
been extended to countries moving from a command to a market economy. A |
- first step has been the passing of privatization laws. Second, with Bank assis-

~ tance, transition countries are enacting bankmg laws, bankruptcy laws, com- .~ -

- pany laws, contract laws, fair competition and consumer protection -laws, =
~_foreign investment laws, mineral laws, and land laws (in Belarus. Latvia,

* . Lithuania, Romania, Russia, Ukraine, and Uzbekistan, for example) Atthe, -

same time, the Bank is assisting the- countries with- leglslamre admxmstrauve, DR

‘and _]UdlClal reforms so that the institutional framework is in ‘place to enact,

administer, and enforce laws. Law reform units within government structures ~ -

: have been estabhshed w1th the Bank’s help (box 1.11). Anumonopoly and" :

_' financral supervision agencies are. bemg set up or strengthened and training |

programs for Judges, lawyers, and court officials have been launched. In

‘addition; a major research program is under way in the World Bank. Policy .-

Research Department to-analyze the economic 1mpact of 1egal reform m:"
| Central and Eastem Europe (box 1. 12) : S

- ™ In East Asia, similar efforts are being made to introduce new laws and t0" ,
create an institutional framework for the transition economies of that region.

Major new laws have been enacted with *he Bank’s assistance in the Lao. .
'People’s Democratic Republrc and Viet Nam, and a large commercxal law. L
reform. project is under preparauon for China. In addition, the Bank has .

- supported court. adm1mstranon and the dissemination of laws in- Indonesra,' )
* where the slowness of courts and thelr laek of specxahzann have eroded'_
conﬁdence m the leoal sys:em. , S

" In the Mrddle East and N orth Afnca the Bank’s work has focused on - -
* improving the effecnveness of legal and regulatory frameworks, ‘particularly
those governing economic life. In Egypt, Iran, Morocco, and Tunisia, the .
" Bank has supported the reform of banking and finance laws, and in these and

-~ other countries the Bank is supporting an array of legal reforms to snnpb

* trade and customs procedures, encourage new businesses, and genera]ly im- . '
. prove the legal envrronnent for the pnvate sector
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BOX 1.11 LEGAL REFORM AND
INSTITUTION BUILDING IN THE'
"REPUBLICS OF THE FORMER

‘ SOVIET UNION L

The transmon from a cdmrrerid to

market economy requires substantial

" changes in the legal and regulatory
framework - governing. economic ac- -

tivities in the Eastern European and

— ‘Central Asian republics. Legal reform
‘has begun in the financial sector and -

the energy ‘and mining sector, and

o pnva’azauon rules and regulations are
“in place. But there is an urgent need

' to develop an overall program for le- -
~+gal refom-in the various sectors of
- each economy, - '
8o far, the republics have focused '
 on the passing of. new laws. How-
. ever, newly enacted laws and decrees
. may: (i) be contradictory; (i) ignore -

the implementation capabilities of the

‘enforcing agencies; (iii) deal with is-

“suesin isolation; and (jv) reflecttrans-

* planted concepts and structures alien

 tothe country’s legal tradition.

“To overcome these defxcnencues,

-the World Bank has supported com-
_ponents in existing or planned institu-

tion building projects (in:Armenia,
Azerbaijan, Georgia, Kazakhstan,
- Tajikistan, Turkmenistan, and

Uzbekistan) or technical assistance

- components 'in rehabilitation loans

-and credits (in the Kyrgyz Republic.
and Moldova) to establish central le- -
gal reform units. The ob;ectwes have

,been the followmg

" = to coordinate all legal reform activi-
ties within the varlous sectors of the o

economy

- ® {o provide llalson with Iorelgn do-
nors of technical assnstance in the |
‘areaoflaw

. = to-monitor the |mplemenlat|on and
enforcement of the newly enacted--= S

laws and regulations ' :

= to assist govemment: agencles in
strengthening -their. enforcemant ca-
pabilities. . -

The legal reform cornponent of the o
Hehabilitation Credit to the Kyrgyz -

Republic illustrates this approach. -

Thus far, legal reform in the.areas.of -

-agriculture, auditing and accounting,
- banking, corporate governance, min- -
- ing, and privatization has been unco- .
“ordinated. A central legal reform unit

will be established, financed by the
credit, in the Office of the President.

‘The ‘credit will_finance office equip-
* ment, library facilities, a computerized

legal database, the services of aresi-

" dent legal adviser, and short-term le-  °
- gal consultants, and it will provide for
-in-country and-foreign Iegal training

for the staff of that unit. : ‘
- It.is the expectation that these le-. |

'~ gal reform units will foster the devel-

opment and implementation of com-
prehensive and integrated legal re-
form programs and enable the coun-
tries to promote the rule of lawas a -
governing pnnc1ple for all economic

i actmt:es

'®In South'A.siafthe emphasis is on modernizing commercial laws and strength-

. ening judicial administration and staff training (in Bangladesh and Pakistan)
- by using industrial and financial sector adjustment credits. In Nepal, changes
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BOX 1.12 LEGAL FRAMEWORK
FOR PRIVATE SECTOR

~ DEVYELOPMENT IN :
,“-'rnmsmoum. ECONOMIES

A numberofcountnes lhroughoutthe :
. world are transforming their econo-
~ mies from centrally planned to. mar-
ket-based systems. This transition
'~ needs support from a variely ol insti~ - -

- tutional reforms, including changes in
the legal framework. A clear and con-
- sistent legal framework for private

‘sector ‘development promotes effi-

~ciency and ensures sustarnabrlrty of

. the reforms.” :
In 1992 the Woﬂd Bank began a

. research program to understand bet-
- ter the evolving legal framework in-

7 transitional economies and to deter-
mine how addmonal reforms couldim-

~ prove the environment fcr private sec-

‘tor development. The:Economics-of

Legal Reform in Reforming Socialist -

" Economies is well under way in the

" Policy Research Department of the -

- Bank. Its aim is to monitor and evalu-

- ate the economic impact of legal re-
form in selected Central and-Eastern -
~ European (CEE) countries. Later
stage: . the exercise will extend to -
other .eforrmng eocralrst economies
as well. The program has three com- -

‘ponents

= Aninitial évaluation of legal frame-
- woiks in Bulgaria, Czechoslovakia,
- Hungary, Poland, Romania, and

Slovema was carried out."

wn- depth cross—country compan-'

‘sons, drawing heavily on the experi-
ence of advanced market economies,

are in progress. Five core- areas of = -
‘the legal framework for private sector
development have been identified— =~

- competition, corporate governance, -

" debt collection and bankruptcy, for-~ -
eign investment, and real property - '

- rights—with work well under way in
the first four. The research hopes o
* _identify best legal practices in ad- . -
vanced market economies for each - -

~ of these areas and consrder thelr ap-.

plicability to CEE cauntries. -

. | Thefrnal.,omponentofthe program' .
‘extends the area of study beyond the -
‘CEE region to the former Soviet Union™
and to socialist countries inAfricaand - -
_Asia. Studies of property rights re-
form in' Tanzania and Ghana and of =
| postpnvatrzatron corporate gover-’fr. o

nance in Russia are already in
progress- . .

- a. The country case studles have- already been -
~published individually and in a synthesis book . 7 N
(Gray and Asscciates 1993) ' Coe

" in water and forestry leglslatlon are bemg pursued to mcrease the eff c1enoy of
the soctor and. the mvolvement of local communmes : :

_ = In I..atm America and the Canbbean the Bank has also helpt.d countnes in - | : |
_modermzmg their economic laws. Particularly noteworthy is Venczuela, where .

_the Bank 1s helpmg to strcngthen the Jud1c1a1 systcm Here the Bank is a351st-‘_ :
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ing the government upgrade court infrastructure, install modern management' |

* systems, train personnel, and publish the laws. Similar projects are being -
prepared in Argentina, Bolivia, and Peru. As already noted in Chile, the Bank -
- is helping to strengthen the legrslalure s capacrty through better mforrnatron '
' systems —

W In Sub—Saharan Afnca the Bank 15 helpmg to strengthen Iegal msntutrons»- _-‘ o

relatr ng to property rights and contracts in the context of private sector devel-

| opment loans and credits (in- Angola, Cape Verde, Cote d’lvoire, Ghana, :

Guinea, Mall, and Uganda) A start’is being made with projects spec:f’ cally
; addressmg legal institutions, such as legal training and court infrastructure in"

Tanzania and Zambia as well as in Burkina Faso and Mozamblqut, A particu-
lar feature of the former is targeted training for legal draftsmen. As part of the.

World Bank Africa Region’s research program, legal aspects of the role of . T

women m development are bemg studled (box 1. 13)
- Emergzng lessons

From the Bank’s growmg expenence with legal refonr across regrons, lessons o

ae emerg'ng

= Legal reform cannot be successful wrthout the full convrctron and polmcal -
. commrtment of the govemment concerned o

. R There is a need to avoid wholesale transfer of ‘parﬁcu]arzwes‘tem-based-

' legislation without due regard for the legal traditions of a country (a particular

- risk in transition countries). More generally, in all countries the effectiveness:
of legal reforms depends greatly on how the reforms take into account the

' socra] rellgmus, customary, and hrstoncal factors in a society.

m Scope however, does. exlst for shanng the Bank’s expenence among re-
~ gions. Projects developed in Latin America, for example, are mfluencmg the.
' work of Bank staff on legal system reform in other regions. .

R Of crucial 'mportance is the mstltutIonaI framework so that new laws can . .

be applied firmly but fairly and the right balance is struck between license and

regulatory control in a market economy. In this way, legal framework reform - o

1nvolves broader issues of pubhc poltcy anu 1nsntutronal development

© W Excessive use of adrmmstratwe orders lssued under delegated powers can

, result ina confllctmrr and nontransparent legal framework that detets invest- R
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BOX 1.13 LEGAL REFORM AND =

'_'WOMEN IN. AFRICA

—"Legal reform’is e&entral to the eco-

nomic empowerment of women.. A
_program of studies and workshops to

s sugport this has been launched by, ,

~ ‘the World. Bank Africa region’s

Women.in Development (wip) unit, in -

- consultation with the Legal Depart-

ment, and is currenlly m rts second o

: phase

- The first phase of the program ex-
- plored the relatronshrp of law, gen-

der, and economic development.?® -
' The second phase is more opera-

tionally focused. Drawing on the B
- framework’ developed in the first

. phase, the .wiD- unit and the’ Legal

.- Department plan to address legal is-
- suesthrough the lending program and .

