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Correspondence Management for ESDVP 
' 

Log No. 98-4500 

Response Du~ Date: .04/24/98 
Assigned By: E. Bennudez 

Correspondence Description 

Addressed to: Mr. Ismail Serageldfn · 

Date Received: 04/16/98 

Correspondence Date: 03/23/98 

Date Transmitted: 

From: Klaus Topf, Executive Director 

Type: Memorandum EXC Number: 28470 

Organization: UN Environment Programme (UNEP), 
Nairobi 

Topic: Regarding World pnvironment Day (WED), and welcoming initiative. Enclosing the WED logo. 

Action Instructions 

D For information. 

D Please review and advise. 

D Pie~ reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

D Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. h oUV,.. 15 

D Please prepare a response for Mr. Wolfensohn's signature. ::Cu"' j o ~ 
~lease prepare a response on behalf of Mr. Wolfensohn (For Mr. ~ ·s signature or Acting ESDVP). 

Comments: 

Informatipn Copies: 

I Assigned To: ... · "8. lJaJ~ .- · Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The.original copy of the correspondence should be filed in your 
office, as appropriate. 
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ROBERT T. WATSON 
Director 
Environment Department 

Dr. Klaus Topfer 
Executive Director 

The World Bank 
Washington D.C. 20433 

U.S.A. 

June 16, 1998 

United Nations Environment Program 
P.O. Box 30552 
Nairobi, 
KENYA 

Dear Dr. Topfer, 

Thank you for your recent letter to James Wolfensohn inviting the World Bank to 
participate in World Environment Day on June 30 - with its theme of "For Life on Earth" and 
a sub-theme of"Save our Seas". As the Director of the Environment Department, I have 
been asked to respond on his behalf. 

The World Bank celebrated World Environment Day on June 5 by hosting an 
Environment Fair, with broad participation. In addition, the Environment Department has 
recognized the day by hosting an intensive one-day retreat on June 15. 

I can also assure you that the World Bank intends to work in full partnership with the 
United Nations to recognize this important day in future years as well. 

Sincerely yours, 

Robert T. Watson 
Director 

Environment Department 

1818 H Street, N.W., Room MC 5-119, Washington, D.C. 20433, U.S.A. 
Telephone: (202) 473-6965 • Fax: (202) 477-0565 • E-Mail: rwatson@wortdbank.org • Cable Address: INTBAFRAD 



- Dr. Klaus Topfer -2- June 16, 1998 

bee: Lintner, Hatziolos (ENV); EXC Correspondence; ESD Correspondence; ENV 
Correspondence. 

Drafter/typists initials 
Ref. EXC-28470 
Ref. ESD -98-4500 
Ref. ENV-98-556 

Mailing Address: 1818 H Street, N.W., Washington, D.C. 20433, U.S.A. • Office Location: 1750 Pennsylvania Avenue, N.W. . 5th Floor 
Telephone: (202) 473-3299 • Cable Address: INTBAFRAD • Fax: (202) 477-0565 



Correspondence Management for ESD VP Log No. 98-4500 

Response Due Date: 04/24/98 
Assigned By: E. Bermudez 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/16/98 

Correspondence Date: 03/23/98 

Date Transmitted: 

From: Klaus Topf, Executive Director 

Type: Memorandum EXC Number: 28470 

Organization: UN Environment Programme (UNEP), 
Nairobi 

Topic: Regarding World Environment Day (WED), and welcoming initiative. Enclosing the WED logo. 

Action Instructions 

D For information. 

D Please review and advise. 

D Please reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

D Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. /,\ ,:;{)II\ , 5 

D Please prepare a response for Mr. Wolfensohn's signature. -J:urn j o I)'\ 

~Please prepare a response on behalf of Mr. Wolfensohn (For Mr. ~ ·s signature or Acting ESDVP). 

Comments: 

- - ~ 

Information Copies: 

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



.. 
No. : EXC-28470 

CORRESPONDENCE MANAGEMENT FOR THE PRESIDENT'S OFFICE 

CHORUS 
External Correspondence Profile 

FOR ACTION: Ian Johnson STATUS: Open 

VPU: Room#: MCS-123 

Telephone: --

CORRESPONDENCE DESCRIPTION: 

From: Klaus Topfer, Executive Director 

Log Date: 
Logged in by: 
Response 
Date: 

Organization: UN Environment Programme (UNEP). Nairobi 

To: Mr. Wolfensohn 
Dated: 03/23/98 

04/ 15/98 06:22:22 PM 
David Fischer 

Topic: Regarding World Environment Day (WED). and welcoming initiative. Enclosing the WED logo. 

ACTION INSTRUCTIONS: 

Due Date: 04/29/98 
2. PLEASE HANDLE AND PROVIDE ONE COPY OF THE REPLY TO THE CORRESPONDENCE UNIT WITH THE EXC 

REFERENCE NUMBER MARKED UNDER THE BANK COPY RECIPIENTS. 