~sector work. At present the WID"unit
supports the followrng types of activi-

- fies:

. Preparatron of country case stud-
ies, In Uganda, for instance, the World

Bank is working with the Department

- of Justice, the Ministry of Women's -~
. Affairs, and the national universityto
- prepare a legal reform strategy for - o
women ' o T

. Provision of warkshops at the re- -

_quest of legal associations. Where - . - -
there isn't sufficient momentumtoini- =~
~ tiate legal reform, workshopsare heid ~ -+~
to build this momentum (for example,,' AR
- recently in ‘Mali). The workshops are: - .
“conducted at the request of a Iocal' R

legal- association, and they identify -

_strategic entry points for legal reform . =~ -
efforts with the assrstance ofthe Bank. -

. Pamcrpatron in subregronal work-

_shops on legal literacy. The Bank
_ recently participated in a workshop .
“on legal aid clinics for women in. -
. francophone Africa. The workshop -
. provided an opportunity for the Bank

to become familiar with other donors’

" ment and raises transacnon costs for the pnvate sector genera]ly (a pervasrve B
problem in South Asra) ‘

W Legal 'reform requires a long gestation period, particularly if it is seenas

- more than drafting new legislation. It is therefore advisable to pursue free-
standmg legal reform. projects and to mclude legal reform components mr
eonvenuonal mvestment pro_]ects - e

n Although the Bank is assisting countries in all regions in strengrheriirrg -
aspects of their legal systems, the subject is likely to remain a politically -

- sensitive one, and the extent to which the Bank is involved in legal system o
reform will continue to depend greatly on country circumstances. In addition

 to the assistance in the drafting of individual laws, the Bank is increasingly

. emphasizing the need for the formulation and 1mplcmentauon of comprehen-

sive legal reform agenda, including the establishment of appropriate enforce- '
‘ment mechanisms, and the strengthening of the judiciary and regulatory insti-. .
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eﬂorts inthe reqlon as well as to make -
contact with women’s jurist organlza- '

tlons in West Afrlca. .

= Consultal‘!an wrth exts(mg research .
- groups. Regular-consultation with or--
- ganizations such as Women in Law -

and Development in Africa (WILDAF) "

.and Women in Law in Southern Af-

" rnica. (WILSA) is under way. These re-
- gional assocratlons of practicing -
women lawyers work to ldentlfy and"
~ address common legai issues that
affect women in their region. Consul-
tation with these groups enables the
Bank to draw on local expertise, build . -

- consensus, and identify legal reform
strategles that are appropnate to the
_ country. .

To include the reform efforts |n a

region's lending program, the World
- Bank'swD unit focuseson operatlons

. that typically include a legal reform -
component—oprimarily financial sec- . -

tor and private sector development |
~ operations. In such cases, the Bank

encourages the borrowing country to

~ take women’s issues into consider-

ation when planning its law reforms.
For example, a recent privatization

 operation in southem Africawas con- -~
ditional on -a study cf land reform, - -

~ which thus provided an opportunity .~ -

1o examine the |mpact of Iand reform'._, LT
on women. - :

 Existing legal frameworks can bs a

' majorplmpedlment to economic de-
_velopment. Identifying the legal con-

straints faced by women inAfrica will
help-the Bank to design and imple-
ment -more effective development'
prolects in the region.,

a. Three papers were prepared: “Lawasanlin-

_ stitutional Banierto tha Economic Empowerment

of Women"; “Gender, the Evolution of Legal Insti- -

" tutions, and Economic Development in Sub-Sa-

haran Africa”; and "Women in Develepment: The -
Legal Issues in Sub-Saharan Africa Today."

_ tutions. In this respect, the Bank has to reeognize and respect the exclusive
" - jurisdiction and’ responsxblhty of eacb country over 1ts own lega'l and mstltu- -
" tional framework , ,

, Transparency and Informatlon

The themes of transparr‘ncy and mformatlon pervade good govemance and
- reinforce accountability. Access to information for the various players in the
“market is essential for a competitive market economy. TranSparency im-
proves both the availability and the accurac; y of market information and thereby
lowers transaction costs. Governments come: to value transparency as they -
depend more on market mechanisms for cconomic management. Transparency

= s 1mportant for specific public programs, such as the divestiture of state-owned

‘enterprises, which will quickly forfeit public confidence if privatization is not.
seen as an open process. Furthermore, transparency is a prerequisite for suc-
~ cessful beneﬁcnary partncrpauon in program desrgn and 1mplementatron
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Markets, government, and transparency =~

Transparency assists-governments in implementing market-environment poli-
‘cies by clarifying government policies and programs. In this way, expert
- opmlons can be voiced, and those affected may have an opportunity.to express
- their.views. Programs to change the functions of departments and agencies, to
 tackle excess numbers of staff, and to redeploy: the remaining staff also need-

1o be transparent. Without transparency there will be resistance to change,a
_charactenstlc of many civil service reform programs in the past; Because it = -
- means removing the walls that bureaucmcres build around themselves, trans-

~ parency lmpl.es more open-government. Thus, it is an essential element in any

. effort to improve performance accountablhty Transparency is also adeterrent,_
o corruptwn It underpms compenuve public procurement and generally

creates a climate in.which the scope. for pubhc corrupt:on is lower and the
- chances of exposure higher. - -
Transparency- should extend.to private sector as’ well as publlc sector-

organizations so that reliable information is available to all decisionmakers. R

Although relationships with customers may be confidential, banks require .
accurate financial information on companies to assess. credit risk. Banking
Systems as a whole will not be healthy if depositors cannot rely on the pub-
lished accounts of the banking institutions with which they place their money.
Insider trading undermines confidence in capltal markets. As state enterprises. =
- are privatized, it may be NECESSary to set up new regulatory agencres, w1th -
processes that include provision for public disclosure. - '

Closely linked to transparency and information i is freedom of the medta —_

of whlch a free press.is especially 1mportant if there is to ‘be-an mfonned
~ debate on public. polrc1es The press plays an important role encouraging
' commumty organizations and other civil soc1ety groupings to become en~
' gaged in policy and program debate. At the same time a free press, by expos-
~ing wrongdoing, encourages accountable behavior by public officials and

politicians while discouraging corruption. Furthermore, the information me-

'dia must build responsible self-policin g mechanisms to maintain professnona]\ '
reporting standards and to avoid government censorship.. -
- - Although spemﬁc aspects of transparency, such as requiring compames to

'publxsh financial results in a standard format, opening public procuremcnt, E

tendess in the presence of bidders, and the umely publication of government
. budgets and accounts, can be readily addressed in World Bank operations, in
a broader sense transparency reflects what goes on in a society as a whole.

Thus, a willingness to make public processes more open depends, in turn, on

the culture, tradition, and attitudes toward openness in society as a whole,
which may change only slowly. Transparency requires supportive institu- .
tions, poht:cal commitment, pressure from cw11 soc:ety, and free media. For -~
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- many of thc players mvolvcd mformauon is power and mr*'tey Secrec'-' and
" nontransparent decrslonmakmg provide an opportunity for private gain or for
political arrangements against the public interest. And there could be occa-
“sions. when government may  be right to withhold information, such as on
- national security issues or when reforming governments have had to move

. stealthily to prevent vested interests from coalescing to block reform. Improv-." -

ing transparency, therefore, is a necessary but complex process that wnll take -
- time in many countries. - : -

T he World Bank’s’ experience o

,".Bank expenence in- relatlon to transparency and mformatton in the vanousr

R reglons can be summanzed as fOllOWS' -

® The situation in Latin Ameriéan ard the Caribbean geographic region has.
traditionally been characterized by substantial pohtrcal ‘obstacles to greater

" transparency. However the trend toward democratic rule and freedom of the -
- press has created a more favorable climate for actions that promote transpar—'-

~ency. In this regard, World Bank work in this reglon has concentrated at the o

level of improving financial management and in the introduction of transpar-

. ent budgetary systems, which allow a clearer disclosure of the relationship

between performance and cxpendlturc. Revenue administration reforms sup-

ported by the Bank in several ccuntries have made tax and customs:schedules . -

-"more easily comprehensible. As an illustration of the role of transparency in. -
, regulatory reform, an NGO in Argentma was engaged to monitor complaints:
- by the public and how they were resolved by ‘the new pnvate telephone '

' compames. |

B In South Asia, World Bank efforts to promote transparency have mcluded '
*support for the mtroductxon of program-oriented budget systems. This type of
- budget makes more explicit the relationship between goals and expenditure
than the line-ir>m budgeting systems commonly-in place and facilitates the
possible use c.i value-for-moncy assessments. Past experience in the region
~ with budget-reform, however, has not heen encouraging. Another effort re-
lated to transparency has been in the area of procurement through the promo-,
- tion of standard blddmo procedures in all countries in the reglon

u In East Asia and the Pacifi ic, transparency 1s a new issue for the govcrn-"

~* ments of those countries in transition to market economy, and thus far the

principal mstrumcnt has been the policy dlaloguc The World Bank has urged,'
trade liberalization. more informative budgeting, legal reform to encourage
 foreign investment, and more clarity in privatization programs. Elsewhere in
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the reglon "considerable progress: has been made removmg trade and invest- - '

ment barriers, with the Bank’s encouragement, thereby reducing - opportuni- .

ties for rent-seekmg behavior. In several countries, the Bank has assisted "
governments in mtroducmg more open and predlctable procurement processes

.. Bank action in Africa has been to encourage a vanety of actrons to 1mprove.' By

transparency in the public and private sectors. Economic reform programs - -
~ supported by the Bank have led to simpler tax and tariff structures, which have -

aided- transparency and reduced opportunmes for coilusron between tax-col-
- lection officials and taxpayers To improve public debate on economic reform
. programs. the World Bank’s Economnc Development Institute has orgamzed -
._programs for Journahsts Country pracurement assessment reviews have been _
used to situate procurement issues prommently in policy dialogues, and pro-
‘curement reform has become a component in manyr stwuctural and sectoral |
" adjustment loans. One means of encouraging government transparency in this -

region has been to support pubhcauon of ofﬁcral gazettes (in Burkma Faso L

BOX 1.14 TRANSPARENCY
' OF FINANCIAL REPORTING -
SYSTEMS

| Transparent financial reporting by
" both the private and public sectors is

‘essential for ‘a well-functioning mar-
ket economy. It lowers transaction

costs, reduces misuse of funds and
~ theft, and improves decisionmaking. .
In“the -public sector, transparency |

| helps enforce policymakers’ account-

ability. In the private sector, adher-

‘ence to ‘intemationally accepted re-
~ porting standards is necessary to at-
~ tract foreign investors and lenders,

and it facilitates the growth of ﬁnan- .
- cial markets.’ .
The World Bank is now di rectly ad- -

dressing this subject in its economic
and sector work. Arecent report ("Re-

- public of South Africa: An Assessment
of Financial Accountability™) examined -

_the transparency of accountlng' and

auditing practices in South Africa—-
specifically, the legal framework, stan- -

‘dards of accounting, and_the_mde:-.'r"
pendence -of the auditing. profession -

in boti1 the public and the private sec-

-tors. The main findings of the study

were the following:

= The regulatory framework is well'_

- established, and several improve- :
ments have already been made. In°
- the public sphere, new legislative en-
actments have increased the inde- -
pendence of the Auditor General's -

office. Cther legislation has strength--
ened disclosure requirements for pri-

vate insitutions. Standards have also -

been drafted to ensure uniformity in

~ financial reportmg across pnvate ll'l- e

stitutions.

| Wide dlsparlty exists in financial re-f' '
“porting and accountablhty at the local'
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. and Maurltama for example) which advertlse public tenders and announce' o
' their award and publicize new laws and changes in ‘administrative regula- "

tions. In addition, the World Bank has encouraged governments. to pubhsh |

- their budgets in a timely manner and in some cases prepare a summary version

- for wider distribution. (In Kenya, at the Bank’s urging, the government began R
- publlshmg a summary booklet of the budget proposals, throwing into. sharp _
relief the imbalance between the civil service wage bill and supporting expen-

dltures, which triggered lively debate in parliament and the media.) Concern o
- for transparency has led to a new form of economic sector work, financial

‘ -accaumabzlny ass.ssmems thus far carned out in Ghana and South Afnca__-‘ R
o (box 1.14). - ' - ' : |

: l In Europe and Central Asxa, the notion cf adnumstratw" openness was non-

existent under the former regimes. Thus there is no tradition of consuitation
~ with interest groups and other affected partxes prior to the mtroducnon of new

- pohcxes, and there is little experience of _‘explammg reform policies to the |

govemment level, for obvnous histori-" -

cal reasans. The large municipalities

- . populated by whites have well-man-
“aged, transparent financial systems
that facilitate accountability. The self- -
~ goveming states and the black mu-
" - nicipalities lack this capacity, and ac-

ooumab[hty is weak.

' ® Inadequacies beset the fmancnal re- -
“porting practices. of central govern-
ment departments. This is partly re-

lated to the absence of government

accounting standards as well as to
the fack of a professional body deal-

ing wnh central government account-
ing.” :

W The private sector still has room to

. increase disclosure requirements in-
the areas of fixed assets, reserves, .
and transfers to employee pensuon

; funds

B The audiﬁng pro'fes-s.ion needs. -

greater independence when dealing

‘with potential conflict of interest cases.

. W There is also a need to increase’

participation of nonwhites in the au- -
diting profession. Although accredited -
bodies of accounting professionals -
exist in South Africa, their member-
ship policies, as well as the education

~ system, continue to discriminateindi-
- rectly agalnst parhcnpatlon by non-
whltes L '

The direct focus on transparency

~ inthis report marks a new directionin .
- World Bank’s economic and sector

work and emphasnzes the Bank's
commitment to addressing .gover-

“nance issues. This commitment also

provides the basis on which to de-

- velop lending operations that support
- greater transparency '
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populatmn at large More specrfically, there is no tradttton of open and com- :
-~ petitive procurement in the region, since prevrously there were only adminis-

" tratively determined transactions between state agencies. Public procurement -~ .,
at present is at a half-way stage between administrative orders and- market e

" bidding; with little clarity or consistency and wide open to the diversion of

-public monies. Nevertheless, compared with the past, there is now much more " -

penness in dec1sronmakmg

In support of greater transparency in polrcymaktng and 1mp1ementatton o

- the World Bank has stressed the need for.open pnvauzatton and procurement .
. -processes in its considerable assistance.to governments in ‘this region. To~ = -
~ encourage a wider debate and greater understandmg of reforms, the Bank has .

sponsorsd seminars on aspects of economic management in market econo- . -

‘mies, involving its own Executive Directors and resident mission staff, onone o
-hand, and local policymakers, legtslators, government officials, and opinion =~ "

- makers on the other. The Bank has also forged links with local institutes and " -

think tanks to help build a cadre of hrgh—qualtty technical and policy. expertise o

‘ 'beyond the core of govemment And in several countries (Belarus, Russia, '
“and Ukraine), Bank operations have ‘'supported publicity ‘and public-aware-

" ness campaigns to deepen popular knowledge about voucher schemes, small-

- scale privatization, and the like. In doing so, it has helped spread understand- -
ing about the emerging opportunities in a market economy Advice has also
been provrded on procurement. legislation (box 1.15)." ‘

" As to transparency in privatization, the centerptece of the World Bank’

B  strategy in the region, the Bank has emphasized quick marketization measures |

and wide dlStI’lblltan of ownershtp under transparent and unambtguous rules B

- m Many govemments in the Mtddle East and North Africa have not been‘ ,

~ accustomed to publishing information about public policy, encouraging pub- S

lic debate and pammpanon and conductmg ‘government business openly.

This picture is now changing in important respects, with electtons, newly - L

. empowered legislatures, and other developments. The World Bank is contrib-
~uting to this process through a much broadened dialogue with opinion leaders -

* in the region (for example, through the Council of Middle Eastern adv1sers) ,
wider dissemination of Bank reports, outreach public affairs activities by

resident missions, and regional research initiatives involving nongovernmen-_ R
- tal research institutions. As the process of political renewal and opening

-advances, recognition of the benefits of greater transparency in both the pub-

lic and private sectors is growing. Through mdmdual projects and throughthe =~

World Bank’s country portfolio perfarmance review process, the Bank is also
workmg for more transparent approaches to procurement, foretgn ex...hange_
. allocatton, and tax codes, among other thmgs :
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BOX 1.15 STRENGTHENING
 THE LEGAL FRAMEWORK
'FOR PUBLIC PROCUREMENT -

* The legal framework governing pro-
‘curement is weak in many of the

countries borrowing from the World
Bank. In most of the reforming so-

_cialist economies of Central and -
Eastern Europe and in the former
- Soviet Union, for example, a public -

 procurement code does not exist.

Nevertheless, this is an important -

component of the legal framework,
needed both for a market economy

and for effective publlc sector man- .

' agement

. Recently the Bank has worked

closely with the United Nations Com-
- mission on International Trade Law

(UNCITRAL) to develop a model pro-- :
- curement law that can be useful to -

countries trying to develop procure-

- ment codes of their own. The model
- was developed in consultation with -

representatives of member govern-
ments as well as representatives of
international organizations such as

- the World Bank, the Inter-American
' Development Bank, and the Interna-_ -

tional Bar Association.
The model code seeks to ach:eve

~ transparency in the procedures re-
- 'lating to procurement; to promote the

“integrity of the procurement process;

o provide fair and equal treatment
of all suppliers and contractors while

promoting competition; to foster par- -

_ ticipation in procurement proceed-
- ings by suppliers and contractors;
and finally, through all of these en-

deavors, to maximize economy and

~efficiency in procurement Atpresent” -
the model law covers procurement - - - -

- of goods and constructnon work is .

. under way to develop a similar frame-
-work for the procu rement of services.

The World Bank is now using this -

instrument to assist its borrowers in 7
_ drafting legislation in this area. So
‘lar the model has been applied only - -

in Eastemn European countries where
the need for this type of legislation is

- the greatest. In Poland and Bulgaria

the Bankhas financed consultant ser-

- vices to draft procurement codes -
based on the UNCITRAL madel. The

_ work is at an advanced stage in-Po-

" land, where the draft code is ready

to be presented to parliament. In
Bulgaria the drafting process is well
under way. Use of the model code is
being encouraged i in other countnes
of the region as well. -

~ Although a sound legal framework .
is an essential foundation for im-

provements in public procurement, |
it is not the only determinant. Institu-

tional development and training of
~ personnel are also required to en-
- sure success. The Bank's efforts in

this area mark an important and nec-

essary first step.in the direction of -
[improved procurement practices.

| Emerging lessons

o Transparency in govemment policies and pfograms is important if prOgr 258 1S -
to be made with participatory approaches to project design. By the: same
tcken, transparency is" crucnal for effcct:ve envnronmcntal policies and to

COmbat corrupnon -
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_ Transparency in procurement is not an established feature of government
- processes around the world, Governments may conform with best procure-
ment practice for goods and services acqu:red under World Bank~-financed

 projects, but procurement using governments’ funds is often much less trans-
parent. Vithout transparency, the full benefit of competitive bidding will not

~ be realized, and oppostunities for bribery will exist. Assisting countries in - |
improving pubhc procurement is likely to continue to be an 1mportant part of

public management reform: supported by the Bank. In several countries, the’
~.Bank’s own procurement gundelmes have become a model for natwnal '
. rprocedures. . : ' - o
~ Finally, transparency and accountablllty are closely hnked Thus, efforts -

to strengthen accountability are likely also to involve parallel measures to

" increase transparency. Tc be accountable,_ the_ activities of government agen-
- cies need to be visible. Progress toward greater transparency in governments -
is likely to be a gradual process in which. there will be opportumues for the o

. Bank to assnst most likely as a by-product of i mtervennons in other areas
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 Issues that Arise in Relatlon
fto World Bank Actlvmes |

" Governance and World Bank Processes

" Major changes are under way in the Bank following the work of the Portfolio |
Management Review Task Force in 1992 and the adoption by the Executive
- Board of the Next S:eps action program (World Bank 1992a, 1992c). The task

‘force examined the declining performance of the World Bank’s portfolio of

~ project loans and made recommendations for improvement. The recommen--
" dations included the need to build commitment and local ownership of projects
and to emphasize project quality at entry—the phrase used to’ capture the
relevance and quality of project design—and how the latter could be ad-

dressed. The task force also stressed attention to portfolio pérformahce taking .

" into account, more systematically, varlous lmplementatlon issues in the coun-
 try dialogue and the lending program. :
- These recommendations are now being put mto cffect ‘through the Next,
- Steps program. From a governance point of view, the most significant measures
are, first, two new instruinents the Country Portfolio Performance Reviews

~ (cpPRs) and the Country Assistance Strategy (CAS) discussions; and second, the .

new system of Operational Policies and Bank Procedures A relatcd facror is S

~ the Bank’s new disclosure policy. ‘

These developments are likely to have a 51gn1ﬂcant 1mpact on the Bank’ 7
. governance work. The CPPRs, which will be carried out on an annual basis for
most counmes, address, much more systematxcally than before, key 1mplemen-

7



38 ,'”' S ‘ - [:‘ o GOVEHNANCE*

~ tation i 1ssues. such as borrower ownershlp and commltment to projects under
lmplementanon, the identification of generic 1mplementatlon issues, and the -
development, with the borrower, of time-bound remedial action programs.
~ Because many of the implementation problems Bank's projects face are public
* sector-management related, and ownership and commitment are tinked to un-
derlying governance conditions, the new emphasis on country portfolios is
likely to bring governance issues to the fore in the dlalogue between the World, »
| Bank and individual countries. ' :

- This is likely to be reinforced further by. the CAS process, whxch is already o

ensuring that portfolio 1mpicmentat10n issues are discussed alongside the fu-

ture lending program and are taken into account in decisions on the volume and

‘composition of lending. However, as box 2.1 indicates, there is room for more

systematic treatment of governance issues in thecas. :

- 'The World Bank’s new Operational Policies and Procedures system is
' likely to reinforce the positive effects of portfolio reviews and country assis-

tance strategies through the progressive revision and reissue of all previous .

BOX 2.1 GOVERNANCE AND
COUNTRY STRATEGIES

The Country Assistance Strategy
(cas) statement is one of the primary -

vehicles for reviewing the World

Bank's lending strateyy in a given
- country. In determining the compo-

nents of a country's lending program,
the cas should provide a frank evalu-

- ation of factors that constrain the ef- -

fectiveness of deveiopment assis-
tance. A discussion of governance
issues is therefore necessary in thls
context.