If the action marked is incorrect, or an item of correspondence has been overtaken by events, please send an 
E-Mail to the "Correspondence Unit" All-in-One account. ~ 

~~~- ' 

SPECIAL INSTRUCTIONS: 
None 

INFORMATION COPIES: 

Please return to : ------
Correspondence Unit, Room MC1 2-800 (Ext. 82441 ) 
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UNITED NATIONS ENVIRONMENT PROGRAMME 

PROGRAlvIME DES NATIONS UNIES P~L_!~~~ONNEMENT 
~., - :._. _..' 

( 

Cable Address: UNITERRA NAIROBI 
(254 2) 62 4001/2 

- .. I ' ,.. I ,_ 3 ;'.- - \ .J i :·. , : r.:.; P. 0. Box 30552 
Telephone: 
Telefax: 
E-mail: 

(254 2) 22 6895/21 7119 
klaus.toepfer@unep.org '{J 

Dear Mr. Wolfensohn, 

Nairobi, Kenya 
I • · - ~ ' • • • - .. ·-- ·-·· 

23 March 1998 

As you are aware, World Environment Day is commemorated every year around 
the world on 5 June. This United Nations Day (WED) administered by the United 
Nations Environment Programme (UNEP) and hosted by a different country each year, is 
one to which people the world over attach a great deal of importance. 

Whilst the main international celebrations will take place in Moscow this year, we 
at UNEP believe that all of us have a vested interest in promoting this annual event. 

We would welcome any initiative by sister agencies, which would raise 
environmental awareness and enhance public and political attention and action on this 
important day. The 1998 WED theme is For Life on Earth. However, in support of the 
United Nations International Year of the Oceans, the sub-theme, for those countries which 
have coastal regions, is Save Our Seas and for those which do not, we suggest that they 
highlight a relevant environmental issue. Enclosed, for your consideration, is the WED 
logo, with and without the sub-theme which can be used to promote the.day. 

Broadly, our agenda is to give a human face to environmental iss~ -to 
empower and encourage people to become active agents of sustainable and equitabfe· 
development. We would also like to promote an understanding that communities are 
pivotal to changing attitudes towards the environment and to advocate partnerships which 
will ensure that all nations and people enjoy a safer and more prosperous future. 

I would like to talce this opporninity to thank you for your support and look 
forward to our collaboration in promoting the environmental cause. 

Mr. James Wolfensohn 
President 

Yours sincerely, 

Klaus Topfer 
Executive Director 

WORLD BANK/International Finance 
Corporation (IFC) 

1818 H Street, N.W. 
Washington, D.C. 20433 
USA 

For Life on E:arlh 
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Correspondence Management for ESD VP Log No. 98-4503 

Response Due Date: 04/24/98 
Assigned By: E. Bermudez 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/ 17/98 

Correspondence Date: 04/13/98 

Date Transmitted: 

From: Patrice Dufour Organization: The World Bank 

Type: Memorandum 

Topic: Draft PCD for Bosnia and Herzegovina Cultural Heritage Project. 

Action Instructions 

~ information. 

D Please review and advise. 

D Please reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. ... 

D Please prepare a response for Mr. Seragelclin's signature. "'~., 

D Please handle/respond on behalf of Mr. Seragelclin and provide a copy. ' .... ~, 

D Please prepare a response for Mr. Wolfensohn's signature. ', 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Seragelclin's signature or Acting ESDVP). 

Comments: 

__ ,.:_ __ 
Information Copies: 

Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 
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THE WORLD SANK/IFC/M.I.G.A. 

OFFICE MEMOP~~--1'TDU1/I 
DATE: 

TO: 

FROM: 

EXTENSION: 

SUBJECT: 

April 13, 1998 

Distribution 

OJ ·~ \ 
Patrice Dufil~n\~ior Advisor, Operations and Information, ECCBA 

Satellite link: (544) # 3016 

Draft PCD for Bosnia and Herzegovina Cultural Heritage Project 

Attached please find a copy of the draft PCD for the Bosnia and Herzegovina 
Cultural Heritage Project. You are invited to attend a PCD review meeting 
of this project, to be chaired by Mr. Poonman, Country Director for Bosnia and 
Herzegovina, scheduled for Wednesday, April 22, 1998 at 11 :00 a.m. , in conference room 
Hl 1 - 090. 

Distribution: 
Messrs./Mmes. Poortman, Sheehan, Horvai, Merghoub (ECC04); Holtzman (SDVPC); 

Blinkhom, Rutkowski, Mertaugh, McGean ( ECSHD);Duer, Stern, 
Koch-Weser, Iatsenia (LCSES); Cleaver, de Nevers (EC,SRE); Kudat 
(MNSED); O'Sullivan, Mitra, Forster, Vendryes, Miller (EC(;:BA); 
Rodriguez ( ECSPE); Thalwitz, Stottman, Molnar, Vasur, Meyer 
(ECSIN); Santos (LEGEC); Formoso (LOAEL); Rutherford (CE IGl ); 
Serageldin (ESDVP); Sierra (OCSHD); Cholst (SRN1PG); 
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Bosnia and Herzegov ina 
Pilot Cultural Heritage Project 

Project C oncept Document 

Europe & Central Asia Region 
ECC04 - Bosn ia and H~rzegovina Councr:1 Department 

Dace: 03/019/98 Task Team Leader/Task Manager: Patrice J. Dufour 
Country Manager/Director: Christiaan Poortman Secto r Manager/Director: 
Project ID: Sector: Cultural Heritage Program Objective Category: 

Lending Instrument: LIL Program of Targeted Intervention: [ ] Yes ( x J No 

Project Financing Data [] Loan [ x] Credit [ ] Guarantee [] Other [Specify! 

For Loans/Credits/Others: 

Amount (US$m): 3-5 

Financing plan (US$m): I 0.5 to 14.5 
Source 

[x] To be confirmed (during prepa:-ation mission of April 1998) 

Governm ent/City of Mostar 
Bilateral Cofinanciers (Italy, Netherlands, France, Turkey, etc.) 
IBRD 
IDA 
Other (AK.TC, W~ff, UNESCO, CoE, ecc ... ) 

:mower: The State of Bosnia and Herzegovina 
Guarantor: 

To tal 

Local Foreign 
I 

3 to 4 

2 to 3 
0.3 

6.3 to 8.3 

3 co 4 

1 to 2 
0.2 

4.2 to 6.2 

Responsible agency(ies): City of Mostar, Federation and Republika Srpska Governments 
Project implementation period: 3 years 
For Guarantees : 

Proposed coverage: 
Proj ect sponsor: 
Nature of underly ing financing: 
Terms of 
financing: 

Principal amount (US$m) 
Final maturity 

Amortization profile 
Financing avai lable without guarantee: 
I f yes, estimated cost o r maturity: 
Estimated finan c ing cost or maturity with gua rantee: 
OSD PCD Form: July 30, 1997 

[ ] Partial credit [ ] Partial risk 

[ ] Yes [ ] No 

Toca! 
l 

6 to 8 

3 to 5 
0.5 

10.5 co 14.5 
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A: Project Development Objective 

I. Project development objective <1nr.! ,(<!) ~<!ij':.,,·,11'-,:~..: in,!l .. :, .. u,·s (s..:.:, 1,m<!.: 1): 

The project has the following objectives: 

a) enhance, through this pilot project, reconciliation among Mostar inhabitants, cooperation among the 
three peoples which make-up a rnultiethnic Bosnia and Herzegovina, to strengthen the basis for lasting 
peace and sustainable development in a post-conflic t situation. 

b) help revitalize the city of Mostar · s derelict economy and tourism industry ( once a sizable source of 
income and employment, because Mostar was a typical destination for day trips from Adriatic coast) 
through ( i) the reconstruction of the Old Bridge and the restoration of the Old Town -- a true landmark of 
Bosnia and Herzegovina -- and, (i i) the resulting improvement in inter-ethnic cooperation. 

c) strengthen cultural heritage management capabil it ies through ( i) the demonstration effect of the Stari 
Mostar reconstruction and ( ii) the implementation of a Capacity Building Program to develop a reliable 
framework for managing and fundin g historical, cultural and natural heritage initiatives in the whole 
country whose heritage has been seriously affected b;1 four years of con flict. 

B: Strategic Context 

1. Sector-related Country Assistance Strategy (C.ASJ goal s upported by rhe project (see Annex 1): 

CAS document number: Report :'Io. L6866-BiH of July 3 L. 1997 

Date of latest CAS discussion: August 28. 1997; Progress Report discussed in April L998 

The CAS suggests an overall goal of sustainable growth for Bosn ia and Herzegovina and high lights the 
Bank's comparative advantage as a catalyst of economic and institutional reform. l_ts three development 
themes are those of building ins titutions, managing the transition to market and deepening the 
susta inabili ty of reconstruction . '·.., ·., 

By promoting reconciliat ion and mutual respect for a common heritage, the project will reinforce the 
prospects for a lasting peace, which is a prerequis ite for any form of sustainability. The Stari Mostar 
component will contribute to strengthen local government institutions in the area of cultural heritage, 
project implementation and urban planning. Finally, the capacity building component at the level of both 
entities is specifically aimed at providing Bosnia and Herzegovina with adequate institutions for 
managing Cu ltural Heritage activities . · -· 

> 
2. Main sector issues and Government strdtegy: 

The main sector issue is that, in Bosnia and Herzegovi na, cultural heritage is an emotionally and 
politically charged concept. It faces the risk of being reduced to '·ethnic heritage", with each Nation of 
Bosnia and Herzegovina using culture -- along with language and rel ig ion -- to reinforce their separate 
identity, instead of valuing a common. but diverse heritage . ft is therefore not surpris ing that the 
Commission to Preserve National Monuments, established under the Annex 8 to the General Framework 
Agreement for Peace in Bosnia and Her=egovina, has had such a hard time to agree on which "property 
having cultural, historic, re lig ious or ethn ic importance" wi ll qualify as "Nationa l Monuments". An 
ancillary question which needs to be addressed is whether Cultural Heritage matters are to be addressed 
at the State or Entity level. 

The second sector issue which deserves attention is the weakness in the framework fo r Cultural Heritage 
activities. The legal apparatus available to ensure adequate protection of valuable s ites and monuments 
is both confuse and incomple te. Institutions in charge of Cu ltu ral Heri tage have an unclear mandate and 
are both weak and ill-equipped to carry it out. Within the Federation, two ministries have a c laim on the 
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subject: the Ministry of Education, Sc ience, Culture and Sport, and the Ministry for Physical Planning 
and Environment. To comp iicare matt.:!rs funher, one has ,o add the ro le o i· the Architecture Faculty in 
the Univers ity of Sarajevo and that o f cantonal ministries and professional bodies. In Mostar, the 
situation is even more complex: although the city now has a j oint admini stration, there is one (weak) 
Institute fo r the Preservation of Cultural Heritage in the Bosnia'...:-contro lled East Mos~nr, wh ile :he one 
which existed for the Croat-control led West Mostar has apparently been terminated. Oversight of 
cultural heritage in Mostar is therefore scattered among no less than five offices. In Republika Srpska, 
the situation is sti ll unclear: the Pale-based Institute for the Protection of Cultural Monum ents of the 
Republika Srpska, wh ich had been practically inactive is likely to move to Banja Luka, where the 
Institute for the Protection of Cultural Monuments of Banja Luka, has proven much more dynamic. The 
forthcoming Preparation Mission will give us an op portun ity to update the curren t status in RS. 

The third sector issue is that, in a context o f weak central and local government finance, funding for 
cultural heritage activ ities and events--coming mostly from external sources--has been affected by a lack 

of transparency and accountabi lity, th us discouraging potential donors. 

3. Sector issues to be addressed by the project and strategic choices: 

The project plan to address the three issues listed above in the following way: 

• to counteract the tendency to reduce cu ltural heritage to ethnic specificity, the project offers a n 
opportunity fo r the three nations of Bosnia and Herzegovina to cooperate in the rehabilitation of a 
single monument/site which they all agree is a true example of the multi-cultural heritage of the 
country. The strategic choice, here, was the se lection of such monument. While other locations 
would have had some merits (National Library, National Museum), none conveys as much 
symbolism as the O ld B ridge (Stari Most) after which Mostar is named. Not only is the five hundred 
years-old Bridge seen as a symbo l of communication between East and West, but the Old Town 
around it "reflects the centuries of peaceful coexistence of people with different be-fiefs living in 
common neighborhoods, with their mosques, churches and synagogues." Despite all tfie p~blicity 
around its reconstruction, nothing concrete has so far been achieved. 

• to strengthen capacity in the management of cu ltural heritage activities, a legal and instituti onal 
diagnosis of cultural heritage institutions w ill be carried out, complementing earlier work done by 
the Council of Europe on a "Special Action Plan" lead ing to a "Concerted Action Program" for 
integrated conservation of the cu ltural heritage. While this work brings a thorough inventory of 
cultural heritage sites, and suggests measures-for a CH conservation strategy, the above institutional 
diagnos is would help identify a comprehensive capac ity building program for cultural :nstitutions in 
the two entities of Bosnia & Herzegovina. 

• to offer a transparent and reliable financial veh icle for financing cultura l, historical and natural 
heritage activities and events on a sustainable basis, the project will support the c reation of a Cu ltural 
Heritage Trust Fund for Bosnia and Herzegovina. While in the initial phase, this Fund wou ld be 
primed by donor contributions, incentives should be created for encouraging individual and 
corporate contributions from within and outside the country. 

C: Project Description Summary 

1. Project components (see Annex 1): 

A. The Stari Mostar Com ponent would include: 

• an investment sub-component comprisi ng: (i) the reconstruction of the O ld Bridge, a 27 meters long 
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·'stone crescent" built above th e Neretva River by the Ottoman Arch itect Mimar Hajrudin in the 16th 
century; (ii) the resmr:u io n o f .,ey adjacent ;,rn i1.: ings ,7ara .111d H:i. ieb1ja cowe rs , Cej van Cchaj a 
Mosque and Su ltan Selim Masjid compkx. Cardak. etc.); and t ii i) the preservation of the Old 
Town's architectural charncter through :i series o f neighborhood (or monument) sub-projects and the 
adoption of archi tectural gu idel ines (and r~lared in-:entive sc heme:) aimed at protecting the original 
sty le of the area. · 

• a project management sub-component provid ing funding for: ( i) feas ibility stud ies for the 
rehabilitation of ind ividual bui ldings & sites; (ii) the creation and operation of the locally-based 
Project Governance Structure ( revamped Stari Most Foundation, Sc ientific Expert Panel and its 
secretaria t, Trust Fund Management and Project Implementation Unit); (i ii) the establishment of 
monitoring and evaluation mechan is ms to review progress, adapt the program, meas ure its · 
im pact/benefits and draw lessons to be rep I icated in other historic areas of Bosnia and Herzegovina; 
( iv) the ela boration of an urban strategic plan covering at least the 1919 historical distr ict and 
possibly the whole city. 

B. The Nationa l Capacity Bui lding Component: based on a proposed review of conservation leg islation 
and organizational diagnostic of Cultura l Heritage Insritutions. this component would fi nance ( i) legal 
expertise to draft/amend relevant leg is lation: (ii) a Capacity Build ing Program, including necessary 
eq uipment, tech nical assistance, tra ining activ ities, scho larships and study tours to expose conservation 
specialists to successful foreign heritage programs, P.tc . and ( iii) the establishment of -- and seed money 
for -- a National Heritage Trust, to provide Bosnia and Herzegovina with a permanent and reliable 
financing instrument fo r cultural, histo rical an d natural heritage activities and events. 

Component Categorv Indicative furt .B.ank:: 
~ Tu.tfil financ ing 

(:US$M) (US$M) 
Stari Mostar Component 

- Investment s ub-component Investment 8 .0 64% 
.... 

2:0 
- Project management sub-component Services 1.0 8% 0.5 

National Capacity Building Program 
- Legal, TA and Training Services 2.0 16% 1.0 
- National Heritage Trust Investment 1.5 12% 0.5 

Total 12.5 100% 4.0 

N .B.: cost structure based on m id-po int in pr?jec!_ cost range of US$ l 0 .5 to 14.5 million 

2. Key policy and institutional reforms to pe sought: 

Both project components will have an impact on Cu ltura l Heritage Po licies and Institut ions: 

•. 

%...Qf 
Bank-

fioam~ing 

25% 
50% 

50% 
33% 
42% 

The Stari Mostar Componen t wi ll require c larification of the governance structure fo r the reconstruction 
of th e Old Bridge and the restoration of the Old Town in Mostar. Written assurances of " project 
ownersh ip" by the three peoples of Bosnia and Herzegov ina wi ll be a precondition for Bank involvement 
in the Project. In add ition, the project will support the development of com mon cu ltural he ritage 
pol icies and institut ions fo r East and West Mostar. Finally, the strategic plan for future urban 
rehab il itation and development w il l prov ide a comprehens ive framework fo r the City's future. 

The National Capacity Build ing Component w ill support imp lementation of the Co ncerted Action 
Progra m fo r integrated conservation of the cultural heritage ( develo ped unde r the Spec ific Action Plan 
supported by the Council of Europe), once it has been reviewed by all parties and found acceptab le to the 
Bank. Improving the body of conservation laws. streaml in ing the institutiona l framework for cu ltural 
heritage activ ities in both enti ties as well as es tablis hing a National Trust Fund fo r fi nancing heritage-
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related activities will also be achieved under this project. 

3. Benefits and target population: 

Enh:rnced social cohes ion both locally and in Bosnia and He rzegov ina as a whole is clearly the maj or 
benefit Mostar inhabitants and c itizens o f Bo!inia a nd Herzego,,. ina will get from :his proj..!ct. The hi ; ~iy 
symbolic value of rebuild ing the bridge is indeed a strong invitation to turn the page after the terrible 
conflict which has plagued both the city of Mostar and the whole country. 

The Mostar Pilot Investmen t Component will benefit Mostar inhabitants. During construction and 
restoration, the project will generate d irect and indirect employment. It wil l also attract ancillary 
activities ( like a " restoration school" project for the unemployed to be promoted by the Spanish 
Government). The Bridge reconstruction wi ll a lso gene rate a fl ow of visitors, especia lly if it can be 
linked w ith related tourist activities (an open museum on Bridge build ing technologies across ages and 
civilizations, for example), which will in turn help revive the once-lively tourist trade of Mostar, thus 
increas ing the prospect for ancillary private sector activities. These activ ities will further expand once 
the Bridge has been rebuilt. Municipal and Canton agencies will benefit from thei r association with the 
project, which will provide them w ith the funding and TA to help them carry out their mandate. 

The National Capacitv Building Component expand similar benefits at the country level. By promoting 
the development of historic, cultural and natural heritage initiatives, such as the development of open-air 
museums (Ecomusees) high lighting traditional ways of life, resto ring historical districts and monuments, 
promoting cultural tourism and education, sponsoring cultural events, it will provide the population with 
much needed leisure activities and affordable in-country tourism. As such, it will facilitate the 
deve lopment of small tourism-related private sector businesses. Through the development of reliable 
fund ing mechanisms with built- in cost recovery initiatives, it will also offer prospects for a sustainable 
conservation policy. Intangible benefits should not be discounted: by helping strengthen feelings of 
national identity, the project would contribute to a better functioning of, and increased, cooperation 
between, cultural institutions in one of the most sens itive areas of public life. ' 

4. Institutional and implementation arrangements: 

Implementation Period. The project would be implemented over a period of three years (mid 1998 to 
mid 2001), and hopefully lead to the design and implementation of follow-up activ ities. 

Executing agencies. 

• The Stari Mostar Component would ge imp lemented under the auspices of the City Administration 
by a Project Governance Structure comprising the following com ponents: (i) The Stari Most 
Foundation, redesigned to become the "ecumenical" focal point for all the stakeholders ( local 
government. representatives of the three nations whic h constitute Bosnia and Herzegovi na, 
co financiers, etc.); (ii) a scientific advisory panel, to ensure the authenticity of the 
reconstruction/resto ration policy and programs, the Secretariat of which would be assured by 
UNESCO; ( iii) a project implementation unit, fulfilling the usual project man agement functions 
(procure ment, contracts, accounting, disbursements, etc.); (iv) a Multi-Donor Trust Fund which 
would gather all contributions to the project and be accountable for their use . 

• Based on the preliminary framework proposed by the Council of Europe, the National Capacity 
Building Component would be supervised by a Coordination Center, which would allocate resources 
(equipment, technical assistance and training programs) to entity- leve l cultural heritage ministries 
and institutions. A National Heritage Trust would be established as an autonomous body, where 
representatives of competent ministries, local governments and c iv il soc iety would monito r the 
award of resources to cultural heritage projects and events worthy of support, based on a set of 
agreed criteria. 
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Project Coordination and Oversight 

Project coordination arrangements ,,..,,ill be finaiized :if:er ?reparat;cr. :nission. Tentative desig:, cails for 
the appointment of a Stace level project coordinator in the Reconstruction Department of the Sate 
Ministry of Foreign Affairs. The Project coordinator would overlook the Stari Mostar Project 
Implementation Un it as well as tv,o Cultural Heritage correspondents located in existing PCU/PIUs of 
both the Federation and Republika Srpska. 

Procurement and Disbursement 

The project will fo llow the standard procurement and disbursement procedures applicable to the existing 
Bosnia project portfo lio. All Procurement activities will be reviewed by the Procurement Monitoring 
and Auditing Un it of the entity concerned. Disbursements will follow the applicable procedure which 
requires the three signatures (Bosniak, Croat and Serb representatives). Special Accounts will be open to 
faci litate project implementation. 

Accounting, financial reporting, and auditing 

Given existing concerns over the use of donor funds in cultural activities and the City of Mostar's 
determination for full transparency and accountability of financial transacrions, accounting and financial 
reporting wi ll receive special attention throughout the life of the project. Great care will be placed on the 
legal and financial des ign of the proposed Stari Mos tar Trust Fund and National Heritage Trust and to the 
selection of their managers (acceptable to the Bank). A detailed operations manual will be drafted to 

ensure that adequate procedures are in place. Financial Reports will be submitted quarterly and project 
books will be audited yearly by qualified independent auditors. 

Monitoring and evaluation arrangements 

The project being an LIL, special emphasis will be placed on the design of a Monitoring and Evaluation System, to 
measure project impact, assess its economic and social contribution and prepare for replicability. The purpose and 
functions of the M & E system will be outlined during the preparation mission. An application to the PHRD Trust 
Fund has been submitted for, inter alia, finance the final design and implementation of the M & E system. 

D: Project Rationale -------

I. Project alternatives considered and reasons for rejection: . 

Assistance through an on-goin~ or proposed investment project: although it is conceivable than on-going 
or planned investment projects such as the Public Works Project or the forthcoming Local Development 
Finance Project could finance some cultural heritage activities as a by-product of their mandate, the 
speci fi city of the Stari Mostar Component (Mostar Bridge and Old Town rehabilitation) is a well
defined, self contained activity requiring its own governance arrangement and special attention to its 
hi storica l dimens ion. As to the Capacity Building Component, it applies to a sector which is very 
diffe rent in nature from those that have traditionally received Bank assistance in the context of the 
reconstruction and economic reform programs. 

Laissez-faire: it has been argued that the project, and especially the Mostar Investment Component was 
sufficientl y attractive to donors that, sooner or later, it would be implemented. The fact is that, five years 
after the war and despite considerable interest and paper production, nothing has yet happened on the 
site, except for the removal from the river of a limited number of stones, which. for the most part, cannot 
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be used in the reconstruction. It is symptomatic that the City of Mostar has been actively seeking the 
World Bank·s invo! v,.:m-:nt in the project, i.dongside UNESCO, to gu:irantee the finnnciul :rnd cultural 
integrity of rhe reconstruction process. Since the word has spread of the Bank's interest in the project, 
other donors have expressed their willingness to cofinance the project. 

The adaptable kndin~: A careful revie\v of the criteria and characteristics of Learning and 
Innovation Loans shov,:s that this new instrument is wel l su ited to the proposed operation. First, the 
Bank is entering uncharted territory, and will itself learn as the project unfolds. Successful 
implementation of the Mostar investment component will give momentum and credibility to the capacity 
building component, which will provide a lasting framework for sustainable management of cultural 
heritage activities. Second, the amount required from the Bank fo r the discrete investment in physical 
reconstruction is likely to be small, given the attractiveness of the project to potential con financiers . 
Third, the basic LIL objective of "building trust among stakeholders" is at the heart of a project whose 
main justification is to be a symbol of cooperation among former enemies. Fourth, the project aims at 
testing and strengthening BiH capacity to carry-o ut follow-up activities. Finally, the project offers a 
great opportun ity for the Bank to work in a broad partnership bringing together interested partners -- who 
have specialized expertise in the cultural heritage field (UNESCO, Aga Khan Trust for Culture, World 
Monument Fund, IRCf CA, etc.), but who cannot contribute significant investment financing -- and 
bilateral donors who are w illing to contribute to a well conceived operation. 

2. 1vfajor re laced projects financed by the Bank and/or other development agencies (completed, ongoing 
and planned): 

Sector issue 

Bank-financed 
Housing Reconstruct ion 
Public Works a nd Employment 
Community Development 
Other external deve lopment agencies 
UNESCO 

Counci I o f Europe 

Aga Khan Trust for Culture and 
World Monument Fund 

IRCICA 

Project 

Emergency Housi ng Repair 
Emergency PW & Emp. 
under preparation 

Comm ission on National 
Monuments; Sta.ri Grad 
Renabifitation Plan 

~Specific Action Plan and 
Concerted Action Program 
Under HCSP, protocol to 
develop Strategic P lan fo r 
Mostar and Historic 
Neighborhood Project 
Mostar 2004 Project 

Latest Supervision (Form 590) 
Ratings 

(Bank-financed projects only) 
Implementatio Development 
n Progress_(IP) Objective 

'--.,_. (DO) 

HS 
HS 

HS 
HS 

IP/DO Ratings: HS (Highly Satisfactory), S (Satisfactory), U (Unsattsfactory), HU (High ly Unsatisfactory) 

3. Lessons learned and reflected in proposed project design: 

Cultural Heritage activi ties are still new in the Bank. However, the proposed project has benefited from 
the experience acqui red in the ECA region (Sai nt-Petersburg, Vilnius, Samarkhand, Armen ia, etc.). 
Most useful was the approach and concepts developed in the recently approved Georgia Cultural 
Heritage LIL , which offer a good combination o f Investment, Capacity Building and Mon itoring 
activities. 
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Useful lessons have bee n J r::rn n from the succ:::ssr'ul irnplem~nr:uion of earl ier p:-ojccts in Bosnia and 
Herzegovina. These have demonstrated that reliance on local implementation capacities, combined with 
s tringent reporting mechanisms and "h~:ids-on superv is ion prod uce exce llent resu lts. 

Finally, a review o f prel iminary work done and planned clearly indicated the need iOr a partnership 
approach to Cultural Heritage, especially for the Stari Mosrar Component. It al so confirms the need for a 
down-to-earth preparat ion process, to make sure that all the "building blocks" are in place. After four 
years of studies, seminars and publications, it is quite surprising that no concrete feasibility and no 
reliab le cost estimates are available on which to base the proposed project. Finally, financial 
accountabili ty is seen as an essent ial element to render the project attractive to those willing to finance it. 

4. Indications of borrower commitment and ownership: 

The City of Mostar is the driving force behind the Mostar Investment Component, directly and through 
the Mayor's role as chairperson of the Sta~i Most Foundation. It ins ists on the World Bank' s and 
UNESCO's patronage as a guarantee of cultural excellence and financial accountability. Project 
ownership by the three Peop les of Bosnia and Herzegovina is nevertheless essential, and the World Bank 
has made it clear that it would not be involved in the project unless it recei ves a written commitment 
from political and government leaders of the two Entities and the three Peoples of Bosnia and 
Herzegovina. In the civ il society, the leaders of Bosnia and Herzegovina's four main religious 
communities have agreed to sign a common statement in support of the project, which they credit with a 
strong reconciliation value. 

Over the last two years, the Council of Europe 's Cultural Heritage Divis ion has been working throughout 
Bosnia and Herzegovina, to make an inventory of close to a thousand Cultural Heritage Monuments. 
The Specific Action Plan has helped develop, in cooperation with all relevant ministries and institutions, 
a Concerted Action Program which w ill be avai lable at the end of April, 1998. Asjmilar level of 
cooperation is expected in the institutional d iagnosis and the resulting capacity bui ldins..!'rogram to be 
carried out under the project. ', 

·, 
5. Value added of Bank support in this project: 

Having recognized the importance of investing in culture, especially in post-conflict s ituations, and 
expressed its willingness to work w ith other agencies to reinforce efforts in this area, the Bank is 
perceived as a welcome partner in cultural heritage preservation. Although other organizations -
UNESCO, World Monument Fund, Council of Europe, Aga Khan Trust for Culture, IRCICA, etc. -
have a much stronger expertise in th is area, fheir-support rarely goes beyond technical assistance. Very 
little financing is provided for investment~ to protect, rebuild, or ~es tore cu ltural heritage sites and 
ancillary activ ities. Without such investments, post-war Bosnia would loose for ever the few remaining 
marks of its rich historical patrimony. If it moves promptly, the Bank could be instrumental in making 
the reconstruction of the Old Bridge and its surroundings a major cooperative efforts associating the 
Peoples of Bosnia and Herzegov ina and the International Comm un ity. Drawing on its expertise in 
project and financial management, the Bank is in a position to suggest an acceptable project governance 
structure for this component of the Project. Moreover, the National Capacity Building Component of the 
Project wi ll help broaden the Bank 's contribution to the w hole country, helping establ ish rel iab le 
institutions and catalyse funds from several bilateral co financiers in favor of preservation strategies and 
programs 

The use of an UL as a vehicle for the proposed project brings additional value, as it offers flexibility and 
quick responses to test different approaches to match the spec ific requirements of this non-trad itioi:ial 
sector of intervention. If this LIL is successful, it could give birth to some direct follow-up operations, 
such as a broader based histo rical preservation in the case o f Mostar ( 191 9 city bo undaries) while the 
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institutions and financing instruments developed through the capac ity building com ponent will continue 
to operate afte r the project and could serve as a cradle fo r future operations in the rest of Bosnia and 
Herzegovina. 

E: Issues Requ iring Specin! Attention 

1. Economic 

Cultural heritage includes both material (buildings, landscapes, significant objects, etc.) and non-material 
aspects (values, beliefs, social practices, symbols, etc.) which are hard to capture in economic terms. 

Identifying the economic benefits of the project may be technically simple for certain aspects 
(employment creation, tourism development) but more difficult for others (national reconciliation, 
improved sector administration, etc.) . Taking them into account is important, (but let's not overdo it) 

2. Financial 

Cost estimates for the project need to be worked out during the forthcoming preparation mission. 
Design of the Stari Mostar Trust Fund needs to be air-tight. 
The financ ia l sustainability of the National Heritage Trust must be worked out. 
The financial incentive scheme for the restorat ion of bu ilding in the Mostar o ld town must be 
appropriately designed. 

3. Technical 

The engineering studies, yet to be done, may reveal unexpected problems (water eros ion, fragi li ty of the 
river banks, status of the towers adjacent to the bridge) which could have serious cost implications. 
Existing estimates of restoration costs both for the bridge and structures in the old town are totally 
unreliable (see preparation plan) 

4. Institutional ' "~ 

Securing agreement on proposed project governance structure will be crucial to project success. 
The CH institutions managerial diagnosi s to be carried out during project preparation is key t~' the 
definition of Capacity Building Component. 

5. Social 

A social assessment needs to be facto red into the project design to have a clear picture of the Stari 
Mostar population. Information Campaigns and Town Hall Meetings will be carried out to explain the 
interest of the "Historical Neighborhood concept". While residents welcome the reconstruction of the 
Old Bridge, they will see the architectural regulations required to· maintain the integrity of the site as a 
constraint. This is why, in addition to adequate consultation with community leaders and information · 
campaigns for citizens, the project will need to build in a financial incentive (provision of raw materials, 
subsidized loan s) scheme to reward those res idents whose restoration projects are in line with 
architectural guidelines. 

6. Environmental 

a. Environmental issues: 

Rebuilding the bridge, us ing the same techniques and stones that were used half a centu ry ago is not in 
itself an environmental problem, although reconstruction activities wi I I bring temporary nuisances which 
need to be mitigated . The temporary bridge placed on the site o f the Old Bridge will be dismantled and 
replaced by a nearby footbridge constructed with private Hungarian assistance. There is a real issue in 
creeping spontaneous reconstruction without due attention to the historic nature of the site. Preserving 
the integrity of the river banks is also important, but these aspects are covered in the rehabilitation plan . 
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(Finally, there is the broader question of the sanitation infrastructure, which needs to be dealt with in the 
brnader context of urban management.). A final issue relates to c:ir traffic and park ing in areas adjacent 
to the Old Town. This issue is addressed in the Rehabilitation Plan. 

b. Environml!ntal category: ( ] A B [ ) C 

c. Justification/Rationale for cJtegory rating: By protecting an historical site from architectural abuses, 
the project ' s environmental impact can only be positive. A careful review of the preservation options 
retained in the restoration plan will be carried out. A mitigation plan will be prepared for the 
reconstructio n period, which is no t expected to last more than one year ( original construction in the 16th 
century lasted 7 months!) 

7. Participatory Approach 

a. Primary beneficiaries and other affected groups: 

For the Mostar Investment Component, the primary beneficiaries are the old town residents (less than 
one thousand people) and to a lesser extent the city population at large. A second category of 
beneficiaries are small private sector entrepreneurs who will tap the tourist market. Finally, the 
municipal authorities will benefit from the institutional strengthening of their specialized agencies, the 
development of a stra tegic plan, and the recognition for having initiated the project. The increase in 
tourism-related activities will also generate additional ta'< revenues for the municipality. 

For the National Capacity Building Component, the benefic iaries are the institutions eligible for 
equipment, technical assistance and training. Of course, when the National Heritage Trust becomes 
operational, the cultural heritage initiati ves and events that it will support will introduce new categories 
of beneficiaries. 

b. Other key stakeholders: 

Government and Partners 

8. Checklist of Bank policies/procedures 

a. This project invol ves (check applicable items): 

[] Indigenous peoples (OD 4.20) 
[ x] Cultural property (OPN 11.03) 
[ x] Environmental impacts (OP/ BP/GP 

4.01) 
[] Natural habitats (OP/BP/GP 4.04) >_, 
(] Gender issues (OP 4.20) 

[] lnvoluntary resettlement (OD 4.30) 

[] NGO invo lvement (G P 14.70) 

F: Sustainability and Risks 

1. Sustainability: 

[] Riparian water rights (OP/BP/GP 7.50) 
[x] Financial management (OP/BP 10.02) 
[x] Financing of recurrent costs (OMS 1.21) 

[x] Local cost sharing (OP/BP/GP 6.30) 
[ ] Cost-sharing above country three-year average 

(OP/BP/GP 6.30) 
[] Retroactive financing above normal limit 

(OP/GP 12.10) 
[] Disputed territory (OP/BP/GP 7.60) 
[x] Other: cooperation w ith foundations 

If the new bridge lasts as long as the o ld one, the project will have more than 400 years of 
sustai nabili ty ... 
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2. Critical Risks (reflecting assumptions in the fourth column of Amzex 1): 

Risk Rating Risk \-I ini:n i:;;:1tior. vfc;isuic 

Annex 1, cell ·'from Outputs to Objective" 

Lack of cooperation from any of the three Peoples S 

Insufficient interest from cofinanciers 

Confusion and differences of opinion amohg 
implementation partners on how to proceed 

Annex !, cell "from Components to Outputs" 
Technical studies reveal unexpected problems 
resulting in additional costs 

Conflicts of interest 

Capacity Building Component ineffective 

M 

M 

M 

M 

S-M 

Overall Risk Rating M 

Early com mitment ascertained. 
publicity, international support. 
Formal declaration of Interfaith 
Council 
Several Donors have already 
indicated willingness to 
contribute. Project to be 
presented at Donor Conference. 
Firm Agreement on Governance 
Structure; clear definition of 
tasks and procedures; mutual 
information and optimization of 
comparative advantages 

Raise additional fundi ng and/or 
Redirect resources to core 
project components (Bridge 
structure and heart of Stari 
grad). 
Separate scientific watchdog 
function from implementation 
responsibilities/coimacting 
Participatory approach in design 
to ensure ownership of proposed 
CB initiatives 

Risk Rating - H (High Risk), S (Substantial Risk), M (Modest Risk), N (Negligible or Low Risk) 

3. Possible Controversial Aspects (Project A/err System): 
----- - . 

It is important to note that if controversial,aspects materialize, it will be very early in the project 
preparation cycle, with the poss ibility of opting out if issues are not solved: 

Risk Type of Risk Rating Risk Minimization Measure 
Risk 

Project perceived as benefiting one nation 0 s Active diplomacy to get 
project endorsed by all; CB 
component offers potential for 
future balancing act 

Agreement on Rehabilitation Program G M Consensus building in early 
phase of project design, 
consolidate City of Mostar's 
leadership over project 

Type of Risk - S (Social), E (Ecological), P (Pollution), G (Governance), M (Management capacity), 0 (Other) 
Risk Rating - H (High Risk), S (Substantial Risk), M (Modest Risk), N (Negligible or Low Risk) 
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G: Project Preparation and Processing 

1. Has a project pr.?parction p!cn bi:-·n agreed ;.ith :he bon·o ,~·i!r (see .rlnn,,:x 2 iO this form): 

Draft preparation plan fo r the Stari Mosrar Component was submicted to City Authorities on March 24, 
1998 and discussed on April I 0, ! 993. l\(incr: .;.;mmen,s a:-e ~xpect~d on April 15 

2. Advice/consultation outside country department: 

[x] Within the Bank: Post Conflict Unit; Cultural Heritage Network (ECA & Bank-wide); additional 
input desired from Legal Department, Trust Fund & Cofinancing, ECSRE, etc. 
[ x) Other development agencies: UNESCO, AKTC, IRClCA, WMF, Italy, Netherlands, Turkey, 
France, Hungary 

3. Composition of Task Team (see Annex 2) 

Core Task Team is composed of Patrice O"ufour, Sr. Adviser, Operations and Information (ECCBA) and 
Mary C. Sheehan (ECC04). It will be strengthen by the use of consultants (Pr. Carlo Blasi, Architect and 
designer of the Rehabilitation plan fo r Stari Mostar and Pr. Langoff (Geophysical Institute of Sarajevo, 
who restored the Mostar Bridge in the I 960's) and participat ion from UNESCO (Dr. Colin Kaiser and 
Mr. Beschaouch) and the AKTC/\.VMF (Dr. Stefano Bianca, Dr. Amir Pasic and Jon Calame) teams. 

Assistance is being sought from Cultural Heritage Colleagues to identify, within or outside the Bank the 
following expertise: (i) legal ass istance to review of CH preservation legislation and work out. the by
laws for the project governance structure; (ii) professional assistance in the design and operations of 
multi-country trust funds; (iii) profess ional expertise in the social aspects of CH activities and related 
monitoring & evaluation techniques; (iv) a management consultant spec ialized in the organizational 
design and operations of cultural heritage institutions 

4. Quality Assurance Arrangements (A nnex 2) 

5. Jvfanagement Decisions: 

~ 
Choice of Instrument 
Preparation Mission 
Ascertain borrower's 
ownership 
Bank support to Project 

Action/Decision 
is LIL adequate instrument? 
O.K. to proceed 
receive written commitment 
from al l parties -
Endorsement 

Responsibi I ity 
Coun try Director ECC04 
Country Director ECC04 
Borrower to deliver 
Country Director to be satisfied 
Country Director 

Total Preparation Budget: $158,000 
Cost to Date: US$ l 2,000 

Bank Budget: US$ I 24,000 Trust Fund: US$34,000 

GO [] NO GO [] Further Review [Expected Date] 

[signature] 
Task Team Leader/Task Manager: Patrice J. Dufour 

[signature] 
Sector Manager/Director: Kevin M. Cleaver 

[signature] 
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Country Manager/Director: Christiaan J. Poortman 

> .. 



Annex 1 1' 

Project Design Summary 

Bosnia and Herzegovina: Bosnia Pilot Cultural 1 Ieritage Project 

Narrative Summary Key Performance Indicators Monitoring and Eva luation Critical Assum11tions 
Sec tor-related CAS Go.11: (Goal to Ilank Mission) 
The CAS suggests an overall goal of We shall know that the Project has • adequate preservation legislation • willingness of both entities and 
sustainable growth for Bosnia and contributed to CAS goa l in Cultural • status of national monuments as three peoples to coope, ate on 
I lerzegovina and high lights the World Heritage activities if it has helped: prov ided for in Annex 8 to DPA; Cultural I lerita~e issues; 
Bank's role in building institutions, • deve lop reliab le institutions and • implementation of Concerted • consensus on objectives nnd 
managing the t ransitio11 to market, regulations for cu ltural heritage Act ion Program for integrated content of Concerted Act ion 
and deepening the sustainability of management, both in Mostar and conservation of cultural heritage; Program; 
reconstruction in the country as a whole; • lega l and administrative • willingness to associate private 

• foster public-private partnerships arrangements to fac ilitate public- individuals and corporations in 
in the field of heritage act iv it ies; private partnerships in the fi eld restoration and exploitation of 

• re~pcn a number of heritage sites of cultural heritage. national hcritagt.: si11.:s 
to the pub I ic. 

Project Development Objective: (Objective to Goal) 
The project has three main objectives: 
a) enhance reconciliation among • obtain written commitment from • written commitment of all parties Once again, a demonstra ted 
Mostar inhabitants, and cooperation all parties as to their interest for concerned received prior to comm itment from a II part i--:s is the 
among the three Peoples of Bosnia and the Stari Mostar component; World Bank involvement; single most crit ica l assum plillll fo r 
I Ierzegovina to strengthen the basis for • Agreement on Stari Mostar Pr6ject • Stari Mostar Governance the project specific vbjectives to 
lasting peace and sustninable Governance Structure and o,( structure estah lished prior to contribute to the national goal of , 
deve lopment; Capacity 13uilding Component credit approva l; enhancing nationa I reconci I iation in 
b) help revitalize the city of Mostar's • Typical tourism-related j~d icators: • City and Mostar Un iversity will post-conflict Bill. If this 
derel ict economy and touri sm industry; visitors, businesses, employment; cooperate to design set of commitment fail ed to materialize in 
c) strengthen cu ltural heritage • Smooth operation of cultural indicators and monitor them the initial phase or project Jes ign, the 
management capabi lities throughout heritage insti tutions, including • Periodic reports on progress project could not he supportl!d by the 
Bosnia and Herzegovina. clear mandate, work program, toward agreed capacity building World Bank 



adequate staffing and fund ing objectives 
Outputs: (Outputs lo Objective) 
I. I Success ful reconstruction of the • Ilridge reconstructed and buildings • periodic report s on The Stari Mosta r c.:omponent is self-
Old Bridge in Mostar; completed restored with in time horizon and reconstruction progress contained a11d stanJs a good chance 
restoration of key adjacent buildings; financial envelope. Mechanisms submitted by Project of being implemented wi thout major 
preservation of Old Town's historic in place to ensure implementation Implementat ion Unit to difficulties if and when it has been 
atmosphere; of architectural guidelines; Authorities and Co-financiers; endorsed by all parties. 
1.2 Lessons learnt from project • Establishment of National • adoption of by-laws fo r National 
implementation used to replicate Heritage Trust with precise I leritage Trust and testing of Because of its brand-based design, 
experience to other heritage sites in selection criterin, operating approach on a number of other The Nati ona l Capacity !3uilding 
Bosnia and Herzegovinn and to guidelines and seed funding. Cultural Heritage sites in BiH. component cou ld, on the other hand, 
broaden this experience to other Submission of Urban Master plan Adoption of Urbnn Master Plan face more difficulti es in relating its 
nspects ofMostar urban management. fo r Mostar; fo r Mostar to Municipality; outputs to its ambitious objective, of 
2.0 Upon project completion, Bosnia • re levant legislation in place, • period ic progress reports on creating a fertile ground for future 
and Herzegovina would possess capacity building activiti es implementation of the capacity natural, historical and cultural 
adequate cultural heritage management completed according to plan, bui lding component of Project, heritage activities in Bosnia and 
capacity and institut ions as well as including technica l assistance, complemented by supervision Herzegovina. Whal is at stake here 
proper financing mechan ism for future training, scholarships and study mission reports and project is the appetite of a post-conn ict 
heritage activities. tours. evalua tion reports society for cu ltural activities. 
Project Componcn ts/Sub-components: luputs: (budget for each compo11e11t) (Components to Outputs) 
I. Tb~ Stari Mosta[ conJpone nt wi ll Cost estimates will be established at 
consist of: the time of project preparation. Initial • Inputs on financial progress of • The key assumption rega rding 
I. I an investment sub-component estimates are as follow: the project' s two components financing of the project is that it 
comprising (i) the reconstruction of the I. Tb~ Stari MQstar CQrnpon~nt is will be monitored by typical wi ll generate s11 fficient interest at 
Old Bridge in Mostar; (i i) the tentatively va lued at US$9 million, of project documentation: budgets two levels: the fi rst one is that of 
restoration of key adjacent bu il dings; which US$8 million wi ll go toward the vs. actual, progress reports, funding for the Stari Moslar 
and, (ii i) the preservation of the Old investment sub-co111po11ent and US$ I disbursement reports. Component. Given the 
Town's architectural character through million is earmarked for the project- expression of interest received 
a series of neighborhood subprojects management sub-component. I from a number of bilatera l 
and the adoption of architectural ' donors (the Netherlands, Italy, I guidelines (and a related incentive France, Turkey, Arab Nations, 
scheme) 

I etc.), it is like ly that sufficient 
1.2 a project management sub- I funding will be ava ilable for , 

i 
component providing funding for: (i) .. proper implementation of this 
feasibility studies for rehabilitation component; the second 
work; (ii) the creation and operation of assumption relates to the 
the locally-based project governance willingness of donors to 
structure; (i ii) the establishment of contribute to tlte Nat ion a I 



monitoring/evaluation mechanisms; 
and, ( iv) the elaboration of an urban 
strategic plan for the whole city. 

2. Tl]e Niltional Capacit)'. Ruilding 
Component will finance : 
2. 1 legal expertise to draft and/or 
amend relevant legislation; 
2.2 a Capacity Bui lding Program to 
strengthen National heritage expe1t ise 
and institutions; 
2.3 the estab lishment of, and seed 
money for, a National I [eritage Trust 
to provide Bosnia and Herzegovina 
with a permanent and reliab le 
financing instrument for cu ltural, 
historical and natural heritage 
activit ies and events. 

2. The ~atioaa l CnpaQit)'. Building 
Component is tentatively valued at 
US$3.5 million, of which US$2 
million will go toward services (Legal, 
Technical Assistance and Training) 
and US$ 1.5 million as seed money to 
test the functioning of the proposed 
National Heritage Trust with a few 
pilot rehabilitations of historical sites. 

" .. 
I 

l 

I 

I 
I 

/ 
I 

' 

Heritage Trust (through a fo llow-
up operation, once it is in place 
and has had a satisfactory track 
record. 



Project Preparation Pl::in 

Introduction 

Annex 2 
Page 1 of 2 

The World Bank has identified a possible Pilot Cultural Heritage Project in Bosnia and Herzegovina, 1 which could 
include two components: (i) a pilot investment component focused on the reconstruction of the Old Bridge and the 
restoration of the Old Town in Mostar; and (ii) a capacity-building component to strengthen legislation and 
institutions dealing with Cultural Heritage policies and activities in Bosnia and Herzegovina. This note deals 
exclusively with the first project component, which requires substantial preparation activity before it can actually be 
implemented. 

Based on preliminary research and exchanges with the City authorities, a Project Concept Document has been 
drafted and will be discussed within the Bank in early April. At that time, to gather sufficient support from donors 
for this project and ensure its scientific integrity, the Heads of UNESCO and the World Bank are expected to launch 
a "joint appeal for a global partnership to rebuild the Old Bridge over the Neretva River in Mostar ". Ideally, this 
appeal should be issued and publicized several weeks before the fourth donor conference for Bosnia and 
Herzegovina, which has not yet been scheduled, but could take place in the first few days of May, 1998. 

In the meantime, project preparation activities will be initiated by a Preparation Mission, which is scheduled for 
the second half of April. If the Preparation Mission is able to fulfill its mandate as outlined below, it would be 
followed by a combined appraisal/negotiation which would take place in June, 1998, thus allowing the project to be 
submitted to the World Bank' s Board of Director a few weeks later. This is an ambitious, but feasible schedule, 
which requires full cooperation from all institutions concerned. The City (and the Stari Mostar Foundation) is 
therefore invited to appoint a counterpart team which will be an integral part of the Mission:. 

'" The Preparation Mission has the following objectives: ·.....,. -. 
• ascertain that the project receives broad political support, at the level of the State, of the entities and of the 

Canton/City; 

• take stock of all existing studies, initiatives and expressions of interest, to identify gaps in the current body of 
knowledge and launch the additional studies needed to reach the implementation phase for each of the project's 
components; 

• obtain a reasonable estimate of the costs for: (i) the reconstruction of the bridge and related structures; (ii) the 
rebuilding of historical buildings or sites witnr'nifie Old Town's perimeter; (iii) a scheme to help residents 
restore their houses, workshops and boutiques provided they comply with the compulsory architectural 
guidelines needed to protect the Old Towri's integrity and (iv) studies to expand preservation and urban 
development concerns beyond the core zone covered by the project; 

• determine the project governance structure best suited to the unique nature of the project and of the partnership 
required for its successful implementation. This structure must achieve the following objectives: (i) adequate 
representation of all interested parties; (ii) scientific and cultural integrity of the project: (iii) financial 
accountability for all the contributions received from donors; and (iv) efficient and transparent management of 
the program of works being carried out. 

Detailed Terms of Reference 

I) review of existing documentation 

1 
see earlier note "Cultural Heritage in Bosnia and Her:egovina: Draft outline f or a proposed learning and 

Innovation Credit" 



The mission will review all existing plans, studies, drawings related to the project area. Of particular 
relevance are: 

• the recent UN ESCO-sponsored "Urban Heritage Afap and Rehabilitation Plan of Stari Grad" which provides 
overall and detai led architectural guidance for the Old Town area but does not include detai led reconstruction 
plans nor cost estimates for reconstruct ion of the bridge and of damaged his torical buildings; 

• che outcome of the various '"Mostar 200,r ' workshops, which offer a set of individual subprojects prepared by 
participants, but there also, insufficient attentfon has been paid to the conditions for actual implementation; 

• the pre-war urban development plan of Mostar, which provides useful background on urban planning 
methodology, but must be entirely revisited to take into accounc the dramatic changes which have affected the 
city during and after the war; 

• the documentation prepared for, and during, the 1963 restoration of the Old Bridge, which constitutes the most 
precise description of what the bridge was before it was destroyed. [t is central to the bridge reconstruction 
component. 

In addition, other documents should be reviewed: 

• photographic archives; 
• documentation on 16th century Ottoman bridges 
• statutes, by-laws and accounts of the Stari Mostar Foundation and other cultural heritage institutions currently 

active in Mostar 
• resumes of all experts who have worked on the Bridge and the Old Town; 
• exiscing building codes, preservation regulations and architectural guidelines; 
• expressions of interest by individuals, organizations and countries: 
• agreements which may have been reached with third parties in connection with the proposed project (studies, 

contracts, quarry, etc.) 

2) Terms of reference for the feasibility studv and initial cost esti mates 

' To complement existing documentation, the project is likely to require a complete feasibility stui:iy,and the mission 
should come up with comprehensive terms of reference including, among other things the following components: 

a) for the bridge 

• a survey and research program covering (i) the bridge construction (shape, building technique); (ii) theoretical 
surveys (photgrametrical and geodesic) of both the bridge site and the quarry; (iii) field examination of the 
river, its banks and the towers (hydrodynamics, geophysical, etc.); (iv) identification and classification of the 
stones raised from the river and evaluation of-their possible restoration and re-use; (v) laboratory research on 
bridge and quarry stones as well as on mortar and iron connections~ 

• definition of the exact perimeter of the cart: project (Bridge, Towers and related buildings); 
• activities to undertake prior to the reconstruction per se: (i) checking the quarry; (ii) examination of river bed; 

(ii i) consolidation of river banks; and (iv) reconstruction of the foundations; 
• bridge reconstruction: (i) architectural project; (ii) static calculation of impact of bridge on the river banks; ( iii) 

removal of unusable bridge remnants; (iv) vault abutments and (v) bearing arch.; (vi) lateral walls; (vii) filling 
of interior cavities; (vii i) hydro insulation; (ix) stone pavement; (xii) parapet; 

• type of scaffoldings to be erected for the reconstruction. 

Such feasibility should help determ ine the cost of the work to be done as well as the bidding documents used in the 
procurement process .. 

b) for each of the historical building in the perimeter, a complete feasibility study, including detailed architectural 
analysis, a description of the work to be done, cost estimates and bidding documents; 

c) for indjvjdual houses, workshops and boutjgues, identification of the target area, including number of potential 
beneficiaries, adoption of archi tectural plans and guidelines, provision of arch itectural guidance and defin ition of 
financial incentive scheme. 



In addition to the detailed tenns of reference for the work briefly described above, the mission should come up with 
a rough estim:ite of the cost for the three compo nents. This will give credibility to fund-raising efforts and 
prevenc possible delays during reconstruction due to insufficient rinancing. 

J) Definition of the proiect governance structure 

The Preparation Mission will discuss with all parties, and finalize, the design of the project governance structure. 
It will test the validity of the initial concept, which is the following: 

• membership in The Stari Mostar Foundation would be broadened to include representatives of the City, the 
Cancan, all Bosnian Nations, participating foundations, contributing countries and international organizations, 
etc. 

• Foundation members would appoint a Board of Directors, which would meet regularly to provide closer 
interaction with the three operational bodies necessary to implement the project and which would report to it. 

• The first one would be the Panel of experts, which would be responsible for ensuring the cultural integrity of 
the project. (Its Secretariat would be entrusted to UNESCO). 

• The second would be the Project Management Unit, which would prepare terms of reference for studies, 
bidding documents for works to be perfonned, allocate tasks and award contracts in accordance with standard 
procurement procedures. 

• The third body would be the Stari Mostar Trust Fund, which would receive pledges and manage contributions 
by donors. 

The Preparation mission will discuss and amend these concepts and once a agreement has been reached on the 
nature of the Project Management Structure, will prepare amendments to the Statutes of the Foundation (if 
required), draw-up the by laws and operating guidelines for the Foundation and the three operational bodies 
described above. Two basic principles would help ensure the integrity of the project. The first one is the 
"separation of powers" between the Expert Panel and the Management Unit, to avoid possible conflicts of interest. 
The second is that the selection of the Project Management Team be done on the basis of a professionally run 
recruitment process to arrive at a shortlist of candidates with the final selection done by the Board and the Expert 

Panel. '·" 
Expertise req uired ·, ....... 

In addition to the task team leader, the mission will include: 

• an architectural adviser (possibly Mr. Blasi, who has been in charge of the rehabilitation plan) 
• a specialized engineer (to help draft TORs for the detailed engineering studies) 
• a legal expert (to review existing legislation and draw-up the by-laws of the management structure) 
• a cofinancing specialist to define the operatiRg-ru-les and accounting system of the Trust Fund. 

Participation from other agencies involved in lpe reconstruction project (UNESCO, AKTC, WMF, IRCICA, etc.) is 
of course welcome, so that a ll parties work in full cooperation during the preparation phase. 



Project Processing Timetable & Rudgct 

Processing step Key Date Phase 

Plan Actual 

I. Concept Review Meeting 04/22/98 MM/ODNY 

2. CD Sign off 04/24/98 MM/OD/YY 

3. PID to PTC date- 04/24/98 MM/00/YY LENP 
4. Depart Preparation Mission 04/27/98 MM/OD/YY 

5. Decision Meeting 05/29/98 MM/DDNY 

6. Authorize Appraisal/Negotiat ion 06/08/98 MM/DONY 

7. Update PID to Pie- 06/08/98 MM/ODNY LENA 
8. EA received date N.A. MM/ODNY 

9. Depart Appraisal/Negotiation ., 06/ 15/98 MM/ODNY 

I 0. Start Negoliations 06/29/98 MM/DD/YY 

12. Board PresentationNP Approval 08/ l J/98 MM/DONY LENN 
12. Effectiveness 09/15/98 MM/00/YY 

13. Completion Note 12/3 1/00 MM/DDNY 

Source of funds - Bank adminislrative budget, trust funds, project preparation facility, other 

PCD: Project Concept Document 
PAD: Project Appraisal Document 
P!C: Public Information Center 
PID: Project Information Document 
RVP: Regional Vice President 
EA: Environmental Assessment 

1 Should be adapted to specific Regional processes. 
2 Electronically transferred I 

I 

Swks 

I 
13 

8 

4 

Annex 3 

Budget 
Plan vs. Actual 

$000 I Trips 1 T ravel$ I Cons Fees I Source of 
Funds 

52K 2 8K Admin. Oudg~1 

4K 14K Italian TF 

32K 3 8K Admin. Oudge1 

4K 12K Italian TF 

. 
16K ' Admin. Oudge1 
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Correspondence Management for ESDVP Log No. 98-4501 

Response Due Date: 04/24/98 
Assigned By: E. Bermudez 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/ 17 /98 

Correspondence Date: 04/ 17/98 

Date Transmitted: 

From: Randolph L.P. Harris, Resident 
Representative 

Type: Memorandum 

Topic: Uganda: Appointments. 

Action Instructions 

D For information. 

~ lease review and advise. 

[1 Please reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

Organization: The World Bank 

rJ Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn's signature. 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

Information Copies: 

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



.. SE.YP'BY : 17- 4-98 ; 15 :44 ; WORLD-BANK-KL!\ ... 

THE WORLD BANK GROUP 
UGANDA RESIDENT MISSION 

1 Lumumba Road, Rwenzori House 
P.O. Bo:,; 4~6.3 

Kamp:il:i, Uganda 
Talaphone (256-4~) 2421:J!l, 230094, 2325.JJ • Fax (256-41} 230092 • Telex 61383 

F,u.CSlrlilL:::. COVER SJ-iE~T AJ'.iO ;\,1cSSAGE 

CATE: April 17, 1998 NO. OF PAGES: 2 MESSAGE NO.: 
(Including t11 is sheet) 

TO: Mr. Ismail Scrngl!Jdin DESTINATION FAX NO.: 473 3112 
Title: ~- Vice President, Ch:i.irm:m of the CG 
Organization: World B:mk 
City/Country: Washington DC 

FROM: pr f\ ~1dolph L . P . .Harris DIVISIONAL FAX NO.: 
Title: Resident R.i.:prcsenutivc DeptJDiv. No.: 
Division: AFM UG 
Room No.: Telephone: 

URGENT 

SUBJECT/ 
REFERENCE: Uganda: Appointment.::; 

MESSAGE: As requeste<l. plc:ase find the appointments for Tut:lsday, April 21, 1998. 

Looking forward to seeing you. 

Regards. 

Traru.-utls:.ion outhorizi:d by: 1111Uiori7.aliuu 

202 473 3112;: 1/ 2 

...0 
co 

<: 2:.. 
""O " ::::0 
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lfyou cxp<.'Tieno: any probk1n in r~iviug this. tmnsmis.siou, iufu1111 ahe sl.!lldcr ul \he: telephone w tia>: no. Listed 11bov~. 



17- 4-98 15:44 WORLD-BA1'il<- KL.\ ... 202 473 3112;# 2/ 2 

lYlR. M. ISMAIL SERAGELDIN 

TUESDAY. APRlL 21, 1998 

.PERSON TO BE MET TIME/VENUE 

Micro Finance 2:15 pm World Bank Conference R oom 
includ ing FINCA 

Hon. Moses Ali 3:tS pm Parliament Avenue 
Minister for Tourism. Wildlife & 
Antiquities 

' · :.-... 
H . E . Yoweri Kaguta Museveni 5:00 pm State H ouse 'Naka.scro .... 
President., Republic of Uganda --..:: ... 

'·· 
Rt:ce;;ption 7:00-9:00 pm Sheraton Hotel Kampala 

Victoria Restaurant 

~~ 

lion. Janat!v.tuk'waya 
Minis ter for Gender and Community Development, will be out of the co untry from 
April 19-24 
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Correspondence Management for ESD VP Log No. 98-4502 

Response Due Date: 04/24/98 
Assigned By: E. Bermudez 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/ 17 /98 

Correspondence Date: 03/31/98 

Date Transmitted: 

From: Maritta Koch-Weser, LCSES Organization: The World Bank 

Type: Memorandum 

Topic: Enclosing a letter from Ms. Fiorella Padoa Shioppa Kostoris, ISPE's president. 

Action Instructions 

0 For information. 

0 Please review and advise . 

0 Please reply directly and provide a copy . 

0 For your review. Deadlines will be sent via EM. 

0 Please prepare a response for Mr. Serageldin's signature. ' ~ -

0 Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

0 Please prepare a response for Mr. Wolfensohn's signature. _ 

0 Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

- -=-- ... -
Information Copies: 

:i::f 

I Assigned To: <Jf/ 6 Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



ROUTING SLIP I DATE: March 31, 1998 

NAME ROOM. NO. 

Maritta Koch-Welser, LCSES I 6-197 

cc : Andre Iastenia, LCSES I 6-210 

URGENT PER YOUR REQUEST 

FOR COMMENT PER OUR CONVERSATION 

ffi FOR ACTION NOTE AND FILE 

FOR APPROVAUCLEARANCE FOR INFORMATION 

FOR SIGNATURE PREPARE REPLY 

I NOTE AND CIRCULATE NOTE ANO RETURN 

I I 
RE:~world Bank Cultural Heritage Project ~'~ •t -:~ ,•;"'l ~ -.,1 L"": 4::;•:; - :·~~; 

" ~!'_ ,~ s~ ~~~~ ••. ·- - . ·•c:.,.,~ ,_lo, ·--· ~·,.·.-~ 
;·< ,._,_:( "- ·- ._...Ii,, '"· 

REMARKS: 

As I am not involved in the Cultural Heritage Project, I am forwarding the fax I received last 
week from Ms. Fiorella Kostoris. I will inform her that she should contact you. 

:~ " ,, 

-" 
·, 

l ~~OM\ - ROOM NO. EXTENSION 
Karen B oome, HRSRU S 5-049 30229 

I . 

"< :::::. 
-0 -::, 

c.n r.: ~ 
O c.r -.J ,, . 
-,,c " - ~ c-, 

1 • , 
.... .. 

.---1'1 ::::; 
::, 
.:::-



A 

DA . 

.. N. TEL. 
ISPE PRESIDENZA 

ISPE 
lslilulo di studi per la 
progrom,nazione economica 

LA PRES/DENTE 

PJ~i 

Dear Ms Broome, 

0012025222148 26.MAR.1998 15:18 
N. TEL. : 68805919 

Ms. Karen G. Broome 
Manager Reciuitment Unit 
Human Resources 
The World Bank 
1818 H Street N.W. 
Washington D.C. 20433 
USA 

Rome, March 25, 1998 

in the afternoon 1 will see a delegation of the World Bank led by Mr. Casartelli on behalf of Mr. 
Passacantando> concerning the World Bank Cultural Heritage Project. ~ 

"'--1SPE -Institute of Studies for Economic Planning - is carrying out since 1996 a research 
project on the cultural heritage owned by the Public Sector in Italy. The main object is to evaluate 
and rnisc the value and the rentability of public buildings belonging to the period Upper Middle Age -
1870. Tn my opinion, there is the possibility of some joint project within the World Bank Cultural 
Heritage Project. 

For thi!; reason, l hope to be able to discuss this matter in Washington with you between May 
6 and 8 and (if you can arrange the meeting for me) with Ms Maritta Koch Weser (responsible, I 
believe, for the World Bank of the project mentioned above). 

Yours sincerely, 

Fiorella Padoa Schioppa Kostoris 

p 1 
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Corso Vi/Iorio Emcmvefe, 284 
00186 ROMA 
Toi. +39-6-6836'136/( 
Tef./Fax +39-6-68805919 0 
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Correspondence 1l-f anagement for ESD VP Log No. 98-4504 

Response Due Date: 04/24/98 
Assigned By: E. Bermudez 

Correspondence Description 

Addressed to: Mr. Ismail Serage/din 

Date Received: 04/ 17/98 

Correspondence Date: 04/09/98 

Date Transmitted: 

From: Margaret Colaiannni Organization: The World Bank 

Type: Memorandum 
Topic: Statement, Objectives, and Questions for Meeting April 13. 

Action Instructions 

~or information. 

ti ~lease review and advise. 

D Please reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

D Please prepare a response for Mr. Serageldin's signature. ... .... , 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. -......, 

D Please prepare a response for Mr. Wolfensohn's signature. "-... , 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP) . 

Comments: 

Information Copies: 

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



~ £~~ 
THE WORLD BANK GROUP ~ cjt--Lv c}k-<:::, 

Headquarters ; W ashington, D.C. 20433 U.S.A. 
Tel. No. (202) 477-1234 .- Fax (202) 477-6391 • Telex No. RCA 248423 

FACSIMILE COVER SHEET AND MESSAGE 
uATE: 9 April 1998 MO. OF PAGES: -+ (including cover sheet) 

TO: Margaret Colaianni 
Title: Special Assistant, Office of the Under Secretary for Management 
Organization: U.S. Department of State 

FROM: 
Title: Arlene K. Fleming 
Dept/Div: Cultural Heritage Focal Point 

SUBJECT: Statement, Objectives and Questions for Meeting April 13 

MESSAGE: 

Greetings Margaret , 

FAX NO.: 202-647-0168 

FAX NO.: 202-676-9373 
Telephone: 202-473-7562 

Here is a copy of our questions with a statement of the situation and suggested objectives for the meeting. 
Maritta Koch-Weser would like to use it as her presentation. I'll give a copy of your questions to her and to 
Isma il Serageldin. I t appears that we are thinking along the same lines. with a slightly different way of 
organizing our thoughts. We should have a very interesting and productive meeting! 

; a U.S. citizen with experience in the Federal Governmem. including our Embassies, I have thoughts on the 
.,,.:panded role of Cultural Attaches, and would welcome an opportunity to discuss them witll- y,ou sometime. 

·, 
Thanks to all of you for your interest and support. ·· . ... 
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Transmission authorized by: 

If you experience any problem in receiving this transmission, inform the sender at the telephone or fax no. listed above. 
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STATEMENT, OB.JECTIVES AND QUESTIONS 

lVfEETING ON MOBILIZJNG UNITED STATES RESOURCES FOR 
INTERNATIONAL CUL nJRAL HER1TAGE CONSERVATION AND 

DEVELOPMENT 

Comments to be presented by Maritta Koch-Weser 

A meeting ofWorld Bank and U.S. Government staff members on April 13, 1998, at The 
World Bank, 2 :30 - 5:30 p.m. , will explore the potential and means for collaboration in 
making U.S. resources available internationally to foster the conservation and 
management of the world's cu ltural heritage. The meeting will be chaired by Bonnie R . 
Cohen. Under Secretary of State for Management, on behalf of the United States, and for 
The World Bank, Ismail Serageldin, Vice President, Special Programs and Maritta Koch
Weser, Director. LCSES. 

The following points address: 

(1) the situation; 
(2) objectives for the meeting; and 
(3) questions for discussion. 

THE SITUATION 

1. The significance of cultural heritage is becoming recognized in the context of: 

* diplomacy and foreign policy; 
* economic and social development. 

2. The world's diverse cultural heritage is increasingly threatened by natural and 
man-made fo rces, requiring a pro-active and concerted response with an 
expeditious allocation of resources. 

3. There is an extreme imbalance ofresources and experience in cultural heritage 
conservation and management in the world . 

4 . The World Bank, in a new cultural heritage and development initiative. seeks 
partnerships with a broad range of governments and non-governmental 
organizations in a global network. Collaboration with U.S. public and 
private cultural heritage organizations will be particularly valuable, given 
their vast experience, technical capacity and resources. 



5. The United Srates can assist :ra:.sit:onal and developing countries in mutually 
beneficial endeavors to eni1ance and encourage: 

* cultural institution capacity building; 
* identification of cultural resources; 
* conservation of cultural resources; 
* interpretation of cultural resources; 
* economic viability of cultural resources; 
* social benefits of cultural resources. 

6. The United States can assist transitional and developing countries in 
strengthening and managing cultural heritage resources as a significant 
element of democratic, free-enterprise society. 

7. International assistance for cultural heritage conservation and management has 
been a relatively low priority for U.S. public and private organizations. 

8. Comprehensive and effective international cooperative assistance will require 
increased communication and collaboration among U.S. public and private 
cultural heritage organizations. 

OBJECTIVES FOR THE MEETING 

1. To discuss mutual interests of The World Bank and U.S. institutions 
regarding cultural heritage conservation and management. 

2. To explore collaborative approaches to fostering cultural heritage 
.. 

conservation as an aspect of social and economic development world-wide. 

3. To define an action plan for applying U.S. resources in collaboration with The 
World Bank and the Cultural Heritage and Development Action Network. 

QUESTIONS FOR DISCUSSION 

1. What resources does the United States have to offer other countries for 
identification, documentation, conservation, stewardship and management of 
cultural heritage resources? 

2. How can these resources be mobilized and channeled most appropriately 
and effectively? 

3. How can U.S . institutions collaborate with The World Bank, its client 
country governments and non-governmental organizations to integrate 
cultural heritage into social and economic development policies and 
practices? 



4. What should be the scope of a collaborative effort? 

5. What actions are necessary? 

6. What specific steps can be implemented in the near term: with objectives 
responsibilities and time tables? 
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QUESTIONS FOR APRIL 13m CULTURAL HERITAGE MEETING 

What is the overall issue (s) and what is the urgency? 

What are the immediate challenges to cultural heritage and preservation? What are the long term 
challenges? 

'What role individually and collectively could we play in promoting cultural heritage and 
preservation? 

What role could the US play with our rich expertise? 

What existing resources could we tap into to move along the cultural heritage agenda? 

What parmerships could be formed and what would their mission be? 

How could we create an effective network for sharing information? 

How could we expa."ld the role of the Cultural Attache overseas to encompass cultural heritage 
and preservation. 
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Preface 

This report synthesizes the findings of an assessment of the Bank's experience with post
conflict reconstruction. The objective of the assessment is to distill lessons for ongoing and future 
operations from the Bank's experience in providing assistance for post-conflict reconstruction. In 
addition to this summary document, outputs of the study include separate volumes of the case 
studies . 

The report has been prepared by a team led by Alcira Kreimer and comprising John 
Eriksson, Robert Muscat, Margaret Arnold, and Colin Scott. The following consultants 
contributed to the country case studies : Ann Elwan on Bosnia and Herzegovina; Jose Marques and 
Mauricio Silva on El Salvador; and Paul Collier and Zerubal Ojoo on Uganda. Caroline Clarke 
prepared a review of the portfolio. Gregg Jackson provided assistance on methodological issues 
and June Taboroff prepared a paper on cultural heritage. William B. Hurlbut provided editorial 
assistance . Helen Watkins provided administrative assistance. 

Cooperation and partial funding for the study were provided by the Swiss Agency for 
Development and Cooperation (SOC) as part of the OED/SDC partnership program. OED would 
like to thank SOC for its generous support. 

Many World Bank staff members contributed valuable inputs throughout the study, taking 
the time to be interviewed, offering comments, and reviewing drafts . The assessment team would 
like to express appreciation for their thoughtful contributions, and would like to acknowledge the 
valuable comments provided by the following staff members: Gordon Appleby, Ana Maria 
Arriagada, Mark Baird, Ian Bannon, Nat Colletta, Laura Cooley, Guy Darlan, Patricia Weiss 
Fagen, Laura Frigenti, Laurens Hoppenbrouwer, Andras Horvai , Paul Hubbard, Markus Kostner, 
Linda Lowenstein, Peter Miovic, Chukwuma Obidegwu, Christiaan J. Poortman, Christopher 
Redfern, Ritva Reinikka, Eluned Roberts-Schweitzer, Geoffrey Shepherd, Ni ls Tcheyan. Christine 
Wallich, and Thomas A. White. OED also thanks external reviewers Mary Anderson, Kenneth 
Bush, and Niels Dabelstcin for their time and helpful comments. Remaining errors of commission 
or omission, as well as the conclusions and recommendations, are those of the authors and should 
not be attributed to any of the reviewers. 
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Executive Summary 

1. The explosion of civil conflicts in the post-Cold War world has tested the World Bank's 
ability to address unprecedented devastation of human and social capital. Since 1980, the volume 
of Bank lending to post-conflict countries has increased over 800 percent, to US$6.2 billion, and 
touched every region and economic sector. This Operations Evaluation Department (OED) 
assessment of the Bank's post-conflict reconstruction portfolio aims to enhance the institution's 
ability to respond more effectively and efficiently to the needs of societies rebuilding after conflict. 
The assessment examines Bank operational policies as they relate to post-conflict reconstruction 
and calls for a new policy statement that will consolidate, clarify, and refine existing policies . 

2. To accomplish its aim the study assesses recent Bank experience in post-conflict 
reconstruction and extracts lessons for ongoing and future operations. The core of the assessment 
consists of nine case studies, three chosen for field study (Bosnia and Herzegovina [BiH], El 
Salvador, and Uganda) and six chosen for desk reviews (Cambodia, Eritrea, Haiti, Lebanon, 
Rwanda, and Sri Lanka) . In all of these cases, the Bank played a significant role in attempting to 
assist with post-conflict reconstruction. They represent diversity in terms of the causes of state 
failure or collapse as well as the factors that influence initiation or resumption of Bank operations. 
The cases also vary in tenns of region and phase of Bank assistance. 

3. The extent of destruction also varied in the case study countries . Among the nine cases, the 
range is from 6 percent displaced in Haiti to close to 60 percent in BiH, and from about 2 percent 
killed in El Salvador to 24 percent in Can1bodia.1 No country, however, comes close to Rwanda in 
intensity: during three months in 1994, the monthly displacement rate was 11 percent, and monthly 
fatalities were over 4 percent. In some case study countries, the economy plummeted to less than 
half its pre-conflict peak. GDP in Rwanda in 1994, for example, was 46 percent of its pre-conflict 
peak; BiH and Lebanon plunged even more, to 27 percent and 24 percent, respcctively.2 

Furthennore, it has taken time for these economics to get back to where they were: the mosl recent 
data for Rwanda ( 1996) and Lebanon ( 1995) put them at only about 65 percent of thei r pre
conflict peaks. 

4. In conducting the case studies, six key issues were analyzed: (a) the Bank's main strengths 
or comparative advantages; (b) its partnership with other donors, international organizations, and 
NGOs; {c) its role in reconstruction strategy and damage and needs assessment; (d) its role in 
rebuilding the economy and institutions of governance; (e) its management of resources and 
processes; and (f) implications for monitoring and evaluation. The study focused on lesson learning 
rather than accountability for perfonnancc. It examined Bank policies, decisionmaking processes, 
non-lending services, and scores of operations, many of them ongoing, making an audit nearly 
impossible. Although factors of pcrfonnancc related to process arc identified, the study is not 
meant to be a process review. 

I . The Cambodia figure is based on recent estimates oflhe "Cambodia Genocide Project" that about 1.7 million people were 
killed during lhe four-year Khmer Rouge period, from 1975 to 1979. Reported in Susan Cook, "Documenting Genocide: 
Cambodia 's Lessons for Rwanda," paper presented al lhe Meetings of the American Anthropological Association, Washington, 
O.C., November 21, 1997 (New Haven: Yale University, 1997). 

2. These declines are believed to overstate lhe actual drop in economic activity because lhe share of unrecorded activity is 
probably greater during conflict. Nonetheless, these ligun:s undoubtedly reflect unprecedented declines in overall productiv.: 
activity, as well as massive changes in lhe structure of economic activity. 
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F indings .. an<l .. Recommendations ....................................................................................................................................................... . 

5. Post-conflict reconstruction is a central issue for the Bank; it comprises a significant 
portion of the portfolio and affects the institution's core activities. In the past, however, the Bank 
has addressed the special needs posed by civil conflict on an ad hoc basis. The Board took steps to 
remedy this in 1997 with its endorsement of a policy framework to guide its actions in post-conflict 
situations. The subsequent creation of the Post-conflict Unit further advanced work in this area by 
creating a focal point for policy development, cross-country learning, and the development of 
expertise. Clearly, if the Bank is to improve the relevance, efficacy, and efficiency of its support to 
post-conflict countries, it needs to continue in this direction and adjust the way it conducts business 
to accommodate the special needs of countries emerging from conflict. 

6. The findings of this study point to five areas of focus for further improvement: clarifying 
policy, defining the Bank's role, sharpening the Bank's comparative advantage and performance, 
considering the folly of some conventional wisdoms, and making appropriate institutional 
arrangements. 

7 . Bank policy. The Bank currently lacks an adequate Operational Policy on assistance for 
post-conflict reconstruction. Policy guidance is currently drawn primarily from Operational Policy 
8.5, which was originally developed for reconstruction following natural disasters . Other guidance 
comes from the Framework for World Bank Involvement in Post-conflict Countries of April 1997 
and the contents of Board discussions. The Bank needs to consolidate and clarify its Operational 
Policy on post-conflict reconstruction. The Framework should be revised and transfom1cd into an 
Operational Policy, and statements of Bank Procedures and Good Practices should be drafted to 
guide Bank staff in providing post-conflict reconstruction assistance. OP8.5 shou ld be revised to 
apply only to natural disasters (as well as unexpected man-made disasters of limited duration that 
may require such emergency assistance, such as large scale industrial accidents). 

8. Defining the Bank's role. The Bank has a critical role to play in the early stages of post
conflict reconstruction. The Bank can be valuable in external aid coordination, which is 
particularly important in the transition from war to peace. The Bank' s use of consultative groups 
has been effective for mobilizing aid resources, including facilitating the clearing of arrears; 
seeking a coordinated approach to macroeconomic issues; and providing information on recovery 
needs and assistance flows . The key actors in the nine case study countries have expressed a 
preference for Bank assistance in aid coordination . Benefits they perceive from a proactive Bank 
role include the quality of its analytical and advisory services, its unique relationship and access to 
the IMF, its credibility in the eyes of the rest of the donor community, and related to the last two 
benefits, its potential to mobilize funds from other sources. 

9. Similarly, if invited to participate, the Bank has the potential to make effective 
contributions to peace negotiations. Bank advice on the economic dimensions of peace accord 
options can help improve economic governance components of peace accords and lay a foundation 
for more effective interpretation and implementation in the critical first months following 
agreement. The Bank's participation in the peace negotiations in Bosnia and Herzegovina and 
Guatemala are two examples of its potential to contribute to the peace process . 

lO . The Bank's comparative advantage and performance. The two areas of strongest Bank 
performance have been support for macroeconomic stabilization and rebuilding physical 
infrastructure. The Bank has supported policy reforms in each of the case study countries that aim 
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to increase macroeconomic stability. In most cases, the negotiated monetary and fiscal stabilization 
packages have been essential to reducing the rate of inflation in the post-conflict period. The 
Bank 's performance in support of fiscal and other structural economic reforms, such as 
privatization and tax policy, has been mixed, however. The Bank 's pursuit of such reforms in post
conflict settings has not always been appropriate or timely. (See paragraph 23, below.) 

11. Rebuilding physical infrastructure is a critical need in most post-conflict countries. The 
Bank has a comparative advantage in assistance for infrastructure, particularly in supporting the 
policy and institutional reforms that often need to accompany infrastructure investments. The areas 
typically most important to facilitating recovery are roads, transportation, power, 
telecommunications, basic housing, and water and sanitation. 

12. Rebuilding infrastructure often requires demining. Although there are strong economic and 
humanitarian reasons for demining, the main lesson learned from this assessment is that Bank 
involvement in such activities should focus primarily on indirect, non-clearance activities, such as 
coordination, information and mine awareness, training, and institution building. Consistent with 
the February 1997 Bank Operational Guidelines on Demining, support for landmine clearance 
should be exceptional and integrated into a specific development activity. The Bank's comparative 
advantage in stand-alone demining projects is not apparent, based on a review of its experience. 

13. The restoration of human and social capital work has not been a priority in Bank post
conflict projects. The case of BiH, where the Bank supported early and balanced social sector work 
that produced some promising reports, appears to be an exception. Although completion reports 
and audits in social sector post-conflict reconstruction are still relatively few, it seems that results 
of Bank efforts in these sectors have been modest, with a few exceptions. Uganda operations 
produced unsatisfactory results, and modest results arc evident so far in the restoration of social 
and human capital in Eritrea, Haiti, and Rwanda. Admittedly, rebuilding social and human capital 
is an arduous and long-term task in a country that has experienced decimation and trauma on the 
scale of Rwanda. The El Salvador Basic Education Modernization Project has been a rare 
exception to modest results in the social sectors. The project builds on a Bank-supported pilot 
project and employs a community-managed approach initiated during the conflict by communities 
themselves. The participatory nature of the program has contributed to consensus-building and the 
sustainability of the peace process. Partnerships with other international and bilateral agencies and 
with NGOs that have a proven record in the restoration of human and social capital should be 
promoted. 

14. The Bank has done little on gender issues in the post-conflict setting. Although women are 
especially vulnerable in conflict, only in BiH did the Bank make a specific operational effort to 
address the particular needs of women. Reconstruction efforts must consider the possible economic 
difficulties faced by women in post-conflict situations (e.g., lack of labor at critical times in the 
agricultural season), since in many post-conflict countries a third or more of the working-age men 
have been killed and women are the productive base for restarting the economy. The role of women 
in rebuilding social capital should also be examined and capitalized on. The planning of post
conflict reconstruction activities should identify men and women 's differing vu lnerabilities to 
conflict as well as their different capacities and coping strategics. Analysis can also identify 
unequal power relations underlying social organizations to ensure that women arc not further 
marginalized by reconstruction interventions. 
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15. The related activities of demobilization, reinsertion, and reintegration of ex-combatants 
into the civilian economy and society can be important to economic recovery and sustained peace. 
In recent years the Bank has taken a leadership role in this field. Recent Bank experience has 
generated several lessons. For example, when the parties to peace accords are not fully committed, 
one side or the other can manipulate the process. An approach narrowly targeted on ex
cornbatants, as opposed to an area or countrywide approach, can create resentment among local 
populations. Demobilization can also sometimes be premature, particularly where a continuing 
threat to national security exists, as may have been the case in Uganda. The Uganda experience 
also demonstrates that the availability of land can be an important determinant of successful 
reinsertion and reintegration of ex-combatants. Land is not a guarantee of success, however, as 
illustrated by El Salvador, where many ex-combatants provided land under the Land Transfer 
Program abandoned their land for a variety of reasons . The Bank has acquired some expertise in 
public sector downsizing programs that can be applied to demobilization efforts, particularly 
concerning training. Training schemes have had a mixed record in both areas. Care must be taken 
to consider the special needs of the soldiers to be demobilized-they may come from rural areas, 
have little or no education, and increasingly they are mere children . Considering the potential 
importance of demobilization in future Bank programs, further research on the subject is 
warranted. 

I 6. The folly of some conventional wisdoms. The devastation of human, social and physical 
capital often found at the beginning of a post-conflict period, and the particular provisions of a 
peace agreement, may require that some conventional wisdoms of development practice be set aside 
for a time. For example, the Uganda case study finds that owing to a history of predatory 
government tax policy during the conflict periods, pressure by the Fund and Bank on tax effort 
(often included in a standard stabilization package) has had a chilling effect on private investment, 
driving economic activity into subsistence, or along with investablc funds , abroad. The Cambodia 
case study finds that the Bank has continued to push for downsizing the civil service when the 
political coalition arrangement under the peace accords was based in part on raising the size of the 
civil service to absorb large numbers of the incoming parties' functionaries. The Bank 's position 
was not politically realistic from the outset. For human capital development, a conventional 
wisdom among donors is to focus on primary education. But in a country where conflict has 
eradicated education systems, as in Rwanda, a case can be made for donor assistance (not 
necessarily from the Bank) to the secondary and tertiary education levels . Another rationale for 
attention to secondary education is to enhance employment opportunities fo r young ex-combatants 
who left primary school to take up arms . These considerations have influenced government and 
Bank thinking and operations in education in El Salvador and Rwanda and in health in BiH. 

17. The Bank's institutional arrangements. Management decisions on the staffing and 
structuring of post-conflict country teams and the programming, design and implementation of 
operations can profoundly affect success. Effective assistance for post-conflict reconstruction is 
management and staff-intensive. It requires proactive involvement by senior management in key 
decisions, strong commitment by country directors and teams, and resident missions with adequate 
staffing and delegation of authority. In BiH and El Salvador, for example, a high level of success 
was ensured by strong commitment and consistent support from the highest levels of headquarters 
management, and a country director with a mandate to give substantial if not full-time attention to 
the country. 

18. Despite the high up-front costs, adequately staffed resident missions are a precondition for 
successful Bank intervention in post-conflict countries. The circumstances of those countries, 
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including weakened government capacity and rapidly changing conditions, require heightened 
implementation and monitoring support from the Bank. The absence of resident missions and 
specialized staff limited the effectiveness of operations in Cambodia, Eritrea, Haiti, and Lebanon. 
The speed and responsiveness of the BiH program demonstrate the advantages of a strong resident 
mission headed by an able resident representative with considerable Bank experience and stature, 
and staffed with an experienced task manager for each operation, as well as staff dedicated to 
NGO liaison and external relations. 

19. Flexibility and expediency are important in programming Bank assistance. For example, 
in some case study countries, a CAS was developed several years after the Bank re-engaged in the 
country. The key initial "strategy documents" were a damage and needs assessment and a national 
reconstruction plan, which provided the framework for the first emergency operation(s). This 
approach does not unnecessarily burden the country team (or the government) with staff-intensive 
CAS preparation and approval efforts during the critical early post-conflict stage. The CAS should 
be viewed as a process, rather than one major stand-alone document. More emphasis should be 
placed on the staff skills required to strengthen the process of damage and needs assessment. 

20. The volatile and fast-changing circumstances of post-conflict countries also demand a high 
degree of flexibility and speed in design and implementation . Preparation and piloting funds are 
critical to early reconstruction work. While the existing trust funds are oversubscribed, the Project 
Preparation Facility constitutes an advance only for a reasonably well defined project with a 
detailed project concept document. Staff for Eritrea recommended a more flexible kind of facility. 
Piloting funds might also have been usefully employed during the time it took to bring emergency 
operations from identification to effectiveness-IO months in Sri Lanka and two years in Lebanon. 
The recent establishment of the Post-conflict Program through the Development Grant Facility and 
the Adaptable Lending Instruments may help to address this issue. 

21 . Standard Bank procurement and disbursement processes have often created stumbling 
blocks to post-conflict recovery. Cumbersome procedures leading to the untimely delivery of goods 
and replenishment of funds were the nonn in many of the studied countries. Project management 
and disbursement by the country tended to be highly centralized, with implementing agencies 
having no independent access to funds . The experience in many situations requiring decentralized 
delivery of goods points to the need for flexible procurement arrangements in community-based 
projects, especially when end-users contribute to the project costs. The situation was particularly 
problematic in Uganda, where disbursements for several operations were slower than expected, 
partly owing to unforeseen political changes, but also because the procurement procedures chosen 
for the credits were not conducive to rapid disbursement. This was also true for the Emergency 
Reconstruction and Rehabilitation Project in Sri Lanka. 

22. The post-conflict context also has implications for project monitoring and evaluation. 
Post-conflict operations require more intensive monitoring to ensure their continued relevance, 
effectiveness, and efficiency. Country implementation capacity and knowledge of World Bank 
procedures may be especially weak, or political fragility may require daily attention to keep 
projects on track (as in BiH). The effectiveness of Bank monitoring varied in the nine case studies. 
Findings indicate that monitoring needs to be much closer and more frequent than can effectively 
be managed without a well-staffed resident mission. For example, lack of a resident mission in 
Cambodia and Haiti, and inadequate field presence during the first two post-conflict years in 
Rwanda, resulted in less effective monitoring and ensuing implementation problems. In contrast, 
monitoring has been considerably more intensive and consequently effective in BiH. 
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23. Considering the profound economic and social changes that occur in post-conflict 
countries, timely completion reports are a necessity, particularly for early reconstruction 
operations. Even for " nonnal" operations, the Bank's Operational Manual states that ICRs should 
be issued no more than six months after the closing date. Only seven (plus one in draft form) of the 
65 completed post-conflict reconstruction operations identified by the assessment team issued 
completion reports within six-months (another six projects closed on or after August 30, 1997, so 
are still within the six-month time limit). The time elapsed before completion reports were issued 
ranged from six months to more than nine years, with the average being 18 months. 

24. Assuming the success of a post-conflict reconstruction effort, the justification for such 
Bank operational features as : specia l procedures; addressing conflict-related issues in strategy and 
program documents; and a larger-than-normal resident mission will diminish over time. However, 
how long it takes until a country is no longer "post-conflict" and has achieved a relative state of 
normalcy is difficult to answer. The speed of this evolution and the benclunarks for evaluating 
progress are not very well-developed, nor is there much available relevant guidance. Possible 
indications of this transition include: ( I) macroeconomic stability and its likely sustainability; (2) 
recovery of private sector confidence, as measured by the investment ratio; and (3) the 
effectiveness with which institutional arrangements and the political system are coping with the 
tensions, schisms and behaviors that lay behind the conflict to begin with . The Post-conflict Unit 
should examine this issue and explore the development of indicators to detcnnine when the ' ·post
conflict" period ends and '·nonnalcy" begins. 

Toward __ a __ New_Bank_Policy_- _An_Issues __ Analysis ________ _____________________________________________________________________________________________ _ 

25. As pointed out earlier, the Bank needs to revise and transform its Framework for post
conflict reconstruction assistance into an Operational Policy (OP), with accompanying Bank 
Procedures (BPs) and Good Practices (GPs) on post-conflict reconstruction. The revised 
Framework, BPs, and GPs shou ld address the following issues: 

• advice on the economic implications of peace accord options; 

• aid coordination; 

• definition of priorities among macroeconomic stabilization, infrastructure rebuilding, 
and restoration of human and social capital; 

• macroeconomic and structural policy condttionality; 

• flexibility in programming, design, and implementation; 

• institutional arrangements; 

• monitoring and evaluation; and 

• promoting equitable development. 

26. Peace negotiations. To the extent possible, and if invited, the Bank should be an active 
adviser to peace negotiations rather than an observer. The main purpose would be to make the 
parties aware of the implications for economic development, including economic benefits and costs, 
of alternatives being cons idered by relevant parties during peace negotiations. 

27 . Aid coordination. This docs not necessarily imply leadership of the process, but 1t will 
likely call for the exercise of leadership on macroeconomic and external debt issues, strengthening 
policy dialogue and policy reform, and mobilizing resources. Effective coordination arrangements 
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require active internal and external involvement by Bank senior management and a well-staffed 
resident mission to ensure effective coordination at the sectoral and implementation levels. 

28 . Priorities. Supporting the achievement of macroeconomic stabilization should be one of 
the Bank's highest and earliest priorities in post-conflict siti,1ations . The pursuit of other economic 
reforms should continue incrementally, taking into account the country's historical and current 
policy and institutional enabling environment. The Bank should also be prepared to support the 
rebuilding of physical infrastructure, with adequate attention to necessary policy and institutional 
reforms . To participate effectively in those areas, the Bank should strengthen its capacity to lead 
damage and needs assessments that employ the most effective means of generating needs 
information and draw on scholarly expertise on the sociopolitical environment. In defining 
priorities, adherence to existing relevant guidelines, such as the 1997 Operational Guidelines on 
Demining, is critical. Thus, support for mine clearance should be exceptional and integrated with a 
specific development activity. The Bank should help post-conflict countries develop cost-effective 
strategies to restore human and social capital especially in education and health . In providing 
further support for demobilization and reintegration of ex-combatants, the Bank should strengthen 
the capacity it has acquired and incorporate the relevant experience of other agencies . 

29. Conditionality. The macroeconomic issues at stake in post-conflict reconstruction may 
call for substantial policy conditionality. Such conditionality requires case-by-case analysis, 
however. Depending on the country implementation capacity and the political environment. it may 
not be appropriate to introduce wide-ranging conditionalities all at once. While the immediate post
conflict period can be a "window of opportunity" to pursue policy reforms, especially those 
essential to macroeconomic stability, caution should be exercised in pursuing an ambitious reform 
agenda too soon after a major social collapse. Thus, loan and grant agreements in post-conflict as 
in other countries should contain provisions essential to accomplishing the development objectives 
of recovery operations. 

30. Flexibility. Early post-conflict si tuations require timely and flexible programming, design, 
and implementation, including procurement and disbursement mechanisms and the use of pilot and 
"action research" projects . From the initial base of a well-prepared damage and needs assessment, 
the Bank's reconstruction strategy should be refined over the few years that follow through 
incremental efforts, such as workshops and policy notes. A full CAS can be prepared when time 
and resources permit. Expeditious preparation, piloting and bridging funds, and loan instruments 
(such as the new PCP, LIL, and APL) should be resourced at sufficient levels to enable the Bahk to 
be effective earlier in post-conflict situations. Mechanisms for rapid procurement and disbursement 
should be devised for post-conflict situations, consistent with sound practice. 

31. Institutional arrangements. Senior management must give high priority to staffing and 
structuring post-conflict country teams . The country director must have a mandate to give the 
country substantial if not full-time attention. Resident representatives need sufficient authority to 
make a wide range of programming and implementation decisions in the field. Despite the high up
front costs, adequately staffed resident missions arc a pre-condition for successful Bank 
intervention in post-conflict situations . 

32. Monitoring and evaluation. To implement post-conflict operations satisfactorily, the 
Bank must be prepared to allocate sufficient administrative budget resources for adequate 
monitoring. The Bank should more systematically draw on external expertise about a post-conflict 
country. Monitoring and evaluation should be accompanied by an ESW program that includes 
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household and community studies, preferably longitudinal ones, and that address human and social 
capital issues as well as income generation needs and constraints. The overall Bank portfolio in a 
post-conflict country should periodically be assessed for relevance, that is, its contribution to 
sustainable peace and development. Project-by-project assessments often do not provide the 
broader picture, although multisectoral or adjustment operations should certainly be assessed on 
their contribution to the larger objective. The Bank should support the development of perfonnance 
indicators for assessing the contribution of its overall country portfolio to sustainable peace and 
development in a post-conflict setting. Post-conflict operations completion reports need to be 
completed in a timely manner. In view of the need for such infonnation in often highly volatile 
post-conflict settings, the interval between project closing and completion report should be sharply 
reduced, with appropriate streamlining of the process. OED should develop guidelines on how to 
apply evaluation criteria with greater sensitivity to the post-conflict political and economic 
environment when conducting completion reports. 

33 . Promoting equitable development. The case studies revealed several examples in which 
the Bank either did not address emerging distributional imbalances or missed a significant 
opportunity to promote equitable development. While the Bank may be unable to prevent conflict, 
it needs to recognize its potential to influence the course of pre-conflict events. Although it may not 
be appropriate for the Bank to adopt an Operational Policy on conflict prevention (as this may 
imply crossing the line in some cases into the realm of political issues that are inappropriate under 
the Bank's mandate), Good Practices should be developed that encourage staff to be sensitive to 
predatory and exclusionary behavior that adversely affects projects and shared development 
objectives. The Bank should raise such concerns in its dialogue with the government and other 
donors. Economic and distributional policies and programs that can avoid a slide into conflict 
within deeply divided societies should be pursued. 

Conclusion 
..................................................................................................................................................................................................................................................... 

34. Societies emerging from conflict face daunting reconstruction challenges. The Bank is 
finnly committed to assisting these societies, and has much to offer. Its greatest strengths lie in 
supporting macroeconomic stabilization, rebuilding physical infrastructure, mobilizing resources, 
and coordinating aid . In other areas, such as rebuilding human and social capital, the Bank's 
support can be improved. New partnerships with other agencies should be promoted. The Bank can 
more fully support the peace process by advising peace negotiations on the economic implications 
of peace accord options and, later, by implementing policy conditionalities that case the 
implementation of peace accords. The post-conflict context implies other requirements for Bank 
assistance such as the need for proactive involvement of senior management in key decisions ; 
strong commitment by country directors and teams; resident missions with adequate staffing and 
decisionrnaking authority; timely evaluation and monitoring; and analytic and evaluation work that 
is sensitive to the potential for Bank operations to increase or decrease the tensions that lead to 
conflict. Bank processes should be adapted so that the programming, design, and implementation of 
Bank reconstruction assistance remain timely and flexible in the face of urgent needs and volatile 
circumstances typically found in post-conflict settings. The recent creation of a Post-conflict Unit, 
the Post-conflict Program, and the adaptable lending instruments are significant steps in this 