An- anaIyS|= of a recent representa—: '
tive sample of ferty cAs statements
from all the gengraphic regions ex--
amined whether governance factors -
were being sufficiently considereu in

the formulation of country strategies.
The purpose of the analysis was to

. assess, first, whether all governance

issues were bemg taken into consnd- |

eration and, second, whether certain
aspecls of governance were receiv-

ing more attention than others. -~
The overall finding was that the

maj'ority, of CAS statements covered

.governance but thatihe treatment was -,
- almost exclusively directed toward. -

public sector management. Other gov-

-ernance concerns, such as account-- -
~ ability, transparency, and rule of law:
~ were almost never raised. Twenty-

‘nine of the cAs statements reviewed
- contained only a discussion of public’

‘sector management concems (civil- .

service reform, economlc manage-.

‘ment,. an enabling environment for
~_private sector development, and pub-

lic enterprise reform, for example) -
Public sector management was the

-only governance concern consistently

raised. Only eight of the cas state-

ments discussed addltlonal gover—r
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| operauonal directives in a new format during the next two to three years. . This

~ reinforcement will happen in two ways: first, by provxdmg more explicit best- -
~ . . practice guidance to staff and, second, by emphasizing governance in the reis-

-sued Operational Pclicies and Procedures handbook.? Another contribution .
is the technical assistance handbook (box 2.2), which provides best-practice
- guidance to staff on the preparation of technical assistance projects and project
- components, with a pam::ular emphas:s on techmcal assnstance for institution
building. - SRR
- With regard to staff and orgamzatlona. matters, the World Bank hns seen m ‘
‘ recent years-an increase in the number of specialists in pubhc sector manage- _
ment (fifty-two specialists as of this year) and the formatlon of pubhc sector .
* management units in the Bank’s Techmcal Departments o P
. Nevertheless, there is a need foran enhanced training effortin areas such as
: 1nst1tut10nal development part:cxpatxon, techmcal assistance, public expend:-
ture management (including financial management), and civil service reform.

~ This is required not just to keep specialist staff on the cutting edge of their field.

nance topics but did not cover the full -
range of the topic. Three CAS state- -
ments did not discuss any aspect of ‘

' governance.

Interviews with World Bank reglonal -
- managers suggest the followmg rea-

sons for the failure to cover gover-

nance issues consistently in country

strategy documents.

First, because the subject matter of

governance is often highly sensitive,
Bank staff might be reluctant to com-
mit their analysis to paper. -

- Second, because the political and
‘economic dimensions of governance -
are closelylmked staff might fee! that -

just raising certain governance issu e_s
involves treading near the boundaries
~ delineated by the Bank’s Articles: of

Agreement. This would accountforthe

predominance of comment on famil-
~ iar issues such: as public enterprises
~ and the condition of the civil service

- and the absence of dtscuss:on on o

more sensitive governance topics. -
" Third, staff might be unfamiliar with

“the subject matter and uncomfortable
with concepts of accountablllty and .
- transparency

However, the absence of gover- '

" nance from the CAS statements does

not mean that it plays no role in deci-
sions on the Bank's country lending.
As the repornt elsewhere makes clear,

- both the number of projects with gov- . o

ernance elements and the extent o
which govermnance issues have fea-
tured in the country dialogue with the
Bank suggest otherwise. Whatever

~the reason for the relative absence of
~ governance analysis in written Bank'
. documents, governance issues are of

such fundamental importance to the -
deveiopment agenda that they war-

“rant more systematic treatment. -
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- BOX 2.2 TECHNICAL
 ASSISTANGE HANDBOOK

Instits:tional development is the basis

~ - of public sector management reform,
Much of the World Bank's support for .

institutional development is provided

in the form of technical assistance (Ta). -
~ InMarch 1993 the Bank published the .

. Handbook on Technical Assistance

- to.give substance to the recommen-

dations of the Technical Assistance

Review Task Force. The handbook -
- focuses primarily on institutional

developinent technical assistance

(ibTA) and is intended to guide staff in -

capacity-building initiatives.

 “The handbook takes a comprehen- -
- sive approach to ‘institutional ¢avel- -
- opment and covers a broad range of

_ activities that increase the capacity of
“institutions to perform their functions.
The first section of the handbook dis-

cussésthe role of TA in'furthering in-
stitutional development in recipient

~ countries. Subsequent sections deal .

with the formulation of a TA strategy -

for institutional development, the de-

sign and implementation of that strat-

- egy, and finally the supervision, moni- .

toring, and evaluation of Ta operatlons o

_ In'this context, topics such as the pro- -~

~cess approach to’ institutional devel- '
opment, modes of transferring exper- -

. tise, management ooncerns, and thef B

costs of IDTA .are covered. :
‘The handbook is presented in mod- o
ules, facmtahng easy ‘access to de-

. tailed information on matters of par-
- ticular interest to the user. In this way |
it provides brief, yet well-focused, =
_ training for World Bank staff. [twillbe -

updated. penodlcaliy to keep staff in--
formed of experience gained from new

Ta operations. The handbook marks - -

an important step toward consolidat-

~ ing best practice and prov:dmg gunde- :

lines for staff in 1h|s area. T

but also to keep the large number of operations staff, such as country econo--
_mists, country officers, and sector specialists current with governance issues.. -
Upgraded training programs are under preparation‘in all of these areas and wﬂ]_
be put into effect in the commg year (Arnold 1993‘ o~ *

.Pohcy Dlalogue on Governance

The Bank’s pohcy d:alogue with jis borrowmg members is bemg camed out
ina polmcal and economic framework that has changed substantially over the

 last ten years. Because of these changes, the environment for discussing develop-"
ment policy is much more open than it was before. In this new climate, certain -
governance issues have become important components of the Bank’s overall

.- policy dialogue with many of its borrowers. This dialogue has generally been

carried out at four levels: first, in ,coqrdmatmn with other donors through con-
“sultative groups and similar meetings of donors and aid recipients (box 2.3);
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second, through dlscussmns between the Bank’ senior management and the,‘ :
political leadershnp of borrowing governments; third, through the regular ex-
‘change of ideas between the Bank's country teams and their counterparts on
~ the government side; and fourth, through the day-to-day- mteractlons of the
Bank’s resident missions. In countries that have no consultatwe groups (such-
as most of thuse in the Latin America region and East Asia) the d:alogue is -
“maintained through the last-named channels. '
The World Bank also pursues consultations at the regnonal level and wnth;
_‘groups outsme government. Discussions between Bank staff and adwsoryj |
groups, such as the World Bank’s Council of African Advisors and the Council
of Middle Eastern Advisers, as well as Bank seminars for public pollcymakers' E
- .from Africa in particular, have helped to place governance on a regionwide -
agenda as well. In Bolivia and Venezuela, at their governments” invitation, the
World Bank held seminars recently with the leading presndentlal candidates
and their advisers tv explam Bank strateg1es and torelate them to pohcy options

- prior to the elections. Although not explicitly focused on govemance, these

. sessions added transparency to the local political process and allowed the Bank'
to piace important deve]opment issues in the context of the dlfferent pames :
political platforms. - :

Policy dialogue has become a cntxcal vehxcle for raising govemance issues

with borrower countries. In its role as head of consultative group meetings, the |

Bank coordinates complementary . approaches to the provision of aid ina way
that strengthens the adoption  of good governance practices. n Chamng the:
meetings also often puts the Bank in the position of havmg to act as an interme-
- diary between donors and the borrower countries. Sometimes this- mvolves
issues that the Bank will not address in its own dialogue with borrowers be-
cause the issues relate to the political dimensions of govemance that fall outsxde
the Bank’s mandate. However, the Bank has advised borrowing governments
on such issues in the context of adequately communicating bilateral donor
concerns—as these may have an impact on subsequent aid t.ommttments and
N thus the financing of the government’s economic program.
" The Bank has also used policy dialogue as the vehicle for dlscussm g issues .
that fall within the framework of economic governance but are nevertheless of
a sensitive nature. Such concerns are raised both in the context of consultative
group meetings as well as in senior management discussions with a country’s
- political leadership. The issue of military expenditures has been discussed with
. anumber of African and Asian governments. Aspects of human rights that have
an impact on the effectiveness of the Bank’s assistance have also been raised in

" this way, and in a number of courtries, public sector corruption and its 1mp11ca-. -

tions for continued Bank lending have been part of the dialogue agenda.
Fmally, the World Bank’s economic and sector work is bemg used asan
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BOX 2.3 GOVERNANCE ISSUES AT .
* CONSULTATIVE GROUP MEETINGS

'Governance has been a recurring:
' theme ofthe consultative group meet- .
~ing of donors and governments
" chaired by the World Bank since 1990. "

" The different dimensions of gover-’
" nance—political, institutional, techni-_

cal, and material—have been recog~

" nized by donors and governments as

~important factors in development..
. Consensus has evolved on the need’

~ %o ensure accountability of govern-
- ment officials te their superiors and to

the public, to enhance transparency -

in government expenditure programs

and policies, and to develop-and en-
~force a legal framework to promote :
o developmentfI o :

Donors urged the govemments to:

" Strengthen thelr accounting and au- '

 diting capacity; decentralize decision-

making to encourage the growth of re-

- sponsible local governments

= Ensure greater participation of NGOS

and civil society in the development SR
. process , -

- Make ‘reliable, tlmely. and relevant o
. egonomic mformatlon avallable to the o
' players

= Develop a Iegal framework to pro-:' .
mote private sector development and
public sector- management

= Ensure mdependence of the judur:lal o
‘process, transparency of laws, and

freedom of the media =

= Protect the regal rights of women_

chlldren and labor.

effecnve tool for dlalogue on govemance issues. Country economic memo-
ranca, public finance reviews, public expendzture reviews, sector reports, Coun-

try procurement assessment reviews, and private sector assessments, for ex-

- ample, have all been used to bnng to governments’ attention the Bank’s analy- -
. sis and recommendanons on governance 1ssues

‘:Partlmpatlon and Governance

- -Part:czpanon is intrinsic to good govemance. Indeed parncapatory develop-
‘ment can be thought of as a local-level reflection of good governance. Mea-
sures at the national level to improve the effectiveness and efficiency of gov-
* ernment have direct parallels at the microlevel as well. Transparency enables
people affected by development plans to know the options available to them.

- Accountability of government structures and officials to local organizations . |

(for example, civil counclls and wllage committees) remforces macrolevel
accountabxhty Due pmcess of public heanngs and other local-level consulta-‘
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Corruption in some govemments
was also a concern.

In all meetings, the lmportance of
) publlc sector management was dis-
.cussed. Administrative, {inancial, and

~ institutional capacity for an effective .
and efficient public sector was recog-

nized as the central issue. Donors

" .stressed the need to privatize public

. enterprises, eliminate excessive rules

- and regulations that constrain private
“sector development, ‘and enhance .-

‘procurement capacity for efficient use
of external assistance. Greater trans-
parency in budgeting was deemed key
to the continued availability of coun-
' terpart funds.

" Clear consensus did not emerge

from any side on reducing military -

spending. Although most govein-

“ments agreed that expenditures on .

defense take important social and eco-

~ nomic resources away from develop-
ment programs, some governmenls'
argued that these expendutures ought .-
to be looked at in the geopolitical con-
text of the country. Bilateral donors also
‘emphasized that observing democratic
- processes and respect for humanrights
are part of good governance and sus- -
:talnable development.

a. From October 1990 to January 1983, forty-five

‘consultative group meatings were held fortwenty-
.nine countries. Following Is a list of the issues dis- .

cussedand the number ol countries forwhich ezch

Issue was discussed: miiitary expenditure (12)

transparency (13); human rights and democracy
(18); accountability {21); legal framework for de-

“velopment (22); and public sector management
(28l

‘tions ensures that people: affected by development acti ities can voice their
concern, debate alternatives, and negotiate compensation, Finally, the effective
“voice of local peopie, particularly the poor, can be increased by policy reforms-
at the national level that allow greater freedom to join nongovernmental - .
organizations, trade unions, and other bodie's to understand bettei' and inﬂuence :
dec:slons that affect them,

- ‘Public involvement thus helps improve information ﬂow accountablhty,
| due process, and voice and tl'ereby improves publlc sector management. ,

Instruments for partzapatory developmenr

Pamc.putory development requnres good governance policies and Eractices
within borrowing countries. The World Bank is assisting government efforts in
this respect, as part of its regular institutional development work, by locking at -
- factors thatimpede participation in borrowing countries, Staff incentives, train- -
ing, and the skills mix of civil servants can be strengthened. In addition, the
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Bank can promote pammp:mon in borrowmg countries through its support to’
- governments in their administrative and fiscal decentralization eiforts and by

‘strengthening the dlalogue ‘between govcrnments and civil society. .
- The Bank is also encouraging a more participatory approach in its own

economic and sector work and lending operations—to involve a wide range of - 7' _

entities that have a stake in the outcomes; from government bodies to NGOs and

7 local community groups. The World Bank’s report on portfoho management o

~ (World Bank 1992c) lists a variety-of actions that can deepcn borrower own-

“ership and public pasticipation through information sharing, consultation, -

wider dec1510nmakmg, and increasing local groups’ ‘initiatives on behalf of . -

their own development. Available instruments include joint sector work with = .

government agencies; beneficiary assessments and stakeholder workshops
“during . project preparation and appraisal; and greater NGO and community-
~“ level involvement in the design, preparation, and mp]ementanon of projects. .
- Other methods would include broader and more substantive borrower partici-

pation and leadership in implementation planning, project launch workshops,

~ joint lmplememanon reviews of the country portfolio, and joint discussions of - .~ -

~ country strategy, mclud.ng the development of a plpel ine of pro_jects for .
futwe financing by the Werld Bank. , .
The World Bank’s new information disclosure pohcy, will facnhtate pubhc N
participation in borrowmg countries and i increase transparency and account- )
- ability. AlthoughNGOs by themselves do not ensure greater participation of the
beneficiaries of World Bank projects, they are nonetheless likely to continue to
play an intermediary role in channeling information to and from beneficiaries.
In the past year, NGOs have participated in 73 (30 percent) of the 245 Wurld o
_' _Bank pl'OJCCtS approved by the Executive Dl[‘CCtOl’S ' '

Recent mzt.atwes

Agamst this background, an effort has been under Wey since 1991 throu chout .

- the World Bank to learn more about and strengthen efforts to promote partici-
patory approaches in Bank work. This learning process has been supported by
~ the Swedish International Development Authority and guided by the Bank’s -
" Participatory Development Learning Group. After the Bank’s hosting of an
international workshop on participation in February 1992 and with the support
- of senior management over the past year, the learning process has been trans-
formed into a major effort to mainstream participation concerns into the Bank.
TIn this respect the learmng process. has yielded several important products, and
there have been some encouragmg uevelopmemb in pamapatory approaches
throughout the Bank: :
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- W Select Bank-supported operations, including economic and sector work and

lending, that are considered participatory have been identified and are being
~ documented as best practice. About thrrty-ﬁve cases are bemg analyzed, fifteen
- of them in depth |

- A number of other studles are bemg produced on partrcular aspects of Bank
or country experience in promating participation. One study focuses on popu- -
lar partncrpatron in economic theory and practice (Gerson 1993). Another study -
examines how the Bank’s procuremert and disbursement procedures facilitate

*- orhinder efforts to support community participation in projects. A study isalso

under way to determine the costs and time im plications of supporting participa-
tory approaches in Bank-financed operations. A further study, almost com-

pleted, statistically analyzes the experience of 121 completed rura! water and |

sanitation projects ¢ around the world and shows clearly that part1c1patron is the |
sic gle most 1mportant determmant of pro_]ect effectlvenms

. A handbook for World Bank staff on partncnpatory approaches to develop—

~ ment is being prepared with technical and financial support from the German

Technical Assistance Agency (GTZ)|2

. The Wor]d Bank's Africa Region has taken a clear lead in explonng and
_ supporting efforts to promote participatory approaches. Workshops on partici-
' - patory planmn g techniques have been held, and a few country implementation
reviews have been conducted in a consultative manner. The Southern Africa
Department issued an instruction requiring that each new pro ject under prepa-
raticn include a provision for systemaucally listening to relevant stakeholders

and beneficiaries. On the basis of its growing experience, this departmentis

preparing a guide for the staff on participatory assessments. Other regions are
also actively pursuing participatory approaches. The Latin America and Carib-
bean region has rade explicit the link between strengthenmg popular partici-
pation early in the design of operations and ensuring borrower commitment to
improving the quality, impact, and sustainability World Bank projects. And the
- Bank jointly sponsored with the South Asian Association for Regional Coop-

‘eration a regional workshop on poverty in Seuth Asia, with a partlcular focus -

on promonng greater partrcrpatlo't by the poor ‘

L) Complementmg its contmumg work on poverty assessments the World Bank

has started to develop and employ participatory techniques to listen to poor
_people’s own views on their condition and on poverty reduction strategies.

Guidelines on participatory poverty assessments have been prepared and some -
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ten parnmpatory poverty assessments are expected to be undertaken m the .
coming year ' : :

mInJ uly. 1993 apartz’cipa’tion fund was established in the amount of US$300, 000
to support innovative activities in both lending operations and economic and -
sector work. Through the benefit of a matching requirement, the fund. allowed .
World Bank staff to lay claim to up to US$600,000 in the past six months. More_, '

" ~ than thirty proposals have been submitted from twenty-five different units -

representing a wide range of countries and sectors; of these, seventeen have -

been approved. The fund was almost fully committed i in less than two months L !

- _ ‘and shou[d be replemshed in'the current. year ina Iarger amount

_ "'he final report of the Partz‘ciparary DeveIOpment Leammg Group will )
expand on the above lessons and draw on the cases and other studies commis- .

o ~ sioned for the learning process. A workshop will take place in May 1994 to-

_review these lessons, to. recommend how to make the ‘World Bank’s. core busi-
ness processes more parncnpatory, and to 1mprove staff i mcentwes, trainmg,
and admmlstratlve procedures ' : :

Makfng participation eﬁéCtz’ve

Ea:ly lessons from the learmng group on the practicalmes of encouragmg '
partlt:lpanon 1nclude the following: - )

- It is already clear that there is groWing staff awareness of the mportance of
participatory approaches, more so as a result of the work of the World Bank’s -
Portfolio Management Task Force and the Next-Steps program. To ensure that "

the World Bank is in a posrtmn to support these efforts will require major

. investmentsin trammg and some changes in the skill mix of Bank staff.

L Participatory development is not without risk:-_those w'ith'.a stake rnayrnot-
gain directly from their efforts, or their benefits may be negated by external
factors; local voluntary organizations may not repres=nt the views of ultimate
beneficiaries; and elected officials and bureaucrats are often out of touch with
~ the needs and mterests of their constituents or are actively hostile to local
initiatives. -

- The extent to which part1c1patory approaches yie]d better pro_;ects varies
from sector to sector. In the water sector, for example, the experience with'

- participation is well documented, and the approach clearlv works—all partici- |

pants have an mterest in cooperatmg to share water Inthe education and health
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sectors, the scope for participatory approaches requires further exploratlon
Progress has been slower than expected wnth pammpatory povcrty assess-‘
ments, : : ,

- n More work needs to be done onthe cost of usmg participatory approachcs for
project preparation. There are incremental overhead costs associated with par-
ticipation, in the form of increased pressure on World Bank staff time and
“support costs: This may require tradeoffs with staff budgets and work pro-
- grams, given the expectation of zero growth in the Bank’s budgetary resources.
" Participation also 1mp11es a more ﬂexlble approach to the Bank’s tradmonal'
~pr01 ect cycle : S |

| Despne these risks, there is evidence that projects requiring beneficiary
~ -contributions of time or money are more effectwe The World Bank Opcratlons-

. Evaluation Department’s review of fiscal 1992, project evaluations broughtout
the importance of borrower ownership and beneficiary participation in the
success of the twenty-four projects evaluated as outstanding. The greater the
‘intensity of participation (in terms of information sharing, consultation,
decisionmaking, and initiating action), the greater the sustainability.

®. Government has a key role to play in promoting an environment for partici-
pation. With the right incentives, including a.degree of autonomy, public agen-
cies have been able to reorient themselves in support of beneﬁcmry participa-
tion. Linked to this is the need to strengthen public sector management capacity
and to encourage greater decentralization in governments. The legal frame-
work for intermediary orgamzanons 1s also critical in suppornng part1C1pat10n
:of the poor. ‘

erlltary Expendltures

‘ The level of m;lntary‘ cxpendltures in some countries has long been aconcern of -
the Bank. In many developing countries, government budgets lack transpar-
" ency, especially with regard to military expenditures. The latter may be no
more than a single-line entry in budgets, tax revenues may be directed to extra-
‘budgetary funds, and military debt is often unrécorded Military spending may
not be properly scrutinized when budgets are prepared or accounted for and

audited when the money is spent. Furthermore, the. mlhtary in some countries

may control protected state enterprises that impose a heavy fiscal burden. Be-

~ cause of the secrecy that traditionally surrounds military budgets and the sensi-
" tivity of governments to the questioning of defense outlays, and because pro-
vxdmg for secumy needs is mtnnsm to pohncal soverelgnty, the lcvel of mili-
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tary expendlturc has been seen as a governance lssue rather than a strmghtfor— '
ward matter of public expenditure priority. _

In recent years, the World Bank’s mterest in military expendxtures has
grown. First, as countries struggle to-contain fiscal deficits and create condi-
. tions for sustained growth, there is a need to shift resources from public con-
sumption to more productive spendmg categories, such as infrastructure. and

the social sectors, which contribute more directly to economic performance B
There are member countries in which the high share of military spending in the

- budget is crowding out allocatrons to programs more dxrectly relcvant to socml

- progress and economic growth. . -
- Second, the end of the Cold War provndes an opportumty to reassess mlh-

tary budgets that owed more to a country’s assocnauon wnth major power blocs
than to domestic or regional security needs.

: Third, there is the perception by many bilateral donors that be..ause of the

- fungibility of budget resources, aid has indirectly financed hrgher levels of .