direction. Finally, the revised Framework should constitute an Operational Policy statement that 
consolidates, clarifies, and refines existing policy guidance for support to post-conflict 
reconstruction. 
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1. Introduction 

One does not have to spend long in Bosnia, or Gaza or the lakes district in Africa to know that without 
economic hope we will not have peace. Without equity we will not have global stability. Without a better 
sense of social justice our cities will not be safe and our societies will not be stable. Without inclusion. 
too many of us will be condemned to live separate, armed and frightened lives. 

-James D. Wolfensohn, address to the /997 World Bank 
Annual Meetinf!.S, HonR Konf!., September 23, 1997 

Background. and .. Study .. Objectives ................................................................................................................................................ -

1.1 From Bretton Woods to the present day, the World Bank has taken up the task of post
conflict reconstruction. Some of the first loans the Bank made after its founding helped rebuild 
European countries leveled by World War II. That era saw the Bank concentrating on providing 
physical capital. Today's challenge is quite different. The end of the cold war and burgeoning civil 
conflicts in the 1990s have tested the ability of the entire international community to address 
devastation of human and social capital on an unprecedented scale. In this climate, President 
Wolfensohn has raised Bank assistance to countries emerging from conflict to a high priority. 
Further, he has named inclusion the key development challenge of our time.3 Civil conflict, the 
most violent manifestation of exclusion, is near the apex of that challenge. 

1.2 In view of both the high risk and high potential returns entailed by an expanded role for the 
Bank in post-conflict reconstruction, the Bank's Board of Executive Directors (EDs) called on 
OED to assess recent and ongoing Bank experience. OED's review, documented in this report, 
aims to enhance the Bank's ability to respond more effectively and efficiently to the needs of 
societies rebuilding after conflict. Consistent with the Approach Paper, attached as Aimcx 1, the 
study's main objective was to identify lessons from recent Bank experience relevant to ongoing and 
future post-conflict reconstruction operations. The study focused on lesson learning rather than 
accountability for performance. It examined Bank decisionmaking processes, non-lending services, 
and scores of operations, many of which arc ongoing, making an audit nearly impossible. Although 
the study identifies factors of performance related to processes, it is not a process review. A recent 
draft paper being prepared for the OECD/DAC to be issued as guidelines on evaluating 
humanitarian assistance programs states that "Evaluations of humanitarian assistance programmes 
should be seen as a contribution to a dialogue about program performance, and not as a 'judgement 
from above.""' In a similar fashion, this study aims to contribute to the dialogue on the Bank's 
ability to respond more effectively and efficiently to the needs of societies rebuilding after conflict. 
It also provides recommendations for clarification and refinement of Bank policy in this area. 

Conceptual .. Framework················································································································································································· 

1.3 Post-conflict reconstruction, like other development disciplines, has unique concepts that 
require some explanation. The starting point for this study is a recent Bank paper, A Framework 
for World Bank Involvement in Post-conflict Reconstn,ction (April 1997). That report identifies a 
"conflict country" as one that has recently experienced widespread violence, or where a main 

3. Address to the 1997 World Bank Annual Meetings, I long Kong, September 23 , 1997. 

4 . Overseas Development Institute, Humanitarian Policy Progranunc. Good Practice Review: Evaluating Humanitarian 
Assistance Programmes. London: December 24, 1997 (draft). 



preoccupation of the state is anned warfare, where the state has failed, or where a significant part 
of the population is engaged in anned struggle with the state. A November 1995 paper prepared for 
a Bank task force describes all these as "failed states" and argues that external agencies need to 
understand the varying histories and natu re of " failure" processes. Through such understanding it 
may be possible to draw lessons applicable to situations where the preconditions for state failure 
exist, but where preventive policies are sti ll possible. 5 The paper identifies five categories of socio
political emergencies and argues that the requirements for effective post-conflict reconstruction 
may vary between categories.6 Those categories are as follows: 

a) stable states with disorderly transfers of power but with bureaucratic/governance 
continuity (Thailand 1932-1992); 

b) peaceful dissolution into successor states (Malaysia/Singapore, 1964 ); 

c) state failure due to predatory or ineffectual governance (Haiti, Liberia, Sierra Leone, 
Somalia, Uganda, Zaire) ; 

d) state erosion or failure due to ethnic/regional conflict (Afghanistan, Azerbaijan, 
Bunna, Congo, Eritrea, Ethiopia, Georgia, Lebanon, Rwanda, Sri Lanka, Sudan, 
Tajikistan, fonner Yugoslavia, including Bosnia and Herzegovina); and 

e) state failure due to ideological conflict (Angola, Cambodia, El Salvador, Mozambique, 
Angola). 

1.4 In the early 1990s, donors and agencies often used the tenn "continuum" to describe the 
relationship between conflict, relief, reconstruction, and development. The prevalence of 
discontinuities in post-conflict situations, however, has put this label in increasing disfavor. More 
suggestive of the reality of recent conflict and post-conflict situations is '·complex emergency," the 
tenn used by the UNDP and by the recently published multidonor evaluation of the Rwanda 
cmcrgency. 7 Complex emergencies, though they have multiple causes, arc essentially political in 
nature and entail violent conflict. They typically include a breakdown of limits. institutions, and 
governance, widespread suffering and massive population displacement, and they often require a 
range of responses from the international community. A complex emergency tends to be very 
dynamic, characterized by rapid changes that are difficult to predict. 

1.5 Complex emergencies present difficul t issues for the timing, nature, and scale of donor 
response. Recent Bank-funded post-conflict reconstruction assistance has encompassed a much 
wider range of activities than that provided in the post-Second World War years or for recovery 
from natural disasters. The Bank's assistance has had two overall objectives: to facilitate the 
transition from war to sustainable peace and to support the resumption of economic and social 

S. Robert Muscat, "TI1c World Bank's Role in Conflict Prevention and Post-conflict Reconstruction," internal World !Jank 
paper, prepared for the Task Force on Failed States, November 27, 1995. Anoti1er study uses the tcnn "collapsed states," which 
arc defined as "situation[s) where the structure, authority (legitimate power), law, and political order have fallen apart and 
must be reconstituted in some form, old or new." Sec I. William Zartman, "Introduction: Posing the Problem of State 
Collapse," in Collapsed States: The Disintegration and Restoration of Legitimate Authority, edited by I. William Zartman 
(Boulder and London: Lynne Rei1mer Publishers, 1975 }, p. l. 

6. Muscat, op. cit., para. 2.9. 

7. Joint Evaluation of Emergency Assistance to Rwanda, ""Ilic International Response to Conflict and Genocide: Lessons from 
the Rwanda Experience," published by the Steering Committee of the Joint Evaluation of Emergency Assistance to Rwanda, 
March 1996. 
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development. Thus, while post-conflict reconstruction, like post-natural disaster reconstruction, 
typically involves the repair and reconstruction of physical infrastructure, it also entails a number 
of interventions aimed at rebuilding institutions. Those interventions have included jump-starting 
the economy,. reconstructing the framework for governance, rebuilding and maintaining key social 
infrastructure, and planning for financial normalization. The Bank has also provided targeted 
assistance to displaced persons and vulnerable groups and addressed unique needs arising from 
complex emergencies, including demining and demobilization and reintegration of ex-combatants. 
In contrast to post-disaster reconstruction, post-conflict reconstruction assistance often operates 
amid tension between key actors within the country, which can and does influence relations among 
involved international parties as well. 

Study .. Scope. and .. Methodology .......................................................................................................................................................... . 

l.6 Case studies of nine diverse country experiences form the core of this assessment. After 
consultations with the Board, the Regional Departments, and Bank management, three countries 
were selected for field study (Bosnia and Herzegovina, El Salvador, and Uganda) and six were 
selected for desk reviews (Cambodia, Eritrea, Haiti, Lebanon, Rwanda, and Sri Lanka). In each 
country the Bank significantly assisted post-conflict reconstruction. The countries are diverse in 
terms of the causes of state failure or collapse as well as the factors that influence initiation or 
resumption of Bank operations .8 

1. 7 The assessment team reviewed a substantial volume of Bank documents for each case 
study country and conducted extensive interviews with Bank staff (including government officials 
for the field studies). The team also consulted with other donors and NGOs in Washington, New 
York, and Geneva (and in the field study countries), reviewed Bank and non-Bank literature on 
post-conflict reconstruction, and reviewed the Bank's global portfolio. A selected list of documents 
reviewed and a list of persons interviewed arc contained in the bibliography and Annex 3, 
respectively. Additional details of the methodology arc described in Annex I. 

1.8 The key issues addressed by the assessment arc (a) the timing and scope of the Bank's 
role, including questions about its comparative advantage; (b) its partnership and coordination with 
other donors, international organizations, and NGOs; (c) the Bank's contribution to damage and 
needs assessments and to reconstruction strategies; (d) its role in rebuilding institutions; (e) Bank 
instruments and processes; and (f) implications for monitoring and evaluation. From these issues a 
set of detailed questions, included in a November 1996 Design Paper for the assessment, were 
developed to guide the interviews conducted for the case studies and for the consultations with 
other donors and NGOs. 

1.9 The report continues with an analysis of the Bank's policy markers on post-conflict 
reconstruction assistance in Chapter 2, followed by an anatomy of the Bank 's post-conflict 
portfolio in Chapter 3. The main findings of the study and their implications arc presented in 
Chapters 4 through 7. Chapter 8 concludes the report by recommending future directions for J3ank 
policy on post-conflict reconstruction. 

8. These factors are based on those suggested in the previously cited paper by Robert Muscat. An annex of the Muscat paper 
delineates four factors determining the scope for continuing or resuming Oank operations in countries emerging from conflict. 
These are as follows: (i) relative absence of internal conflict; (ii) legitimate and effective civi l authority, (iii) freedom from 
large debt; and (iv) su!licient international interest for conllict resolution. 1l1e nine case study countries represent a mix in 
terms of such factors, but none was so problematic for a majority of the factors that the Bank ruled out active involvement. 
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2. Evolution of Bank Policy Markers 

The Bank's operational policy on lending for emergencies contains elements of 
reconstruction policy. These elements focus on emergencies caused by natural 
disasters, however, and are inadequate for post-conflict reconstruction 
operations. The Framework paper and recent discussion and decisions of the 
Board regarding operations in post-conflict countries contain more appropriate 
markers for policy, but these do not constitute a consolidated policy statement. 

Operational .. Policy .on .Lending. for .. Emergencies .......................................................................................................... . 

2.1 Increased emergency recovery activity in the 1970s and 1980s, particularly in response to 
natural disasters, prompted the Bank to adopt reconstniction guidelines in 1984 that encouraged 
natural disaster prevention and mitigation in post-disaster activities (Operational Note I 0 .07). In 
October 1988, the Board approved "Lending by the Bank for Emergencies," a policy paper based 
on the 1984 guidelines. Although the paper alluded to civil war, it did not go far in exploring the 
differences between reconstruction after natural disasters and after conflicts .9 The guidelines were 
then transformed in 1989 into Operational Directive 8.50 (OD8.50), " Emergency Recovery 
Assistance," which similarly emphasized emergency recovery after natural disasters. In August 
1995, \\~thout any major conceptual changes, OD8.5 became Operational Policy 8.5 (OP8.5). 

2.2 Thus, the existing operational policy derives largely from the need to respond to urgent 
financing needs for natural disaster reconstruction. The basic principles governing these documents 
are general in nature and say that the Bank should finance productive activities and investment 
rather than relief and consumption. They focus on emergencies that seriously dislocate a borrowing 
member's economy and call for a quick response from the government and the Bank. The OP 
defines an emergency as "an extraordinary event of limited duration such as a war, civil 
disturbance, or natural disaster. " To facilitate rapid response the policy discourages the application 
of conditionality to emergency operations unless "directly linked to the cause of the emergency." 
While it indicates that " to the extent possible, normal procurement and disbursement rules should 
apply," it also provides for "special flexibility in the case of emergency loans." 

2 .3 Recent conflicts have typically been more complex than the OP8.50 characterization. 
These conflicts have often been protracted rather than limited in duration and have tom the 
country's social fabric and destroyed its physical and human capital. While regional tensions and 
political ideologies with roots in the Cold War era have figured in some conflicts, intra-border 
issues in which economic, political, ethnic, and religious factors are intertwined, have been 
particularly divisive. Among the countries that have experienced conflicts with some or all of these 
characteristics are El Salvador, Haiti, Lebanon, Mozambique, Nicaragua, Rwanda, Sri Lanka, 
Sudan, and Uganda-all recipients of Bank Emergency Recovery Loans and Credits (ERL/Cs). 

9. Christine Watlich, in a comment on a previous dra{l of the assessment' s overall report, observed that " the current procedures 
(which eschew policy conditionality) seem much more appl icable to rebuilding a!ler an earthquake in a stable policy 
environment (where policies may be quite line) than they do to post-conflict, where institutions have been destroyed." (E-mail 
of January 5, 1998, from Christine Wallieh to Roger Slade.) 



Framework.Paper. for. Post-conflict .Reconstruction .................................................................................................. . 

2.4 In the post-Cold War era, much of the Bank's post-conflict reconstruction work has 
responded ad hoc to borrowers' needs. As Chapter 3 documents, these needs have gro .. vn 
considerably in recent years, and operations in countries emerging from conflict have increased as 
a proportion of the Bank's portfolio. In response, the Bank issued its Framework in April 1997 to 
guide its involvement in post-conflict reconstruction. 

2.5 The Framework, developed in consultation with Bank operational staff, Executive 
Directors, and a broad circle of international actors, including UN agencies, nongovernmental 
organizations (NGOs), and representatives of concerned governments, outlines a five-stage process 
for Bank involvement: 

1. Preparation of a Watching Brief in countries in conflict where the Bank has no active 
portfolio. This is used to track developments and build a knowledge base to facilitate 
effective and timely Bank interventions once the conflict has moved toward resolution . 

2. Preparation of a Transitional Support Strategy as soon as resolution is in sight. Bank 
staff would collaborate with the government and other partners to prepare a national 
recovery program as an initial step toward a more comprehensive, full-scale 
reconstruction program. The strategy would include a clear statement of risks, strategies 
for entry and exit, and details on how the overall proposal would be financed. 

3. Early reconstruction activities, starting as soon as field conditions allow. These would 
be small-scale operations that would not follow normal Bank preparation procedures, 
such as urgent repair of vital infrastructure, urgent dcmining, or microcrcdit activities. 

4. Post-conflict reconstruction under emergency procedures. including larger-scale 
operations such as physical rcconstrnction, economic recovery, institution building. and 
social reintegration. 

5. A return to normal operations. 

2 .6 The Framework also makes several operational recommendations: 

1. The Bank should establish or reinforce its field presence in post-conflict countries to 
monitor, coordinate, and respond to changes inherent in post-conflict situations. 

2. The Bank needs to forge key partnerships with UN agencies, other donors, NGOs, and 
other stakeholders in the reconstruction process as early as possible. 

3. The Bank should clearly understand how its activities will affect and take over from 
emergency operations. This will help avoid negative patterns that could jeopardize later 
reconstruction and development activities. 

4 . Aid coordination should begin with the earliest efforts at reconstruction. The Bank 
should be part of a rigorous management of the international community' s role. 

5. The Bank should develop new operational guidelines that include emergency lending 
procedures specifically des igned for post-conflict situations . 

6. The newer areas of operation for the Bank-demobilization, reintegration, and 
dcmining-should be further supported and developed. 

7 . Flexible funding is necessary for early reconstruction activities. 

2. 7 The Framework emphasizes that country teams, as the first line in post-conflict activities, 
must have assured resources for the watching brief, planning and assessment, and early phases of 
reconstruction . As recommended by the paper and endorsed by the Board, a post-conflict unit has 
been established to consolidate the Bank 's learning on reconstruction issues, to support staff in 
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developing and implementing reconstruction strategies, and act as a focal point for partnership with 
other members of the international community. 

Board Discussion and Decisions 

2 .8 The Framework reflects much of the current thinking of the Bank 's EDs and its senior 
management, but further clarification of policy is needed. To shed more light on emerging policy 
issues, this study reviewed transcripts of recent meetings of the Bank's EDs. This review revealed 
some patterns in Board decisions that have guided the Bank's actions and found an evolution of 
thinking on policy issues. While the Board' s discussions of post-conflict reconstruction have 
consolidated several areas of consensus, they have also raised several issues on which agreement 
has proved elusive. 

2.9 Relief versus reconstruction. The Board is quite clear that it is not in the Bank's mandate 
to provide relief assistance. The Articles of Agreement say that the purpose of the Bank is to 
"assist in the reconstruction and development of territories of members by facilitating the 
investment of capital for productive purposes ... " (Article Li). Other agencies have a comparative 
advantage in providing relief, and while the Bank 's work may complement their efforts, it is not to 
overlap them. The Board also recognizes the difficulty of drawing the line between relief work and 
reconstruction. Documentation on the Bank's assistance to Bosnia and Herzegovina (BiH) says 
that it is following a two-track strategy, the first being support to "selected immediate assistance 
programs"10 through the Trnst Fund established for BiH. Some components of these emergency 
operations may be considered relief, for example, replenishing books and educational materials 
under the Emergency Education Reconstruction Project. During discussions on the Framework, 
Board members agreed that this issue needs to be tackled. While some believed that the Framework 
justifies relief, others suggested that such activities help close the gap between relief and 
reconstruction (by providing resources to keep educational and medical systems operational in 
order to maintain human capital) .11 

2.10 Aid coordination. Most Board members agree that the Bank can play a large role in aid 
coordination, perhaps not leading in every case, but at least facilitating the process. The Bank's 
involvement should seek to relate assistance to the requirements of economic refonns . By necessity, 
in some countries other agencies shou ld lead in aid coordination. In Angola and Cambodia, for 
example, the Bank has been absent for long periods of time and lacks solid knowledge of the 
country. In such cases the Bank should be more sensiti ve and learn from the experience of other 
institutions . As recommended in the Framework, the Bank should maintain a watching brief in 
conflict countries where it is not active. 

2 .11 Flexibility and speed. Flexibility and speed of response are essential to post-conflict 
reconstruction. The Bank needs to be able to respond quickly to situations that arc often complex 
and in flux . Board discussions have pointed out that the lending program also needs to be fl exible 
to respond to the risks being taken. In Angola, for example, Bank strategy in 199 1 was called a 
" lending framework" that would be revised in response to the government . Rwanda has been noted 
by the Board as an example where the Bank was not flexible. 

I 0. MOP for Emergency Electric Power Reconstruction Project (Report No. P-6804 ), para. 8. 

11. A f ramework for World Bank Involvement in Post-conf1ict Reconstruction, April 25, 1997, para. 34. 
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2 .12 Risk. The Framework proposes a component on risk management that has been welcomed 
by the Board. The risks and rate of return in post-conflict countries are more volatile and a return 
of host ilities could wipe out millions of dollars of Bank work overnight. While discussing the 
Framework, one ED noted that the Bank has no exit strategy in case hostilities resume. Although 
the Framework does not detail what might comprise an exit strategy, it notes that one must be 
included in the Transitional Support Strategy (para. 4 7) . During 1991 discussions on Bank 
involvement in Angola, some Board members expressed deep concern over the high risk the Bank 
was taking as confidence that the proposed interventions would work was only marginal. Noting 
that the Board has little to do with a project after it is approved, one member asked what the Board 
could do about problems that arise during the implementation and supervision of projects. The 
Framework says that the Board will be kept informed at intervals about the assessment of risks and 
the steps being taken by management in this regard (para. 77). 

2. 13 The Bank's comparative advantage. Board members unanimously agree that the Bank 
should focus on activities in which it has a comparative advantage and avoid overlapping with the 
activities of other agencies. A traditional area of strength for the Bank has been the rebuilding of 
physical infrastructure. Board members also agree that macroeconomic management and policy 
issues are comparative advantages for the Bank. But some hesitate to declare a comparative 
advantage for the Bank in newer areas, such as demining, demobilization and reintegration of ex
combatants, and dealing with displaced populations. The Angola peace accords, for example, 
called for demobilizing 150,000 troops. In a 1991 discussion of the issue, some Board members 
questioned whether the Bank would be able to respond to those needs. If not, they recommended 
that the Bank pursue the issue through aid coordination and assist other agencies with it. Since that 
time, the Bank 's demobilization activities have increased . As no other agency has yet 
systematically addressed the issue, the Bank may have created a comparative advantage for itself. 
Regarding reintegration of displaced populations, some Board members have expressed concerns 
that the Bank may be overlapping with UN agencies. One Board member stated that job creation 
may deserve fu rther elaboration in the Framework, since it is one of the most important 
contributions the Bank can make. Also mentioned in Board discussions is dcmining, another area in 
which the Bank has tried to create comparative advantage. 

2.14 Lending instruments/financing post-conflict reconstruction. Although Board members 
concede that speed and flexibility are crucial for post-conflict operations, they disagree on how 
financing can best allow for speed and flexibility. Financing was by far the most contentious issue 
during meetings on the Framework paper, and several times it was left to be decided later. Some 
supported the establishment of a post-conflict trust fund or Development Grant Facility for use by 
countries where traditional lending was not immediately available. This would avoid the time loss 
incurred by doing it case by case and could attract additional resources . Others opposed the trust 
fund idea and raised concerns that supply would create demand and raise expectations that the 
Bank could not meet. Some argued that the Bank 's strength lies in the rigor of its approach, based 
on ensuring that funds are used to the best advantage; if it was decided that grants were more 
appropriate than loans or credits, then the Bank may not be the right institution for the activities . In 
support of this view, it was suggested that if existing lending vehicles were not adequate, then new 
instruments could be created case by case. Some arc concerned that going beyond IDA may create 
equity problems and mainstream what should be extraordinary assistance for post-conflict 
activities. BiH and the West Bank and Gaza may have set precedents for the establishment of trust 
funds for post-conflict reconstruction activities. The final report of the Framework docs not 
provide much detail on budgetary arrangements and financing instruments fo r post-conflict 
reconstruction, indicating that this issue warrants further discussion. 
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2.15 Arrears. Related to the issue of financing, Board members have also expressed differing 
views on how to deal with the arrears of countries emerging from conflict. The majori ty of 
countries in arrears to the Bank are countries in conflict. 12 Some EDs feel it is necessary to have a 
flexible attitude toward helping countries deal with arrears to the Bank and that arrears should not 
be an impediment to post-conflict reconstruction lending. Others feel that it should be an 
extraordinary decision to provide resources to member countries in arrears and urge a more 
cautious attitude. The Framework tries to accommodate both views, while not making any specific 
proposals. As arrears are a common and significant problem of countries emerging from conflict, 
the Framework says that planning the countries' financial normalization is crucial. It says that 
while solutions will depend on a variety of factors, including the size of the arrears and the amount 
of support from the international donor community to assist \vith financing, normalization may take 
a long time. At the same time, it notes that the presence of arrears does not preclude other post
conflict reconstruction assistance from the Bank, such as the mobilization of assistance from donor 
countries or other non-lending activities (para. 33). 

2.16 Preventing conflicl The Framework reflects the view of many EDs that the Bank can 
help prevent conflict by supporting activities in at-risk countries that are intended to mi tigate 
tensions. Other EDs have urged caution in this area, saying that the Bank must not stray beyond its 
mandate into political maners. The Framework takes these views into account and says that, first 
and foremost, Bank activit ies should "do no ham1" and, further, "when requested to do so by a 
member, the Bank should consider supporting government attempts to promote activities which 
ameliorate conditions which may lead to conflict.. .. " (para. 43). 

2.17 Timing of Bank re-entry. Views vary regarding the most appropriate timing for the Bank 
to start operations in post-conflict countries. EDs noted that the general presumption had been that 
the Bank should not start operations until hostilities and related politica l tensions (such as border 
closures) had completely ceased or been resolved. Recent decisions suggest a tendency toward 
earlier involvement, however. El Salvador, Sri Lanka, and Angola arc examples where the Bank 
became involved before the hostilities completely ceased.13 The first Structural Adjustment Loan 
(SAL) for EI Salvador was approved about a year before the peace accords were signed, but the 
Board and staff were very hopeful that the peace negotiations were going well. In Sri Lanka and 
Angola, peace accords had recently been signed, and Board members requested assurance that the 
hostilities had indeed settled down. It was agreed that the Bank would be taking a calculated risk in 
these countries, but that it was one that outweighed the risk of waiting until the strife had 
completely ended. Another example is the West Bank and Gaza, where border closures with Is rael 
have devastated the Palestinian economy due to lost jobs and restricted flows of materials. While 
an end to the closures required a political solution, the Bank decided that it was too dangerous to 
wait for such a solution when immediate steps could restore confidence, create employment, and 
regenerate demand. 

12. As of July 19, 1996, Afghanistan, Iraq, Liberia, Somalia, Sudan, Yugoslavia, and Zaire had arrears to IBRD and IDA 
totaling US$ I 740.SO million. BiH's arrears were cleared as of June 14, 1996, through refinancing by the Oank and remams m 
non-accrual status {"A Framework for World Oank Involvement in Post-conflict Reconstruction," Annex 3). 

13. In Sri Lanka, the Bank has been involved in other parts of the country throughout the entire conflict. It got involved in the 
conflict zones in 1987 when it looked like peace would prevail but, in fact, conflict periodically escalated during the next three 
years and returned on a larger scale in 1990. 
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3. Anatomy of the Bank's Post-conflict Reconstruction Portfolio 

Every post-conflict country is unique and no one formula can respond to all 
reconstruction ·needs. The World Bank uses a broad array of mechanisms to 
support the transition to peace and the resumption of economic and social 
development. Its lending operations comprise macroeconomic and sectoral 
adjustment reforms, direct investment, and technical assistance in support of 
reconstruction. Non-lending services include damage and needs assessment, 
economic and sector work, country assistance strategies, and aid coordination. 
A review of the portfolio reveals that the Bank uses conventional lending 
instruments more often than quick-disbursing ones designed for emergencies to 
support reconstruction, and that reconstruction efforts are often framed as 
traditional Bank work. There is not a well established pattern as to whether post
conflict reconstruction activities come at a higher cost than "normal" 
operations, as indicated by the amount of staff time required to support them . 

. The_ Bank's_ Approach_.to. Post-conflict .. Reconstruction ....................................................................................... .. 

3.1 The Bank's support of post-conflict reconstruction has taken a variety of forms ranging 
from comprehensive packages of lending and non-lending services, through more modest but 
strategic support, to a focus on specific aspects of recovery such as economic stabilization or 
transition to a market economy. Lending operations address a range of needs common to post
conflict situations such as jump-starting the economy, resettlement and investment in war-affected 
regions, repair of war-damaged infrastructure, reform of a nonfunctioning or corrupt civil service 
and public administration, and targeted programs for veterans and vulnerable groups such as 
widows and children. Non-lending services help define broad recovery and reconstruction strategics 
and assist in mobilizing and coordinating international resources. This chapter describes these 
different approaches and the Bank's global post-conflict reconstruction portfolio. 

3.2 The assessment team identified 34 countries as post-conflict. Table 3.1 on the following 
page summarizes Bank Group support to these countries . Before analyzing the support strategies, 
it is worth noting that compiling a list of Bank operations and other activities that support post
conflict reconstruction was an arduous task, due both to the difficulty of defining "post-conflict," 
as well as to the classification of Bank programs. Drawing a line between conflict and post-conflict 
is not easy. The apparent closure points to conflict, such as peace agreements or elections, rarely 
signal the clear beginning of a definable post-conflict reconstruction period. Rather, there is a 
period of transition where peace must still be consolidated and ground laid before sustainable 
recovery can begin. Even among the countries with identified Bank-financed "post-conflict 
reconstruction" operations, about half arc experiencing ongoing conflict. 

3.3 Distinguishing post-conflict reconstruction operations from "normal" operations can also 
be a complicated matter. To identify such operations, the assessment team looked for an explicit 
objective like "supporting the transition to peace and the resumption of economic and social 
development. " However, some documents for operations dealing with potentially conflict-relevant 
issues (such as poverty alleviation and decentralization) completely avoided referring to conflict, or 
if they did, did so in a way that obscured rather than elucidated a linkage to conflict. Their post
conflict reconstruction objectives may be overlooked, downplayed, or simply not made explicit in 
the project documentation. Projects may be framed as poverty alleviation programs, public sector 

9 



management, or decentralization projects, yet they benefit war-affected areas and groups, reform 
corrupt and partisan public sector agencies, and build the foundations for civil participation-all of 
which can be important reconstruction priorities. 

Table 3.1: Summary of World Bank Group Involvement in Post-conflict Reconstruction 

Country Loan/Credit Trust IFC Trust DRF EDI IFC MIGA 
Volume Funds Funds 

(USS millions) 
lAFR 
Angola 228.8 • • 
Burundi 14.6 • 
Eritrea 42.5 • • 
Ethiopia 391.3 • • • • 
Liberia • 
Mozambique 220 • • • • • 
Namibia • 
Rwanda 228 • • 
Sierra Leone • • • 
Somalia • • 
South Africa • • • • 
Sudan • 
Uganda 2304.4 • • • • • • 
EAP 
Cambodia 237.1 • 
Lao PDR 53 .2 • 
Mvanmar 
SAS 
Afghanistan • 
Sri Lanka 78 • • • • 
ECA 
Azerbaiian • • 
Bosnia and Herzegovina 357.6 • • • • 
Croatia 248 • • • 
Cvorus • 
Georgia • 
Russian federation • • • 
Taiikistan 69.7 • • • 
MENA 
Algeria • • 
Iraa 
Lebanon 538.9 • • • • 
West Bank and Gaza 135 • 
Yemen • • • 
LAC 
El Salvador 451.5 • • • • • 
Guatemala • • • 
Haiti 276.4 • • 
Nicaragua 277 • • • • 
Note: The dollar amounts arc based on approved post-confl ict reconstruction related projects, as of December 15 , 
1997. "DRF" is Debt Reduction Facility. 
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3 .4 Moreover, the Bank's reconstruction projects are not easily identified by lending 
instrument. The majority of post-conflict reconstruction operations might readily be expected to be 
Emergency Recovery Loans (ERLs) as they are designed " to restore assets and productivity 
immediately after a major emergency (war, civil disturbance, or natural disaster) that seriously 
disrupts the country's economy."14 However, little more than a handful of the post-conflict 
operations identified for the study used ERLs or other quick-disbursing instruments such as 
Rehabilitation Import Loans (RlLs). With these concepts explained, we can tum to a brief 
discussion of patterns of Bank support for post-conflict reconstruction. 

3.5 Two states-Bosnia and Herzegovina and Uganda-received comprehensive 
reconstruction support from the Bank. In BiH, the Bank helped start the reconstruction effort in 
1996 without waiting for financial normalization and membership in the Bank. Sixteen emergency 
projects for the country have addressed all major infrastructure and social sectors. They also 
incorporate a focus on employment generation and support institutional development. In addition, 
the Bank has provided assistance for normalization of the country's financial relationship with the 
international community, including clearing of arrears and Bank membership; development and 
implementation of a medium-term assistance strategy to support the government's systemic reform 
program; and continuation of support to the country's overall reconstruction program. 

3.6 The Bank 's involvement in Uganda's reconstruction was particularly comprehensive. 
Since the National Resistance Movement Government took power in January 1986, the Bank has 
coordinated closely with international donors to support the country's reconstruction effort. In the 
first five years after the conflict ( 1987- 1992), the Bank supported approximately 25 lending 
operations amounting to more than US$ I billion. It has provided financing for an economic 
recovery credit and a series of sectoral investment and reform programs (agriculture, education, 
health, railways, telecommunication) aimed at rehabilitating key economic and social infrastructure 
affected by the war. 

3. 7 In other countries, Bank lending was explicitly geared to meet post-conflict reconstruction 
objectives, but the level of engagement was neither as comprehensive nor as significant as in BiH 
and Uganda. In many cases, modifying the existing portfolio was an important clement of the 
Bank's strategy. In Mozambique, changing the Bank-supported health, education, and human 
resources projects contributed to the reconstruction effort. In Rwanda, more than US$ I 00 million 
of undisbursed funds from nine existing projects were reallocated to finance activities under the 
government's Emergency Recovery Program. 

3.8 The Bank has treated some post-conflict countries as countries in the process of transition 
to market economies-Algeria, Azerbaijan, Georgia, Laos, Nicaragua, and Tajikistan arc some 
obvious ones. Political instability, social unrest, and violent conflict may be understood as inherent 
difficulties of an economic transition, or as largely exogenous results of historical conditions of 
poverty, inequity, and other social disparitics.15 Nicaragua is illustrative: After the 1990 elections, 
the new government immediately embarked on a stabilization and adjustment effort to reverse the 
effects of a decade of central planning. The Bank supported the move to a market economy with a 
$1 l O million economic recovery credit in 1991 . Less than a year later, the Bank supported a social 

14 . World Bank, The Blue Book. The Planning and Budgeting Department. (Washington: July 1995), p. 8. 

15. There are, of course, a number of transitions, particularly in lhe "northern tier" of Central and Eastern Europe counl!ics, 
lhat have been relatively free of such difficulties. 
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investment fund "to maintain social cohesion during the period of economic adjustment,"16 and a 
second economic recovery credit and social investment fund loan followed in 1994. 

3.9 In countries where the internal conflicLis drawing near a close, or where tensions have 
abated enough to generate optimism and encourage action, the Bank has been engaged in planning 
with the government for next steps . In Azerbaijan, for example, as a permanent peace settlement is 
expected soon, the Bank is visibly gearing up. A resident mission was established in Baku in 
September 1995, and Bank support has concentrated on economic stabilization and structural 
reform-clearly with the objective of supporting the country's move to a market economy, but also 
with an eye to post-conflict reconstruction. Both the government and the Bank plan to assess the 
war damage and reconstruction needs only after the peace settlement can ensure safe access to the 
affected areas of the country. In the meantime, Bank economic and social sector work has begun 
some analysis to inform the reconstruction. 

3.10 In Sri Lanka, the Bank has indicated readiness to support a comprehensive reconstruction 
effort in the northeast following peace accords and an expectation that it will be a major player in 
assessing reconstruction needs, providing policy advice, and coordinating donor assistance . 17 In 
Somalia, where fighting has continued despite a cease fire and international presence, the Bank has 
taken a similar stance, indicating its interest in supporting reconstruction once political stability is 
restored. 

The. Lending .. Portfolio .................................................................................................................................................................................... . 

3. 11 The Bank has undertaken a variety of lending operations in countries emerging from 
conflict. Of the 34 countries identified by the study as post-conflict, 18 had lending operations 
supporting recovery. In these countries, the Bank undertook 157 reconstruction projects amounting 
to more than US$6.2 billion (see complete list in Annex 2) . 

Lending by Region 

3.12 Since 1980, the volume of Bank lending to post-conflict countries has increased over 800 
percent. 18 As shown in Figure 3 .1, the most significant increase came in the first half of the 1990s, 
when the majority of funds went to African countries (mainly Uganda). Of the US$6.2 billion the 
Bank has lent to post-conflict countries since 1980, 56 percent, or US$3 .5 billion, has gone to the 
Africa region (AFR). The next largest share has gone to the Latin America and Caribbean (LAC) 
region, which received just over 16 percent. The Europe and Central Asia (ECA) and Middle East 
and North Africa (MENA) regions have received nearly equal shares, about 11 percent each, and 
the East Asia and Pacific (EAP) region received 4.5 percent. The South Asia (SAS) region 
received the smallest portion, just over l percent, consisting entirely of the Emergency 
Reconstruction loan to Sri Lanka in 1988 following the mid-1987 Indo-Sri Lanka Peace Accords. 

16. World Bank, Implementation Completion Report. Republic of Nicaragua. Social Investment Fund Project (Credit 2-13 4-.\'I}. 
Report No. 16428. Washington: March 28, 1997, p. i. 

17. The Bank financed an Emergency Reconstruction and Rehabilitation Project (C 1883) in 1988 that only partly achieved its 
objectives, mainly due to the full-scale resumption of hostilities by 1990. 

18 The 800 percent is based on the lending volume by fiscal year of the 157 post-conflict reconstruction operations identified 
by the assessment team (listed in Annex 2.) Il includes amounts for Rwanda that were reallocated from "nom1al" operations for 
post-conflict reconstruction. 
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Figure 3.1 : Post-conflict Lending Operations Approved by Region 
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3.13 Over the years, lending commitments to post-conflict countries have grown as a percentage 
of the Bank's overall portfolio. As Table 3.2 indicates, overall lending to post-conflict countries 
comprises over 16 percent of IBRD's and JDA's lending commitments for fiscal year 1998. In 
several regions, such as ECA and MENA, lending to post-conflict countries makes up nearly half 
of the regional portfolio. In AFR, post-conflict lending makes up close to a third of commitments. 

Table 3.2: IBRD/IDA Commitments to Post-conflict Countries as a Percentage of the 
Regional and Global Portfolios (percent) 

Fiscal AFR EAP SAS ECA MENA LAC GLOBAL 
Year PORTFOLIO 

1980 21 .08 6.86 6.65 1.13 17.26 2.57 7.95 
1981 16.18 2.28 6.74 0.91 19.47 1.90 6.22 
1982 17.91 4.07 4.26 0.92 5.80 1.14 5.18 
1983 21 .82 2.58 1.11 1.62 7.78 2.15 4.79 
1984 17.08 1.63 1.84 2.74 32.22 2.28 7.28 
1985 24.75 1.03 3.80 0.50 29.23 2.07 6.60 
1986 13.00 0.94 2.36 1.42 5.20 1.70 3.26 
1987 13.66 1.18 1.78 0.00 33.15 1.67 5.67 
1988 21.94 1.83 4 58 3.76 36.69 1 79 7.72 
1989 20.05 1.30 1.36 0.00 26.79 1.81 6.58 
1990 17.42 1 20 4.09 1.14 37.74 0.66 7.07 
1991 15.83 0 99 9.95 0.78 26.07 2.39 7.15 
1992 25.82 0.73 2.32 1.49 17.69 2.78 7.31 
1993 32.67 0.99 3.22 35.64 24.53 3.46 13.21 
1994 29.97 1 84 0.00 44.22 21 .74 3.77 14.54 
1995 15.16 0.99 1.30 45.48 43.09 2.68 13.64 
1996 14.35 2.60 5.32 48.18 41 .64 6.22 17.17 
1997 19.55 2.17 2.87 45.85 38.29 2.93 17.26 
1998 30.60 0.62 2.04 43.93 45.73 6.87 16.03 

Note: Percentages arc based on IBRD/IDA Lending Commitments provided by the Planning and 
Budget Department. Complete table with lending amounts arc in Annex 5. 
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Lending by Sector 

3.14 Over the past 20 years, the Bank's post-conflict reconstruction lending projects have 
covered every sector. Of the US$6.2 billion in lending volume, the largest portion, 32.68 percent, 
supported "multisector" projects . Multisector projects include central balance transfers to stabilize 
the macroeconomic situation, technical assistance loans, and general emergency reconstruction or 
recovery projects (usually ERLs) that have several economic and social components and are 
designed to provide rapid assistance for the most pressing needs. Of the nearly US$2 billion in 
multisector lending, more than half was in structural adjustment loans or credits for budget 
support. The "multisector" sector also includes the demining project implemented in Bosnia and 
HerzegoV1na. Nearly 10 percent of the US$6.2 billion financed agriculture projects, and 9 percent 
supported transportation projects (mainly highway reconstruction) . The urban development sector 
received 8.5 percent of post-conflict reconstruction assistance, the largest of these loans being 
US$ l 7 5 million for the reconstruction of Beirut. Population, health, and nutrition rccei vcd 7.4 
percent of the lending amount, and electric power and other energy received 6.6 percent. Other 
sectors received smaller amounts of support, as shown in Figure 3.2. 

Figure 3.2: Post-conflict Reconstruction Lending by Sector, 1977-1997 
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3. 15 The Bank's non-lending services-including economic and sector work (ESW), aid 
mobilization and coordination, technical assistance (often Trust Fund-supported), training, 
research, and evaluation- arc an important part of the post-conflict reconstruction effort. They 
help address the special challenges faced by countries embarking on post-conflict reconstruction, 
providing support to governments in important policy areas, as well as to the Bank in its specific 
post-conflict lending activities. 
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3 .16 ESW includes analyses of country macroeconomic frameworks, economic sectors, and 
specific issues such as poverty, private sector investment, and public expenditures. In post-conflict 
countries, ESW has been used to identify reconstruction priorities, assess poverty and vulnerability 
for targeting program benefits, support project preparation, and understand macroeconomic issues. 
ESW has also supported the aid coordination process by informing international donors of needs, 
mobilizing their support for reconstruction efforts, and keeping them abreast of progress. 

3.17 Smooth aid coordination is particularly important in post-conflict situations, due to the 
massive, urgent needs and the presence of many donors eager to provide support, each with its own 
agenda. In many post-conflict countries, the government lacks the capacity to coordinate donor 
assistance. The Bank can assist by providing a framework for mobilizing donor resources, ensuring 
realistic and common expectations regarding aid on the part of stakeholders, and strengthening the 
government's aid coordination capacity. The Bank led or assisted in aid coordination in nearly all 
the case study countries. Chapter 4 explores the range and depth of that experience. 

3.18 Trust Funds are also important to supporting reconstruction efforts. For many of the 
countries reviewed, reconstruction-related support is a sizable portion of the country's tota l Trust 
Fund activity. About 20 countries received post-conflict reconstruction support from Trust Funds, 
of which 14 devoted more than a third of their Trust Fund resources to post-conflict reconstruction 
(eight devoted more than 80 percent) . Each of the nine case study countries has received Trust 
Fund support for operations related to post-conflict lending and non-lending services . \Vhile 
cofinancing accounts for the largest use of post-conflict Trust Fund support in most of the nine 
countries (including BiH and Uganda), other uses, such as technical assistance and pre-investment 
support, have been significant in BiH, Cambodia, El Salvador, Lebanon, and Uganda. The use of 
Trust Funds for a rrears clearance has been critical to the resumption of Bank operations in BiH, 
Cambodia, Haiti, and Rwanda. In BiH, a special Trust Fund in the amount of US$ l 50 mill ion and 
another one set up by the Netherlands were key to fu nding the first few reconstruction projects. 

3. 19 The Development Grant Facility (DGF) has recently approved US$8 mill ion for fi scal year 
1998 for a Post-conflict Program (PCP). The PCP will finance early reconstruction activities more 
rapidly than typical Bank operations, making the Bank more flexible in responding to urgent 
reconstruction needs . The PCP has established a Program Committee, which includes Bank staff as 
well as external experts from UN agencies, NGOs, and other technical experts who periodically 
meet to consider proposals for post-conflict development efforts. The committee wi ll contribute to 
the selection of implementing agencies or researchers to enhance knowledge and carry out such 
activities as watching briefs, transitional support strategies, and early reconstruction activities. 

3.20 The Bank's training faci li ty, the Economic Development Institute (EDI), has also recently 
begun to address post-conflict reconstruction priorities. An examination of EDI 's work programs 
for fiscal years 1991-1995 found no obvious post-conflict reconstruction activities . In 1996 and 
1997, however, learning activities on such topics as civil service reform, integrity, accountability 
and transparency, the role of NG Os, and social funds emerged for post-conflict countries. Also in 
1996, EDI articulated a Social Dis location program that addresses the special challenges of post
conflict reconstruction. At an October 1996 Social Dislocation Seminar in Washington, D.C., 
country representatives from Angola, Cambodia, Guatemala, Mozambique, and Uganda met with 
NGOs, the UN, and the Bank to discuss approaches to rebuilding after conflict. Ongoing activities 
for fiscal year 1998 include workshops addressing such issues as conflict resolution (to take place 
in BiH), municipal capacity bui lding (in Guatemala and Rwanda), and reintegration (in Angola) . 
Plans arc also under way to prepare training materials on lessons learned in pos t-conflict 
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Mozambique, as well as a training program for Bank staff on post-conflict issues to be conducted 
jointly with the Post-conflict Unit and the Learning and Leadership Center. 

The. Cost .. of. Post-conflict. Reconstruction .. Operations ............................................................................................ . 

3.21 It is tempting to assume that post-conflict reconstruction operations cost more in staff time 
than "normal operations," as they may need more support for complicated aid coordination or 
demanding project supervision in a fragile context. However, it is difficult to assert this assumption 
with any certainty. Based on a review of aggregate staff years dedicated to support Bank activities 
(including lending, supervision, ESW, country program support, technical assistance, aid 
coordination, and network and other country support), there is certainly a noticeable jump in staff 
time during the immediate post-conflict years for the nine case study countries (see Table 3.3). 
This is particularly evident for BiH, Cambodia, El Salvador, Eritrea, Lebanon, Sri Lanka, and 
Uganda. In Haiti, ESW spiked in 1991 with Aristide's election of then dropped off after he was 
ousted. In many cases, the number of staff years is significantly higher than the average for the 
region. However, the difficulty in attributing this to the post-conflict context is indicated by the 
large number of staff years in such places as Ethiopia, Haiti, Rwanda, Sri Lanka, and fonner 
Yugoslavia, where the Bank was working before the outbreak of conflict and/or a peace settlement. 

Table 3 3· Staff Years Dedicated to the Nine Case Studv Countries .. 
Fiscal Year: 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 

Revised 
AFR Total 605. 611.5 580.9 583.8 659.2 559.8 6 11.0 620.7 654.4 607.9 6 15. 1 553.6 598. 1 
Region Average 11.2 11.3 10.8 10.8 12.2 10.4 11.3 11.5 12.1 11.3 lU 10.3 11.1 
Eritrea 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 3.0 6.0 8.7 6.3 7. 1 
(Ethiopia) 21.3 20.4 12.9 19.2 18.6 17.9 16.9 23 .8 25.2 19. 7 19. 7 23. 7 27.7 
Rwanda 16.4 10.5 13.1 16.0 16.8 JJ .8 16.3 12.7 13.3 8.9 8.5 10.5 12.3 
Uf?anda 11.7 16.9 18.6 18.0 27.5 26.5 28.0 26.5 28 . ./ 30.9 30.9 27.2 30 . ./ 

EAP Total 277. 268.2 285..l 286.3 30.t.2 291.1 321.0 340.9 342..l 339.7 339.0 327..l 332.3 
Region Average 9.6 9.2 9.8 9.9 10.5 10.0 11.1 11.8 11.8 11. 7 11. 7 11.3 11.5 
Cambodia 0.0 0.0 0.0 0. 1 0.1 0.1 2.5 2.5 5.2 9.7 12.0 10.3 8.8 

LAC Total 30 I. 319.1 332.5 354.8 369.2 367.0 390.9 424.9 430.9 403 .0 377.5 329.5 313.7 
Region Average 7.5 8.0 8.3 8.9 9.2 9.2 9.8 10.6 10.8 10.1 9.4 8.2 7.8 
El Salvador 3.0 3.7 I. 9 2.8 3.6 5.9 7.3 10.4 9.8 JO.I 9../ 10.0 6.5 
Haiti 9.1 7.3 5.8 7.7 9.8 9.8 3.1 1.2 1.6 5.2 9.2 7.8 8.9 