- military spending than would otherwise have been possible. This concern ap-___ '

plies as much to World Bank Group lending as it does to bilateral aid. Donors i ‘
have raised the subject of military expenditure in aid coordmatxon forums in - f
which the Bank is looked toward for leadership. Some bilateral donors have

made reductions in the level of mllntary expendltures an explicit allocation.
criterion for their aid. Finally, there have been countries whose governments

| ~ have dlrectly sought Bank assistance, either for the conversion of defense

~ industries to peaceful purposes or for clcfnoblllzauon and remtegratton of former' |
combatants into the civilian economy. :

To explore the 1mp11catxons of military expend:tures for the Bank’s man-, . ,' _
date, a working group was convened in 1991. This working group reviewed the -
issues. raised by military expenditures in relation to the Bank's Artrcles of

- Agreement, whether the Bank had a comparative advantage in the field, and the

types of assistance that might be- sought by governments trying to reduce mili- - -
tary outlays In addition, 2 symposium on military expenditure issues was held . -

(Lamb and Kallab 1992). A clarification of the Bank’s approach was provided

" to the Executive Board and to World Bank staff in December 1992 while the

- Bank agreed to work closely with the International Monetary Fund (IMF) in’
~ seeking from borrowers. better information on military-related- aggregate ex-
- penditures and mlhtary-related debt. _
~ Within the framework of i 1ts gmdelmes the World Bank. has confronted the
issue of ‘military expendtture in the case of several countries in which such
* allocations seemed excessive relaiive to spending on development: objecnves-’ o
and when important social and physical infrastructure programs were being
starved of resources. Because of the sensitivity of the topic, the dialogue has
~ been at the level of Bank senior management and country leaders. The Bank
_ stands ready to work with borrowers to analyze the impact of nondevelopment -
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expendltures mc]udm;, military expendnures, wuh a view to reducmg them to'
the extent feasible.

In some countries (Argenuna and Uganda, for example), the World Bank
has responded to government requests to develop options for bringing mxhtary_

- ~ expenditures more in balance with other spending priorities and has prov:ded o

broad support for implementing such changes. In'such circumstances, care is
‘taken to ensure that a proper distinction is made between 'those aspects of the
subject that fall within the competence of the Bank to advise on and those that
lie outside it. Although the aggregate level of military eXpenditure is an appro- -
priate area for the Bank to focus on if such expenditure has an adverse impact

on development programs, the focus on specific equipment purchases, forex- -

.ample, is not. The. Bank addresses the level of military expendlture in the
context of the resources needed for economic development. . .

An important study has recently been completed by staff of the Bank'
Afnca region on the comparative experience of eight countries in demobiliza-
tion and reintegration of military personnel, following civil war. The purpose of

the study is to better equip the Bank to provide assistance to countries that seek
" - to reintegrate former combatants (box 2.4), a task that has some parallels (as
well as major differences) with civil service reform and downsnzmg -
Several conclusions may be drawn from.the Bank’s experience of grap-'
pling with the issue of military expenditure. The first is the complexity of the.
- topic. Although there may be a number of countries where high levels of mili-
tary expenditure crowd out budgetary allocations to more directly productive
programs in the social and economic sectors and also contribute to high fiscal |
- deficits, a dnrect inverse relationship between military expendlture and eco-
* nomic growth is difficult to establish. In an econometric study of data from 71 -
noncommunist countries (Landau 1993), no clear relationship could be found
‘between military spendmg and economic growth except at very high levels of -
the former. A strong correlation, however, was found between military expen-
~diture in one country and the level of mlhtary spendmg in nexghbonng coun-
tries. : |
Second, the cases where the Bank has discussed mlhtaxy expendlture as an
issue have tended to be countries with arelatively high dependence on external
aid flows. Since bilateral aid donors are increasingly making the level of mili-
tary expenditure a criterion of their assistance, the issue inevitably arises in the
dialogue with governments, given the Bank’s central role in aid coordination
forums. Elsewhere, the Bank’s treatment of this highly sensitive issue has de-
- pended on country circumstances and the state of the dlalocrue thh the govem—, -
ment. ' -
Third, as Argentma s experience shows (box 2.5), there is scope for devel- '
‘oping what might be termed a governance approach to military expenditure. In-
contrast to many developing countries, civilian control over the military is .
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BOX 2.4 DEMOBILIZATION AND
.REINTEGRATION"

For many Afncan co_untries it has be-
come painfully clear that continuing

- insecurity and the diversion of re- -
sources caused by civil war represent -

the primary roadblocks to economic
and social development.  African
countries embroiled in such conflict
routinely spend between 15 and 40

- percent of their national budgets and

~_ between 5and 10 percent of theirane
~ on the military. These countries rank
" inthe bottom 15 percent of the UNDP’s
human developmentindex and spend
- only between 0.6 and 6 percent of

~ their GNP on priority development ex- -
‘pendltures However, the combination

of economic deterioration and the end

of the Cold War rivalry between East
“and West has created a climate in -

which many African governments are
starting to explore ways to shift hu-

" man and material resources to non-

military sectors of the economy.

It is in this context that the World

" Bank is increasingly receiving re-

quests by member govemments for

. technical and financial assistance to- -
- reintegrate demobilized combatants.

However, experience with such pro-

grams is limited, particularly in weak ..
economies with low administrative and - .
institutional capacities. Thus, in: April

1992, the World Bank’s Africa Region |

' _'sougnt to educate itself by undertak- -
ing informal research on the experi- -
-ence with demobiiization and reinte-

granon programs (DARPS) to date. The

report focused on seven countries—
- Angola, Chad, Mozambique, Namibia,
- Nicaragua, Uganda, and Zimbabwe.

Analysns of the programs shows up
their institutior ~I, logistical, and paoliti-

“cal complexity. Some programs have

required disarming former combatants
and transporting and targeting ben-
efits to more than 80,000 people in a

* relatively short period of time. More-

over, in most cases, governments

. were newly formed, in transition, ur
weakened after years of civil: war.

7 firmly estabhshed in the mdusmahzed democracxes Budgets are transparent ‘
defense priorities are regularlv dobated and reviewed by officials, legislators, -

-+ and an inforraed media, and spending proposals are subject to the same scrutiny -

as civilian programs. The more extensively other countries are able to-apply
this approach, the more likely military budgets will become consistent with'a
country’s genuine security needs and resources will be used efﬁc:ently andbe
properly controlled and accounted for. ‘ -
The conclusion relates to defense industry conversion, a ma_]or issue for
countries in Europe and Central Asia. Here the World Bank’s Articles of Agree-
“ment explicitly permit the Bank to assist countries in conversion of wartime
facilities for civilian use, and the Bank’s reluctance to become directly in-
volved i in the restructurmg of specnf ¢ defense industries has to. do with the .
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pRPs thus demand close cootdina-

- tion among a diverse group of play-
ers who may not be in the habit of
communicating among themselves—

the military, the civilian government,

NGOs, donors, and local communities,

Reintegration programs that were

planned, even notionally, while com-
batants were still demobilizing, pro-
vided crucial information on ex-com-

" batants’ background, skills, and in-"

tended place of settiement and al-
~ lowed officials to issue identification
" cards for benefits eligibility.

Although virtually all DRPs ended -
up providing some form of cashcom-
pensation (ranging from 12 percent
. to five times GNP per capita), program-

- planners stressed the importance of

. basic and vocational training. Anec-

dotal accounts suggest that smalier,

- privately run training programs were -

. more efficient and effective than large
~ government-run programs. Program
planners also stressed thz importance

of involving veterans in program man- -

agement, as has been done in

Uganda with the creatlor_x of local vet-

“erans’ organizations.

The cost of 2 DRP is generally simi-

lar to or less than that of a civil ser-

vice retrenchment program, ranging -

from US$1,050 per combatantin Chad
. to more than US$3,000 per combat-

ant over a period of five years in Zim-

babwe. In the latter, which had apro- -
. gram offering the highest total pay- -

ments to ex-combatants, 83 percent

. of former guerrillas had found employ-

ment eight years after the DRP. How- R
ever, 55.percent of them found that
employment in either the civil service

or the military. Analysis noted thatin
-Uganda the “peace dividend" gener-
- ‘ated US$14 million in fiscal 1993
“alone; in Nicaragua, defense expen-
- ditures dropped from 28 percent of - .
GDP in 1989 to 5 percent in 1991, and

in Zimbabwae defense expenditures as

~a percentage of GNP decreased from
. 8.8 percent in. 1980 to 6. 7 percent in

1989

- practical difficulty of achieving a successful cutcome rather than an absence of -
-mandate. Instead it has emphasized the role of macroeconomic and sector
- policy reforms to provide an environment in which market-based enterpnse
restructuring may take place.”® This would appear to be a more realistic ap-
proach than direct intervention. Defense industry is often spread across many
different industrial sectors;.and the Bank has concluded that isolating military
conversion.as a topic for special attention other than in the context of policies
for overall industrial restructuring would be inappropriate for the institution.
The Bank’s review of the éxperience of defense conversion in Western indus-
-trialized economies has found few successful examples to follow (H: itz
1992) Where alternative product lines had been developed, they absorbed onl y -
a fraction of the labor force formerly employed in defense production.
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' .BOX 2.5 DEFENSE BUDGET

'RESTRUCTURING IN ARGENTINA

Argentina’s achievements in stabili-
zation and structural reform in the past -
. twe years are widely recognized. One - -
element in the reform of the public
sector has been a reduciion in mili- -
tary spencing, accompanied by apro-
‘gram to rationalize the armed forces - -
~_in tune with the countrys secunty;

‘needs.

in the past have touched on defense
expenditures, this was the first deep

‘analytical work on the subject in a’ 7
- ~country context. Specifically, the dis-

cussion on military expendlture cov-
ered the followang

— Analysns ofmllltaryexpendlture ]"IIS-‘
- torically and by major. categories,
~ highlighting shares and trends (down- *
ward relative to Gbr but with a grow-
' ing imbalance between the wage bill

_and operations and maintenance .

“=.Review of defense enterpriéeS'and
the government's plans to privatize

them, along with recommendatlons on

asset dlsposal pollcy

" w Analysis of the military ‘and civilian -
wage bill of the Ministry of Defense, -

including pensions. Costs and ben-

efits of different dcwnsizing options B
: (:nterms of wage bill savings and sev- . -

erance costs—not military effective-
ness); recommendations on rational-

izing pensions, sumpllfymg pay scales, S
.and retrenchment. :

= Basic pnncnples fortreatmg mllltary "

_expenditure: subjecting defense I |

At the reqeest of the Mmlstry of _ . spending proposals to same budget- .

' Defense, a recent World Bank inter-
~nal report analyzed military expendi-
~ ture in detail. Although Bank reports

ary processes as other categories;
transparency; use of asset sales pro-

ceeds to finance structural reforms in°

the mllltary. or overall deficit reduc-‘_

~ tion, not consumption.