SAS Total 26.t. 269.8 35 U .t00.9 501.4 430.2 470.6 473 .8 473 .0 386.4 377. 1 38 1.3 -W3.5 
Region Average 24.0 24.5 31.9 36.4 45.6 39.1 42.8 43.1 43.0 35.1 34.3 34.7 36.7 
Sri Lanka 18.0 17.7 20.3 16.5 19.3 23.8 21.9 27.9 25.5 22. 1 24.9 24 .5 25.8 
ECA Total 113. 105.0 107.6 95.9 119.5 170.0 207.6 407.7 482.2 468.6 467.8 464.4 504.9 
Region Average 2.5 2.3 2.3 2.1 2.6 3.7 4.5 8.9 10.5 10.2 10.2 10. 1 11.0 
BiH 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.4 26.7 32.J 25.2 
(former Yugoslavia) 25.7 19.5 23 .2 20.7 22.2 23 .9 7.8 4.2 0.6 0.7 0. 1 0.2 0.0 
Total for MENA 171. 181.9 186.6 196.3 205.6 189. 1 2 15.1 221.5 2 15.8 208.8 199.6 187.8 196.9 
Region Average 5.5 5.9 6.0 6.3 6.6 6.1 6.9 7.1 7.0 6.7 GA 6.1 6.4 
Lebanon 0.3 0.0 0.1 0.0 0.0 0.4 3.8 8.1 13.7 15.4 11.5 9.6 12.3 
BiH: 1995 cease fire and Dayton/Paris Accords; Cambodia: 1993 UN-sponsored elections ending two decades of war, £/ 
Salvador. 1992 Peace Treaty and 1994 elections; Eritrea: 1992 post-conOict reconstruction lending and 1993 
independence; Haiti: 1991 Aristide elected and oustcd, and 1994 return; Lebanon: 1990 end civil war; Rwanda: I 993 
peace accords and 1994 massive violence; Sri Lanka: 1987 India/Sri Lanka agreement, 1988 Emergency Reconstruction 
Project; and Uganda: 1986 Obote deposed, rebels win, and 1994 multi party democracy. 
Source: World Bw,k, PlaJming and Budget Department 
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Lessons from Evaluations of Post-conflict Reconstruction Operations ...................................................................................................................................................................................................................................................... 

3 .22 Of 65 completed post-conflict reconstruction operations in 15 countries, 52 had Project 
Completion Reports (PCRs) or Implementation Completion Reports (ICRs). Ten had been audited 
by OED. Most of the Bank's experience in evaluating post-conflict reconstruction operations 
comes from Uganda (35 out of 65 projects) . 

3.23 The completion reports rated performance of the evaluated operations as follows: 66 
percent had "satisfactory" or better outcomes; 43 percent were considered to be "sustainable"; and 
23 percent had "substantial" institutional development impact. This is a slightly poorer 
performance record than for the overall Bank portfolio, according to the Annual Review of 
Evaluation Results 1995. For the 1995 Review cohort of 264 operations, 68 percent had 
"satisfactory" or better outcomes; 46 percent were considered likely to be "sustainable;" and 27 
percent had a "substantial" institutional development impact. The / 995 Review also notes that 
''War and civil strife are significant factors in the outcomes of the 1995 cohort. If the analysis 
excludes all projects with substantial negative effects resulting from war and civil strife, the 
outcome rating for the cohort would climb to 73% satisfactory from 68%" (pp. 8-9). 

3.24 The ratings of the 21 operations completed before the first phase of intensive conflict in 
Rwanda, October 1990, stand in marked contrast to the ratings of the 12 operations completed 
during and after the conflict. While over 60 percent of outcome ratings in the former group were 
"satisfactory," over 80 percent in the latter group were "unsatisfactory." While it is impossible to 
predict from these results that genocide was about to occur in the second quarter of 1994, 19 the 
results do reflect the accelerated deterioration in the socio-economic envirorunent and in 
governance that was occurring in Rwanda in the early 1990s. 

3.25 The project evaluation documents identify several important lessons for consideration in 
the design and implementation of post-conflict reconstruction operations. They include the 
importance of (i) establishing a dialogue; (ii) preserving flexibility; (iii) avoiding unrealistic 
expectations; (iv) maintaining simplicity; (v) keeping procurement and disbursement procedures 
consistent with the post-conflict context; (vi) ensuring consistency in Bank programs; (vii) 
supporting priority areas; and (viii) promoting government ownership. 

3.26 Establishing a dialogue. Uganda's First Reconstruction Credit (C0983) sheds light on the 
importance of opening an avenue for discussion of recovery policy. Although the direct impact of 
the credit was limited, it provided a valuable opportunity to initiate a dialogue on a wide range of 
economic policies and management decisions that has been carried forward into subsequent 
operations and economic and sector work (PPAR, para. 54). 

3.27 Preserving flexibility . The more unsettled a country's institutional envirorunent and the 
more uncertain the prospects that project benefits will be sustainable, the more flexibility needs to 
be built into the project design, that is, the more the project needs to have a "process" rather than a 
" blueprint" design. In Uganda's TA III, project designers realized that they could not predict the 
form and timing of every contingency that might arise. They thus adopted a flexible project design 

19. Another reason these results would have limited ex ante "predictive value" is that the PCRs/lCRs for 6 of the 12 operations 
\Vere issued after the April- July 1994 genocide. However, the implementation periods for these 6 operations were concentrated 
during the early 1990s. See Table 2 and Annex I of the Rwanda case study. 
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that incorporated both "blueprint" and "process" elements with emphasis on the latter. Several 
components were deliberately left underdesigned at appraisal. This concern was echoed by the 
PCR for the Sri Lanka Emergency Reconstruction and Rehabilitation Project (ERRP, CI883). A 
PCR lesson learned was to keep initial design simple and build in flexibility to make midcourse 
corrections, as circumstances warrant (para. 16). 

3.28 Avoiding unrealistic expectations. The realization that the process of rehabilitation is 
complex and lengthy often comes too late in the project process . Thus, expectations are unrealistic, 
and good intentions cluster too many components under one umbrella. Although they were timely 
and relevant, the project objectives in Uganda's Program for the Alleviation of Poverty and Social 
Costs of Adjustment (P APSCA), were numerous and unprioritized. So many components covering 
such a wide spectrum of subjects under the same program created excessive complexity. 

3.29 Simplicity. Although their performance was rated "satisfactory" overall, the completion 
reports for two El Salvador operations contain some lessons indicating a need for relatively 
uncomplicated approaches in immediate post-conflict projects. The first Structural Adjustment 
Loan (SAL I, L3293) contained three pilot nutrition efforts that required management-intensive 
supervision to address implementation problems. While two of the three pilots ended in success, the 
ICR surmised that a separate investment project might have been a more appropriate vehicle for 
implementing a nutrition program. This opinion was echoed by a staff member overseeing the SAL 
at the time. In fact, consideration had been given to including the nutrition pilots in the Social 
Sector Rehabilitation Project (SSRP, L3348), but they were included in the SAL to give the loan 
an explicit social component. One element of second-tranche conditionality for SAL I called for the 
divestiture of agricultural marketing entities. Implementation of this measure was delayed by stiff 
political opposition and resistance from employee groups . One Bank staff member involved at the 
time questioned the wisdom of including these privatization efforts in the first SAL. A lesson 
drawn by the draft ICR for the SSRP is that even where there is a high level of commitment to the 
project, when institutional capacity is low, projects need to be relatively uncomplicated and 
additional capacity should be ensured through pre-project and continuing technical assistance and 
training of project staff. 

3.30 Keeping procurement and disbursement procedures consistent with the post-conflict 
context. Disbursements for Uganda's First Economic Recovery Credit were much slower than had 
been hoped. Despite the urgent need to obtain foreign exchange, the Bank emphasized the need to 
restore discipline to the foreign exchange allocation and procurement procedures that had been 
destroyed during the previous regime. This decision made it very unlikely that the goal of rapid 
disbursement could be achieved (PPAR, p. 15, para. 43). In PAPSCA, cumbersome procurement 
and disbursement procedures led to untimely delivery of goods and replenishment of funds. Project 
management and disbursement were highly centralized, and construction materials were packaged 
into larger contracts and procured through international competitive bidding (ICB) . In some cases, 
it took 18 months after credit effectiveness for communities to receive materials . In the Sri Lanka 
ERRP, a significant implementation impediment was a weak mandate of the National 
Reconstruction Steering Committee to adopt streamlined and expeditious procurement procedures. 
The PCR presents as a key lesson learned the need to establish more effective institutional 
arrangements for project implementation and monitoring in future emergency assistance operations. 
The PCR points to the more successful experience of the IDA-supported Emergency Recovery 
Project in Jordan, where a high-level government task force had a mandate to make quick 
procurement decisions and issue directions to implementation units (PCR, paras. 14-15). Chapter 
7 discusses the issue of procurement and disbursement in more detail. 
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3.31 Ensuring consistency in Bank programs. Project experience in Uganda's Public 
Enterprises Project (PEP) and the Enterprise Development Project (EDP) underline the need for 
better coordination of the Bank's country assistance strategy. The PEP was approved in 1988 and 
closed in 1995. Its objective was to strengthen the government's capacity to sustain economic 
recovery by increasing productivity and output in public enterprises. The EDP, approved three 
years before PEP closed, emphasized support for a parastatal reform and divestiture program with 
a goal of divesting 85 percent of all parastatals by the end of 1997. PEP's emphasis on 
restructuring parastatals was at odds with the objective of parallel adjustment programs, which 
aimed to impose hard budget constraints on the operations of parastatals and to divest most of 
them. The approval of EDP three years before the planned closing of PEP created substantial 
confusion (PAR, para. 10). 

3.32 Supporting priority areas. Power is a priority area in post-conflict recovery. T he Second 
Power Project, approved in I 985, was the Bank 's first operation in Uganda's energy sector in more 
than 20 years. It took eight years from project signing to credit closure, compared with an original 
estimate of five years. The project's design underestimated the impact of the unstable situation and 
the needs faced by the implementing agencies in ensuring day-to-day operation of the power 
system, competing with the requirements of project implementation. Also underestimated were the 
very significant scope of the rehabil itation works and the requirements of the transmission and 
distribution networks in Kampala. Efforts to strengthen the capacity of the Uganda Electricity 
Board (UEB) lagged behind efforts to support the Ministry of Economy and Planning. The project 
did not achieve its objective to improve the board's financial performance and operational 
efficiency, and the UEB continues to face severe fi nancial difficulties. 

3.33 Government ownership. A Special Emergency Assistance Grant of US$20 million was 
provided for emergency rehabilitation in Rwanda shortly after the new government assumed power 
in the summer of 1994. A 1996 ICR has assessed the performance of this grant in generally 
positive terms, largely because implementation was carried out expeditiously and effecti vely by 
four UN specialized agencies (UNICEF, UNHCR, FAO, and WHO) . Ho\\'cver, the !CR extracts a 
lesson that the Bank should keep the government involved in and informed about grants . This, 
according to the ICR, "avoids possible unhappiness by the government at being 'bypassed' by a 
grant, and sets a more secure foundation on which to bui ld future collaboration between the 
government and the Bank" (I CR, para. 41 ; June 18, 1996). The issue of government ownership is 
potentially of particular concern in the case of grants, as the government may have no financial 
stake in the outcome of a grant-funded activity (unless it has made its own budgetary contribution). 

Characteristics of Post-conflict Countries 

3.34 Finally, project documentation shows that conflicts are different everywhere and require 
tailor-made approaches. They differ inter a/ia in duration, intensity and scope of destruction, the 
relative military and political strength of the opponents, and the degree to which the middle and 
upper classes are affected by the hostilities. 

3.35 The nine cases in this study confirmed the diversity of conflict countries. Ethnic or regional 
tensions \\'ere proximate causes in BiH, Eritrea, Lebanon, Rwanda, and Sri Lanka. These divisions 
have typically been aggravated for political ends by exclusionary government policies . Ideological 
extremism played a role in Cambodia and EI Salvador, with a long legacy of inequality and 
exclusion also contributing to the El Salvador conflict. Governance that was predatory in 
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extracting resources and ineffectual m providing basic services contributed significantly to the 
Haiti and Uganda crises. 

3.36 The extent of destruction also varied among the case study countries. Statistics cannot 
begin to capture the human suffering, the destruction, and the setback to economic and social 
progress wrought by civil conflict. Available information on population displaced and killed by 
conflict conveys the extent of suffering along two dimensions. Among the nine case study 
countries, the range is from 6 percent displaced in Haiti to close to 60 percent in Bosnia and 
Herzegovina, and from about 2 percent killed in El Salvador to 24 percent in Cambodia.20 No 
country, however, comes close to Rwanda in intensity: during three months in 1994, the monthly 
displacement rate was 11 percent, and monthly fatalities were over 4 percent. 

3.37 The economies of conflict countries can plummet to Jess than half their pre-conflict peaks . 
GDP in Rwanda in 1994, for example, was 46 percent of its pre-conflict peak; BiH and Lebanon 
plunged even more, to 27 percent and 24 percent, respectively.21 Furthermore, it has taken time for 
these economies to get back to where they were: the most recent data for Rwanda ( 1996) and 
Lebanon {l 995) put them at only about 65 percent of their pre-conflict peaks. Moreover, it is one 
thing to recover lost ground, it is another to recover growth forgone. Conflict has exacted a major 
opportunity cost even in countries where post-conflict growth has brought the economy to a level 
above that achieved before conflict, as in El Salvador. The same is true for Sri Lanka, a country 
still afflicted by regional conflict and where growth has been sustained, but at a slower rate than 
might have been expected in the absence of conflict.22 

3.38 With this brief information on the recipients of post-conflict reconstruction aid, and some 
general background on the Bank 's global portfolio to assist the reconstruction process, the 
following chapters now tum to a more detailed discussion of the Bank's role and performance in 
this area. 

20. The Cambodia figure is based on recent estimates of lhe "Cambodia Genocide Project" that about I. 7 million people were 
ki lled during lhe four-year Khmer Rouge period, from 1975 to 1979. Reported in Susan Cook, "Documenting Genocide: 
Cambodia's Lessons for Rwanda," paper presented at the Meetings of the American Anthropological Association, Washington, 
D.C., November 21, 1997 (New Haven: Yale University, 1997). 

21 . These declines are believed to overstate lhe actual drop in economic activity because lhe share of unrecorded activity is 
probably greater during conflict. Nonetheless, these figures undoubtedly reflect unprecedented declines in overall productive 
activity, as well as massive changes in the structurc of economic activity. 

22. Although conflict was not the only factor accounting for slower, or negative, growth during the conflict periods in these 
countries, it was certainly a directly and indirectly contributing factor. It will take decades of sustained rapid gro\.vth in El 
Salvador and Sri Lanka to catch up with where the economy might have been had it continucd growing at U1c same pace as 
during the 5-to-10 years before the confl ict. 
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4. Defining the Bank's Role 

While the Bank may be unable to prevent conflict, it has the potential to 
influence the course of pre-conflict events. The Bank should study the 
relationships between sociopolitical and economic circumstances in situations of 
potential conflict. The Bank's analytic work and monitoring should be sensitive 
to predatory and exclusionary behavior that adversely affects projects and 
shared development objectives. It should raise such concerns in its dialogue with 
the government and other donors. 

A central objective of the Bank 's programs is to fos ter sustained development. In 
post-conflict countries, sustained peace is essential to this goal. To the extent 
possible, the Bank should be an active adviser to peace negotiations to inform 
the parties of the economic benefits and costs of alternative peace agreement 
provisions and to help the Bank assess the risks of continuing engagement. 

The weakened capacity of government often found in post-conflict settings 
magnifies the need for an effective external aid coordination role. The Bank 
should participate in post-conflict aid coordination at an early stage. l:.Yfective 
coordination arrangements require active internal and external involvement by 
Bank senior management. A resident mission is particularly important for 
effective coordination at the sectoral and implementation levels. 

The_Bank's __ Role_in_Preventing_Conflict_and_Promoting _Sustainable __ Peace ____________________________ ____ _ 

4. 1 A central objective of the Bank's programs is to foster sustained development. In post
conflict countries, sustained peace is essential to sustained development. Broad-based development, 
important in its own right, also contributes to sustainable peace. The Bank's anti-poverty focus 
implies a concern with income disparities and exclusion of population groups that are often at the 
root of civil conflict. But without peace, development is impossible. 

4 .2 The centrality of the peace objective implies an important corollary: the Bank must 
thoroughly grasp the political framework . To be relevant and effective, the Bank must understand 
that framework, since it is a major determinant of the prospects for sustained peace. The political 
framework has two related but distinguishable components : the domestic politics of the post
conflict country and the explicit or tacit framework set by the international community. 

4.3 While the Bank is acutely aware of the international political framework within which it 
operates, its grasp of the domestic political frameworks in the post-conflict countries where it 
works has been uneven. One obstacle has been the Bank's absence from several countries during 
the period leading up to conflict. For example, Bank lending to the Socialist Republic of 
Yugoslavia (SFRY) was suspended as SFRY began to break up in mid-1991 it and remained 
suspended during the conflict. In El Salvador, due to the conflict and political instability, no new 
Bank-financed operation was approved between June 1979 and October 1987. Because conflict 
broke out soon after Cambodia joined the Bank in 1968, there were no Bank credits or other 
activities unti l after the peace settlement. 

4.4 Another obstacle was that, until recent years, the Bank 's analytical work in some cases 
gave limited attention to distributional and regional imbalances, ethnic tensions, policies of 
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exclusion and predation, and other issues that feed the political events leading to a crisis . This may 
have resulted in missed opportunities to promote equitable and inclusive development. One positive 
example of Bank flexibility and understanding early in the post-conflict situation was Eritrea after 
its war of secession from Ethiopia. Since Eritrea was part of Ethiopia, the Bank had no feasible 
role before 1991. The Bank's response appears to have been timely and innovative, due to a large 
extent, to an "enlightened vice-president" prepared to take risks. 

4.5 The Board has clearly stated that peacemaking and peacekeeping fall under the mandate of 
the UN and are not responsibilities of the Bank. Nevertheless, the kinds of economic and social 
problems normally within the Bank's mandate may be among the factors leading up to conflict or 
the resumption of conflict. In such circumstances the Bank may be able to help reduce tensions, 
thereby enhancing prospects for conflict avoidance. Deliberate attention should be paid to ensuring 
that international development efforts do not exacerbate such tensions in countries at risk. 

4.6 Of the nine case study countries, six were experiencing economic stagnation or severe 
economic stress in the years leading up to the conflict (BiH, Cambodia, El Salvador, Eritrea, Haiti, 
and Uganda) . More to the point, in only three cases do economic tensions between conflicting 
groups appear to have contributed only marginally (or not at all) to internal conflict compared with 
the effects of political (or regional) circumstances (Cambodia, Eritrea, and Lebanon). In five cases 
(BiH, El Salvador, Haiti, Rwanda, and Sri Lanka), economic and distributional issues were 
important factors leading up to conflict. While the Bank was not playing a significant pre-conflict 
role in all the cases, it was active in several. 

4. 7 Drawing a line in these conflicts between the realm of (economic) issues appropriate for 
Bank attention and those (political) inappropriate under the Bank's mandate is difficult. The 
parties to these conflicts typically have justified resorting to violence by claiming a threat to their 
fundamental interests. Such threats have been seen as arising from the capture and inimical use of 
the state so that governance is no longer exercised with equal responsibility toward and 
participation of the aggrieved parties. ·10 Sri Lanka, for example, donors may have missed a 
significant opportunity to promote equitable participation through the huge Mahawcli power, 
irrigation, and resettlement scheme. In Rwanda, considered to be a relatively successful 
development case in the 1980s, donors neither assessed nor addressed the distributional imbalances 
that were emerging and that fed the political events leading up to the ethnic crisis. In Haiti in 1986, 
international assistance failed to make the most of a "window of opportunity" following the end of 
the Duvalier era to promote equitable economic growth and democratic change. 

4 .8 It cannot be known if more proactive efforts to shape economic policies and programs, or 
more politically-nuanced advice or requirements, would have reduced these destructive intergroup 
tensions and succeeded in the face of other conflict factors. Nevertheless, opportunities to make 
such efforts in areas of normal Bank involvement should not be missed. The Bank has recognized 
that corruption can negate its contributions, providing grounds for reconsideration of the Bank's 
program. 23 The effects of the conflicts studied-including vast population dislocation and 
suffering, economic disruption, and destruction of infrastructure-greatly exceed the negative 
effects on the economic environment commonly observed from corruption. The implication is clear 

23. See World Bank, "Guidelines to Staff on Anticorruption Report," Memorandwn from Joanne Salop, September 15, 1997, 
para. 13 . On September 2, 1997, the Bank's Board of Directors discussed a report, Helping Countries Combat Corniption: The 
Role of the World Bank, prepared by the Poverty Reduction and Economic Management Network (PREM). ll1c "Guidelines to 
Staff' drew from the Anticorruption Report and the 1997 World Development Report: The State in a C/rangi11g World. 
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that economic and distributional policies and programs that can avoid a slide into conflict within 
deeply divided societies should be pursued. 

4.9 A number of external observers and critics of the Bank, including some sources and 
persons consulted for this study, have urged the Bank to condition disbursements on compliance 
with peace agreements and governance criteria. One country where critics have argued for 
conditionality deriving from peace agreements is El Salvador. The Bretton Woods institutions, they 
argue, should have insisted on "peace conditionality" in support of specific programs mandated by 
the peace accords. While Bank and Fund resources and their conditioned assistance on tax reform 
at least indirectly supported the accords, some argue that (i) domestic resource mobilization and 
expenditure reallocation from the military in favor of the social sectors could have been pursued 
through conditionality more aggressively than it was; and that (ii) the Bank could have conditioned 
its assistance on specified progress in implementing such key accords-mandated programs as land 
acquisition for ex-combatants and reform of the justice and law enforcement system (even if it did 
not provide direct financial support for these programs).24 

4.10 In view of the fragility of immediate post-conflict settings, the Bank's initial response has 
typically been to provide one or more emergency credits or loans to such countries . These 
instruments fall under Operational Directive 8.50, " Lending by the Bank for Emergencies," which 
discourages the application of conditionality to emergency operations unless "directly linked to the 
cause of the emergency" (World Bank 1988: para. 39). Considering the experience in BiH and 
Cambodia, however, a case can be made for attaching what might be called "policy and economic 
conditionality" to emergency operations . In the words of the former director for BiH, policy 
conditionality is essential because "conflict destroys institutions and policies, as well as bricks and 
mortar. The 'easy' part of any Bank operation is reconstructing the bricks and mortar; the hard
but more essential-part is restoring the institutional base, human capital, and societal bases of a 
post-conflict society." 

4. 11 Policy conditionality requires case-by-case analysis. Depending on social and physical 
conditions, it may not be appropriate to introduce wide-ranging conditionalities all at once. While 
the immediate post-conflict period can be a "window of opportunity" to pursue some policy 
reforms, especially those essential to macroeconomic stability, the Rwanda case exemplifies the 
need to exercise caution in pursuing an ambitious policy reform agenda too soon after a major 
social collapse. Thus, loan and grant agreements in post-conflict countries, as in other countries, 
should contain provisions essential to accomplishing the development objectives of recovery 
operations. However, in Uganda, the Fund and the Bank emphasized increased tax effort that, 
considering the country's history of predatory tax policy, may well have depressed private 
investment. 

4 . 12 It is also important that the Bank work with other donors and partners of the 
reconstruction process to forge agreement on the need for policy change and the means to 
implement change. This could be something as simple as getting partners to agree on a llowing 
monetization of food aid or aid-in-kind to supplement devastated budgets, reintroducing partial 
cost-recovery for war-damaged public services, and similar measures . 

24. See James Boyce, ed., Economic Policy for Building Peace: The lessons of El Salvador, Chapter 13, "Conclusions and 
Recorrunendations." Boulder and London: Lynne Rienner Publishers, 1996, pp. 280-81. 

23 



4.13 The Bank has extremely valuable contributions to make to peace negottat1ons and 
international consultative groups. One of these contributions is to advise on the economic 
dimensions of peace accord options. Because peace accords lay down an economic scenario, the 
Bank -can and should have a seat at the table. During the UN's 18-month governance mandate 
following the Cambodian settlement, international (and Bank) staff were hamstrung in their 
economic rehabilitation efforts by an overriding interpretation of the settlement's language that 
narrowly restricted reconstruction until elections had produced a new government. In BiH, the 
accords called for a complex and fragile fiscal structure highly dependent for its viability on willing 
cooperation among the parties just emerging from warfare. In such cases, the provisions for 
economic reconstruction might be designed to enhance the recovery if the parties have full benefit 
of the Bank's advice and experience on the possible economic consequences of alternative 
approaches to implementing peace agreement provisions. 

4.14 While the Bank is not a party to peace negotiations, it could provide such advice if its seat 
at the table gave it more than observer status. The former Bank director for BiH notes that the 
willingness of diplomatic partners to have the Bank at the table should not be taken for granted, 
and that the Bank must and should work hard to earn its seat. Had the Bank played a more formal 
role in the negotiations leading up to the El Salvador Peace Accords of January 1992, a clearer, 
more realistic picture of the costs of the various provisions might have emerged earlier than it did. 
However, some observers argue that injection of such considerations would have inhibited reaching 
an agreement. The BiH negotiations illustrate how political considerations can override the 
economic. In that case the Bank was invited and participated in negotiations on technical issues at 
Dayton but found that technical considerations of efficiency in economic governance cou ld not 
prevail over strictly political negotiability. As the former director for BiH notes, however, .. The 
economic aspects of the settlement were the best that could be agreed to at that time, if they were to 
be politically acceptable to the parties ." Nonetheless, a frank, experience-based examination of 
options and possible consequences may improve economic governance components of peace 
accords and lay a foundation for more effective or cooperative interpretation and implementation in 
the critical first months of carrying out the agreements . Bank participation in peace negotiations in 
Guatemala provides another example of its potential contribution to the peace process. 

The Bank's Role in Aid Coordination 

4.15 There are typically many donors present in a post-conflict situation, each with its own 
agenda. In order to respond effectively to the massive and urgent needs, they must work in 
partnership with each other. The weakened capacity of government often found in post-conflict 
settings magnifies the need for an external aid coordination role. Assuming an active role in post
conflict aid coordination does not necessarily imply leadership of the process, but it will likely call 
for the exercise of leadership on macroeconomic and external debt issues, strengthening policy 
dialogue and policy reform, and mobilizing resources. Most of the key actors in the nine case study 
countries have expressed in one way or another a preference for Bank assistance in aid 
coordination, particularly for a Bank-convened consultative group. Some of the benefits they 
perceive from a proactive Bank role include the quality of its analytical and advisory services, its 
unique relationship and access to the IMF, its credibility in the eyes of the rest of the donor 
community, and related to the last two benefits, its potential to mobilize funds from other sou rces. 
Table 4. I summarizes the Bank's role in coordination and partnership efforts for the nine case 
study countries. 
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T bl 4 1 Th B k' R I a e : e an s o e an dEn f · C d" f ec ,veness m oor ma 10n an d p rt a h" ners 1p 
BiH Cambodia El Salvador Eritrea Haiti Lebanon Rwanda Sri Lanka Ue:anda 

Peace 1' - - - - - n/a -
negotiations 
Mobilize 1' 1' 1' 1' - - - 1' 
resources 
Jointly prepare 1' 1' 1' - - 1' 1' 1' 
assessments 
and strategies 
Sectoral & in- 1' - 1' 1' - - - 1' 
country coord. 

Note: 1' means the Bank played a role and was generally effective; ..!, means the Bank played a role and was not 
effective; - means the Bank played no role. The table is meant to provide a general idea of the Bank's involvement 
in the activities listed, and cannot reflect the nuances between cases regarding the extent of the Bank's role or its 
performance. See Annex 6 for sununaries of the case studies. 

4.16 The Bank's use of consultative groups (CGs) has been particula rly effective for mobilizing 
aid resources, including facilitating the clearing of arrears, seeking a coordinated approach to 
macroeconomic issues, and providing information on needs and assistance flows. It helped 
enormously to have the Bank 's leadership role clearly defined and mandated by key members of the 
international community, as well as strongly backed by top Bank management, as in the case of 
BiH after the Dayton Accords. Even in the absence of such a designation, it is important to have a 
clear request from the government early on, as in El Salvador, Eritrea, Haiti, and Sri Lanka. Also 
valuable, as was the case for several countries (BiH, Cambodia, Sri Lanka, Uganda) is a consensus 
among government and the main donors about the policy framework that must be put in place for a 
sustainable recovery and reconstruction effort. In El Salvador, holding a CG meeting before the 
peace accords were signed contributed to the effectiveness of coordination. It was also important 
that the government gave priority to donor coordination and endorsed the Bank's role. 

4.17 One area where a coordinated, joint approach among donors is particularly desirable is in 
the undertaking of damage and needs assessments, as illustrated by the experiences of BiH, Haiti, 
and Sri Lanka . A joint effort in this area is not only more efficient but also can help set the stage 
for effective coordination and cooperation between donors and government when implementing 
post-conflict reconstruction efforts. Assistance for preparing a national reconstruction plan should 
also be coordinated to avoid the imposition of unnecessary burdens on the government. Early 
leadership or participation in damage and needs assessments in post-conflict countries has 
facilitated the Bank's subsequent involvement in developing reconstruction strategies and in aid 
coordination. This has required an assessment of socioeconomic needs and the sociopolitical 
context as well as of physical damage. Scholarly expertise and participatory poverty assessments 
were not employed to the extent that would have been desirable, however. 

4 . 18 The resource mobilization function of aid coordination may lead to cofinancing of 
operations . This is particularly desirable for general program assistance for balance of payments 
and budget support, for which conditions and tranches must be synchronized. Budget support 
counterpart generation is often urgent for pressing post-conflict local currency needs, that is, non
tradablc goods and services the government can only obtain from the local market (such as salaries 
of teachers and medical personnel) . The Bank had difficulty mobilizing adequate cofinancing for 
budget support in BiH, Cambodia, El Salvador, and Rwanda. Although the specific circumstances 
in each case were different, a common factor was continuing ambivalence on the part of some 
donors toward the government, either about its commitment to peace accords or about its 
accountability and legitimacy. Cofinancing of program assistance for post-conflict countries thus 
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presents a special challenge for the Bank. Partnerships are key to effective aid coordination. It is 
critical to establish at the outset of the recovery process not only what each partner will do but also 
the areas in which the Bank cannot intervene or where it does not have a comparative advantage. 

4.19 Another challenging aspect of coordination for the Bank has been at the in-country and 
sectoral levels. Misunderstandings and differences can arise with other donors with substantial 
resources (such as the EU in BiH), those who have had a long-standing coordination role (such as 
the UNDP in Rwanda), or those with both (such as the EU, IDB, and UNDP in Haiti). The case of 
BiH demonstrates the importance of partnerships to the reconstruction process. The Bank, along 
with the other main donors in BiH, participates in a sector task force for each sector, and co-chairs 
one task force on economic policy with the IMF. All the task forces are under the guidance of the 
Economic Task Force, chaired by the Office of the High Representative. The sector task forces arc 
credited with success in information sharing within sectors, and with some success in avoiding 
contradiction and overlap among donors. However, success in carrying out fully coordinated 
programs on the ground has been limited, and experience has varied by sector. 

4.20 The absence of a resident mission, or a delay in establishing a mission with the continuous 
engagement of a resident representative, has hindered the Bank's ability to coordinate effectively in 
Cambodia, Eritrea, Haiti, Lebanon, and Rwanda. Lack of clear agreement at the outset on division 
of labor, particularly with the UNDP, both at headquarters and in the field, can hamper effective 
coordination, as it did in post-conflict Rwanda. 

4 .21 Finally, an important element is the quality of the individuals who are expected to take the 
lead in aid coordination for the Bank. At the apex, senior staff, such as the country department 
director, are crucial in recruiting other donors and mobilizing their support. This was 
unquestionably the case for the series of post-conflict CG meetings for BiH and El Salvador. The 
quality and leadership style of the resident representative is also critical to the effectiveness of the 
Bank's role in aid coordination at the country level. 

Other_ Aspects. of. PartnershiP ................................................................................................................................................................ . 

4.22 Related to the presence of a resident mission is the quality of the Bank's coordination with 
NGOs, both international and loca l, and its relationships with civil society in general. A strong 
resident mission has facilitated these relationships, with the BiH mission and its NGO liaison 
officer providing the best example. The Bank is seen as an effective bridge between the government 
and NGOs in BiH. The Bank's rather rough, but improving relationship with Salvadoran NGOs 
could arguably have been more harmonious sooner had there been a resident mission. 

4.23 Despite the presence of a resident mission, the Bank has been criticized by NGOs and 
some UN sources for its coordination and partnership role in Uganda. Some felt the Bank's 
leadership had focused the development community on macroeconomic reforms at the expense of 
poverty alleviation programs. In addition, the Bank was criticized for employing a "standard 
economic model approach" to coordination rather than adopting a specialized post-conflict 
approach. NGOs also felt that the rhetoric of partnership and participation "was moving faster 
than the reality," and indicated the need for greater dissemination of information on Bank activities . 
The Bank improved this shortcoming through its well-used public information center in the Bank 
resident mission. But this passive resource was not matched by any proactive information strategy 
addressing the Ugandan public. 
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5. The Bank's Comparative Advantage and Performance 

Supporting the achievement of macroeconomic stabilization is an area of 
comparative advantage for the Bank and should be one of its highest priorities 
in post-conflict situations. The pursuit of other economic reforms should 
continue incrementally, taking into account the country's historical and current 
policy and institutional enabling environment. Rebuilding physical 
infrastructure is another area of strength, and the Bank should support such 
activities with attention to necessary policy and institutional reforms. Bank 
support for demining should remain consistent with the Operational Guidelines 
and focus on awareness and training activities. Support for mine clearance 
should be exceptional and be integrated with a specific development activity. 

The Bank's performance in restoring human and social capital has been uneven. 
The Bank should help post-conflict countries develop cost-effective strategies to 
restore human and social capital, using demand- and community-driven 
approaches. In providing further support for demobilization and reintegration of 
ex-combatants, the Bank should strengthen the capacity it has acquired and 
incorporate the relevant experience of other agencies. The Bank should give 
gender issues a higher priority in post-conflict countries and support gender
specific interventions in the economic and social sectors. 

Stabilizing .. and .. Rebuilding. the .. Economy ............................................................................................................................... . 

5.1 Moving to macroeconomic stability as soon as possible in a post-conflict setting is crucial 
to economic recovery. The Bank is widely perceived to have a comparative advantage in this area. 
The case studies confirmed that on the grounds of relevance, efficacy, and efficiency, stabilizing 
the economy is the area of strongest Bank performance in post-conflict reconstruction. Typically, 
the Bank has been the only significant source of program funds to cover general import needs. 
Together with the Fund, the Bank has supported policy reforms aimed at bringing greater 
macroeconomic stability in each of the case study countries . An important indicator of 
macroeconomic stability is the current rate of inflation. In a majority of the nine cases, the 
monetary and fiscal stabilization packages the Bretton Woods institutions negotiated with the 
governments of the countries have been essential to reducing the rate of inflation in the post
conflict period . 

5.2 While a substantial reduction in the rate of inflation is an important indication of 
macroeconomic stability it is unfortunately not a guarantee of stabi lity. The case of Lebanon is 
instructive. The inflation of consumer prices has come down from an annual average of 164 
percent during the 1986- 1990 conflict period to 6.8 percent in 1994. As a recent analysis points 
out, however, Lebanon has been incurring very large fiscal deficits, with a negative balance 
between cu rrent revenues and expenditures running between 9 and 11 percent of GDP between 
1994 and 1996, and a negative balance between overall revenues and expenditures running between 
18 and 20 percent of GDP for the same period. The analysis argues that the large inflows of 
external private and public resources that have permitted these deficits cannot be sustained. 
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Therefore, future macroeconomic stability is in jeopardy unless public saving can be increased 
(through a combination of increasing revenues and reducing expenditures) .25 

5.3 Of course, the best plans to achieve macroeconomic stability will not produce the intended 
results if the agreed policy measures are not implemented. Sri Lanka is an example. Persistent high 
defense expenditures required in the face of continued conflict and poor performance on other 
policy reform fronts combined to make price stability an elusive goal. 

5.4 The Bank's performance in supporting fiscal and other structural economic reforms, 
such as privatization and tax policy, has been mixed. As discussed in the next chapter, the Bank's 
pursuit of such reforms in post-conflict settings has not always been appropriate or timely . 

T bl 5 1 Th B k' R I a e e an s o e an d Effi f . R b "Id ' th E ec 1veness m e UI Jn :>' e conomy 
BiH Cambodia El Salvador Eritrea Haiti Lebanon Rwanda Sri Lanka U!!anda 

Stabilizing and 1' 1' 1' - ,.J., 1' 1' ,.J., 1' 
rebuilding the 
economy 
Other 1' 1' ,,.J.,• 1' - ,.J., - ,.J., n/a 1' 
reforms 
Physical 1' 1' 1' 1' - 1' - ,.J., 1' 
infrastructure 
Productive 1' 1' 1' 1' 1' 1' 1' 1' 1',,.J.,b 
sectors 
Deminine. ,.J., - - - - - - - -

Note: 1' means the Bank played a role and was e!Tective; ,.J., means the Bank played a role and was not effective·, -
means the Bank played no role. The table is meant to provide a general idea of the Bank's involvement in the 
activities listed, and cannot reflect the nuances between cases regarding tJ1e extent of tlle Bank's role or its 
performance. See Annex 6 for sununaries of tJ1c case studies. 
• The Bank has made substantial efforts to improvi: forestry management in Cambodia, altllough up to now these have 
been unsuccessful. In the area of promoting the mlc of law, Bank cfTorts have been insut1icicnt and dcli:cli\'e. Sec tllc 
Cambodia case study for greater detail. 
b In Uganda, the Bank's TA and sugar projects had significant impact, and U1c agricultural pro1ect was a cmcial 
reform, enabling tllc dismantling of the monopoly of the ColTcc Marketing Board. lne Uank project in tJ1e power 
sector, however, came too late and insufficiently focused on institutional reform. Sec Uganda case study for details. 

5.5 The Bank's assistance for rebuilding physical inf rastructure, including the policy and 
institutional aspects, has been another strong area of performance. Still, the Bank has not pursued 
it consistently. The Bank's approach to assisting basic production sectors, such as agriculture and 
industry, has been for the most part indirect, concentrating on policy and institutional enabling 
environments and on infrastructure. Operations intended to strengthen public sector entities in 
agriculture in El Salvador and Rwanda encountered protracted problems in attempting to work 
with weak, inefficient, or rigid bureaucracies. This has led to the canceling or restructuring of 
operations, and to a search for alternative approaches to such functions as research, extension. and 
service and input delivery, relying more on the private sector and NGOs. The performance of 
operations that have assisted intermediary organizations in support of microenterprise and other 
participatory local development efforts has been mixed. The record has been relatively satisfactory 
in BiH and Rwanda and less satisfactory in Uganda. 

25. Daniela Grcssani and John Page, "Reconstruction Eflorts in Lebanon and West 13ank Gaza: Challenges for Macroeconomic 
Management," preliminary draft, paper prepared for tlle Conference on Globalization and the Middle East and North Africa, 
sponsored by tlle Institut du Monde Arabe and tlle World Bank, March 14, 1997, Paris. 
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5.6 Housing recovery is an important component of rebuilding physical infrastructure as it 
helps with the rapid restoration of social and economic life. Rebuilding housing raises issues of 
land acquisition and tenure, construction materials, and technological choices for reconstruction. 
Cost recovery is another issue, as project designers must decide whether to provide subsidies and 
whether to direct them to lower-income families or to those who sustained the most damage. In 
some cases the situation is further complicated by dramatic changes in the demographic 
distribution of the population. In BiH, the war resulted in an exodus of refugees to other countries 
and massive internal population shifts. The Bank-financed Emergency Housing Repair project 
(with a total project cost of US$50 million) aims at assisting the restoration of common areas and 
weatherproofing the fabric of public sector housing to avoid further deterioration. Given the 
emergency nature of the project and the strapped financial circumstances of both households and 
local institutions, concessionary financing was deemed justifiable. The costs of repairing the 
common parts of buildings will be recovered over a long period reflected in gradually rising rents. 

5.7 In Sri Lanka, housing has been extensively damaged by explosions (aerial bombs, mortars, 
and ground detonations}, fire, and mechanical razing by bulldozers. The shelter component of the 
ERR Project financed by the Bank (US$29 million) complemented a shelter program implemented 
by the government and assisted by bilateral agencies, NGOs, and UNHCR. The Bank-financed 
component included loans for up to 20 years, with interest rates of 6, 4, and 2 percent, according to 
household income. The funds were on-lent through three financial intermediaries using their 
standard loan processing procedures. The ICR for the project found that the shelter component was 
among the more successful, in contrast to the public infrastructure components of the project, 
which were delayed, destroyed, or hard to monitor because of continuing violence and insecurity. 

5 .8 Demining is unique to post-conflict situations and essential for rehabilitation and 
recovery. To restart economic life, land must be made available for human activity through the 
removal of mines and the suspicion of mines. Identify ing and removing landmincs requires 
considerable resources and can take dccadcs.26 The Bank has supported self-standing dcmining 
operations in BiH and Croatia. This experience has raised concerns regarding the danger, expense, 
and quality of landmine clearance. Although there arc strong economic and humanitarian reasons 
for demining, the main lesson learned from this assessment is that Bank involvement should focus 
primarily on indirect, non-clearance. activities, such as coordination, information and mine 
awareness, training, and institution building. Consistent with the February 1997 Bank Operational 
Guidelines on Demining, support for landmine clearance should be exceptional and provided as an 
integral part of a development activity (road construction) . The BiH and Croatia projects should be 
audited upon completion to confirm these preliminary findings . 

Rebuilding .. Human, .. Social, .. and .. Cultural .. Capital .......................................................................................................... . 

5.9 Investment in human capital, including education and health spending, is an important 
component of post-conflict work. Violent conflict can decimate the human resources of a country 
as people are killed, maimed, or displaced in large numbers. Human capital services arc typically 
the first to be disrupted by conflict. Education, health, and community services stop, bringing the 
realization of human potential to a halt. Schools, hospitals, clinics, and community centers are 
destroyed, as is the government's capacity to administer services . Conflict also creates new 
vulnerable groups, such as the unemployed, ex-combatants, women-headed households, children, 

26. OECD, DAC Guideli11es on Conflict, Peace and Developme11t Co-operatio11, Paris, 1997, p. 14. 
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and the disabled, who are legitimate beneficiaries of reconstruction aid for socio-economic as much 
as humanitarian reasons. The restoration and development of human capital in the post-conflict 
phase is essential to establish a base for rebuilding the economy. Table 5.2 summarizes the Bank's 
role in restoring human, social, and cultural capital in the nine case study countries. 

Table 5.2: The Bank's Role and Effectiveness in Restoring Human , Social, and Cultural 
C . 1 ap1ta 

BiH Cambodia El Salvador Eritrea Haiti Lebanon Rwanda Sri Lanka Ueanda 
Health 1' 1' w - 1' 1' 1' - w 
Education 1' - 1' - - - 1' - w 
Role of women 1' - - - - - - - -
Demobilization 1' - - - - - 1' - 1' 
Governance 1' w 1' - - - - 1' 1' 
Cultural capital - - - - - 1' - - -

Notes: 1' means the Bank played a role and was effective; -1' means the Bank played a role and was not e11ective; -
means the Bank played no role. 1l1e table is meant to provide a general idea of the Bank's involvement in the 
activities listed, and cannot reflect the nuances between cases regarding the extent of U1e Bank's role or its 
performance. See Annex 6 for swnmaries of Ule case studies. 

5. 10 Human capital or social sector work was not generally a priority in Bank post-conflict 
projects or in its economic and sector work, both of which concentrated initially on 
macroeconomic, sector, and infrastructure work. BiH appears to be an exception, with an early and 
balanced inclusion of social sector work (4 of 16 projects, including a specific war victims 
rehabilitation project) producing some promising reports. Although completion reports and audits 
in social sector post-conflict reconstruction are still relatively few, it seems that results of Bank 
efforts in these sectors have been modest, with a few exceptions. Uganda operations produced 
unsatisfactory results, notwithstanding some effort to prioritize health, education, and economic 
support to the rural poor and vulnerable groups. Poor social indicators persist in other post-conflict 
countries such as Eritrea, Haiti, and Rwanda despite recognition that the workforce was potentially 
a major asset. 

5. 11 The El Salvador Basic Education Modernization Project has been a rare exception to 
modest or poor performance in the social sectors . The project builds on a Bank-supported ED UCO 
pilot project and employs a community-managed approach initiated during the conflict by 
communities themselves. The participatory nature of the El Salvador program has contributed to 
consensus-building and the sustainabili ty of the peace process. Strong government and Bank 
commitment have also been important for performance and the achievement of objectives. The 
Eritrean Community Development Fund, although small-scale, is another good example of a 
participatory approach to post-conflict recovery. 

5. 12 Inherent in violent civil conflict is the destruction of social capital, particularly insti tutions 
of governance and civil society and such basic attitudes and behaviors as trust and participation. 
While the severity of this problem in post-conflict countries is increasingly recognized, neither the 
Bank nor any other international donor has an obvious comparative advantage in this area. 
Analyses undertaken in the Bank and elsewhere have identified some key components of good 
governance and vigorous civil society that need to be addressed. These components include 
transparency, accountability, the rule of law, and the professions. Several recent Bank-supported 
pilots (e.g ., in BiH) and EDI efforts (e.g., in Uganda) show promise in these areas. 
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5 .13 The role of women in rebuilding social capital should also be examined and capitalized on. 
Often considered a "vulnerable group" in post-conflict settings, the potential of women as strong 
corrununity leaders who can facilitate the rebuilding of social capital may be overlooked.27 

Moreover, reconstruction efforts must consider the possible productive difficulties faced by women 
in post-conflict situations (e.g., lack of labor at critical times in the agricultural season), since in 
many post-conflict countries a third or more of the working-age men have been killed and women 
are the productive base for restarting the economy. It was only in BiH that the Bank has made a 
specific operational effort to address the particular needs of women. 

5 . 14 Although for the most part Bank projects in BiH have not separately targeted women, 
project design takes into account the particular needs of women and the existing programs to help 
address those needs. Women are among the beneficiaries of the Emergency Demobilization and 
Reintegration Project, the Emergency Recovery Project, and the War Victims Rehabil itation 
P roject. Displaced women were one of three target groups for the pilot phase of the Local 
Initiatives Project, which supports microcredit programs. An evaluation of the pilot project reveals 
that the average loan size for this group was 700 DM; 228 loans had been disbursed; 185 jobs had 
been created; and repayment rates were I 00 percent for the groups (and 88 percent on an 
individual basis).28 The project appears to have worked remarkably well and is perceived to be 
successful by beneficiaries, NGOs, other donors, and goverrunent officia ls due to its reliance on 
local organizations and its success in reaching beneficiaries . 

5 . 15 Finally, in planning post-conflict reconstruction efforts, analysis should be used to identify 
unequal power relations underlying social organizations to ensure that women are not further 
marginalized by relief and reconstruction interventions. 29 The Bank has raised the issue of limited 
women's property rights in its dialogue with the goverrunent in Rwanda and it plans gender
specific interventions as part of its 1998-2000 (CAS) program strategy. 

5 . 16 The related activities of demobilization , reinsertion, and reintegration of ex-combatants 
into the civi lian economy and society can be important to economic recovery and sustained peace. 
Bank-supported efforts in this area have expanded in the 1990s and the Bank has played a 
leadership role through the analysis of its experience in Africa.30 The experience of the Bank and 
other donors has generated several lessons as well as some unresolved issues. For example, when 
the parties to peace accords arc not fully committed, one side or the other can manipulate the 
process. An approach narrowly targeted on ex-combatants, as opposed to an area or countrywide 
approach, can create resentment among local populations . 

5.17 Demobilization can also sometimes be premature, particularly where a continuing threat to 
national security exists, as may have been the case in Uganda. However, as Colletta notes, "if the 
alternative to demobilization is a militarized state, an army of underpaid and marauding soldiers, 
and a government budget dedicated to 'defense,' the risk of DRP (demobilization and reintegration 
program) failure due to rapidly changing circumstances is well worth taking, even if information on 

27. See Katarina Toll, "Needs and Potential ," in DHA News, No. 22, April/May 1997, p. 19. 

28. World Bank, Bosnia and Herzegovina Local Initiatives Project. Pilot Phase Evaluation Report. May 1997. 

29. OECD, op cit .. p. 3 1. 

30 Documented in Colletta, el al, The Transition from War to Peace. Directions in Development; and Case Studies in the 
Transition from War to Peace: The Demobilization and Reintegration of Ex-combatants in Ethiopia, Namibia. and Uganda. 
World Bank Discussion Paper No. 331. Both Washington, DC: World 13ank, 1996. 
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macrosecurity is limited, or if this information is not the most encouraging. Many governments and 
donors agree. Hence, further research on security, demobilization, and reintegration issues seems 
warranted. "31 

5 .18 The Uganda experience also demonstrates that the availability of land is an important 
determinant of successful reinsertion and reintegration of ex-combatants. Land is not a guarantee 
of success, however, as illustrated by El Salvador, where a substantial number of ex-combatants 
provided land under the accord-mandated Land Transfer Program abandoned their land for a 
variety of reasons, including poor land quality, lack of supporting services and credit, and lack of 
aptitude and interest. The Bank has acquired some expertise in public sector downsizing programs 
that can be applied to demobilization efforts. Training schemes have had a mixed record in both 
areas. Care must be taken to consider the special needs of the soldiers to be demobilized-they 
may come from rural areas, have little or no education, and increasingly they are mere children.32 

5.19 What is the justification for assisting in the protection and conservation of cultural 
heritage in situations of complex emergencies? Applying scarce resources to conserving cultural 
heritage in a post-conflict situation may seem frivolous at first glance. However, cultural heritage 
has the power to inspire hope and remind people of their creativity. Its destruction is a decisive way 
to assert primacy and control and can become a symbol of the brutality and insanity of war. So 
sensitive are cultural heritage sites that they can become flashpoints in ethnic and civil conflicts . 
The bombing of Bosnia's Mostar bridge and the 1992 attack on the mosque in Ayodha, India, 
demonstrate the potential of acts aimed at cultural heritage to ignite tense situations . In attempting 
to reestablish civil society in the face of ethnic rivalries, protecting cultural heritage is one of the 
tasks requiring attention in any assistance strategy. 

5 .20 Although the Bank has carried out a number of projects with cultural heritage conservation 
components, it has little experience doing so in post-conflict situations. One recent effort is a 
component of the assistance strategy for the West Bank and Gaza, where the Bank is supporting 
the establishment of a cultural resource management program. The program includes the 
preparation of policies, legislation, and guidelines; development of a cultural resources review and 
approval system for development plans that is linked to land use planning and the environmental 
assessment process; design of a budget and accounting system; preparation of an inventory of 
cultural sites; coordination mechanisms with planning authorities, municipal governments, and 
other agencies; and preparation of a work plan. Also included is training in cultural heritage 
management, which will allow the Palestinians to make informed decisions on the protection and 
management of their resources. This is viewed as integral to the transition from war to sustainable 
peace and as a prerequisite for economic and social development. By force of example, the Bank 
can exert considerable influence in defining programs for post-conflict rebuilding that ensure the 
retention of cultural heritage and allocate sufficient resources to do so. The Bank needs to consider 
also the need to build the human resources necessary to carry out needed conservation works . 

31 Internal memo from Nat Colletta, January 20, 1998. 

32. A recent UN study by Graca Machel, The Impact of Am1ed Conflict on Children, reports that over the past 30 years, 
government and rebel armies around the world have recruited lens of thousands of children, most of them adolescents under 18 
but also children aged IO and younger. 
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6. The Folly of Some Conventional Wisdoms 

The devastation of human, social, and physical capital often found at the 
beginning of a post-conflict period, and the particular provisions of a peace 
agreement, may require that some "conventional wisdoms" of development 
experience and practice be set aside for a time. 

6. 1 Many "conventional wisdoms" of development learned over the past several decades also 
apply in post-conflict settings. Among these are the importance of relevance, client ownership, 
beneficiary participation, the policy and institutional environments, including a positive enabling 
environment for the private sector, and cost-effectiveness. But some characteristics of post-conflict 
settings-fragility of the political environment, skittishness of private investment, concentration of 
wealth and access to resources, thinness of financial sector markets, and severely reduced 
governance capacity-make some "conventional wisdoms" not applicable, at least not in the short 
run. These characteristics, of course, also exist to varying degrees in non-conflict countries. 
However, they seem to have been particularly prevalent and severe in the majority of the nine case 
study countries. 

6 .2 The 1997 World Development Report recognizes the special circumstances of post-
conflict countries in its observation that: 

Although the clements of a post-confl ict stabilization and recovery program may differ 
little from programs applied elsewhere, there are grounds for caution and for examining 
the components of the standard policy package in light of the conditions and distortions 
peculiar to the post-conflict cnvironmcnt. ... Policics to spur the private sector' s recovery 
should therefore avoid overly aggressive increases in taxation and should stress the early 
sequencing of investment-sensitive reforms, including the preservation of low inflation, 
the sale or restitution of expropriated housi ng stock, and restraint in revenue 
collcction .... Thc sequencing of standard economic policy reform and of governance 
measures also needs to be tai lored to avoid threatening the sustainability of peace 
agreements and to take account of the typically severe distortions in economic 
conditions. (World Bank, World Development Report 1997: 161) 

6.3 For example, tax policy, important for stabilization and public finance, has been 
considerably more controversial than stabilization measures employing the instruments of monetary 
policy. In some of the nine countries, Bank and Fund insistence on rapid increase in tax effort 
(ratio of tax revenues to GDP) may well have been counterproductive, constraining growth of the 
economy and the size of the tax base. In others, the Bank may not have pursued increased ta.x 
effort vigorously enough. In the former category, the Uganda case study finds that owing to a 
history of predatory government tax policy during the confl ict periods, pressure by the Fund and 
Bank on ta.x effort has had a chilling effect on private investment, driving economic activity into 
subsistence, or, a long with invcstable funds, abroad.33 To make matters worse, the marginal benefit 
of tax effort in Uganda has been minimal, g iven the low capacity to expand cost-effective public 
sector programs. The reverse case, where pressure on tax effort may not have been enough, is 
illustrated by El Salvador. 

33. In contrast to the situation in Lebanon, described in the previous chapter, substantial public capital inflows in the fonn of 
aid can be expected for Uganda for a number of year~. Thus, increased tax effort to offset declining aid, an argument used by 
the Bank and Fund, docs not tum out to be valid in this case. 
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6.4 The impact of early measures to liberalize and restructure post-conflict economies has also 
been mixed. In most cases, liberalization of the exchange rate has been an early and successful 
reform. However, other measures, such as sharp reductions in tariffs, liberalization of interest 
rates, elimination of subsidies, civil service reform, and sweeping privatization have been more 
controversial in post-conflict countries, including those examined in this assessment. The issue has 
not been one of unalterable opposition, but of timing and sequence. As vested interest groups that 
would normally raise stiff opposition are in a weakened condition in post-conflict settings, it can be 
argued that early refonn action is more feasible. However, the political environment in which a 
new post-conflict government finds itself may still be very fragile and unstable, limiting its ability 
to win acceptance of a refonn program that goes beyond stabilization. This has been the case in 
most of the case study countries. 

6.5 The typically weak implementation capacity of the new government is another reason for 
approaching such reforms more slowly and incrementally. Moreover, private investment, as 
suggested above, may be very sensitive to attempts to offset declines in tariff revenues by 
aggressive efforts to expand sharply direct taxes on investment and business income and assets . 
For all these reasons, criticisms have arisen from inside and outside the Bank that too much 
emphasis was put on a rapid pace of reforms in Haiti, Rwanda, and Uganda, as opposed to 
concentrating on maintaining low inflation and a convertible currency, and approaching other 
reforms more incrementally. 

6.6 The environments for other specific reforms, often part of adjustment programs, such as 
civil service reform and privatization, need to be conducive to success. The Cambodia study finds 
that the Bank has continued to push for downsizing the civil service when the political coalition 
arrangement under the peace accords was based in part on raising the size of the civil service to 
absorb large numbers of the incoming parties' functionaries . The Bank's position, in the view of 
some observers, was not politically realistic from the outset. 

6. 7 There was a tendency in some post-conflict situations to give high priority to immediate 
sweeping privatization. While there is much in the histories of the countries studied to support the 
priority given to privatization of state enterprises, this docs not necessarily imply that sweeping and 
total privatization should be among the first reforms undertaken. As the Cambodia and Haiti case 
studies show, the norms of behavior of the private sector and the degree of corruption and 
cronyism within or between the private and public sectors may be such that privatization may well 
not enhance the prospects for sustained, equitable development, and may even make them worse. 
The first priority in post-conflict situations should be to examine the overall enabling environments 
that govern the behavior of broad sectors in the political economy. In doing so, the counter-factual 
must also be considered. In BiH, the former director notes that the Bank did go ahead with 
implementing privatization efforts since the alternatives-an unjust, de facto and illegal 
spontaneous privatization undertaken by the \vinning economic groups and war profiteers, or the 
immobilization of assets that could be used to generate activity-were even worse. 

6.8 The Bank's experience suggests an additional caution concerning privatization in post
conflict situations. The government must have adequate capacity to plan, implement, and oversee 
the process. In addition, the state enterprise(s) to be privatized must be sound enough to attract 
private investors or managers . The experience of Rwanda suggests that the Bank pushed 
privatization of the major utility before the government had the requisite knowledge and capability 
to proceed, and before the management and operation of the utility itself were sufficiently 
strengthened to attract even a private sector management contract, let alone investors. The Bank 
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has recently modified its approach and is providing technical assistance to strengthen the 
management structure and systems of the utility before attempting again to attract private 
management. 

6.9 Privatization of agricultural marketing entities was a second-tranche condition, one of a 
wide range of conditionalities for the first structural adjustment operation (SAL I) in El Salvador. 
The ICR for the project points out that implementation of this measure, while ultimately carried 
out, was delayed by stiff political and labor opposition. Whether this condition should have been 
part of this first SAL, approved in 1991 during a critical period while peace accords were still 
being negotiated, is questionable.34 

6.10 For human capital development, a conventional wisdom among donors, including the 
Bank, is to focus on primary education and health care. But in a country where conflict has 
eradicated education and health systems, as in Rwanda, a case can be made for donor assistance 
(not necessarily from the Bank) to the secondary and tertiary education levels and for hospitals. 
Another rationale for attention to secondary education is to enhance employment opportunities for 
young ex-combatants who left primary school to take up arms. These considerations have 
influenced govenunent and Bank thinking and operations in education in El Salvador and Rwanda 
and in health in BiH. 

34. TI1cse concerns are consistent with the three conditions for refonn readiness delineated in a Bank study of global 
privatization experience, Bureaucrats in Business: The Economics and Politics of Governmental Ownership, a World Bank 
Policy Research Report (Oxford and New York: Oxford University Press, 1995). The three conditions, based on both 
theoretical considerations and empirical evidence, arc (i) rcfonn must be politically desirable to leaders and their 
constituencies; (ii) rcfonn must be politically feasible; and (iii) the government must be able to promise credibly to stick to the 
refonn in the future. Ibid., p. 233. 
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7. The Bank's Institutional Arrangements 

The case studies reveal the great importance of management decisions regarding 
the staffing and structuring of post-conflict country teams and the programming. 
design, and implementation of operations. The country director must have a 
mandate to give the country substantial if not full-time attention and resident 
representatives need sufficient authority to make a wide range of programming 
and implementation decisions in the field. Despite the high up-front costs, well 
staffed resident missions are a precondition for successful Bank intervention in 
post-conflict situations. 

Early post-conflict situations require timely and flexible programming, design, 
and implementation. From the initial base of a well-prepared damage and needs 
assessment, the Bank should refine its strategy over the few years that follow 
through a series of workshops and policy notes. A full CAS can be prepared 
when time and resources permit. Expeditious preparation, piloting and bridging 
funds, and loan instruments should be resourced at sufficient levels to enable the 
Bank to be effective earlier in post-conflict situations. Mechanisms for rapid 
procurement and disbursement should be devised for post-conflict situations, 
consistent with sound practice. The recently established Post-conflict Unit 
requires the capacity to analyze a wide range of issues, as well as the continuing 
attention and occasional active involvement of senior Bank management. 

Effective implementation of post-conflict operations requires intensive 
monitoring, and the Bank must be prepared to allocate sufficient administrative 
budget resources for this task. Monitoring efforts should also draw on external 
expertise about a post-conflict country and make better 11se of ESW. which 
should include longitudinal ho11sehold and community studies. Considering the 
need for completion information in ofien highly volatile post-conflict settings, 
the Bank should sharply reduce the interval between project closing and 
completion report, with appropriate streamlining of the process. Completion 
reports and audits must apply evaluation criteria with greater sensitivity to the 
post-conflict political and economic environments. 

7.1 The organizational, resource allocation, procedural, and staffing decisions made by the 
Bank's management and Board have important consequences for Bank effectiveness in assisting 
post-confl ict reconstruction. Experience should infonn those decisions . The findings of this 
assessment cover several aspects of the Bank 's institutional arrangements for post-conflict 
reconstruction. 

Country Teams 
..................................................................................................................................................................................................................................................... 

7.2 The staffing of country and resident teams is one of the most important sets of decisions 
that Bank management makes for a post-conflict country. Strong commitment and consistent 
support from the highest levels of headquarters management and a country director with a mandate 
to give substantial, or even full-time, attention to the country also affect perfonnance, as illustrated 
in both the BiH and El Salvador cases. Attention to speed and quality by the country director for 
BiH and the high commitment of staff was important in meeting the compressed timetable for 
project processing. A comfortable administrative budget was a lso extremely helpful. The country 
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director for El Salvador during the period immediately preceding the peace accords played a 
critical role in getting the CG process off the ground and mobilizing support from other, often 
reluctant, donors, as well as ably leading a dedicated and effective country team. 

7.3 The circumstances of post-conflict countries, including weak government capacities and 
rapidly changing conditions, require greater on-the-ground implementation and monitoring support 
from the Ban1c. The absence of resident missions and specialized staff has limited the effectiveness 
of operations in Cambodia, Eritrea, Haiti, and Lebanon. 35 The speed and responsiveness of the BiH 
program demonstrate the advantages of a strong resident mission headed by an able resident 
representative with considerable Baruc experience and stature, and staffed with an experienced task 
manager for each operation, as well as other staff dedicated to such functions as NGO liaison and 
external relations. In addition, each BiH resident task manager is supported by a counterpart task 
manager in Washington. Of course, not every post-conflict portfolio approaches the magnitude, 
complexity, and international visibility of the BiH program. Nonetheless, the contrast between the 
amply endowed BiH resident mission and those of other case study countries is striking. Rwanda, 
Sri Lanka, and Uganda have had one resident representative drawn from headquarters (augmented 
by an additional headquarters professional staff member in the case of the latter two missions). 
These have been supplemented by varying numbers of local professional and support staff.36 These 
observations should not be interpreted as downgrading the role of local staff, who are invaluable at 
several levels. But the BiH experience does show what a well staffed mission can accomplish . 

7.4 As reconstruction is a multidisciplinary task, country and resident teams need to reflect the 
range of skills required, and managers need the vision to integrate those disciplines. Task managers 
in the case study countries did not always have easy access to multidisciplinary skills or have post
conflict experience themselves. Discontinuity in staffing some positions in both Rwanda and 
Eritrea seriously impeded Ban1c performance. Given the unprecedented nature of the tragedy that 
befell Rwanda, management decisions regarding staffing were particularly critical during the first 
two years after the genocide of mid-1994 . Extensive Bank experience, ideally in the Africa region 
and with post-conflict countries, should have been an important criterion for the initial core country 
team. This was not the case for a couple of team positions. Paradoxically, extensive experience in 
Rwanda was not necessarily a good thing. Assigning previous task managers to the same projects 
was not always wise, particularly when knowing what had happened to one's previous counterparts 
adversely affected motivation and the ability to forge effective working relationships with new 
counterparts. In contrast, the assignment of BiH staff with experience in former Yugoslavia 
contributed positively to effectiveness. This was true in the physical infrastructure sectors, where 
staff familiarity with the sector was instrumental to the success of emergency infrastructure 
projects, and even more so on fiscal, financial, trade, and macroeconomic issues. 

7.5 All country cases demonstrated that successful implementation depends upon effective 
partnerships with a number of in-country agencies. However, substantial powers were not regularly 

35. El Salvador has never had a Bank resident mission, and it is uncertain whether one was needed during the early post
conflict years. Staff involved at the time believe that the relative proximity of El Salvador to Bank headquarters and good travel 
connections to Washington made a resident mission unnecessary. Some staff believe that not having a resident mission even 
facilitated the Bank' s role as "honest broker" in the critical stage of early aid mobilization and coordination. Others, including 
some Salvadoran interlocutors and other Bank staff, believe the Bank would have developed more constructive early 
relationships with local NGOs and civil society if it had established a resident mission in the early 1990s. 

36. The Sri Lanka resident mission has in recent years substantially expanded the number of local professional staff and the 
Rwanda Mission plans in fiscal year 1998 to add one expatriate consultant and two local staff 
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delegated to country and resident teams; this prompted complaints from partners about decisions 
having to be referred back to higher levels in Washington with inevitable delays . For example, 
inadequate awareness of the post-conflict context by headquarters staff led to unrealistic provisions 
for procurement and disbursement in the Northern Uganda Reconstruction Project (NURP). BiH 
has been an exception on this point. There the combination of significant delegation of authority 
and strong staff support enabled the resident representative to establish good working relationships 
with a wide range of groups-bilateral donors, UN agencies, changing government institutions at 
several levels, NGOs, and the UNOHR. The resident representative in Sri Lanka has had 
significant delegation of authority and, pursuant to current policy in the South Asia Region of the 
Bank, has recently been designated country director, with the accompanying budget authority. 

Programming,._Design,_.and .Implementation ........................................................................................................................ . 

7.6 The first stage in programming Bank country operations typically involves developing a 
CAS. In an emergency situation, however, a trade-off is required between the need for speed and 
the legitimate desire for a systematic, well-prepared CAS . In some of the case study countries, a 
CAS was developed several years after the Bank re-engaged in the country. The key initial 
"strategy documents" were a damage and needs assessment and a national reconstruction plan, 
which provided the framework for the first emergency operation(s). This is an appropriate 
approach that does not unnecessarily burden the country team (or the government) with staff
intensive CAS preparation and approval efforts during the critical early post-conflict stage. In such 
cases, the CAS could become a process rather than a product. Using the initial documents as points 
of departure, this process could consist of a series of additional smaller papers and workshops 
dealing with selected policy issues and involving relevant government officials. The process could 
culminate with a more substantial document that would take into account the outcomes of the 
workshops but that would largely be prepared by the Bank. For example, the Bank and the EU 
prepared a BiH "vision" document using a series of meetings and seminars with economists and 
government officials as an input for refining the document and disseminating its key conclusions . 
BiH officials have indicated that this approach was very successful in directing the attention of 
decisiorunakcrs toward key issues . The soundness of this approach rests heavily on the quality of 
the initial damage and needs assessment and recovery strategy, which therefore merit the 
commitment of adequate resources and Bank management attention . More emphasis should be 
placed on the staff skills and training required to strengthen the process of damage and needs 
assessment. 

7. 7 Setting country assistance levels in the early stages of post-conflict reconstruction can be 
problematic because the demonstrated policy performance of a new government may not justify the 
levels of assistance implied by need alone. During discussion of the Rwanda CAS Concept Paper, 
a substantial gap became apparent between the three-year assistance level proposed by the country 
team and that implied by the performance and need criteria developed by FRM (Resource 
Mobilization Department). The country team argued that a post-conflict program should not be 
judged by the same criteria as one in a "normal" country. Rather, more weight should be given to 
need and its assessment of likely performance of the government, based on early evidence of 
performance and commitment. The team also pointed out that even apart from the extraordinary 
levels of assistance now being provided to BiH, the Bank had departed in the past from what 
performance criteria alone would have justified in the case of the substantial initial level of 
assistance provided for post-conflict Mozambique. The response from FRM was essentially that (i) 
the FRM criteria were not in force when assistance to post-conflict Mozambique was initiated and 
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(ii) the criteria should not be weakened, but performance should be reviewed annually and 
corresponding adjustments in levels made. 

7.8 The volatile and fast-changing circumstances of post-conflict countries demand a high 
degree of flexibility and speed in design and implementation. As noted in Chapter 3, preparation 
and piloting funds (such as PHRD, CTF, and PPF) are critical to early reconstruction work. While 
the existing trust funds are oversubscribed, the PPF (Project Preparation Facility) constitutes an 
advance only on a reasonably well defined project with a detailed project concept document. In 
Eritrea, staff recommended a more flexible kind of facility. Piloting funds might also have been 
usefully employed during the time it took to bring emergency operations from identification to 
effectiveness-IO months in Sri Lanka and two years in Lebanon. Evaluations confirmed that post
conflict projects need a "process" rather than " blueprint" design. 

7.9 Recent Bank initiatives will help address these problems. A Post-conflict Program (PCP) 
has been established under the Development Grant Facility with initial funding in fiscal year 1998 
of US$8 million. The PCP will finance activities relating to the Bank's involvement through the 
early preparatory stages of post-conflict reconstruction. Although individual investments will be 
relatively small, the PCP is intended to leverage the enhancement of Bank understanding of the 
post-conflict situation; preparing a strategy for early intervention where existing Bank instruments 
cannot be accessed; and developing best practices to help the Bank and other agencies design 
interventions in new areas relevant to post-conflict reconstruction (such as reintegration) .37 A new 
lending instrument, the Leaming and Innovation Loan (LIL), provides a modest (up to US$5 
million), speedy management-approved loan, available where either (i) institutional capacity needs 
building; (ii) piloting a new idea would be helpful ; or (iii) uncertainty exists about technical or 
contextual issues concerning a project. These factors were prevalent in the case studies. Another 
new instrument, the Adaptable Program Loan (APL), designed for use at the other end of the 
lending spectrum, might be used to bridge the gap between loans in a reconstruction prog ram. The 
Bank's experience in long-standing reconstruction programs such as Uganda, where recovery may 
take two decades or more, indicates the need for consecutive projects addressing continuing issues. 
APLs could be useful in ensuring continuity. 

7 .10 Standard Bank procurement and disbursement processes have often created stumbling 
blocks to post-conflict recovery.38 Cumbersome procedures leading to the untimely delivery of 
goods and replenishment of funds were the norm in many of the studied countries, despite the 
emphasis in OP8.50 on the need for streamlined procedures. Project management and disbursement 
tended to be highly centralized, with implementing agencies having no independent access to funds. 
The experience in many situations requiring decentralized delivery of goods points to the need for 
flexible procurement arrangements in community-based projects, especially when end-users 
contribute to the project costs. The situation was particularly problematic in Uganda, where 
disbursements for several operations were slower than expected, pa rtly owing to unforeseen 
political changes, but also because the procurement procedures chosen for the credits were not 
conducive to rapid disbursement. In the First Economic Recovery Credit, disbursements were much 
slower than the three to four months estimated by Bank staff. Despite the urgent need to obtain 

37. See World Bank, Development Grant Facility: A Proposal, R97- l 85, (Washington: attached to Memorandum from Vice 
President and Secretary to Executive Directors, July 29, 1997). 

38. This study reviewed and discusses the procurement and disbursement procedures that arc currently in place. The Bank is 
presently in the process of reforming these procedures. 
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foreign exchange, the Bank emphasized the need to restore discipline to the foreign exchange 
allocation and procurement procedures destroyed during the previous regime. This decision made it 
very unlikely that the goal of rapid disbursement could be achieved. 

7.11 Rapid disbursement of a program loan is normally achieved by separating procurement 
and disbursement procedures; that is, the proceeds of the loan or credit should be used to reimburse 
the costs of imports procured under previously approved contracts. In the Uganda operations, 
however, disbursements were made against goods procured under new contracts. Even under 
favorable circumstances it takes many months from the time an importer applies for a foreign 
exchange allocation until imports arrive and the foreign exchange is reimbursed. In the Rwanda 
Emergency Recovery Credit, misunderstandings over procedures for selecting a procurement 
agency for public sector imports led to a one-year delay of a portion of the credit and eventual 
conversion to entirely private sector imports . Use of a pre-qualified list of procurement agents 
might have avoided the problem. 

7.12 Typically weak post-conflict administrations have difficulty managing Bank procurement 
and disbursement procedures, a burden that is often multiplied by the different demands of various 
donors. This was apparent in Eritrea, Haiti, and Uganda, where ministerial capacity should have 
been strengthened before taking on complex post-conflict projects. Harmonization of donor 
requirements would be a substantial improvement for such ministries. In general, country cases 
indicated the value of procurement training in advance, and increased in-country presence by Bank 
experts to assist (although as Eritrea demonstrated, insertion of a procurement expert in-country 
was no guarantee of success). The success of implementing the BiH emergency program has been 
due in part to simplification of procurement procedures, including higher thresholds for 
international bidding and reduced bid submission times . 

7. 13 Special project implementation/management units (PIUs/PMUs) were commonly used in 
the case study countries to implement emergency and other post-conflict projects. Such units 
provide a number of functions : monitoring progress, facilitating supervision, and above all, 
coordinating, but \\~th widely varying effectiveness. In BiH, locally staffed PIUs managed Bank 
projects in different sectors providing a coordinating vehicle for other donors, overcoming fears 
about government involvement slowing down implementation. Not all arrangements were so 
satisfactory. In Lebanon, the powerful Council for Development and Reconstruction, while 
providing an effective counterpart for the Bank, was effectively a super-ministry with far-reaching 
powers that had to be divested to normal ministries. In the Northern Uganda Reconstruction 
Project (NURP), a proliferation of sub-PI Us in each ministry reduced the flow of funds to activities 
in the field. In Eritrea, the PMU began with inadequate capacity and had to receive special 
assistance, which it should have had from the start through increased field presence. 

7.14 In several countries, special implementation units were the main source of monitoring and 
therefore key to assisting Bank supervision visits. In many cases, however, such monitoring 
consisted more of enumeration than of objective assessment. In at least two cases (Eritrea ERL and 
Uganda NURP) it required a change of task manager to introduce new implementation procedures. 
Some lessons may be forthcoming from the current Quality Assurance Group study on project 
supervision, which will include some post-conflict projects. The BiH case highlighted the issue of 
continuing PMUs/PIUs beyond project completion. With the next phase of reconstruction shifting 
to policy reform, they should not necessarily become permanent fixtures in ministries . 
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_ Client .. and .. Staff Traimng .. and .. Development ....................................................................................................................... . 

7.15 Post-conflict countries need staff development and parallel client training. The assessment 
team found that understanding among Bank staff of the circumstances of post-conflict countries 
and appreciation of their implications for Bank operations-lending and non-lending-is very 
uneven. Thus, there is a clear need for expanded staff development activities, which could usefully 
be accompanied by parallel or joint client training. Such efforts have until recently been relatively 
insignificant and ad hoc in nature. The establishment of the Knowledge Network on War-to-Peace 
Transition and the efforts of the network to promote and develop training activities, along with 
those of EDI and the Learning and Leadership Center (LLC), should help strengthen staff and 
client capacity. 

7 .16 How the Bank resolves the issues identified in this assessment will have implications for 
long-established ways of doing business in the Bank. A number of issues are cross-cutting and 
involve areas of strong Bank comparative advantage, such as strengthening the macroeconomic 
framework and coordination with other donors and international agencies. It is therefore essential 
that the recently established Post-conflict Unit acquire the staff capacity to analyze and raise this 
range of issues. In vie\v of these considerations, the continuing attention and, on occasion, active 
involvement of senior Bank management also will be required . 

. Implicationsfor .. Monitoring.and.Evaluation ....................................................................................................................... . 

7 .17 Previous sections have discussed some of the unique circumstances of post-conflict 
settings and their implications for the design and implementation of operations. These 
considerations also have implications for monitoring and evaluation. 

7 . 18 The post-conflict context requires that operations receive more intensive monitoring to 
ensure the continued relevance-as well as effectiveness and efficiency-of the portfolio . Country 
implementation capacity and knowledge of World Bank procedures may be especially weak, or 
political fragility may require daily attention to keep projects on track (as in BiH). The 
effectiveness of Bank monitoring in the nine case study countries has varied. Findings indicate that 
monitoring needs to be much closer and more frequent than can effectively be managed without a 
well-staffed resident mission. For example, lack of a resident mission in Cambodia and Haiti, and 
inadequate field presence during the first two post-conflict years in Rwanda, resulted in less 
effective monitoring and ensuing implementation problems. In contrast, monitoring has been 
considerably more intensive and consequently effective in BiH. 

7.19 Monitoring also involves the development of knowledge about the socio-economic and 
political dynamics of the post-conflict country. A long hiatus in the Bank's engagement with a 
country, as in Cambodia, seriously erodes its knowledge of the country. Even short conflicts, such 
as the three months of genocide in Rwanda, may produce large discontinuities between the pre- and 
post-conflict societies, economic prospects, and forms of governance. A knowledge base can be 
developed by systematically drawing on knowledge and expertise about the country from the 
academic community, other governmental bodies, and NGOs, both outside and inside the country. 
This has not been done to the extent desirable. In particular, the Bank has yet to support efforts in 
Cambodia to undertake integrated longitudinal studies at the household level of socio-economic 
rehabilitation and recovery trends and problems. The information such studies could provide would 
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be valuable for operational design, monitoring, and evaluation-and it would help develop 
independent local social science research capacity. 

7.20 While the Bank's evaluation process has identified certain lessons to remember when 
designing and implementing post-conflict reconstruction operations, a comparison of completion 
reports with Project Performance Audit Reports (PPARs) reveals that the latter have not always 
considered the post-conflict context when determining the success of projects. Annex 4 compares 
the ratings of PCRs/ICRs with audits and evaluation memoranda (brief memoranda prepared by 
OED after reviewing an ICR). The examples discussed below are all taken from Uganda, because 
PP ARs on post-conflict reconstruction operations have been completed only for that country. 

7.21 The PCR for Uganda's First Reconstruction Credit (C0983) rated the project as 
satisfactory, noting that given the post-conflict situation, the implementation of agreed policy and 
institutional reforms was satisfactory and the economic impacts were generally positive. The report 
recognized that an unrealistic timeline for implementation was set, and it discussed problems with 
the procurement process . It also recognized that the project was not designed as a comprehensive 
reform package but, rather, as an emergency response to assist with urgent reconstruction imports. 
Despite the implementation delays, the policy reforms supported by the credit (devaluation was the 
only condition) helped to create an environment favorable to economic growth. The credit also 
contributed to the Bank's knowledge of Uganda's economy, allowed Bank staff to develop good 
relationships with the government, and laid a foundation for the follow-up Reconstruction II and III 
projects (pp. 28-32) . When the PPAR was prepared a year later, it recognized that the credit was 
an initial contribution to the reconstruction process and had benefits that were not easily 
quantifiable. The PP AR focused mainly on procurement process problems and disbursement delays 
and consequently downgraded the project rating to unsatisfactory. 

7.22 The audit of the first Economic Recovery Credit (C 1844) also lowered the PCR rating 
from satisfactory to unsatisfactory, citing the importance of seeking a rapid increase in tax revenue 
to offset a decline in aid. As mentioned in Chapter 6, the Uganda case study found several 
problems with this conventional wisdom. first, as predictions they were highly inaccurate: the net 
aid flow to Uganda substantially increased in subsequent years and shows no signs of diminishing. 
Second, the audit analyzed the ERC as if it had been a standard stabilization problem and failed to 
appreciate the distinctive features of a postwar recovery. The case study argues that the time frame 
for fiscal recovery in a postwar environment should be determined by the need to restore the 
taxable base of the economy. This, in tum, depends on such factors as the extent to which 
economic activity has retreated into subsistence and on the degree to which previous government 
revenue-raising policies have been predatory. In Uganda, both conditions applied, which implies 
the need for a prolonged period of low taxation. The attempt to raise tax receipts rapidly can 
actually delay the attainment of sustainability. In addition, donors tend to be pre-disposed to accept 
that large aid-financed fiscal deficits must be reduced as rapidly as possible, and that failure to do 
so reflects badly upon the recalcitrance of a government to make the requisite "tax effort." The 
case study found that the endorsement in the PPAR of the Fund and Bank emphasis on increasing 
tax effort reinforced a simple but erroneous diagnosis of the recovery problem that led to serious 
problems in fiscal policy. 

7.23 The two audits thus had in common a time frame for a postwar recovery that was 
unrealistic but would have been appropriate for a stabilization and liberalization program in a 
peacetime economy. They consequently treated the fiscal deficit as a major problem rather than as 
a response to the Ugandan post-conflict conditions . Ironically, the much-heralded Uganda 
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economic recovery, already spread over a decade and only approximately halfway back to the 
prewar Ugandan economy, was financed by credits rated unsatisfactory and marginally 
unsatisfactory. 

7.24 A review of two ICRs on post-1994 lending in Haiti suggests a potential inconsistency in 
Bank evaluation of post-conflict operations and indicates the limitations of project-by-project 
evaluations in such circumstances. The ICR on the Emergency Economic Recovery Credit (EERC) 
gives the project a highly satisfactory rating according to the emergency context. Such projects, it 
notes, should have well-defined objectives focused on immediate needs, and a simple streamlined 
design. By contrast, the ICR on the Seventh Transport Project makes only muted reference to the 
conflict, the main cause of its largely unsatisfactory outcome, and misses an opportunity to provide 
a useful lesson . Both ICRs focus on project achievements against stated objectives. Subsequent 
Bank judgment on the overall reconstruction program (conceding little progress on improving 
infrastructure, social services, or the well-being of Haitians39) causes one to question the value of a 
highly satisfactory project in an unsatisfactory program. Ironically, the ICR on EERC noted this 
contradiction, yet it still gave the project a highly satisfactory rating. 

7.25 A recent DANIDNDAC workshop40 on evaluating humanitarian assistance underscored 
the complexities of evaluating post-conflict reconstruction efforts . In its review of good practice in 
evaluating humanitarian assistance, the workshop discussed how to measure performance when 
evaluating assistance. While conventional criteria such as efficiency, effectiveness, impact, 
sustainability, and relevance of objectives were discussed, it was noted that during preparation of 
the Joint Evaluation of Emergency Assistance to Rwanda, four "new" criteria were added.41 

• Connectedness - the need to ensure that short-term emergency activities are carried out 
in a context that takes longer-term and interconnected problems into account. 

• Coherence - the need to ensure that the activities of the international community are 
carried out with an effective division of labor among actors, maximizing the 
comparative advantages of each. 

• Coverage - the need to reach major population groups facing life-threatening suffering 
wherever they are, providing them with assistance and protection proportionate to their 
need and devoid of extraneous political agendas. 

• Appropriateness - the need to tailor humanitarian activities to local needs, increasing 
ownership, accountability, and cost-effectiveness accordingly. 

7 .26 Although the \Vorkshop did not reach consensus on the use of new criteria to measure 
performance, the participants agreed that this is a critical issue for future evaluations and that the 
DAC group will continue exploring the topic. While perhaps not entirely applicable to 
reconstruction efforts ("connectedness" replaced "sustainability," as many humanitarian aid 
interventions are not intended to be sustainable), the new criteria do take into account some aspects 
unique to the post-conflict context that warrant consideration for future Bank evaluations of 
reconstruction efforts. 

39. World Bank, Haiti. Consultative Group Meeting. Report to the Executive Directors, Report No. SccM97-299, (Washington: 
April 21, 1997), p. I. 

40.The Workshop on Best Practice in the Evaluation of Humanitarian Assistance was organized by DANIDA and DAC. It was 
held in Copenhagen on January 27, 1998. 

41 . The new criteria were borrowed from a paper by Larry Minear, The lntemational Relief System: A Critical Review, 
available from Thomas J. Watson Jr. Institute for International Studies (http://www.brown.edu). 
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7 .27 A final issue for evaluation of post-conflict reconstruction operations is timing. 
Considering the profound economic and social changes that occur in post-conflict countries, timely 
completion of post-conflict operation completion reports is a necessity, particularly for earlier 
reconstruction operations . Even for " normal" operations, the Bank's Operational Manual states 
that ICRs should be issued no longer than six months after the closing date.42 However, only nine 
(plus one in draft form) of the 65 completed post-conflict reconstruction operations identified by 
the assessment team issued completion reports within the six-month interval (another six projects 
closed on or after August 30, 1997, so were still within the interval). The amount of time to issue 
completion reports ranged from six months to more than nine years, with the average being 18 
months. To address this and the other issues discussed above, OED should develop guidance for 
staff on the conduct of ICRs and PPARs. 

Returning_ to __ ''Normal''. Operations ................................................................................................................................................ . 

7.28 Assuming the success of a post-conflict reconstruction effort, the justification for such 
Bank operational features as: special procedures (e.g., for emergency operations, procurement, 
etc.); addressing conflict-related issues in strategy and program documents; and for a larger-than
normal resident mission 'vvill diminish over time. However, how long it takes until a country is no 
longer "post-conflict" and has achieved a relative state of normalcy is difficult to answer. The 
assessment team grappled with this question during its research, for example, debating whether to 
consider all assistance to Uganda as '·post-conflict. " TI1e speed of the evolution towards nom1alcy 
and the benchmarks for evaluating progress are not very well-developed, nor is there much 
available relevant guidance.43 Possible indications of this transition include: ( 1) macroeconomic 
stability and its likely sustainability; (2) recovery of private sector confidence, as measured by the 
investment ratio; and (3) the effectiveness with which institutional arrangements and the political 
system are coping with the tensions, schisms and behaviors that lay behind the conflict to begin 
with. The Post-conflict Unit should examine this issue and explore the development of indicators to 
determine when the ' post-conflict" period ends and "nonnalcy" begins. 

42. World Bank, Operational Manual: Good Practices, "Implementation Completion Reporting," GP 13.55 (Washington: April 
1994), p. 4. A Bank-wide task force is currently reviewing the !CR process overall and inter alia is expected to make 
recommendations on this matter. 

43 The Bank "Framework Paper" briefly mentions a '·Stage five: Return to Nonna! Operations," but defines it in vague tenns 
as a stage "when the emergency phase is over and operations arc once more carried out under normal lending procedures, and 
the consciousness of conflict begins to wane .... " It is also worth noting that most of the operations reviewed for this study were 
carried our under normal Bank lending procedures. 
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8. Directions for Future Bank Policy 

Post-conflict reconstruction is not a peripheral issue; it affects the Bank's core 
activities. If the Bank is to improve the relevance, efficacy, and efficiency of its 
support to post-conflict countries, it needs to change the way it conducts 
business to accommodate the special needs of countries emerging from conflict. 
The April 1997 Framework for World Bank Involvement in Post-conflict 
Reconstruction provides some guidance under which such assistance may be 
provided, but ii does not constitute a firm policy statement. Thus, the study 
recommends that the Framework be revised and transformed into an 
Operational Policy. The revised Framework should address how the Bank 
designs its policy dialogue with a post-conflict country and how it assesses its 
performance. It should deal with the way the Bank develops a CAS, how it 
prepares and implements operations, and how it monitors and evaluates 
programs in countries recoveringfrom conflict. 

8. l Since 1980, the volume of Bank lending to post-conflict countries has increased over 800 
percent, with the most significant increase occurring in the first half of the 1990s. The substantial 
growth of the post-conflict portfolio and the regional and sectoral allocations arc discussed in 
Chapter 3. OP8.5, the policy currently used for post-conflict reconstruction, focuses mainly on 
events of short duration, such as earthquakes, floods or hurricanes, which do not affect institutions 
and which require a rapid response to rebu ild physical infrastructure. Civil conflicts, on the other 
hand, are of protracted duration and they destroy the social fabric of a country. Their causes 
typically go back in time and result in situations that require long-term development efforts . 
Furthermore, unlike natural disasters, civil conflicts require major efforts in dealing with 
institutional frameworks and macroeconomic conditions. 

8 .2 The main conclusion of this study is that the Bank needs to revise its current policy 
guidance, A Framework for World Bank Involvement in Post-conflict Reconstrucuon, and 