The public finance review is

" pathbreaking not only for the topic =

chosen but also for the way in which

- the analysis proceeded. This was to -

treat military expenditures as essen-

‘ tlally no different from other catego- -
ries of spending. At the same time, = -
care was taken to analyze optionsthat ~

“the Argentina authorities were already.

considering and to avoid making judg-

. ments about military expenditures. A"

follow-up project assisting the defense -
mmlstry in privatizing airports and dis-.

_ posing of real estate is under prepa-

ration, using divestiiure techniques
~rplied in other sectors. - o

. ,Human nghts

W:thm the donor community the polmcal dimensions of govemance are be-
coming increasingly important in detéermining the allocation of bilateral aid

. flows. The Development Assistance Committee (DAC) of the Orgamzanon for

Economic Cooperation and Development (OECD) links the World Bank’s defi-

. nmon of governance ‘with parncnpatory development human rlghts and de- .
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. mocratlzatlon‘ It sees an overall agenda emerging in the aid policies of its

~-member states‘wnth the following links: legitimacy of government (degree of
democratization), accountability of political and official elements of govern-
- ment (media freedom, transparency of decisionmaking, accountability mecha-
msms), competence oi governments to formulate policies and dehver services,
respect for human rights and rule of law (individual and group rights and
o secumy, framework for economrc and soc:al actw:ty, and partxcrpauon) (OECD o

‘ 1993) :

' Although human nghts are :n a larger sense mdmsxble, the WorldBanL as
an international ﬁnancr\l institution, deals with those aspects of human rights -
‘relevant to its mandate. Except in situations where the violation of human rights
‘has created. conditions. hostile to effective lmplementanon of projects or has’

e other adverse economic consequences, or where there are international obliga--
tions relevant to the Bank, such as those ‘mandated by bmdlng decnslons of the

* "U.N. Security Council, the World Bank does not take into account the political
‘dimensions of human rights in its lending decisions. The World Bank’s Articles

- of Agreement: pl’Ohlblt the institution from taking polmcal considerations into
account, interfering in the political affairs of any country, or being affected by
the political form or orientation of a couniry. Consistent with the Articles, the.

* focus of the Bank’s efforts in the area of human nghts ison those rights that are

" "economic and soc1al in nature. !

‘The Bank’s contribution to economic and socxal human nghts is embodled ‘

in its strategy on poverty reduction and has two mutually remforcmg e]ements o
As elaborated in World Development Repart 1990, the first element in this

: '-strategy is to promote the productive use of the poor’s most abundant asset—
- labor—through pOllCleS that provide opportumtles and enable poor people to

o participate in economic growth. In turn, this means economyw1de and sectoral

polices that encourage rural development and urban employment such as rela-
“tively undistorted product and factor markets, sound macroeconomic manage- -
- ment, publlc provision of infrastructure, and an environment that makes techm—_ =
-cal change accessible to small farmers and the poor. The Bank’s strategy for

“economic and social human rights also-means spemﬁc policies to improve the.

_ participation of the poor in growth by increasing their access to land, credit, and
public infrastructure and services, together with special measures for resource- -
‘poor regions where poverty and environmental degradation are interrelated.!
' The World Bank has also'been concerned with the treatment of mdrgcnous
- people, such as in regard to resettlement and land titling. An example of the
latter is the new Natural Resources Management Project in Colombia. _
_ The second element in the Bank’s poverty reuction strategy is to provide

'~ basic soc1a1 services to the poor, such as primary health care, family planning, -
- nutrition, and primary education, thus enhancing economic and social human
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nghts These pohcxes may - also need to- be augmented by targeted transfer
programs and social safety nets. ,

_ The promotion of human ri ights through the Bank's poverty reducnon strat-'
egy is reflected in the growing share of World Bank lending commitments to

' - human resources development. As noted in the Bank's' 1993: poverty report -

(World Bank 1993c), total Bank lendmg to human resources development has

increased almost fivefold in dollar terms since the early 1980s and rose from'5 - :
- percent-of total Bank lendmg in fiscal years 1981-83 to 14 percent in fiscal o

- years 1990-92. The share of lendmg further rose in fiscal 1993 Lo 16 percent.

Acconipanying the rising share has been a shift in the composition of. : o

World Bank lending to human resource development with lending now con-

centrated in the development and extension of basic social servxces, such as o
primary health care and pnmary education, with special emphasis on maternal -
~ and child health and on 1mprovmg educational opportunities for girls. There :

~ has also been increased targeting of resources within projects toward the poor.-

" Anincreasing number of World Bank adjustment loans are addressing poverty-

- related i issues, such as the promotion of social safety nets, the protection and’

~ reorientation of public spending for social services, and the development of -
poverty pollcy and the monitoring of poverty condmons by the government. In -
addition, in recent years 2 major shift has occurred in human resources lending, .

witha growmg number of investment loans supporting the introduction, devel- - -

o opment, and extension of the various facets of social safety nets and labor;- |
- market interventions, such as social security systems, health-and social insur-
ance systems, and social assistance schemes. Accompanymg this has: beena

sharp increase in the amount of country-specxﬁc poverty analysis the World: -

Bank is carrying out, through its country poverty assessments and poverty

related economic and sector work. By mtd-1994 twenty—nme country poverty D

- assessments had been carried out, with a further forty-under way. These assess- -
" ‘ments provide a vehicle for dialogue on poverty issues—in some countries not -
just with governments but w1th a wider audlence {for example Uganda and' :
- Zambla) :



 CHAPTER THREE

Fmdmgs and Future Dlrectlons

As lhlS report makes clear, the volume of govemance—related lend-

mg, ‘economic and sector work, and research currently being conducted by the

World Bank is substantial. Across regions, it is clear that the areas where the h
- World Bank is most comprehensively mvolved in governance are Latin America.

and the Caribbean and Africa. In the Latin America and Caribbean a driving

- force behind the Bank’s engagement is the region’s strong desire for public - - L

sector modernization. In Africa the Bank’s governance work is mostly a re-. .
~ sponse. toa contmentw1de crisis of public sector capacity. Within geographlc:‘
' regtons the intensity of governance work varies from country to country. This

_unevenness is consistent with the original expectation that the Bank’s support

for governance, the approaches used, and the i instruments chosen would vary -
~ according to country circumstances and be driven by country réquireménts In
many countries the Bank is at an early stage of support in tackhng governance
' issues, and the Bank’s efforts must be judged in that light. Looking to the
- future, the volume of the Bank’s governance work is likely to continue to grow,
. and in regions such as Europe and Central Asia to expand si gmhcantly
" A substantial part of the governance work in which the Bank is currently
~ engaged comprises traditional public sector managcmcnt categones such as
- civil service reform, public expenditure managemcnt and publlc cnterpnse‘ _
~ reform. This is a reﬂectmn that these categones are central to how power is
exercised and that in these areas there is a substantial agenda of rehabilitation,

.58
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' modermzatton and change At the same nme the Bank has extended its gover-
_ nance activities to new areas of support specrfically accountabnhty, ru]e of law,. K
~ and transparency.

Much of this work is in response toa change in the paradtgm of the state as' R
governments seek to adjust from a pattern of control and intervention to one in

~ which the role of government in the economy is to. provxde an enabling envi-

ronment for the private sector. Here the requirement is for macroeconomrc;‘;’

. ‘management, selective i intervention, greater use of indirect means for the deliv- -
_ ery of public services, anda capacity to regulate where private prov:ders enjoy -

~ amonopoly. This model requires a smaller state equrpped with a highly profes- - - |
* sional bureaucracy that is accountable for results. Currently, dtvesttture of state 7
enterprises is uneven, with disappointing progress in regions such as Africa *

- "where the need for the state to dismantle. large parastatal sectors through dives-

~_titure ‘and the reform of the remainder is very great. Few governments have -

transferred responsnblhty for functions to the private sector, and although there -
is. wrdespread interest in contracting out, achievements have been modest.
Incivil service reform new approaches are needed for. restoring a profes-

o 'smr“‘l bureaucracy, ensuring accountability, and deahng with formidable tran- - |

sition problerns caused by historical overcommitment of functions and excess
. staffing. ,_Although the need to reform the role of the state :tnd expand the
~ private sector is recognized in many countries, the transition is proving diffi-

cult. A major constraint is the problem of government itself—the unrecon-

'-structed state actmg as a resource drain and an obstacle to both market-oriented
economic ad_;ustment and effective social action. The challenge for the World

Bank is to assist in restructuring the public. sector in ways that go beyond -

) employment reduction and bureaucratic rationalization to effecta new synergy
‘between smaller, more focsed governments and a renewed private sector. . -
Encouragmg progress has been made in the past two years developmo new .

ways of improving accountability and effectiveness in the Bank’s sector lend- -

ing operations through the participation of beneficiaries in the design and imple-
mentation of projects. - Although progress has been made with voice mecha-

'nisms to improve uucrolevel accountablhty the creation of exit mechanisms,

‘through such devices as competition in service dehvery and vouchers, has been

slower. This partly reflects the greater rnanagenal demands exit mechanisms
make on governments. The challenge now is to continue to expand the Bank’s

knowledge of parumpatory approaches and to apply them in areas where their

'use demonstrably improves the quality and sustainability of projects. For ihe L
' Bank this will require considerable i invesument in training and the recruitment -

_of staff with new skills. It may also mean an increase in pro_|ect preparation _
costs, although this should be amply repald by higher economic and: social
'retums and more sustamable pl‘O_]ECtS Furthermore the challenge is not _]ust to :
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use partrc;patory approaches in Bank projects, but to encourage governments -
to adopt them more widely for their own programs. -

A major thrust of the World Bank’s governance work has been support for
_ 'decentralrzanon, responding in many countries to a fundamental shift in atti-

" tudes toward central government. At the same time there has been a reassess-

ment of past '\pproaches tolocal government strengthemn gand the adoption of
a comprehensrve approach that views capacity building of local governments

" in the context of the allocation of functions between different tiers. This ap-

proach also asks whether this is matched with revenue capacity and examines .
_the effectiveness of accountability mechanisms. Of critical importance is the

Pature and quality of the relationship between central and local or municipal. o
agencies and the capacity of the central agencies to support the decentralization =~

process. ftis likely that.the World Bank’s support for decentralrzauon through

-economic and sector work and capacrty-burldmg projects for lower tiers ¢f -

government, will continue. to be an important part of the Bank’s governance :

; fwork and mcreasmgly will mcorporate a more comprehenswe approach.