transform it into an Operational Policy statement. The Post-conflict Unit should handle this task, 
modifying the Framework to take into account the finding of this assessment, and developing 
statements of Bank Policy (BPs) and Good Practices (GPs) to guide staff in providing such 
assistance. OP8.5 should be revised to apply only to disasters that arc unexpected and of limited 
duration such as natural disasters, or man-made ones (e.g ., large scale industrial accidents). The 
OP, BPs, and GPs should address the following issues: 

• advice on the economic implications of peace accord options; 

• post-conflict aid coordination; 

• definition of priorities among macroeconomic stabilization, infrastructure rebuilding, 
and restoration of human and social capital ; 

• macroeconomic and structural policy conditionality; 

• flexibility in programming, design, and implementation; 

• institutional arrangements; 

• monitoring and evaluation; and 

• promoting equitable development. 

8 .3 Peace negotiations. To the extent possible, and if invited, the Bank should be an active 
adviser to peace negotiations rather than an observer. The main purpose would be to make the 
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parties aware of the implications for economic development, including economic benefits and costs, 
of alternatives being considered by relevant parties during peace negotiations. The Bank played this 
role at the Dayton Accords negotiations for Bosnia and Herzegovina. 

8.4 Early and active role in post-conflict aid coordination . This does not necessarily imply 
leadership of the process, but it will likely call for the exercise of leadership on macroeconomic and 
external debt issues, strengthening policy dialogue and policy reform, and mobilizing resources. 
The new BPs and GPs on post-conflict reconstruction should reflect that effective coordination 
arrangements require active internal and external involvement by Bank senior management and a 
well-staffed resident mission to ensure effective coordination at the sectoral and implementation 
levels. 

8.5 Priorities. Supporting the achievement of macroeconomic stabilization should be one of 
the Bank's highest and earliest priorities in post-conflict situations. The pursuit of other economic 
reforms should continue incrementally, taking into account the country's historical context and 
current policy and institutional enabling environment. The Bank should also be prepared to support 
the rebuilding of physical infrastructure, with adequate attention to necessary policy and 
institutional reforms. To participate effectively in those areas, the Post-conflict Unit, in cooperation 
with EDI and the LLC, should undertake training geared to strengthening Bank capacity to lead 
damage and needs assessments that employ the most effective means of generating needs 
information and draw on scholarly expertise on the sociopolitical environment. In defining 
priorities, adherence to existing relevant guidelines, such as the 1997 Operational Guidelines on 
Demining, is critical. Thus, support for mine clearance should be exceptional and integrated with a 
specific development activity. The Bank should help post-conflict countries develop cost-effective 
strategies to restore human and social capital especially in education and health. Early sector work 
and better use of social analysis is recommended to improve project design. As the social sectors 
have not been an area of strong performance for the Bank, partnerships with other agencies better 
placed to help restore human and social capital should be pursued. In providing further support for 
demobilization and reintegration of ex-combatants, the Bank should strengthen the capacity it has 
acquired and incorporate the relevant experience of other agencies . 

8.6 Conditionality. While a natural disaster response requires policy conditionality aimed only 
at reducing the potential impacts of future disasters (as indicated in OP8.5), the macroeconomic 
issues at stake in post-conflict reconstruction call for more substantial policy conditionality. The 
new OP should include such conditionality but also indicate that its use requires a case-by-case 
analysis . Depending on country implementation capacity and the political environment, it may not 
be appropriate to introduce wide-ranging conditionalities all at once. While the immediate post
conflict period can be a "window of opportunity" to pursue policy reforms, especially those 
essential to macroeconomic stability, caution should be exercised in pursuing an ambitious reform 
agenda too soon after a major social collapse. Thus, loan and grant agreements in post-conflict as 
in other countries should contain provisions essential to accomplishing the development objectives 
of recovery operations. In Uganda, the Fund and the Bank emphasized increased tax effort that, in 
view of the country's history of predatory tax policy, may well have depressed private investment. 

8. 7 Flexibility. Early post-conflict situations require timely and flexible programming, design, 
and implementation. The new BPs and GPs should direct country departments to make greater use 
of preparation and piloting funds, and "action research" projects. Expeditious preparation, piloting 
and bridging funds, and loan instruments (such as the new PCP, LIL, and APL) should be 
resourced at sufficient levels to enable the Bank to be effective earlier in post-conflict situations . 
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From the initial base of a well-prepared damage and needs assessment, the Bank's reconstruction 
strategy should be refined over the next few months and years through a series of incremental 
efforts, such as workshops and policy notes. A full CAS can be prepared when time, capacity, and 
resources permit. Mechanisms for rapid procurement and disbursement should be devised for post
conflict situations, consistent with sound practice. 

8.8 The Bank 's institutional arrangements. The new GPs should reflect that senior 
management must give high priority to staffing and structuring post-conflict country teams. The 
country director must have a mandate to give the country substantial if not full-time attention and 
resident representatives need sufficient authority to make a wide range of progranuning and 
implementation decisions in the field . Despite the high up-front costs, adequately staffed resident 
missions are a pre-condition for successful Bank intervention in post-conflict situations. 

8.9 Monitoring and evaluation. To implement post-conflict operations satisfactorily, the 
Bank must be prepared to allocate sufficient administrative budget resources for adequate 
monitoring. Monitoring and evaluation should be accompanied by an ESW program that includes 
household and community studies, preferably longitudinal ones that address human and social 
capital issues as well as income generation needs and constraints. The overall Bank portfolio in a 
post-conflict country should be periodically assessed for relevance, that is, its contribution to 
sustainable peace and development. While under normal circumstances a Country Portfolio 
Performance Review is conducted every 12 to 18 months, in post-conflict countries the overall 
portfolio should be assessed at least every 12 months . Project-by-project assessments often do not 
provide the broader picture, although multisectoral or adjustment operations should certainly be 
assessed on their contribution to the larger objective. Initial investments should be assessed on how 
they contribute to long-term reconstruction objectives. The Post-conflict Unit, in consultation with 
OED, should support the development of performance indicators for assessing the contribution of 
the overall country portfolio to sustainable peace and development in a post-conflict setting. In 
view of the need for completion information in often highly volati le post-conflict settings, country 
departments should ensure that completion reports for post-conflict operations arc completed 
promptly. This matter should be brought to the attention of the Bank-wide task force currently 
reviewing the ICR process. The new BPs should sharply reduce the interval between project 
closing and completion report. Finally, OED should develop guidelines in consultation with the 
Post-conflict Unit on how to apply evaluation criteria with greater sensitivity to the post-conflict 
political and economic environment when conducting completion reports . These guidelines should 
be illustrated in the new GPs . 

8.10 Promoting equitable development . . The case studies revealed several examples in which 
the Bank either did not address emerging distributional imbalances or missed a significant 
opportunity to promote equitable development (see chapter 4) . While the Bank may be unable to 
prevent conflict, it needs to recognize its potential to influence the course of pre-conflict events. 
Although it may not be appropriate for the Bank to adopt an Operational Policy on conflict 
prevention (as this may imply crossing the line in some cases into the realm of political issues that 
are inappropriate under the Bank's mandate), Good Practices should be developed that encourage 
staff to be sensitive to predatory and exclusionary behavior that adversely affects proJects and 
shared development objectives . The Bank should raise such concerns in its dialogue with the 
government and other donors. Economic and distributional policies and programs that can avoid a 
slide into conflict within deeply divided societies should be pursued. 
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Annex 1. Approach Paper for the Study 

THE BANK'S EXPERIENCE WITH POST-CONFLICT RECONSTRUCTION 

Revised Approach Paper 
October 29, 1996 

Background 

l. The scale of the complex humanitarian crises the world is currently facing far exceeds the financial and 
organizational abilities of those national and international organizations that have traditionally dealt with the 
subject. Operations in countries emerging from conflicts have become a significant proportion of the Bank's 
portfolio. The Bank has programs in planning stages, under implementation, or recently completed in 28 countries 
cutting across all regions. About 24 percent of cumulative IDA commitments in 1994 went to countries which had 
undergone or were in the process of emerging from significant periods of civil conflict. 

2. Recent Bank-funded post-conflict reconstruction activities have been different from those supported during 
the post-Second World War period. Those new efforts have had two overall objectives: to facilitate the transition 
from war to sustainable peace and to support resumption of economic and social development. Thus, while post
conflict reconstruction, like post-natural disaster reconstruction, typically involves the repair and reconstruction of 
physical infrastructure, it also entails a wide range of interventions aimed at rebuilding institutions. These have 
included: jump-starting the economy, reconstructing the framework for governance, rebuilding and maintaining key 
social infrastructure, and providing targeted assistance to displaced populations and vulnerable groups. Moreover, 
post-conflict reconstruction, in contrast to post-disaster reconstruction, often confronts an environment of tension if 
not hostility between key actors within the country, which can and does influence relations among international 
parties as well. 

3. Over the last year, President Wolfcnsohn has publicly committed the Bank to assist countries emerging 
from conflicts, which was reiterated as a priority in his 1996 Annual Meetings speech. A draft Policy Paper on Post
conflict Reconstruction was discussed in informal meetings with the Board on July 31 and October 9, 1996. In view 
of both the high risk and high potential returns entailed by an expanded role for the Bank in post-conflict 
reconstruction, the Board has called on several occasions for OED to assess recent and ongoing Bank experience. 
The study outlined in this paper constitutes an effort to respond systematically and expeditiously to this interest. This 
revised version of the study's Approach Paper incorporates comments and suggestions made by members of the 
CODE (Committee on Development Effectiveness) at its October 9 meeting. 

Objectives and Scope of the Study 

4. The main objective of this study is to learn lessons for ongoing and future operations from the Bank 's 
experience in providing assistance for post-conflict reconstruction. Part of it will also review Bank experience with 
post-disaster reconstruction to identify lessons that could be applied to post-conflict situations. As developed below, 
the key issues that will be analyzed include the comparative advantage of the Bank vis-a-vis other international 
actors; the efficiency and efficacy of its instruments, modes of operation and skill mix; the longer-term development 
implications of its efforts in post-conflict reconstruction; and tracking the progress and long-term impact of 
reconstruction assistance through improved monitoring and evaluation systems. 

5. During the discussion at the October 9 CODE meeting, participants suggested that at this stage, it is 
important to define also what the study will not do. The study will focus on lessons learning rather than on 
accountability for performance. It will not be a process review, but factors of performance related to process will be 
identified, as is the case with all sectoral studies done by OED. It will not systematically assess the Bank's 
experience in conflict prevention; however, in its review of the experience on reconstruction, OED will attempt to 
assess the Bank's understanding of the factors that contributed to the complex emergency and how it utilized that 
understanding to reduce the likelihood of collapse before the crisis and/or to prevent or mitigate setbacks in the post
conflict period. 
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Issues of Focus 

6. The study will focus on the following issues: 

(1) The Nature of the Bank 's Comparative Advantage: Scope and Timing. Post-conflict situations entail 
high visibility internationally, non-existing or limited government capacity, political imbalances, and a high 
probability of major setbacks. Based on a review of the Bank' s experience, the study will assess the Bank 's 
comparative advantage with respect to the broad types of interventions and roles it played and the ii ming of 
those interventions in phases ranging from relief operations during conflict, to peace negotiations, 
immediate rehabilitation efforts, reconstruction, and longer-term development. The study will explore the 
following issues: (i) timing and broad types interventions; (ii) situations where the Bank should not 
intervene; and (iii) the role of the Bank in coordination arrangements for different phases and types of 
intervention. In undertaking analysis of these issues, the situation of the country, the instruments at the 
Bank' s disposal and the skill mix of its staff will be taken into account. 

(2) The Bank's Partnership with Other Donor, International Organizations, and NGOs. The international 
response to internal conflicts is complex and entails many agencies and groups. The study will assess the 
appropriateness, effectiveness and efficiency of linkages between the Bank and other donors, international 
organizations, and NGOs. It will explore the following issues: (i) appropriateness of Bank's partnership 
with other parties (e.g., support to peace negotiations and security support.from other parties); (ii) roles of 
other donors and international and local NGOs in reconstruction as compared with the Bank's role, and (iii) 
effectiveness and efficiency of mechanisms adopted by the Bank to coordinate with other donors and to 
work with NGOs. 

(3) Strategy for Reconstruction. Post-conflict reconstruction has two overall objectives: to facilitate the 
transition from war to peace and to support the resumption of economic and social development. The study 
will assess whether those two objectives were achieved and whether the appropriate mechanisms to achieve 
them were in place. The following issues will be explored: (i) strategy followed in project preparation and 
early reconstruction activities; (ii) sequencing and sectoral balance; (iii) linkages between the relief and the 
reconstruction phases; and (iv) efforts to deal with vulnerable groups (refugees, displaced persons, women 
and children). 

(4) Bank Instruments and Processes. Timeliness and efficiency in the use of sca rce resources arc cri11cal 10 
successful post-conflict reconstruction. The study ,\ill assess Bank experience with the range of instruments, 
modalities, procedures and skills it has employed for post-conflict reconstruction assistance. It Will explore 
the following issues: (i) efficiency of financial procedures adopted (use of emergency grants, credits, trust 
funds, technical assistance, structural adjustment programs, etc.); (ii) operational procedures employed, 
such as the role of the resident mission; (iii) timely availability of appropria1e skills, and (iv) alternative 
arrangements made if conditions did not allow Bank staff to travel to the country. 

(5) Damage and Needs Assessment. Time is of the essence in post-conflict situations and, the assessment of 
damage and needs is key for the preparation of a national recovery plan. The study will evaluate how 
successfully these two activities-the assessment of damage and the assessment of needs-were conducted. 
The study will explore the following questions: (i) priorities for assessing damages and needs; (ii) issues 
related to information collection; (iii) the impact on assessment of arrears, and (iv) the impact of lack or 
presence of a resident mission. 

(6) Rebuilding Institutions of Governance. Crisis brings social and economic disruption and disintegration 
of institutions of governance. However, the post-conflict environment also provides a "window of 
opportunity" to bring about needed changes. The study will assess how successfully the following kinds of 
governance issues were integrated into Bank-funded activities: administrative efficiency, transparency and 
accountability, economic managemem, capacity building, decentralization, and fair and eITective judicial 
processes. 
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(7) Monitoring and Evaluation During Implementation and Afterwards. Because monitoring and evaluation 
are key to bringing about rnid-tenn corrections and improving perfonnance, the study will assess how these 
functions were integrated into post-conflict reconstruction activities and make recommendations intended to 
increase their effectiveness. The study will also (i) assess the longer-tenn development implications of 
reconstruction assistance and how these were taken into account in design and implementation; and (ii) 
review the experience of other donors in monitoring and evaluating post-conflict reconstruction assistance 
to draw applicable lessons for the Bank. 

Methodology 

7. Documentary Review of the literature and of the Portfolio. Reviews of both Bank and non-Bank 
publications and operational documents will be conducted. These reviews will analyze and summarize experience 
with post-conflict reconstruction and indicate analytical frameworks and the main gaps in knowledge concerning 
evaluation of post-conilict operations. Representative samples of Bank post-conflict and post-disaster reconstruction 
activities will be analyzed, including related training activities by EDI and the Leaming and Leadership Center, as 
well as projects. 

8. Interviews. Focus group sessions wi ll be held in Washington with Bank Senior Management and with Task 
Managers and interviews will be conducted in Washington, Geneva and New York with other key players (e.g. 
DHA, UNHCR, UNICEF, DAC, EU, ICVA, NGOs, selected bilateral donors). 

9. Case Studies. Country case studies arc a key component of the study' s methodology. Nine case studies will 
be conducted, involving field visits and interviews with key personnel in three countries, and desk studies of 
experience in six countries. The case studies will explore further the conclusions reached and issues raised by the 
literature and portfolio reviews. In addition, they will assess the role of the Bank in providing analytical and advisory 
services and training. 

( I) Selection of case study countries. The countries proposed for desk review case studies arc Cambodia, 
Eritrea, Haiti , Lebanon, Mozambique, and Sri Lanka. Those proposed for field study arc Bosnia and 
Herzegovina, El Salvador, and Uganda. In all of these cases, the Bank played a significant role in attempting 
to assist with post-conflict reconstruction. They represent diversity in terms of the causes of state failure or 
collapse as wel l as the factors that influence initiation or resumption of Bank operations The proposed case 
studies are also diverse in tem1s of region and phase of Bank assistance. For example, BiH represents a 
relatively new recipient of post-conflict reconstruction assistance; El Salvador represents a more mature 
recipient of such assistance; and Uganda represents a case where post-conflict reconstruction assistance has 
been essentially completed. This choice has been made in consultation with OPR and the Regions. 

(2) Strategic issues to be addressed in the case studies. The strategic issues to be addressed in the case 
studies include: (i) historical background and evolution of conflict; (ii) role of the Bank prior to conflict; (iii) 
the Bank's post-conflict re-entry; (iv) the Bank 's role in stabilizing and rebuilding the economy; (v) the 
Bank's role in rebuilding social capital; (vi) role of the Bank in aid coordination; (vii) the Bank's response to 
setbacks, (viii) the Bank 's use of monitoring and evaluation, and (ix) the appropriateness of the Bank 's skill 
mix, policies, procedures and instruments. 

10. Consultations with other donors and NGOs. A series of consultations will be organized in Geneva and New 
York with other donors, international organizations and NGOs to discuss coordination issues, different approaches 
to reconstruction, and exchange notes on lessons learned from recent experiences. 

11 . Workshop of experts. A workshop with a selected group of outside experts and knowledgeable Bank 
managers and Executive Directors will be held in Washington to discuss the preliminary results from the portfolio 
review, the desk studies and first field case study. 
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Annex 2. List of Post-conflict Reconstruction Lending Operations 

Country Project Name UC Approval Amount Lending Sector Closing 
Number Date (US$m) Instrument Date 

Case Study Countries 
.; 

Bosnia and Herzegovina Emergency Recovery Project 2129/96 45 ERL MY 

Emergency Transport Reconstruction 3/29/96 35 ERL TH 

Lending volume by sector: Emergency Farm Reconstruction 4/8/96 20 ERL AA 

Agriculture: 20.0 Water, Sanitation and Solid Waste 4/8/96 20 ERL WW 
Uraent Works 

Demining: 7.5 Emergency District Heating 5/14/96 20 ERL Pl 

Education: 17.0 War Victims Rehabilitation C2896 6/28/96 10 ERL HY 12131/98 

Health: 25.0 Emergency Education Reconstruction C2897 6/28/96 10 ERL EY 9/30/98 

Industry: 10.0 Emergency Housing Repair C2902 7/30/96 15 ERL UH 6/30/98 

Multi-sector: 135.0 Emergency Electric Power C2903 7/30/96 35.6 ERL pp 12131/98 
Reconstruction 

Power: 55.6 Emergency Public Works and C2904 7/30/96 10 ERL SY 1/31/99 
Emolovment 

Social sector: 17.5 Emergency Landmines Clearance C2905 7/30/96 7.5 ERL MM 12131/98 

Transport: 35.0 Emergency Demobilization and C2906 7/30/96 7.5 ERL ss 1/31 /99 
ReinteQration 

Urban: 15.0 Transition Assistance Credit I C2914 9/5/96 90 SAL MY 12131/96 

Water: 20.0 Emergency Industrial Restart CN0010 12113/96 10 SIL IR 12131/03 

Total lending: 357.6 Local Initiatives CN0020 12113/96 7 SIL EP 6/30/99 

Essential Hospital Services CN0030 12113/96 15 ERL HB 6/30/00 

Cambodia Emergency Rehabilitation C2550 1/13/94 62.7 RIL MY 12131/96 

Lending volume by sector Technical Assistance C2664 1216/94 17 TAL ME 6/30/01 

Agriculture: 27.0 Social Fund Project C2739 6/8/95 20 SIL SF 12131/99 

Health: 30.4 Economic Rehabilitation Credit C2781 9/28/95 40 SAL ME 6/30/97 

Multi-sector: 119.7 Phnom Penh Power Rehabilitation C2782 9/28/95 40 SIL PD 12131 /99 

Power: 40.0 Disease Control and Health 12124/96 30.4 SIL HT 3/31/02 

Social Fund: 20.0 Agricultural Productivity Improvement 2128/97 27 SIL AY 6/30/02 

Total lending: 237.1 

El Salvador SALi L3239 2121/91 75 SAL ME 6/30/93 

Social Sector Rehabilitation L3348 6/19/91 26 SAL HB 9/30/96 

Lending volume by sector Power Sector Technical Assistance L3389 7/1 1 /91 11 TAL pp 3/31/98 

Agriculture: 40.0 Agricultural Sector Reform & Investment L3576 3/18/93 40 SIL AC 12131/99 
Proaram 

Education: 92.0 SAL II L3646 9/1 4/93 50 SAL ME 12131/94 

Environment: 50.0 Technical Assistance Loan L3648 9/14/93 2.5 TAL BB 9/30/96 

Health:26.0 Land Administration L3982 3/5/96 50 SIL VM 6/30/02 

Multi-sector: 141 .0 Energy Sector Modernization 7/6/95 65 SIL PD 6/30/00 

Power: 76.0 Basic Education Modernization 9/28/95 34 SIL EP 6/30/01 

Public Sector Mgmt.: 26.5 Competitiveness Enhancement 9/28/95 16 TAL MT 6/30/99 

Total lending: 451 .5 Public Sector Modernization 9/3/96 24 TAL BB 8/31/01 

Secondary Education 8/28/97 58 SIL ES 
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Eritrea Recovery and Rehabilitation for Eritrea C2478 12/4/92 25 ERL MY.SF 11/30/96 

Lending volume by sector Community Development Fund C2823 2/29/96 17.5 SIL SA 12/31/01 

Multi-sector: 25.0 

Social sector: 17.5 

Total lending: 42.5 

Haiti Emergency Economic Recovery Credit C2670 12/20/94 40 ERL MY 12/31/95 

Lending volume by sector: Road Maintenance and Rehabilitation C2691 3/23/95 50 SIM TH 12/31/01 

Agriculture: 21 .5 Employment Generation C2765 7/11/95 50 SIL SA 4/30/97 

Health: 28.2 Economic and Social Fund C2205 1/17/91 11 .3 SIM SA 6/30/98 

Industry: 11.4 Health and Population C2085 1/16/90 28.2 SIL HB 6/30/98 

Multi-sector: 40.0 Transport VII C1756 2/03/87 20 SIM TH 6/30/96 

Power: 24.0 Port au Prince Water C2052 6/27/89 20 SIM WU 6/30/99 

Social sector: 61 .3 PowerV C2053 6/27/89 24 SIL PD 12/31/98 

Transport: 70.0 Industrial Restructuring C2071 12/5/89 11.4 FIL IR 6/30/98 

Water: 20.0 Forest and Parks Protection Technical C2920 9/17/96 21.5 SIL AR 12/31 /01 
Assistance 

Total lending: 276.4 

Lebanon Emergency Reconstruction and L3562 3/4/93 175 ERL UY 12/31/98 
Rehabilitation 

Lending volume by sector: Irrigation Rehabilitation and L3769 6/29/94 57.2 SIL Al 6/30/01 
Modernization 

Agriculture: 88.2 TA for Revenue Enhancement and L3770 6/29/94 19.9 SIL BF 3/31/00 
Fiscal ManaQement -

Environment: 55.0 Health Sector Rehabilitation L3829 12/20/94 35.7 SIL HB 12/31 /00 

Health: 85.7 Solid Waste/Environmental Management L3899 6/6/95 55 SIL VP 12/31/01 

Public sector mgmt.: 39.9 Administrative Rehabilitation L3930 8/3/95 20 SIL BA 6/30/99 

Transport: 42.0 Supplemental Loan for ERRP L3S621 5/30/96 50 SIL HB NIA 

Urban development: 175.0 National Roads L4065 7/11/96 42 SIL TH 6/30/03 

Water: 53.1 Agriculture Infrastructure Development L4092 9/12/96 31 SIL AY 6/30/03 

Total lending: 538.9 Coastal Pollution 2/18/97 53. 1 SIL ws 6/30/02 

Rwanda Emergency Recovery Credit C2678 1/31/95 50 ERL SY 9/30/97 

Lending volume by sector: Private Sector Development C2541 9/9/93 12.7" SIL FS 6/30/99 

Education: 22.3 Food Security and Social Action C2388 2/5/91 17.7' SIL SA 12/31/98 

Finance: 12.7 Education Sector C2227 4/9/91 22.3' SIM EE 9/30/98 

Health: 19.7 First Population C2272 6/19/91 19.7' SIL HT 12/31 /99 

Multi-sector: 56.0 Sectoral and Pre-Investment Studies C1796 5/14/91 6' TAL MV 10/31/9_7 

Power: 25.4 Energy Sector C2456 2/9/93 25.4' SIL PD 12/31/98 

Public sector mgmt.: 3.4 Public Enterprise Reform C2113 3127/90 3.4' SIL BR 4/15/96 

Social sector: 67.7 Second Communications Project C2189 12/11/90 8.4' SIM cc 12/31/98 

Telecommunications: 8.4 Transport Sector Project C2136 5/22/90 34' SIM TT 12/31/98 

Transport: 34.0 Water Supply C1783 4/28/87 3.8' SIL WR 6/30/98 

Water: 3.8 Emergency Reintegration and Recovery C2969 6/25/97 50 ERL ME 12/31/98 

Total lending: 228.0 

• reallocated amount 
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Sri Lanka Emergency Reconstruction C1883 3/15/88 78 ERL MY 6/30/94 

Lending volume by sector: 

Multi-sector: 78.0 

Total lending: 78.0 

Uganda Reconstruction Credit C0983 2/19/80 72.5 ERL MY 12/31/82 

Technical Assistance C1077 12/2/80 8 TAL BB 12/31/85 

Lending volume by sector: Water Supply Engineering C1110 3/17/81 9 TAL WU 1 /31187 

Agriculture: 331.1 Phosphate Engineering C1228 4/13/82 3.9 TAL NN 10/31/85 

Education: 106.6 Reconstruction Credit II C1252 5/25/82 70 SAL MY 6/30/85 

Environment: 23.9 Agricultural Rehabilitation C1328 2/24/83 66.1 SAD AA 6/30/92 

Finance: 100.0 Education Ill C1329 2/24/83 32 SIM EP 12/31/88 

Health: 165.5 Posts and Telecommunications C1367 5/17/83 22 SIM cc 6130187 
Rehabilitation 

Mining: 3.9 Technical Assistance II C1434 12/22/83 51.3 TAL BB 6/30/92 

Multi-sector: 770.0 Highways Ill C1445 3/13/84 51.3 SIM TH 1/31/92 

Oil and gas: 4.5 Reconstruction Ill C1474 5/15/84 50 SAL ME 9130187 

Power: 153.8 Water Supply and Sanitation C1510 7/19/84 28 SIL WU 9/30/89 
Rehabilitation 

Public sector mgmt: 217.6 Agricultural Development (IFAD II) C1539 1/8/85 9.1 SIL AA 9/30/93 

Telecommunications: 74.3 Power II C1560 3/19/85 28.8 SIM PH 12/31/93 

Transport: 150.0 Petroleum Exploration Promotion C1561 3/19/85 4.5 TAL GI 12/31/93 

Urban development: 99.9 Highways IV C1803 5/21/87 16.7 SIL TH 12/31/94 

Water: 139.3 Forestry Rehabilitation C1824 6/17/87 13 SIL AT 12/31/94 

Total lending: 2304.4 Economic Recovery Credit C1844 9/15/87 65 SAL ME 6130/91 

Southwest Agricultural Rehabilitation C1869 1/12/88 9.3 SIL AO 2/29/96 

Sugar Rehabilitation C1893 3/31/88 24.9 SIL AN 3/31/95 

First Health C1934 6/23/88 42.5 ERL HB 3/31/96 

Technical Assistance Ill C1951 8/23/88 18 TAL ME 12/31/95 

Public Enterprises C1962 11/8/88 15 TAL BR 5/31/95 

Education IV C1965 11/15/88 22 SIL EE 6130194 

Railways I C1986 2/21/89 7 SIL TW 6/30/93 

Telecommunications II C1991 3/14/89 52.3 SIL cc 12/31/95 

Economic Recovery II C2087 2/1/90 125 SAL ME 1/9/93 

Poverty and Social Costs C2088 2/1/90 28 SIL HB 9/30/95 

Water Supply II C2124 4/12/90 60 SIL WU 12/30/98 

Livestock C2176 9/11/90 21 SIL AL 6130197 

Agricultural Sector Adjustment Credit C2190 12/13/90 11 5 SAO AA 12/31/96 

Urban I C2206 1/22/91 28.7 SIL UM 6/30/98 

Power Ill C2268 6/13/91 125 SIL PH 6/30197 

SAC I C2314 12/3/91 125 SAL ME 1/8/94 

Enterprise Development C2315 12/3/91 65.6 SIL Bl 12/31/99 

Northern Reconstruction C2362 5/5/92 71 .2 SIL UM 12/30/98 

Agricultural Research and Training C2446 12/15/92 25 SIL AR 12/31/00 

Transport Rehabilitation 3/24/94 75 SIL TH 12/31/00 

Primary Education and Teacher Training 5/13/93 52.6 SIL EP 6130100 

57 



Country Project Name UC Approval Amount Lending Sector Closing 
Number Date (USSm) Instrument Date 

Small Towns Water 3/17/94 42.3 SIL WU 12/31/01 

Financial Sector Adjustment Credit 5/20/93 100 SAD FF 6130197 

Sexually Transmitted Diseases 4112/94 50 SIL HT 12/31100 

Economic Recovery Supplemental 3113/89 1.7 SAL ME NIA 

ERC II Supplemental 4/20169 25 SAL ME NIA 

SAC II 5/10194 80 SAL ME 3/28/96 

District Health 2/7/95 45 SIL HB 12/31102 

ERC I SFA 12/18189 12.8 SAL ME NIA 

Economic and Financial Management 8/4/92 29 TAL Bl 6/30199 

Institutional Capacity Building 611195 36.4 TAL Bl 12/31100 

Cotton Sector Development 5/10/94 14 SIL AQ 12/31/99 

Environmental Management 9/14/95 11 .8 SIL VI 6/30/01 

SAC Ill 6/6/97 125 SAL MY 6/30/99 

Agricultural Extension 9/29/92 15.8 SIL AE 6/30/98 

Private Sector Competitiveness 12/14195 12.3 SIL IL.BR 6/30101 

Agricultural Sector Management 4/1 6/96 17.9 SIL AG 12/31101 

Lake Victoria Environment 7/30/96 12.1 SIL VM 12/31/02 

Other AFR 

Angola Infrastructure Rehabilitation Engineering C2289 7116/91 37.7 TAL TI 6/30/98 

LobitolBenguela Urban Environment C2326 117/92 45.6 SIM us 9/30/98 
Rehabilitation 
Education I C2375 6/2/92 27.1 SIL EP 9/30197 

Power Sector Rehabilitation C2385 6/11/92 33.5 SIM PY,ZZ 6/30/98 

Transport Recovery C2420 913/92 41 SIL TW 6/30197 

Health C2490 5111/93 19.9 TAL HB 12/31/98 

Social Action C2802 12/21 /95 24 SIL SF,HY,WY 12/31 /00 

Burundi Emergency Assistance Program C2668 12/15/94 14.6 SIL MY 8/31/96 

Ethiopia Emergency Recovery and C2351 3/31/92 141 .3 ERL MY 9130197 
Reconstruction 
SAC I C2526 6/29/93 250 SAL ME 9/30196 

Mozambique Rural Rehabilitation C2479 3/30/93 20 SIL AD 12/31/98 

Second Economic Recovery Program C2628 6/16/94 200 SAD FF 8/30/97 

OtherEAP 

Lao, PDR Agricultural Rehabilitation and C0760 12/27(77 8.2 FIL Al 9/30/85 
Development 
Highway Improvement C2218 3/21/91 45 SIL TH 6/30197 

OtherECA 

Croatia Emergency Reconstruction L3760 6121/94 128 ERL UY 3/31/98 

Health L3843 2/14/95 40 SIL HB 12/31/98 

Highway Sector L3869 4/20/95 80 SIM TH 12/31/00 

Tajikistan Institution Building Technical Assistance C28610 5/16/96 5 TAL Bl 12/31/00 

Agricultural Recovery and Social C29170 9/12/96 50 RIL AA 9/30/97 
Protection 
Pilot Poverty Alleviation C2946 4/10/97 14.7 SIL SE 6/30/00 

Other MENA 

West Bank and Gaza Emergency Rehabilitation II 4/25/96 20 RIL MY 

OT - Emergency Rehabilitation I CW001 5/26/94 30 SIL TH,PD.EP 
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Municipal Infrastructure Development T26057 5/30/96 40 SIL UU,TH,WW 

Education and Health Rehabilitation T26065 6/20/95 20 SIL HB 

Water and Sanitation Services in Gaza T26056 7/2/96 25 SIL WW 

Other LAC 

Nicaragua Urban Reconstruction C0965 1/4180 22 ERL uu 6/30/83 

Industrial Rehabilitation Credit C2028 6/25/81 30 FIL IR 3131/84 

Economic Recovery Credit C2302 9/26/91 110 SAL ME 2/25194 

Social Investment Fund {FISE) C2434 11/17/92 25 SIM SF,HN 9/30/96 

Economic Recovery Credit II C2631 6/21/94 60 SAD ME 4124197 

Second Social Investment Fund (FISE II) C2767 7/11/95 30 SIM SA 12/13197 

TOTAL PROJECTS: 157 
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Annex 3. List of People Interviewed for the Study 

World Bank 

Bosnia and Herzegovina 
Hans J. Apitz 
Wei Ding 
Andras Horvai 
Zlatko Hurtic 
Baelhdaj Merghoub 
Madalene O' Donnell 
Pedro Rodriguez 
Barbara Santos 
Mary Sheehan 
Christine Wallich 

BiH Resident Mission 
Claudio Domenis 
Patrice Dufour 
Sarah Forster 
Mirjana Karahasanovic 
Michael Koch 
Zorica Lesic 
Saumya Mitra 
Rory O 'Sullivan 
Marie-Theres Schurrer 
Ilona Szemzo 
Enn Vasur 
Fatrnir Zeneli 

Cambodia 
Christopher Chamberlain, EA I HR 
Enrique Crousillat, EA l fN 
Guy Darlan, EA I CO 
Jessica Einhorn, EXC 
Mustapha El-Erian, LEGEA 
Bernard Funck, EC3C l 
Koji Kuroda, EA l fN 
Christopher Redfern, EAlAE 
Blake Ratner, consultant 
David Steedman, ASTHR 
Michael Ward, IECDD 

El Salvador 
Ana-Maria Arriagada 
Ian Bannon 
Michael Baxter, (by phone) 
Nancy Cooke, ECA (formerly LAC) 
Luis Derbcz, SAS (formerly LAC) 
Madalena Dos Santos 
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Gloria Grandolini 
Ulrich Lachler, LAC (Mexico; by phone) 
Cora Shaw 
Sally Zeijlon 

Eritrea 
Fakhruddin Aluned 
Subhash Dhingra 
Laura Frigenti 
Woldai Futur 
Ejaz Ghani 
Stephen O' Brien 
Lee Roberts 

Haiti 
T. Anderson White 
Wendeline De Zan 
Stefan Fluckiger 
Luc Moreau 
Alice Morton 
Axel Peuker 
Jamil Salmi 

Lebanon 
Alastair McKechnie 
Michel Pommier 
Karen Rasmussen 
Lars Rasmusson 
Ezzedin Shamsedin, Advisor to Executive Director 

World Bank New York Office 
Judy Grayson, Liaison Officer 
Alfredo Sfeir-Younis, Special Representative to the UN 

Rwanda 
Francisco Aguirre-Sacasa* 
Jerome Chevalier 
Iain Christie 
Michel Devaux· 
Jean Doyen· 
Linda English 
Paul Isenman 
Chukwurna Obidegwu 
Jean-Louis Sarbib • 
Michael Sarris 
Richard Senou 
Nils Tcheyan 
Ulrich Thumm 
R. Ven.kateswaran 
·rnterviewed in 1995 in connection with research for the Joint Evaluation of Emergency 
Assistance to Rwanda, op. cit. No longer with the Bank, Mr. Aguirre-Sacasa was Director in I 993 
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and 1994 of the Region Country Department that included Rwanda, and Mr. Devaux was Country 
Economist for Rwanda from September, 1992, to August, 1995. 

Sri Lanka 
Pedro Alba 
J. Roberto Bentjerodt 
Arnold Clift* 
Iain Christie 
Chandra Godivitame 
Arnaud Guinard 
Paul Isenman 
Sarwar Lateef 
Linda Lowenstein 
Manuel Penalver 
Menahem Prywes 
David Thomas· 
George West 
Lorene Yap 
Roberto Zagha 
* Retired from World Bank. Clift was Country Operations Division Chief covering Sri Lanka, 
1987-1989. Thomas was Resident Representative in Colombo, 1978-82. 

Uganda 
Marc Baird 
John Clark 
Sabine Cornelius 
Randolph Harris 
Yitzhak Kamhi 
Petter Langseth 
Ritva Reinikka 
John Riverson 
Iraj Talai 
Gaiv Tata 

AFTU2 
Alberto Harth 

DEC 
Sunita Kikeri 
Martin Rama 

EAPVP 
Katherine Marshall 

EDI 
Gordon Appleby 
Peter Miovic 
Patricia Weiss Fagen 

Post-conflict Unit 
Betty Bigombe 
Nat Colletta 
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Steven Holtzman 

HDNED 
Eluned Roberts-Schweitzer 

LAC 
Annika Tomqvist 

Geneva Consultations 
...................................................................................................................................................................................................................................................... 

IDNDR 
Phillippe Boulle, Director 
Terry Jeggle, Senior Officer 

International Council of Voluntary Agencies (ICVA) 
Rudolph von Bemuth, Executive Director 

International Federation of Red Cross and Red Crescent Societies (IFRC) 
Peter Rees, Desk Officer for Fonner Yugoslavia 
Peter Walker, Director, Disaster Policy and Methodology 

Permanent Mission of the Netherlands to the Office of the UN 
Eveline Herfkens, Permanent Representative of the Kingdom of the Netherlands to the Office of the 

United Nations (former ED representing BiH to the Bank) 

Swiss Directorate for Development Cooperation and Development Aid (SDC), Berne 
Urs Herren, Program Officer, Development Policy and Research Division 
Stephan Nellen, Minister, Deputy Assistant Director General SDC, Cooperation with Eastern 

Europe and the CIS 
Jilrg Zumstein, Program Coordinator for the Horn of Africa, Division of Humanitarian Aid 

United Nations Department of Humanitarian Affairs (DHA) 
David Bassioni, Chief, Inter-Agency Support Branch 
Martin Griffiths, Director 
Paul Hebert, Senior Humanitarian Affairs Officer 
Deborah Saidy, Secretary to the Inter-Agency Standing Committee 

UNHCR 
Harriet Bengstsson, Americas Bureau 
Jeff Crisp 
Raymond Hall, Head, Inter-Organizations Affairs and Secretariat Services 
Larbi Mebtouche, Head, Reintegration and Self-Reliance 
E. Morris 
N. Morris 
Kazu Nagasaha, Asia Bureau 
Morten Pristed, Associate Economist 
Ms. Rianawati, Asia Bureau 
Constantin Sokoloff, Senior Officer, Inspection and Evaluation 

UNOPS 
Christophe Bouvier, Chief, Rehabilitation and Social Sustainability Unit 
Tomas Paquete, Senior Adviser 
Alfredo Lazarte Howle, ILO 
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War-torn Societies Project 
Matthias Stiefel, Director 

New York Consultations 

DHA 
Antonio Donini, Lessons Learned Unit 
Susan Lantze, Consultant 
John Rogge, Chief, Policy and Analysis Division 

DPA 
Alvaro de Soto, Assistant Under-Secretary-General 
Mamdou Kane 
Anita Mathur 
Hiroko Miyamura 
Shigeru Mochida 
Alex Mtsouka 
Zdeslaw Nicinshi 
Victor Poliakov 
Vladimir Shagoda 
DettefWilke 

DPKO 
Christopher Cloeman, Policy and Analysis Unit 
Leonard Kapungu, Head, Lessons Learned Unit 
Elizabeth Linden-Mayer, Assistant for Africa to the Under-Secretary General 
Masimba Tafirenyika, Lessons Learned Unit 
Shashi Tharoor, Special Assistant to the Under-Secretary-General 

UNDP 
Hugh Cholmendeley, Consultant 
Frank O' Donnell, Deputy Director, Emergency Response Division 

UNHCR 
Soren Jessen Petersen 

UNICEF 
Kate Alley, Office of Evaluation, Policy and Planning 
David S. Bassiouni, Senior Policy Advisor 
Nigel Fisher, Director, Office of Emergency Programs 
Tom Franklin 
Sawon Hong, Senior Programme Officer, Evaluation Office 
Ian Hopwood, Chief Evaluation Office 
Angela Raven Roberts 
Nora Yaler 

UN Office of Internal Oversight 
France Owarish, Chief 

UNOPS 
Bisrat Aklilu, Deputy Executive Director 
Reinhart Helmke, Executive Director 



. Bosnia. and. Herzegovina_ Field _Mission ................................................................................................................................... .. 

Presidency 
Kasirn Begic, Advisor to the Chairman of the Presidency for Economic Issues 

Council of Ministers 
Neven Tomic, Deputy Chairman 

Ministry of Foreign Affairs 
Aziz Hadzirnuratovic, Head of Department for Reconstruction and International Assistance 
Alida Sofie, Advisor 

Ministry of Foreign Trade and Economic Relations 
Mirsad Kikanovic, Special Advisor to the Minister 
Berina Selimovic Mehrnedbasic, Assistant Minister 
lvica Miodrag, Advisor 

Central Bank 
Serge Robert, Governor 
Kasirn Omicevic, Deputy Governor 

Office of the President of Republika Srpska 
Rajko Tomas, Advisor to the President of Republika Srpska for Economic Issues 

Mass Media 
Senada Mavric 

OHR 
Victor Massena 
Egbert Gerkin 

UN 
Alexander lvanko 
Pierre-Francois Pirlot 
Kathy Walker, UNHCR 
Bill Thomas, Logistics Officer, UNHCR 

SFOR 
Terry Carter, Liaison Officer 

EBRO 
Zsuzsanna Hargitai, Deputy Resident Representative 

USAID 
Michael Stievater, Office of Transition Initiatives 

NGOs 
Dianne Cullinane, Liaison Officer, Soros Foundation 
George Devendorf, Country Director, ICVA 
Elizabeth Hughes, Program Officer, WorldYision 
Jim Kelly, Country Director, CRS 
Jennie McCann, Deputy Director, Programs, International Rescue Committee 
Klaus Mock, Advisor, German Advisory Office 
Catiba Rekic, Programme Director, Plavi Most 
Goran Todorovic, Head of Office, Care International 
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Ramiza Velie, Project Manager, Plavi Most 
Bill Warnock, Country Director, WorldVision 

International Crisis Group 
Hrair Balian, Director 
Christopher Bennett, Deputy Director 

Blagaj 
Handzar Dzevad, Director, Fish Fann 

Jablanica 
Resad Malovic 

Project Implementation Units 
Nikola Durie, Housing Project 
Zorica Milos, War Victims Rehabilitation 
Mehrnedalija Sijaric, Sarajevogas 
Zlatko Zvirac, Housing Housing Project 

French Embassy 
Pierre Boedoz 

International Management Group 
Kevin Mannion, Director 
Bruno Silvestrini, Head of Office, Mostar 
Dino Bicciato, Manager Director Designate 

Chamber of Economy of BiH 
Mensur Smajlovic, President 
Izct Starcevic, Secretary 
Jozo Soric, Director 
Elektroprivcda of BiH 
Reas Maolovic, Manager 

EC 
Anna Maria Corazza Martini 
David Hardman 
Charles Palant 
Patrick Renaud 

Cambodia 

Far East Economic Review 
Nate Thayer 

International Human Rights Law Group 
Laura McGrew 

International Monetary Fund 
Scott Brown 

John Hopkins University, School of Advanced International Studies 
Frederick Brown 
Naranhkiri Tith 
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USAID 
James Vermillion 

El Salvador Field Mission 

CARE (international NGO) 
Jose Ignacio Claros, Technical Assistance Manager 

FRENTE (FMLN) Opposition Party 
Ruben Zamora, National Assembly Candidate (candidate for President in 1994) 

FUNDE (research and advocacy NGO) 
Alfonso Goitia, Executive Director 
Roberto Rubio, Research Director 

FUSADES (private development think tank and consulting firm) 
Eduardo Nunez, Chief Executive Director 
Jaime Acosta, Assistant Director, Economic Social Studies 
Mauricio Gonzalez Orellana, Economist 

German Embassy 
Christian Much, Commercial Attachc 

Inter-American Development Bank (IDB) 
Fadrique Otero, Acting Representative 
Marcelo J. Valenzuelo, Sectoral Specialist 
Fernando Manoel Costa, Coordinator for El Salvador 

Land Bank 
Jose Ernesto Mancia Salinas, Director 

Ministry of Education 
Abigail Castro de Perez, Vice Minister 
Roberto Moran Argueta, Director, International Cooperation Projects Office 

Ministry of External Relations 
Hector Gonzalez Urrutia, Undersecretary of Coordination and Planning 
Rina Castellanos de Jarquin, Director, External Cooperation Programs 

Ministry of Finance 
Manuel Enrique Hinds, Minister 

Ministry of Planning (merged with Ministry of Finance in 1995) 
Mirna Lievano de Marques, former Minister 1989-95 
Jose Marques, Consultant 
Evelyn Jacir de Lovo 

PRISMA (local NGO for research on environment and development) 
Herman Rosa, Senior Researcher 

RCS (radio station devoted to dialogue on political-economic developments) 
Salvador Samayoa, Executive Director (former peace negotiator for FMLN) 

Sacdel {local NGO for local development and training) 
Mauricio Silva, Executive Director (Ministry of Planning 1979-80) 
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Haiti 

Social Housing Fund 
Francisco Bertrand Galindo, President 

UNDP 
Fredy Justiniano, Principal Adviser 
Rene Hernandez, Program Officer 

USAID 
Ken R. Ellis, Acting Mission Director 
Tully R. Comic, Adviser 
Mary C. Ott, Chief, Economic Growth Office 
Peter F . Krantsover, Planning and Programming Office 
Richard McCall, Chief-of-Staff 
Charles Costello, Director, Democracy Center (El Salvador Mission Director 1993-94) 
Kathleen Smith, Country Officer for El Salvador 

Other 
Gabriel Siri, Consultant (in Washington; former Director of ECLNPREALC Regional Office in 

Mexico City and Deputy Director of the El Salvador Banco Central de la Reserva) 
Rainer Steckhan, Director General, Loans, Social Development Fund Council of Europe, Paris 

{phone interview; fonner Country Department Director, LAC, World Bank) 

lnteramerican Foundation 
Bob McGuire 

Washington Office on Latin America 
Hugh Byrne 

Other 
Nancy Taylor (Consultant for UNDP and IDB on governance issues) 

Lebanon 

United Nations 
Senior UN staff were interviewed whose anonymity was granted. 

Rwanda 

Brown University, Providence, Rhode Island 
Peter Uvin, Department of Sociology 

US Agency for International Development 
Richard McCall, Chief of Staff 

U ganda .. F ield .. Mission .................................................................................................................................................................................... . 

British High Commission (O DA) 
Petra Byrde, First Secretary (Aid) 
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CARE 
Nick Ritchie, Country Director 

Central Bank 
Louis Austin Kasekende, Director, Research and Policy 
Charles Kikonyogo, Governor 

DANIDA 
Daniel S. Jga, Program Officer 

European Union 
John Croswaithe, Counselor (Economics) 
Marja Laine 

Luwero (field visit) 
Chairman, District Council 
District Inspector of Education 
District Planning Officer 

Ministry of Education 
Noreda Kiremire, Deputy Director, PIU 
Patrick Makumbi, Director, Project Implementation Unit 

Ministry of Finance 
E. Tumusiime-Mutebile, Permanent Secretary 

NURP 
Ernest Olaya, Coordinator 
Margaret Ajju 

Oxfam 
Antony Burdon, Country Representative 

Palissa (field visit) 
Chairman of the Council 
Masaba Justine, RCV's Office 
G. Kayongo, Chief Administrator 
Omaido Enoch, DTLO 
Shaine, Chairman, Education Committee 

Parliament 
Hon. Norbert Mao 

Prime Minister's Office 
Peter Uchanda, Permanent Secretary 

Save the Children Fund (UK) 
Richard Mawer, Field Director 

SNV (Holland) 
Evelyn Nyakoojo, Program Officer 

Ugandan Red Cross 
Peter Oryema, Secretary General 

Uganda Veterans Assistance Board 
Capt. Francis Apiko (Rt.), Program Manager 
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Maj. Gen. (Rt.) Emilio Mondo, Executive Secretary 

UNDP 
Lawrence Nkooto Bategeka, National Program Officer 
Eugene Owusu, Resident Economist 

UNICEF 
Kathleen Cravero, Representative 
Keith Wright, Chief, CCA Program 

USAID 
Patrick Fine 

World Vision 
Moses Dombo, Policy Advocacy 
Edward Mubirau, Program Officer 
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Annex 4. Comparison of PCR/ICR Ratings with PPAR/EVM Ratings 

Project Name/Objectives 
El Salvador: SAL I (L3293) 
Support the Government's 1989-1994 Economic and 
Social Development Program, focused on economic 
recovery adjustment, maintenance of a consistent 
macroeconomic policy framework, and the nutrition 
component of a social safety net. 

El Salvador: SAL II (L3646) 
Support the Structural Adjustment Program, designed 
to: lay the analytical framework for a public sector 
modernization effort; deepen reforms in areas of taxes, 
privatization, trade, financial sector, social sector and 
poverty allevia tion; and strengthen public expenditure, 
civil service, and environmental management. 

Ratings: 

Outcome: 
S11stai11ability: 
I nstitutio11al Dev.: 

Outcome: 
S ust aifl ability: 
I nstitutio11al Dev.: 

Lao, P.D.R. : Agricultural Rehabilitation and Development (C0760) 
Alleviate constraints and increase food production in Outcome: 
Vientiane Prefecture and Province. Sustainability: 

Uganda: Reconstruction I (C0983) 
Provide quick-disbursing foreign exchange in support 
of the Government's first period of reconstruction. 

Uganda: Technical Assistance (Cl077) 
Assist the Government in preparing suitable 
development and rehabil itation projects as well as in 
strengthening relevant ministries and agencies in 
planning and project preparation. 
Uganda: Reconstruction II {Cl252) 
lncrease agricultural exports and domestic production 
in high priority areas and strengthen the Government ' s 
capacity to formulate and implement policies in areas 
critical for Uganda's economic recovery. 
Uganda : Technical Assista nce II (Cl-13-1) 
Help the core economic ministries and agencies design 
and implement a progression of economic reforms; 
strengthen systems and capacities of those agencies. 
Linked to Reconstruction II and ill and ERC I and U. 
Uganda: Reconstruct ion In (Cl-17-1) 
Provide financing for essential imports, continue to 
support policy and institutional reforms, and generate 
counterpart resources for the Government budget. 

Uganda: Highways IV (C1803) 
Protect capital investment and increase the service life 
of essential roads serving local and transit traffic to 
other land-locked countries; improve maintenance 
planning and operations of rural/feeder roads serving 
agricultural areas; strengthen institutions responsible 
for project implementation. 
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Outcome: 
Sustainability: 
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Outcome: 
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Outcome: 
Sustainability: 
I nstitutio11al De1•.: 

Outcome: 
Sustainability: 
/nstitutio11al Dev.: 

Outcome: 
Sustainability: 
I nstitutio11al Dev.: 

PCR/ICR 

Satisfactory 
Likely 
Substantial 

Satisfactory 
Likely 
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Unsatisfactory 
Not Avai lable 
Not Avai lable 

Satisfactory 
Not Available 
Not Available 

Satisfactory 
Not Available 
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Not Available 
Not Available 
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Likely 
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Not Available 
Not Available 
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Likely 
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Satisfactory 
Likely 
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Satisfactory 
Likely 
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Unsatisfactory 
Uncertain 
Modest 

Unsatisfactory 
Not Available.: 
Not Available 

Satisfactory 
Likely 
Substantial 

UnsatisfoctOI)' 
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Unsatis factory 
Uncertain 
Modest 

Unsatisfactory 
Unlikely 
Modest 

Satisfactory 
Uncertain 
Negligible 



Project Name/Objectives Ratings: PCR/ICR PA.R/EVM 
Uganda: Forestry Rehabilitation {Cl824) 
Increase production of woodfuels and wood products; Outcome: Satisfactory Unsatis factory 
conserve soil fertility; manage natural forests for Sustainability: Likely Uncertain 
sustained timber and charcoal production by the Institutional Dev.: Substantial Negligible 
private sector; increase productivity of softwood 
plantations; create the management and information 
base for long-term planning and conservation of 
Uganda's forest resources. 

Uganda: Economic Recovery I {Cl844) 
Support the GOU's Economic Recovery Program, Outcome: Unsatisfactory Unsatisfactory 
whose goals were to: bring about internal financial Sustainability: Uncertain Likely 
stability and lower the rate of inflation; reduce the lnstitutio11al Dev.: Modest Modest 
imbalances in the external accounts; and promote 

owth. 
Uganda: Sugar Rehabilitation (Cl893) 
Restore sugar production of Kakira Sugar Works to Outcome: · Satisfactory Satisfactory 
historical levels; strengthen the role of Ministry of Sustainability: Likely Likely 
Trade and Industry in monitoring the performance of /nstitutio11al Dev.: Negligible Substantial 
the sugar industry; support the liberalization of sugar 
marketing and processing in Uganda. 
Uganda: Technical Assistance ill {Cl951) 
Help core economic ministries and agencies design Outcome: Satisfactory Satisfactory 
and implement a progression of economic reforms; Sustainability: Uncertain Uncertain 
and strengthen systems and capacities within those Institutional Dev.: Substantial Substantial 
agencies. Linked to ERC I and II and SAC I. 
Uganda: Public Enterprises (Cl962) 
Strengthen the Government's capacity to sustain Outcome: Unsatisfactory Unsatisfactory 
economic recovery by increasing producti\ity and Sustainability: Uncertain Uncertain 
output and reducing financial losses in public I nstitutio11al Dev.: Modest Modest 
ente rises. 
Uganda: Education IV {Cl965) 
Maintain momentum of the Government ' s educational Outcome: Satisfactory Satisfactory 
rehabilitation efforts at the primary education level Sustai11ahility: Uncertain Uncertain 
and ensure their sustainabil ity, strengthen key /lls titutio11al Dev.: Substantial Modest 
institutions involved in improving and monitoring 
educational quality, and help prepare a.more extensive 
project to implement the emerging educational 
strate 
Uganda: Economic Recovery n (C2087) 
Support the third phase of the Outcome: Satisfactory Unsatisfactory 
Government's Economic Recovery Program. Sustainability: Uncerta in Uncenam 

Institutional Dev.: Negligible Modest 
Uganda: Program for Alleviation of Poverty and Social Costs of Adjustment (C2088) 
Immediately address some of the most pressing social Outcome: Satisfactory Unsatisfactory 
concerns of Uganda's most vulnerable groups; Sustai11ability: Uncertain Uncertain 
strengthen the institutional capacity of the Institutional Dev. : Not Available Modest 
Government to identify, formulate and maintain 
interventions for assisting the country's most 
vulnerable groups. 
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Annex 5. IBRD/IDA Lending Commitments by Region (with detail of post-conflict countries) 
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Annex 6. Summary of Main Findings of the Case Studies 

1. The nine case study countries are very diverse in terms of socio-economic characteristics, 
duration and intensity of conflict, and resulting reconstruction needs. The Bank's approach to 
reconstruction of these countries can be considered equally diverse, ranging from comprehensive 
support of all major sectors coupled with non-lending services such as damage and needs 
assessment and aid coordination; to more modest, strategic lending focusing on fewer areas ; to 
efforts concentrating on economic stabilization. The results of these efforts have been uneven. The 