. As mandated, the World Bank’s work has been exclusively on the eco-
. nomic and. social dimensions of governance (also consistent with the existing
- Bank staff skills and the comparative advantage of the institution). This is in

-~ contrast to bilateral aid donors who have made performance in the political

dimensions of govemance acriterion of aid allocation. The Bank; nevertheless, -
.may find itself close to the political dimensions of govemance in the policy
dialogue with governments This derives from its position as chairman of the - -
" consultative group process, which entails responsibility for coordmatmg exter-
nal aid in support of a country’s economic program. In addition, within -its
- mandate, the Bank has discussed sensitive issues such as the level of mﬂntary :
" expenditure where it is clear that high military expenditure is impairing fulfill-
. ment of a country’s social and economic programs. In a more general way, -
" consultative groups have proven to be an important forum for a governance -

- dialogue between the Bank, bilateral donors, and governments and for the

. coordination of external support for a country’s development efforts. Since the
~ current policy of donor governmenls—makmg good governance, in both its
_political and economic dimensions, a ‘condition for the allocation of bilateral
aid—is likely to be maintained, the Bank s aid coordination role in facilitating
a constructwe exchange on these issues will contmue to reqmre sensitive .
handlmg :

The Bank’s governance work IS hlghly relevant to present concerns of
bilateral donors and international agencies with the development effectiveness

~ of aid. Bilateral donors and other regional development banks are reviewing

their aid programs. In the case of many bilateral donors this is occurring against 7
a backgronnd of doclmmo domestic’ support for aid, partly a consequénce of -
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-fadmg Cold War 1mperat1ves MOre fundamentally, it reflects dlSlllusmnment

-~ with pattems of aid that have channeled resources to governments without

commensurate performance tmprovement institution bu1ldmg, and- account- :
ability. : : }
- This crisis of development effectrveness has several lmphcauons for the
- Bank. First, it underscores the importance of Bank work on govemance, the
" need to deepen it, and the need to draw lessons from experience. Second, it
" points to research on the impact of aid on public sector management and gover--

nance. Third, it suggests that the Bank should broaden its understanding of - “
* corruption, how it affects development the economic calculus that. dnv..s it, .

~.and the- measures that governments may take to coatrol °t.-

“More broadly the past two years of work on governance:in the World Ba.lk: L

underlines the key role played by institutions in the development process, both
~from the perspective of the enablin g environment for the private sector and *'or'.
effective programs in the public sector in poverty alleviation and other areas.

- Central objectives of the Bank’s economic and sector work and research efforts -

~ in the coming years should be how to assist countries in buildin g strong institu- "
' tions and to explore further the relationship between institutional development, . -
public sector management, and the other dimensions of governance. A better
understanding of these key relationships should help operational staff develop
- more coherent coumry strategies for 1nst1tutnona1 development and pubhc man-
agement reform. 3
'A major strategnc issue for the Bank is how much fnrther the govemance '
.agenda should be developed. As this report makes clear, the main thrust of the

Bank’s governance work has been public sector management, but bemg mainly - .

technical in character, it addresses the processes and machmery of public sector
performance, not necessarily its causes. This suggests action at two levels: first,

" moiz determined attempts to foster iocal ownership of reform programs and,
'second, encouragement of institutions of civil society so they can grow and_ _

demand greater accountability from governments in the economic sphere. -
Within the World Bank the new procedures now being introduced to im--

prove project preparatlon and portfoho management are likely to have a strong L

- posrtlve 1nﬂuence on the work on govemance.

m First, the new’ country assistance strategy pracess will raise the proﬁle of
B governance issues by bringing thern to the Execnuve Board in the context of
country strategy discussions. : :

o= Secon'd through the cauntry parg’ollO' pérfahnanc'e' review.r,' emphasiswvill

be increased on systemic problems of project 1mplementau0n Many of these

- are governance related, thereby brmgmg govemance issues that are relevant - -
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" to the Bank‘s mandate to the fore i the dlalogue wnth the country. in eco-

. . nomic and sector work, and in the planning of future lending operations. From

the Bank's perspective, there must be a determined search for higher effi-
ciency and greater service, to balance the country dlalogue s tradtttonal em- .
phasrs on government constramts

" » Third, 'the World Bank’s new system of operaiional policies and procedurés* k
will provnde gundance and best—practlce advice to staff on relevant aspects of
governance. . ‘ ‘

» Fourth snmplnﬁed procedures for the mst::unanal development fund should
‘ rfacmtate its use for innovative govemance—related purposes -

n thth. the Bank’s new disclosure po[zcy provndes an excellent opportumty to
make much more transparent to the outside world how the Bank approaches
* complex situations in borrowing countries. This is particularly opportune in "
'terms of the Bank’s efforts to lmprove partlclpatory processes

The final area for emphasxs ison staff sktlls to deal thh governance issues.
There is a need to upgrade ‘staff skills in the broad areas of public sector
management institutional development, financial management (including ac-

- counting and audmng) procurement, and part1c1patory approaches in the de- -

‘sign and 1mplementat10n of pro_lects



1. If projects in which psM and Technical Assistance (most TA is for institutional -
develop.ment of public sector agencies) are the primary components are aggregated,
- their combined share of total lending commitments rose from 3.7 percent in fiscal 1991
10 4.7 percent in fiscal 1993. This greatly underestimates the- amount of PsM the World
‘Bank is supporting becanse there are PSM components in almost all prOJects :

- 2. Countries with Bank-supported civil service: reform programs include Argen-
tina, Benin, Bolivia, Burkina Faso, Cameroon Central African Republic, Cape Verde,
. Comoros, Costa Rica, Gabon, The-Gambia, Ghana, Guinea, Guinea Bissau, Guyana,

Lao People's Democratic Republic, Madagascar, Mauritania, Mozambique, Nigeria, S

- Papua New Guinea, Rwanda, S3o Tomé and Pnnc:pe. Senegal, Sierra Leone St Lanka,
_ Tanzania, Uganda, Yemen, and Zambia,
~ . 3.Reflected in the World Bank’s newly named Pubhc Sector Modcrmzat:on Dm-
smn, formerly the Latin Amenca and Canbbmn reglon s anate Sector Management 7
Unit. : S
4. Asan 1llustrau°n of this trend, lendm g to urban dcvelopmem projects rose from g

5.5 percent of total lending commitments in ﬁscal 1991 o 8.4 percent in fiscal 1993 o

- (World Bank Annuz! Reports). :
5. This is an issue of sequencing addressed in World Bank 1993d
6. The first sich pubhc works agency, AGETIP (Agence d’ Exé_.cuuon des Travaux
d’Interét Publique), was set up. in Senegal in 1989, followed by similar agencies in

“Benin, Burkina Faso, Mali, and Niger. They are established -as NGOs to respond o

. commumty progect mmanves, usmg axd momes channeled through the govemment Not

C
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- constrained by government salary scalcs. they recruit staf Fat markct ralcs and typically
Jinclude a general manager with a private scctor’ background Thclr accountability is
through a framework agreement with the government minister responsible for public -

works and through the production of quartcrly financial accounts, mdcpcndcntly au-
~dited and scrutinized by government donors,:

7. Drawing on Albert Hirshman’s pathbrcakmg work (L‘xu Voice and Layalty) S |

: Paul developsa framework for making public services more accountablc through (1) exit -

: meclzamsms, which allow bencficiarics to withdraw froma govcmmcnt-provudcd ser- -

- vice 1o a more competitively provided service, at no additional cost to them, or which in

i other ways promotc compcuuon and choice; and (ii) voice meclzamsms. Whlch al]ow e

beneficiaries a say in the dcslgn and opcrahon of services. “Capture” occurs when
special interests gain control over'a program to the dtsadvantagc of olhers Follow-up S
- research is now being conducted in the 1rnganon scector in Indonesia to cxplorc ways to. -

" increase voice and improve accountability and efl ficiency.

~ 8. For example, the World Bank’s best-practice guide, to be issued shortly. requires
_the CAS document to assess “‘any governance issues related to the government’s willing-
ness and capacity to carry out needed reforms...." Future best-practice guidelines, cov- -

ering such topics as investment lending, recurrent cost fi nancmg, cost recovery, enter- -

- prise reform and divestiture, and public Scclor managcmcnt are lxkcly to include cxplxcu o

- dircctives on governance issucs.

0. Public sector managementhas been 1dcnuf' cdas onc of the areas for cmphas:s in
' World Bank staff recruitment, and a modcst cxpansmn in numbcr of staff is cxpectcd
relative to other categories.

- 10. See also the World Bank’s “Report of the Fmancnal Repomng and Audmng :
Task Force” (October 1993), which rccommcnds that “due attention should be givento
~ developing a family of training courses to ensurc that staf f are properly cqulpped to deal B

. with borrower accountablhty issues.” (para. 29}

11. In recognition of the importance of aid coordination and the pohcy dmlogue,' :
the Bank’s Africa Region held a symposium on consultative groups in October 1992.
- The symposium’s work has been mcorporaled into the work of the region’s so-called :

. Thematic Team on Governance.

_ 12. A workshop in May 1993 asscssed trmmng obJecnvcs and cxplorcd stratcgles _
for increasing staff awarencss and improving skills in participatory approaches. As
- reflected inthe Next-Steps action plan, the Personnel Management Department of the '
_ World Bank is committed to offering an initial coursc for Bank staff in the coming year.
' 13. Assisting countrics in adjusting their cconomies to peacetime is specifically
mentioned in the World Bank’s Articles of Agrecment. Aricle I (i) gives one of the -

. purposes of the Bank: “The reconversion of productive facilities to peacetime needs...”

14 Amclc 111, Sectivn 5(b). For a fuller account of the Bank’s position-on human
' rights, sce the World Bank’s report to the Vienna Conference on World Human Rights,
. “The World Bank and the Promotion of Economic and Social Human Rights™ (report
_ submmed to the World Human Rights Confcrencc Vienna, June 1993). ‘

" Thus, “through its. contribution to cconomic growth, its lending for human re-

- sources development, especially education, and for poverty reduction, its emphasis on,
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_participatory development and on good governance. (iﬂcluding the need for systcms
based on objcctive rules and efficient institutions) and its support of legal, regulatory
" and judicial reform, the Bank promotes human rights in all fields in a manner compatible
‘with its charter.” From the address of the VICC President and Gcneral Counscl lbrahlm '

_Shlhata. before the confcrcncc : :
15. World Bank 1990, pp. 3 ;md.73.7
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‘Governance is the manner in which power is exercised in the
management of a country’s economic and social resources for-

“ development. Good governance is epitomized by, among other

- things, predictable, open, and enlightened policymaking. Good
governance fosters strong, but sharply delimited, states '

- capable of sustained economic and social development and

| .mst1tut1ona1 growth. : :

-+ The World Bank’s interest in governance denves from 1ts

- concern for the sustainability of the development work it
finances. Because so much of what the World Eank seeks to

‘achieve through its lending is at risk from mdlfferent or poor L

. governance, the matter is vital for the Banl.
~ In analyzing governance, the Bank draws a cIear dlstmc-
tion between the concept’s political and economic d1mensmns, o
since the Bank’s mandate explicitly prohibits the institution -

‘from interfering in a country’s internal political affairs. Thus,
. the Bank’s call for good governance and its concern with .. -
- accountability, transparency, and the rule of law have to do
- exclusively with the contribution they make to social and .
~ economic development and to the Bank’s fundamental obJec-
~ tive of sustainable poverty reduction in the developmg world
- The purpose of this report is to summarize the Bank’s -

. activity in the area of governance in the past two years and . . Ry
provide a rounded picture of the Bank’s governance efforts -‘ :
acrossregions. The record shows that the Bank’s work on_ .
governance has greatly expanded, albeit with. d.tﬁ‘erent pomts
of emphasis, in all regions of the developmg world S

“and in the countries that are in- transition
: ﬁ'om soc1ahsm to market economes -
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