Bank's performance across the nine cases in restoring macroeconomic stability was highly 
satisfactory and in promoting structural reform (liberalization) was marginally satisfactory. The 
Bank's role in rebuilding economic sectors ranged from marginally satisfactory to satisfactory; in 
promoting the recovery of social sectors, Bank performance ranged from unsatisfactory to highly 
satisfactory; and in aid coordination it was uneven. The staffing and management of country teams 
and resident missions ranged widely from unsatisfactory to highly satisfactory. The following is a 
summary of findings from each of the cases . 

. Bosnia. and. Herzegovina ............................................................................................................................................................................. . 

2. The Bank's response to post-conflict needs in Bosnia and Herzegovina (BiH) was early 
and comprehensive. Its role in reconstruction and economic recovery is widely perceived to have 
been successful by BiH authorities, other donors, NGOs, and beneficiaries . The OED evaluation 
team agrees with this assessment. The Bank's non-lending activities arc appreciated, including 
providing a framework for reconstruction and guidance to donors. There is widespread recognition 
that Bank-supported projects were implemented quickly. Other elements of success include: a fairly 
wide dispersion of benefits, both geographically and to a broad range of beneficiaries; involvement 
of stake-holders; an early and balanced inclusion of social sector proj°ects in order to rebuild human 
capital; and a contribution to local implementation capacity. BiH authorities particularly 
appreciated the sense of ownership afforded them by Bank projects . 

3. The peace implementation agenda dictated a compressed timetable for launching the 
reconstruction program. The Bank was able to adhere to this timetable due to a number of factors : 
the availability of planning resources; support from the Netherlands' ED; strong and visible 
support from the Bank's President; the Bank taking the lead role in coordinating the planning work; 
its coordination with other actors; and superb staff quality and dedication. 

4. In addition to speed, the special attention given to the program within the Bank contributed 
to the overall quality of the program as well. A very skilled Country Director was appointed solely 
for BiH. Her commitment to the process, attention to speed and quality of work was important in 
meeting the compressed timetable for project processing. The Resident Representative also played 
an important role in the process. His ability to deal with differing perspectives and work \,\·ith all 
involved parties in the resolution of issues is very much appreciated by the government, donors and 
other agencies . 

5. The OED mission found that the benefits of Bank-assisted projects to date are being felt 
throughout the Federation, and arc increasingly reaching Republika Srpska. The range of benefits 
has been delivered quickly to a diverse set of beneficiaries, while involving stakeholders and 
building up local implementation capacity. It should be noted that at this stage the projects cannot 
be evaluated in terms of their sustainability or institutional development. Several factors 
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contributed to success in the implementation phase, including early establishment of a Resident 
Mission, streamlined project processing and procurement procedures, sector diversification, pilot 
projects and project preparation, local ownership, and widespread participation. 

6. Of particular importance for the reconstruction work of donors, especially for the World 
Bank are the provisions for fiscal strategy built into the Dayton accords. The BiH experience 
demonstrates the importance of incorporating into a peace accord, to the extent possible, economic 
management provisions that are more likely to enhance than obstruct the economic recovery 
process . Despite Dayton's built-in obstacles to effective economic governance and the continuing 
political tensions, the first year and a half of peace have seen substantial economic recovery. The 
Bank has played a central role in the mobilization and application of external resources critical to 
this recovery. 

Cambodia 
····················································································································································································································································· 

7. In contrast to the BiH case, the Bank has taken less of a leadership role in the 
reconstruction efforts of Cambodia, which may be understandable after a 20-year absence from the 
country. As one of many agencies and donors contributing to the recovery, the Bank appropriately 
participated in a division of functions and subjects, and played a more limited role in aid 
coordination. Lending assistance has mainly focused on budget support and macroeconomic 
stability, leaving numerous areas for the lead attention of other donors. 

8. There are some important economic areas, however, where greater attention by the Bank 
might have produced more satisfactory outcomes. For example, as a revenue generator and export 
earning sector in the long run, rubber should be more important than the forestry sector, and would 
seem to merit Bank/Fund attention as vigorous as that accorded to forestry. The Bank assumed that 
rubber sector refonn could be brought about by the bilateral donor that took responsibility for that 
sector. After several years, the donor's substantial efforts have not succeeded. Another example is 
the neglect of the ministry of commerce despite the ministry's importance for external trade, 
domestic commerce, and Cambodia' s impending entry into ASEAN. 

9 . Human capital development is another area deserving of more attention. To achieve good 
perfonnance on macroeconomic balances, the authorities underfunded social capital recovery and 
the maintenance of economic infrastructure. The Bank could have done more to negotiate a 
commitment to macroeconomic recovery strategies that do not consign social capital recovery to 
the status of de facto policy residuals. The Bank has placed deserved emphasis on human resource 
development in its reports to the donors, yet the Bank's own strategy neglects this area. Unlike the 
first Country Assistance Strategy (CAS), the current CAS makes no mention of education, even 
under the high lending scenario. Bank staff have apparently not yet developed a project concept 
that would put education into the pipeline before 1999, a major omission in Cambodia's 
circumstances. A project on disease control and prevention is just beginning implementation now. 

l 0. Regarding civil service refonn, it is unfortunate that the Bank has continued to put 
downsizing at the center of the problems of administrative capacity. The installation of a reduction 
process early in the life of the coalition arrangement-which was based on raising the size of the 
civil service in order to absorb large numbers of the incoming parties' functionaries-was never 
politically realistic and was recognized as such by some observers early on. This is only one 
example of several problems where the Bank did not correctly judge the political feasibility of the 
policies being urged upon the authorities. 
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11 . A final area of Bank deficiency in the case of Cambodia is failure to establish a resident 
mission. The dual track coordination system that evolved-the Bank externally coordinating the 
donors at the level of resource mobilization and overall strategy, and UNDP coordinating locally
had insufficient interaction and left much to be desired. A Bank resident mission could have played 
an important role in improving the interface between the tracks and promoting better sequencing 
and operation of local sector groups. Several staff members of the country team also believe that 
Bank design and implementation work would have been carried out more efficiently if a resident 
mission had been established. 

El Salvador 
···················································•································································································································································································· 

12. The Bank's assistance to EI Salvador focused mainly on macroeconomic reform, but also 
included projects addressing the health and education sectors to improve the country's poor social 
indicators. Bank assistance was critical to laying a sound macroeconomic foundation for an 
impressive economic recovery during the first half of the 1990s, as well as mobilizing international 
economic support. While the Bank lagged behind several other donors in the volume of its post
conflict assistance, its leadership of a series of four CG meetings between 1991 and 1995 made a 
vital contribution to post-conflict reconstruction and economic recovery. Several high-quality 
lending operations and non-lending services also made significant contributions. However. no 
effort, with or without donor support, has yet shown any real promise for reversing perhaps the 
most serious socio-economic legacy of the conflict: violent crime, or "microinsecurity," of epidemic 
proportions. 

13. By establishing effective working relationships with the Government a couple of years 
before the Peace Accords, the Bank was able to provide timely macroeconomic assistance and 
coordination support to El Salvador's reconstruction program. The timing of the Bank's re-entry in 
El Salvador was very propitious albeit not entirely intentional. It is hard to say if, in the absence of 
the earthquake disaster, the pre-Peace Accords relationships between the Government, the private 
think-tank, FUSADES, and the Bank would have developed as expeditiously and productively as 
they did . 

14. Early operations, including the two SALs, and the Social Sector Rehabilitation Project 
were well-timed. It is also clear that the Bank pursued comparative advantages in policy and 
institutional reform in its programming. The donor coordination role played by the Bank just before 
the Peace Accords and during the first few years of post-conflict reconstruction was indispensable. 
The holding of a CG meeting before the Peace Accords were signed and the commitment of 
experienced and capable Bank leadership to the process contributed significantly to the 
effectiveness of coordination. It was also important that the GOES gave priority to donor 
coordination and endorsed the Bank 's supportive role. 

15. In the social sectors, the Bank seized a window of opportunity in supporting EDUCO, the 
community self-managed education initiative of the government. This expanding initiative promises 
to correct and reverse some basic deficiencies in the pre-conflict educational system of El Salvador. 
The EDUCO experience provides a good example of post-conflict support being more than just 
reconstruction but also entailing a redirection of development. However, the Bank's experience in 
providing support to the health sector in El Salvador duing the early post-war years has been 
mixed, and has not yet led to a full follow-on project. 
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16. A high degree of capability, experience·and continuity combined to make for an effective 
Bank Country Team in the crucial years just before and after the El Salvador Peace Accords. This 
team made a critical contribution to the Bank's performance in a tense environment. For a country 
as close to Bank headquarters in Washington as El Salvador, it was not essential to have a resident 
mission during the reconstruction period. Moreover, the Bank may have been better able to play its 
lead role in aid coordination and as interlocutor between the government and donors without having 
had a resident presence in El Salvador. However, there is not unanimous opinion on this point. A 
number of interlocutors, as well as Bank staff believe the Bank's image and relationships with civil 
society and other donors would be enhanced with a resident mission. 

Eritrea 

17. Following its prolonged war of secession from Ethiopia, Eritrea had the makings of a 
promising "reconstruction client" for the Bank, with a victorious and motivated administration 
leading an undivided nation into post-conflict recovery with ample international commitment. The 
Bank engaged early on and, through a flexible adaptation of procedures, prepared and approved an 
emergency recovery project in advance of the country's membership. This innovative engagement 
of the Bank was very successful, but the subsequent retreat into a more traditional operation mode 
caused those early gains to be lost. Progress has been slow, with delayed implementation of the 
emergency project, a disappointing Consultative Group meeting and a number of subsequent 
projects being dropped, reflecting continuing difficulties between the government and a lack of 
shared vision on the development of the country. Renewed military-political tension with Ethiopia 
and Sudan may yet threaten some of the gains that have been made. 

18. With no project completion reports or audits, and future act1v1ttes under discussion, 
findings a re somewhat premature at this stage. Nevertheless, some lessons arc already emerging. 
First, the style of conducting operations with a suspicious and inexperienced post-conflict 
government was as important as the content of the operations. The Eritrean government has clearly 
been c ircumspect about Bank involvement. They have rejected the second Recovery and 
Rehabilitation Project and a number of other sectoral loan projects . Technical assistance was taken 
up with a lack of enthusiasm or commitment. As a client comment on Bank services this bears 
further investigation beyond the limits of a desk review. In essence it seemed that the government 
wanted a Bank loan, but on its own terms, and was wary about any conditionalities linked to 
economic measures to which it was not fully committed. Only follow up with the government itself 
will clarify these client perceptions and apprehensions. 

19. Second, considerations of economy of scale have limited any comparative advantage for 
the Bank. Government-donor relations and lending operations probably necessitated more field 
presence, but for one ERL this was not considered viable. The Bank made the most of early 
engagement, but like the rest of the donor community found it hard to sustain work with an 
ambivalent government, and turned to more rewarding clients close by. The Bank should have 
invested more up-front resources, as a form of risk capital, both in products and staff field 
presence to build government capacity and confidence in developing the overall reconstruction 
program. Greater investment in "hand-holding" with the government through the first five years of 
reconstruction (as the Bank has done with the Eritrean Community Development Fund) might now 
be reaping greater rewards. 

20. Finally, if the reconstruction period is understood as a decade or more of activity, 
measures to restore human capital which may not appear a priority to fledgling post-conflict 
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Haiti 

governments will need incremental support and long-term commitment. Although the Bank has 
never had a mandate from the Eritrean government to address human capital issues 
comprehensively, it should provide the government cogent advice on the priority of such 
investments. 

21. Haiti illustrates well the difficulties of working in deep-rooted conflict where there is no 
simple war to peace linear progression. Though never an all-out civil war, the 1991-1994 crisis in 
Haiti bore all the hallmarks of a complex emergency, with political, social, and economic collapse . 
Once the political and security conditions permitted the return of the international development 
community, efforts were designed not so much to reconstruct Haiti, but to restore "growth 
forgone" in the embargo years. 

22. Since returning in I 994, the Bank's commitment to Haiti has increased but its performance 
has received mixed reviews. The Bank planned for an early return through preparatory work in 
1993, and following the restoration of democratic government in I 994, swiftly prepared and 
implemented an emergency economic recovery credit. Thereafter, further measures were slower to 
develop. Three suspended projects were revived, and five more since approved. Implementation of 
projects has been generally slow and problematic. With only two completion reports, findings on 
post-conflict lending activity are provisional. Overall, developmental prospects are still in the 
balance. Lack of progress in reform measures could discourage further investment, reduce donor 
support and jeopardize both political and economic recovery. 

23 . The Bank was clearly not the most nimble or knowledgeable institution in the volatile 
developmental context, and was therefore dependent on other agencies in the international system 
to conduct early reconstruction activities . Any comparative advantage for the Bank laid more in its 
potential to mobilize resources and skills from Washington, than in any short-term impact from a 
minimal field presence. In this context, the Bank grew into the coordination role, rather than 
assuming an overall leadership role from the start. The Bank did not strategize the initial. overall 
reconstruction program, nor did it coordinate every sector. In fact, it expected the IDB to take more 
of a leadership role. The 1996 CAS appears to have consolidated a wider role for the Bank and a 
broader perspective. However, the CAS was still tentative on Bank involvement, stating an 
intention to continue its role "selectively as an integral part of a large-scale international effort. " 

24. Given the numbers of agencies involved and the political context, coordination presented a 
difficult and complex task for all institutions involved. As mentioned, the Bank had little presence 
to perform an early, in-country coordination role, but has nevertheless taken on the role of 
mobilizing and coordinating external donor resources, and CGs have identified sectoral 
responsibilities . The CG meetings have been innovative and responsive to the overall needs of 
government, beneficiaries and donors . The participatory CG of April 1997 presents a model for 
other post-conflict programs. 

25. In-country, operational and sector-by-sector coordination of activities has proved difficult 
for the government and the donors, who have found problems in shifting from a geographical to 
sectoral division of labor. Effective partnership with the many NGOs at work in Haiti is critical, 
but has also proved difficult. Overall , it seems the Bank has been drawn into an expanded 
coordination role, possibly contrary to its original wishes, but this role is now performed willingly 
and competently. 
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26. A critical aspect of the coordination role is communication about the program to the 
public. A strong communication program with outreach activities to NGOs, Parliamentarians and 
other main stakeholders, and good media relations are integral to politically sensitive recovery 
programs. This was lacking in earlier Bank activities, and the rectification achieved by the April 
1997 CG needs to continue on a routine basis. As the chair of the CG, the Bank needs to strike a 
delicate balance between messages of optimism and the negative potential of unmet expectations . 

Lebanon 

27. Judging the Bank's performance in the reconstruction of Lebanon depends on which 
yardstick is chosen: whether an expanded reconstruction role might have achieved more or how the 
more circumscribed role was actually carried out. Two areas of strength stand out from its 
experience to date: (i) the Bank's ability to mobilize resources and legitimate the international 
donor community in the eyes of the government; and (ii) the Bank's expertise in helping to create 
an appropriate macroeconomic framework. A third potential area of advantage, coordination, has 
only partially been fulfilled . The Bank's role in damage assessment, although valued, appears to 
have been limited and the Bank's own documents report underestimation of damage. Speed of 
response was not a Bank strength, at least in relation to so-called emergency lending. 

28. Measured by the more modest set of objectives, namely infrastructural repairs, economic 
stabilization, rebuilding institutional capacity and the alleviation of social hardships and poverty, 
the Bank has recorded progress on all but the last goal. The Bank's overall role has thus been 
limited by a narrow understanding of reconstruction, albeit reflecting government's priorities, 
concentrating on physical infrastructure within the wider recovery process seen as the realm of the 
private sector. A watching brief during the conflict period might have helped the Bank engage more 
speedily and effectively with the overall recovery program and other international agencies . 

29. The Bank's coordination role although valuable was partially constrained, at least in
country, by institutional attitudes which were characterized by caution and a lack of openness with 
partners. The Bank's role in damage and needs assessment was clearly valued by other 
reconstruction agencies, some of whom would like to have seen the Bank extend this knowledge 
into a more assertive coordination role. Concern with executing Bank programs may have limited 
the degree to which the Bank could lead a common reconstruction strategy. The absence of a 
resident mission likely constrained an expanded coordination role in-country. 

30. Six years after re-entry, there has been no systematic independent evaluation of the Bank's 
performance in Lebanon. Regarding project management, there are a wealth of lessons to be 
learned from the operations of the Council for Development and Reconstruction and sectoral 
implementation units. These should be examined by subsequent ICRs and PARs which should take 
account of the special post-conflict context in which the Bank operated, and not judge by 
traditional evaluation criteria. 

Rwanda 
..................................................................................................................................................................................................................................................... 

31 . The tragedy that befell Rwanda during three months in 1994 is beyond comprehension and 
unprecedented. Although Bank staff and management were aware of discriminatory and 
opportunistic behaviors, the written record contains hardly any evidence or analysis of such factors 
in Rwanda during the seventies and eighties. Not only did the Bank not identify and question 
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increasing ethnic discriminatory and exclusionary practices but, at least in the Mutara Projects, it 
in effect rewarded with a follow-on project such practices as the diversion of project benefits to 
politically favored groups that often accompanied the discrimination. In this respect, the Bank was 
no better nor worse than other donors assisting Rwanda during this period. By the early nineties, 
however, violence and corruption became increasingly obvious. By 1993 the Bank began scaling 
back assistance, although even then not anticipating the cataclysm unleashed in April 1994. More 
than half of the pre-genocide population of 7-to-8 million were directly affected as a result of 
death, displacement, injury, rape and other brutalities . While the international community did not 
respond to prevent the genocide, even though plans for it had been reported, it responded 
impressively to its aftermath. The Bank responded quickly in August 1994 with one of the few 
Emergency Assistance Grants it has made. 

32. Implemented through four UN agencies, the Grant was both relevant and timely, as well as 
relatively effective and efficient. However, implementation suffered from insufficient awareness on 
the part of the agencies at the outset of the lack of capacity in government and civil society as a 
result of the war and genocide. Inadequate engagement of the new government in the Grant's 
planning and implementation led to some misunderstandings and resulted in the Grant not making 
the positive contribution to Bank-government relationships that it might have. In fact, the 
government was not made aware of Bank support for the Grant until mid-way through the 19-
month implementation period. 

33. Subsequent post-conflict reconstruction efforts by the Bank, including an Emergency 
Recovery Credit and restructuring of the previous project portfolio, were also relevant to Rwanda's 
needs but encountered problems that delayed their effectiveness and implementation. These 
problems resulted in part from the Bank not taking adequately into account the new government 's 
lack of capacity and the need to work intensively with it to build mutual confidence and to ensure 
full understanding of Bank requirements and procedures. In the case of the selection of a 
procurement agency for the 1995 Emergency Recovery Credit, a greater effort by the Bank to 
make sure that their Rwandan counterparts understood Bank procurement procedures might have 
avoided the subsequent snarls and impasse. 

34. Implementation problems also stemmed from less than optimal staffing assignments in 
both headquarters and the field . Work on Rwanda required staff with previous experience in the 
Bank, preferably in sub-Saharan Africa or another post-conflict country. However, staff with 
previous experience in Rwanda were not necessarily the best candidates to re-assign to Rwanda 
owing to the traumatic impact that the genocide had on these staff. Lack of continuity, both in the 
Kigali and Washington teams, also impaired the important implementation monitoring 
responsibility role that resident mission staff should fulfill. 

35. The absence (until January 1995) and then intermittent presence (until June 1996) of a 
Resident Representative hampered the Bank from playing as active a role in aid coordination as it 
might have at the beginning of the post-conflict period. Bank-UNDP relationships have been 
strained, especially in Kigali. A de facto division of labor has recently emerged, with the Bank, at 
the government 's request, taking the lead in aid coordination on macroeconomic matters. 

36. Although Bank policy on emergency assistance recognizes that emergency situations such 
as in Rwanda are not conducive to major macroeconomic or sector policy changes, structural 
reforms can a lso be embodied in projects. This was the case with Bank-funded energy and 
telecommunications projects in Rwanda. The timing of post-conflict restructuring attempts at 
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privatization in these projects can be questioned. Restructuring can provide a window of 
opportunity to raise such issues, but the pace of action must take into account the political
economic environment and the state of counterpart readiness and capacity to undertake measures 
such as privatization, which are often difficult, complex and politically controversial. Subsequent 
to initial restructuring efforts marked by differences and tensions over the privatization issue, the 
Bank and the government have agreed on a more incremental approach to privatization. 

37. Government capacity in the Ministries of Education and Health remains quite weak. 
Health is in a relatively better position, partly owing to timely assistance from WHO in the two 
years following the genocide. NGOs have played a major role in re-establishing rural health clinics. 
UNICEF provided vital emergency assistance immediately after the genocide and most primary 
schools are now in operation. The sub-grants from the Special Emergency Assistance Grant to 
UNHCR, UNICEF and WHO also provided significant help in the initial rehabilitation of the 
health and education sectors. Recovery of the secondary system, weak to begin with, has been 
much slower and quality at all levels is typically very low. This reflects in particular the extreme 
shortage of qualified teachers, few of whom have an education beyond the primary level 
themselves. At the government's request, the AFR region has undertaken a study of post-conflict 
experience in trying to restore education. 

Sri Lanka 

38. Owing to the largely localized nature of the conflict, and in contrast to many post-conflict 
situations, in Sri Lanka there was no hiatus in the Bank's program or in the presence of its resident 
mission during the 1983-87 period of intense conflict. This facilitated the Bank's prompt response 
to the Government's request for assistance in mid-August 1987, two weeks after the lndo-Sri 
Lanka Accord was signed. The Bank moved expeditiously to help prepare the Emergency 
Reconstruction and Rehabilitation Program and to help mobilize resources from other donors in 
support of the balance of the Program. However, the Bank's financial contribution to the overall 
program, the ERR Project, did not become effective until mid-June 1988, some IO months after the 
need for it had been identified. In the meantime, two planting seasons had elapsed and an 
opportunity had been lost to deliver benefits that could have enhanced popular support for the 
Accord. 

39. Bank efforts in providing assistance for infrastructure resulted in little sustainable 
accomplishment in Sri Lanka owing to sabotage and re-destruction of much of what had been 
restored . Assistance provided directly to households was better accounted for and, under the 
circumstances, had a more lasting impact. 

40. The presence of a resident mission (now called a "field office") in Sri Lanka greatly 
facilitated the Bank's role in efforts related to post-conflict reconstruction and the possibility of 
post-conflict reconstruction. The recent expansion of field office staff and the relocation of the 
Country Director position from headquarters to the field office are very timely in view of the need 
for adequate in-country capacity to support and monitor a new reconstruction effort, including the 
Government's sweeping devolution initiatives currently being considered by Parliament. 

41 . Effective reconstruction assistance requires a clear understanding of the roles of local 
bodies, including governmental bodies and NGOs. This was deficient in Sri Lanka, on the parts of 
both the Government and the Bank. On the Government's side, there was delay in promulgating 
Provincial Councils. On the other side, the Bank could have insisted on the involvement of local 
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NGOs and community-based organizations in the design and implementation of the ERR project. 
The volatile security situation, especially in the North, re-erupted into full-scale conflict in 1990. 

_Uganda ............................................................................................................................................................................................................................. . 

42. Bank involvement in the reconstruction efforts of Uganda has been particularly 
comprehensive. In the first five years after the conflict (1987-1992), the Bank supported 
approximately 25 lending operations amounting to more than US$1 billion, and closely coordinated 
with international donors. The Bank's role was key in strengthening the Ministry of Finance and 
the Central Bank, removing the monopoly of the Coffee Board, assisting in sugar rehabilitation, 
and rebuilding roads . 

43. Despite gcxx:i performance in reforming and rebuilding the economy, there have been several 
respects in which Bank involvement could have been improved: insufficient attention to consensus 
building; excessive use of conditionalities; and most importantly, a seriously dysfunctional emphasis on 
raising taxation. The Bank did not always fulfill its potential comparative advantage, for example, 
in the power sector, a key element in recovery. Nor did it fully convert its coordination role into 
creating an overall strategy for reconstruction or a sector by sector plan. 

44. The Bank's performance was relatively poor in social sectors, particularly in strengthening 
health and education institutions. Investment in the social sectors was often premature, 
implemented through weak ministries and with inadequate forethought as to the nature of the 
services the Bank was trying to support. The post-conflict period required major health sector 
reforms, which fell short of needs . Education investment was equally disappointing, with only an 
estimated 37 percent of funds reaching schools . There was too much dependence on the existing 
bureaucracy, and not enough use made of NG Os. 

45 . Regarding Bank processes and institutional arrangements, project design did not fully 
reflect the need in Uganda 's unsettled insti tutional environment for a flexible, process-oriented 
project design . This was particularly evident in the social sectors, where education and health 
ministries were too weak to accommodate spending, and where supervening events like 
decentralization and renewed conflict changed priorities. Changes in key resident mission staff, 
task managers and government staff were inevitably disruptive at times. Bank staff were not 
generally familiar with working in conflict countries nor with the international relief and 
rehabilitation system. Staff resources and time were concentrated in Kampala, often with little 
understanding and contact with international and local NGOs. 

46 . A final shortcoming of Bank projects was that, where they were not sequential, many were 
too short to address the projected length of recovery. There are at least two different time tables in 
post-war recovery, well-manifested in Uganda. The first is the real-time duration of the recovery 
process, which typically requires at least two decades of sustained effort, with the risk of war a 
recurrent phenomenon. The second time table is set by donor considerations, which may be guided 
by different objectives, and manifests itself through programs which do not necessarily take into 
consideration the very long recovery process . Government has to observe both timetables, weighing 
the political expediencies of short term measures to provide security and boost confidence with the 
needs for longer term recovery. 
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needs to be printed, signed and mailed or faxed to the Acquisitions Section. We would accept both form 
1411 and the printout of the electronic requisition form. DO NOT establish new J numbers for new titles. 
They will be returned to you. Also, DO NOT FORGET to update the total commitment to include the 
charges for the added titles. 

4/16/98 



Report date: Wed Feb 5 1997 16:46 : 17 EST 

~ct\?\)/ 
1 r JND ID: F~ S 

Fund Name : e-:- lvla r c:: i:::.. K · · <2 \--,, 

Account Number: 43 -3150 
Project Number : 

Approval List 

YV'.. \ 

1 ,4 fDcf7 . (_ 
Cl."~ Pc.. ...:;5' c... 

(F~ Oi) Centx:al Asia Department 
.:,f- -4 412 Lr- 4 o3 

Division~ 7 
International Monetary 
700 1 9th Street, N.W . 
Washington , D. C. 20431 

Fund 

Order ID Copies Item Description 

19662 l Country report (10): Cambodia, Laos 

Page: 69 

Total US$ 
Amount 

1 67.SC 

20882 l Daily news - (Sri Lanka) - re· J)i" I) . {, I k!c•( '• {',') 4 -5 2 g 72 7 . 2 C 

2_106(3 1 

229094 1 

~ - -12 7 l 

Ne1 
• l ; ght ef MyaI-Jmar C,. u Cl l rpv 

New York times - (Monday - Friday) 

Wall street journal 

SUBTOTAL 

\ 0 0 ~Y\ 

G~-ys ,1~.r,-J/..e 

K.J~/ 

001.2: 

261 . 0C 

178 . 0C 

2134.93 



Report date: Mon Apr 1 3 15:49:4: EDT 1 398 

Subscriptions Approval Lise 

(FUND ID: BCESDARJ14809 / 98 ) 
Fund Name: ESDAR 
Account Number: J14809 
Project Number: 

(BESDAROl) ESDAR-Env. Sustainable Dev . 
S 7049 
Agriculture Research 
World Bank 
1818 H Street, NW 
Washington, DC 20433 

Order ID Copies 

218575 1 

218349 1 

211668 1 

Item Description 

Community 
Attn: Gabrielle Persley S-7051 #30353 
[Library info only: IDNAPCl, 12 / 31 / 1998] 

Diversity 
Attn: Gabrielle Persley S-7051 #30353 
[Library info only: USAESSl, 12 / 2._1/1998] 

--~ , 
Le Monde 

' Attn: M. Petit MC4-113 #30340 
[Library info only: USANE2, 12 / 31/ 1998] 

SUBTOTAL 
TOTAL SUM 

_.:...-- -

" '· 

Page: 387 

Total US$ 
Amount 

100.00 

58.69 

780.00 

938.69 
938.69 



Report date: Mon Apr 1 3 15:49:41 EDT 1998 

Subscriptions Approval List 

(FUND ID: BCESDISJ15928 / 98) 
Fund Name: ESDIS 
Account Number: J15928 
Project Number: 

(BESDISOl) ESDIS-Inf o. Ser v i ces Unit 
World Bank, Rm. No.MC-4-239 
1818 H Street, NW 
Washi ngton , DC 20433 

Order ID Copies 

309572 1 

309629 1 

~u::,::,25 1 

I tem Description 

Inside internet 
Attn: Reza Firuzabadi MC - 4-23 9 #32640 
[Library info only: USAESSl, 9 / 30 / 1999] 

Microsoft Developer Network - Level 2 : 
Membership 
Attn: Reza Firuzabadi MC-4-239 #32640 
[Library info only: USAMDN2, 6 / 30 / 1999] 

· .. ~ .. ..... 
Windows NT magazine ,.......__ 
Attn: Reza Firuzabadi MC - 4-239 #32.EMJ) 
[Library info only : USAESSl, 12 / 31/ 199~~ 

TOTAL SUM 

Page : 388 

Total US$ 
Amount 

52.28 

524.00 

42.60 

618.88 



Renort date: Mon Apr 13 15:49:41 EDT 1998 

Subscriptions Approval List 

(FUND ID: BCESDISJ1613 7/98) 
Fund Name: ESDIS 
Account Number: Jl6137 
Project Number: 

(BESDISOl ) ESDIS-Info. Services Unit 
World Bank, Rm. No.MC-4-239 
1818 H Street, NW 
Washington, DC 20433 

Order ID Copies 

309415 1 

309414 1 

Item Description 

Financial times (UK) 
Attn: ESDIS 8-4031 #87408 
[Library info only: USANE2, 12 / 31/1998] 

Washington Post (Monday - Friday) 
Attn: ESDIS x87408 
[Library info only: USAMNAl, 12 / 31 /199 8] 

SUBTOTAL 
TOTAL SUM 

_____ ,_ 

Page: 389 

Total US$ 
Amount 

622.89 

95.62 

718 .51 
718 .51 



Page: 390 

Report date: Mon Apr 13 15:49:41 EDT 1998 

;,_pp::-oval List 

(FUND ID: BCESDVPJ14812 / 98) 
Fund Name: ESDVP 
Account Number: J14812 
Project Number: 

(BESDVPOl) ESDVP-Office of the President. 
World Bank, Rm. MC4-123 
1818 H Street, N.W. 
Washington, D. C. 20433 

Order ID Copies 

214998 1 

214824 1 

304576 1 

219908 1 

184479 1 

304927 1 

184481 1 

220499 1 

Item Description Total US$ 
Amount 

Citizens network for sustainable 50.00 
development : Membership 
Attn: Joan Mart in-Brown S-7039 #32310 
[Library info onl y : USACNl, 12 /3 1 / 1998] 

Council on Foreign Relations - CFR: 300.00 
Membership 
Attn: Joan Martin-Brown S-7039 #32310 
[Library info only: USACFR7, 6 / ~Q / 1999] 

' , , 
Diplomatic list '-~ 20.81 
Attn: Barbara Eckberg S-7-040 #34668 ·,., 
[Library info only: USASD2, 3 / 31 / 1999] ', 

Diversity 58.69 
Attn: Joanie Martin-Brown S-7039 #32310 
[Library info only: USAESSl, 12 / 31 / 1998] 

Economist -· -- -- 181. 31 
Attn: Ismail Serageldin S 7031 34502 
[Library info only: USANE2, 12 / 31/ 1998] 

Financial times (UK) 427.50 
Attn: Ismail Serageldin S-7031 #34502 
[Library info only: USANE2, 12 /3 1 / 1998] 

Newsweek 43.00 
Attn: Ismail Serageldin S 7031 34502 
[Library info only: USAESS1, 12 / 31 / 1998) 

On the ground : multimedia journal on 30.00 
community, design and environment 
Attn: Michael A. Cohen S-7027 #31015 



Report date: Mon Apr 13 i5: 49: 41 EDT 1998 

1844 80 1 

184472 1 

Subscriptions Approval List 

[Li b rary i n f o onl y : USAOG2, 6 / 30 / 1999] 

Time 
Attn: Ismail Serageldin S 7 031 345 02 
[Library info only : USAESS1 , 12 / 31 / 1 99 8 ] 

Washington post (Monday - Friday) 
Attn: Ismail Serageldin x3450 2 
[Library info only : USAMNAl, 12 / 31 / 1998] 

SUBTOTAL 
TOTAL SUM 

Page: 391 

63. 9 6 

65 . 25 

1240 . 5 2 
124 0 .5 2 



Report date: Mon Apr 13 15:11:50 EDT 1998 

Subscriptions Approval List 

( FUND ID :· BCNEWS) 
Fund Name: US Newspapers Distribution 
Account Number: 15101 
Project Number: 

(BESDVPOl) ' ESDVP-Office of the President. 
World Bank, Rm. MC4-123 
1818 H Street , N.W. 
Washington, D.C. 20433 

Order ID Copies 

184911 1 

184915 1 

Item Description 

New York times - (Monday - Friday) 
Attn: Office of the VP 
[Library info only: USANE2, 12/31/1998) 

The Wall Street Journal. 
Attn: Office of VP 
[Library info only: USANE2, 12/31/1998) 

SUBTOTAL 

--·----

Page: 187 

Total US$ 
Amount 

247.00 

180.00 

427.00 
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Correspondence Management for ESD VP Log No. 98-4508 

Response Due Date: 04/27/98 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/20/98 

Correspondence Date: 04/0 I /98 

Date Transmitted: 

From: R. S. Paroda Organization: Government of India 

Type: Letter 
Topic: National Agricultural Technology Project (NA TP) 

Action Instructions 

For information. 

l Please review and advise. 

J Please reply directly and provide a copy. 

~r your review. Deadlines will be sent via EM . 

. Please prepare a response for Mr. Serageldin's signature. 

Please handle/respond on behalf of Mr. Serageldin and provide a copy . 

Please prepare a response for Mr. Wolfensohn's signature. 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

Information Copies: 

I Assigned To: Ht~ Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



~~ Consultative Group on International Agricultural Research - CGJAR 

Alexander von der Osten 
Executive Secretary 

Or. R.S. Paroda 
Secretary, Department of Agricultural Research & Education 
and Director General , Indian Council of Agricultural Research 
Ministry of Agriculture 
Krish i Bhavan, New Delhi 110 001 
India 

h: 
Dear oy'Paroda : 

April 23, 1 998 

In the absence of Chairman Ismail Serageldin, I would like to thank you for your 
letter of April 1, 1998, and for sending us a copy of the Project Summary of the 
National Agricultural Technology Project (NATP). 

We w ould like to congratulate the Government of India for launching this 
important project. This truly attests to the high priority that your government attaches 
to agriculture and agricultural research and extension . Given the impact that agricultural 
research has had on food production through the Green Revolution, it is perhaps not too 
difficult to demonstrate its importance in India. Nevertheless, the large amount of 
resources that the country has decided to mobilize for the project is unprecedented. We 
think that India has set a good example that we hope other developing countries would 
emulate. 

The Indian NARS has had a long partnership with CGIAR centers. We are 
convinced that NATP opens up new opportunities to further strengthen that long 
standing collaboration . 

Our best wishes for the success of NA TP . 

Sincerely, 

Sel9uk Ozgediz 
Acting Executive Secretary 

CGIAR Secretariat • Mailing Address: 1818 H Street. N.W .. Washington, D.C. 20433, U.S.A. • Office Location: 701 18th Street, N.W. 
Tel: I 1-202) 473-8951 • Cable Address: INTBAFRAD • Fax: ( 1-202) 4 73-811 O • E-mail: avonderosten@worfdbank.org 
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DR R. S. PARODA 
SECRETARY 

GOVERNMENT OF ! NOIA 

DEPARTMENT OF AGRICt.;LTURAL RESEARCH & EDUCATION 
AND & 

DIRECTOR-GENERAL 

Dear Dr. Se r age ld in, 

INOIAN COUNCIL OF AGRICUL Tt.;RAL RESEARCH 
MINISTRY OF AGRICULTURE. KRISHI BHAVAN. NEW DELHI 110 001 

Td . 3382629: FJx 91-11·3}87:!93 : E·/,'1Jil: rsp@icJr.delhi.nic.in 

D.O. No. 1 (1)/98-NA TP 
Dated the 1st Apr.ill998 

I am glad to inform you that the World Bank has agreed to support the National 
Agricultural Technology Project (NA TP) during the 5 years of the lX Plan at a total cost of 
$239.3 million, of which 82% would be reimbursed by the Bank. This is the first project of 
its kind being supported by the Bank for a single country in strengthening technology 
generation and dissemination systems in agriculture. We are proud of the fact that this 
project had been conceived and developed by the National Agricultural Research System itself. 
using its own expertise and the knowledge of the potentials and constraints. of Indian 
agriculture and the future challenges it is likely to face. This project has been hailed as an 
innovative attempt to introduce new approaches to the planning and implementation processes 
of agriculture research and extension with clear objectives of resolving the problems of food 
security, sustainability , and rural poverty in the country in the long run. 

We have brought out a publication on the project entitled .. Project Summarv". I have 
the pleasure in presenting a copy of this publication to you for your perusal and valuable 
comments. if any. 

With kind regards. 

Dr. Ismael ~erageldin, 
Vice-President, --·:.. -
~nvironmenta lly Socially, 
Susta ina bl2 D~vEl opment, 
The World Bank, 
181S -H Street, NW. 
Wa shington DC -20433 (USA ). 

~, 
~ Yours sincerely. 

~ .. ,,~ 
•• 

(R. S. PARODA) 
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Correspondence Management.for BSD VP Log No. 98-4509 

Response Due Date: 04/27 /98 

Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/20/98 

Correspondence Date: 04/1 0/98 

Date Transmitted: 

From: Jane Pratt Organization: The Mountain Institute 

Type: Letter 
Topic: Encl sing a copy of the Institutional Brochure 

D Please review and advise. 

D Please reply directly and provide a copy. 

our review. Deadlines will be sent via EM. 

e prepare a response for Mr. Serageldin's signature. 

D e handle/respond on behalf of Mr. Serageldin and provide a copy . 

D Please prepare a response for Mr. Wolfensohn's signature. 
D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin' s signature or Acting ESDVP). 

Comments: 

Information Copies: 

I C-.,.-, 

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 
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The Mountain Institute 
Advancing Mountain Cultures - Preserving Mountain Environments 

10 April, 1998 

Mr. Ismail Serageldin 
Vice President, Environmentally Sustainable Dev. 
The World Bank 
1818 H Street, NW 
RoomJ3073 
Washington, DC 20433 

Dear Ismail: 
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The staff of The Mountain Institute is pleased to send you our new institutional 
brochure. We greatly appreciate the support The World Bank has given to The 
Mountain Institute and we are proud to include you on our list of supporters, 
located on the back cover of the brochure. We feel the brochure captures the 
importance of our work for conservation and community development in 
mountainous regions, as well as much of the spirit and excitement we find in our 
mission and our collaborations. I would welcome your comments and 
suggestions so that we can continue to increase the impact we are having. 

If you would like additional copies of our brochure to share with colleagues, 
please contact my assistant, Brenda Simmons at 304-358-2401, or by e-mail at 
bsimmons@mountain.org. We are very pleased to be associated with The World 
Bank and look forward to your continued support. Thank you. 

With highest regards, 

__j~ 
D. Jane Pratt, Ph.D. 
President & CEO 

Enclosures 

Headquarters & Appalachian Office: 

Woodlands Campus: Himalayan Office: 

::a 
I 1 
() 

2:1 
-c-.:: 

·1 
_J 

Spruce Knob Mountain 

Circleville, WV 26804 
Phone: (304) 567-2632 

Main & Dogwood Streets 
Franklin, WV 26807 
Phone: (304) 358-2401 
FAX: (304) 358-2400 
Internet: summit@igc.apc.org 

P.O. Box 2785, Kathmandu, NEPAL 

Phone: Ol l-977-1-419-224 

FAX: 0 11-977-1-4 10-073 

.. 
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~im Clark 

MOurttains arid 

T 
he Mountain Institute believes that mountains 
can serve as inspiration , conscience, and model 
for community-based conservation. Remote 

mountain regions are some of the last bastions for 
globally-significant biodiversity and indigenous cultures. 
They arc critical water towers for much of our Earth's 
fresh water supplies. The Mountain Institute is deeply 
committed to conserving these mountain environments 
and cultures while helping to imprO\·e mountain peoples' 
livelihoods through community-based conservation and 
enterprise programs. 

Mountains and mountain communities are a global 
resource. Urgent action is needed to prevent 
non-sustainable develqpmcnt of fragile mountain 
ecosystems. Inappropriate extraction of resources, 
unregulated mining, clear-cutting of timber, and 
marginalization of environments and cultures are 
threarnning mountains. The Mountain Institute 
addresses these issues through model programs 
that promote natural resource conservation, 
sustainable development, and cultural heritage. 

The Mountain Institute implements programs in the 
oldest, longest, and highest of the world's mountain 
ranges-the Appalachians, Andes, and Himalaya-as 
well as through global initiatives such as the Mountai!' 
Forum and Sacred Mountains. Our programs use 
community-based participatory approaches, building on 
indigenous knowledge and wisdom. We work directly 
with local partners to build on their strengths and 
capacities, help them develop effective strategies, and then 
share these models and successes across international 
boundaries in promotion of the global Mountain Agenda. 

We invite you to join us. 

Sincerely, 

~._l~_.-x-
D . Jane Pratt, 
President and CEO 



Conservation is most effective when all stakeholders 
participate-local communities, non-governmental 
organizations, the private sector, and governments. 
The Monntain Institute works with all relevant 
constituents to protect biodiversity and promote 
sustainable monntain commnnity development. 

Andes 
«J ftgm-ed out that the best way to do our job is to capture the ideas of the atttfience. 
I bad abvays been the 'talker'; 110111 I listen and encourage the participation of all." 

Marcela an, Reprosalud, rural women's health program 

I
n the Andes, The Mountain Institute conserves globally significant and threatened 
ecosystems in Peru's Cordilleras Blanca and Huayhua1.h, and in the high grassland paramos 
of Ecuador. Community-based conservation and income-generation workshops enhance 

skill1. of participants in developing conservation-based livelihoods. The Mountain Institute 
conducts paniciparory research on natural, social, and 
cultural resources to promote better understanding, 
management, and economic ,·aluaoon of highland 
areas. The Mountain Institute supports traditionaJ 
cultures and promotes the Mountain Agenda through 
public education, high-altitude archaeologicaJ 
expeditions, and community heritage projects. 

Since 1994, The Mountain Institute's achievements in the Andes include: 
A Developing Peru's first Ecotourism Management Plan for Huascaran National Park, 

now used as a model for other protected areas. 

fMI 

A Tram1ng communit} members-o\·er 250 Park guards and tourist senice providers-in 
conservation, safety, and health care. 

n.11 

A Publishing the first Andean field guide, Wildflo1vers of tbe Cordillera Blanca, 
describing over 100 mountam flowers and plants (Spanish, Qechua, and English 
names and uses). 

A Supporting pilot rural schools and children's art contests to promote education 
about mountain environments. 

U1:!Jent p1·iorities inclttde: 
Peru: Huascaran and Cordillera Huayhuash Conservation Program 
Ecuador: The Paramos Research Initiative 



Jim Clark 

r 

Conservation of natural and cultural resources 
begins with education. The Mountain Institute's 
experiential education programs, linked with 
ongoing research and conservation initiatives, 
lead to conscientious management of our 
mountain environments and communities. 

Appalachians 
crThe outdoor experience combined with the academic rigor of the program provides OtJ.r 
undergraduate sti,dents with something that co1tld ne11er be duplicated in the lectttre hall. 
To actively discuss management of nat11ral resottrces 111ith engaged students and experienced, 
knowledgeable outdoor practitioners, all while backpacking through Appalachian hard111ood forests, 
is an ideal sitttation. » 

- Dr. Steve HoUenborst, Division of Forestry, West Virginia University 

T
he Mountain Institute's Appalachian programs promote conservation and sustainable 
management of resources through environmental and cultural education programs, 
scientific study, and demonstration projects. The Mountain Institute's Spruce Knob Mountain Center is surrounded by 

nearly one million acres of the Monongahela National Forest, one of the most intact wilderness areas of the central Appalachian 
mountains. From this base, students of all ages explore highland forests , wetlands, historical sites, and communities. 

The Mountain Institute's achievements in the Appalachians include: 

TM! 

A Providing envirorunental education and leadership training for hundreds 
of elementary, high school, and college students annually. 

A Creating demonstration projects of energy-efficient sustainable living 
systems and housing for people in remote mountain areas. 

A Establishing Spruce Knob Mountain Center, a 400-acre biological field 
station supporting TMl educational programs, international conferences, 
and ecological research. 

Urgent priorities include: 
Mountain Learning Environmental Education 
Spruce Knob Mountain Center Biological Field Station Development 
Sustainable Mountain Living Systems 
Mountain Heritage Programs 

.. 



National parks typically protect the natural environment 
by exclucling human habitation. The Mountain Institute's 
community-based conservation and sustainable 
development approach empowers communities within 
and adjacent to protected areas to conserve their living 
environment while enhancing their own livilihoods. 

TMl 

Himalaya 
Unable to afford cotton, women coltect stinging nettle, calted alto, .from forests of Makafa-Barun to weave into cloth. TMI has helped 
them to buy looms, use improved processing, develop ne,v markets, and grow alto on their own land. Beaittift,l products are no1p sold 
as far anmy as New York City, inc1·easing 1vomen,s incomes by 100%, reducing 
their ecological impact, and developing new self-esteem, 1J1bich they share with 
their sisters, the .first female Park scouts in Nepal. 

S
ince the mid-1980s, The Mountain Institute has been introducing 
innovative models of participatory protected area management and 
conservation-linked enterprise development in the Himalaya. With six 

of the world's highest peaks located within its project areas, The Mountain 
Institute empowers local communities to conserve some of the richest cultural 
heritage and biodiversity in the world, including the snow leopard, Himalayan 
black bear, and hundreds of bird species. The Mountain Institute builds local 
capacity in community and enterprise development, conserYation management, 
applied research, and policy improvement. 

The Mountain Institute's achievements in the Himalaya include: 

TM! 

A Supporting planning and operation of Makalu-Bamn National Park and Conservation Area 
and Qomolangma Nature Preserve to conserve 39,000 square kilometers arow1d Mt. Everest. 

Helmut llcubcrgcr 

A Training over 2,000 individuals, villages, and organizations in conservation and development. 
A Galvanizing over 100 local communities to develop community assets, conserve their 

environment, and increase local incomes, especially for poor women. 
A Facilitating trans-boundary cooperation between four adjoining protected areas in Nepal 

and the Tibet Autonomous Region of China. 
A Promoting poverty alleviation and cultural preservation in Tibet Autonomous Region, China 

through Peak Enterprise collaborations. 

Urgent priorities inclitde: 
Nepal: Makalu-Barun Conservation Program; Langtang Conservation and Enterprise Project 
India: Sikkim Conservation and Enterprise Project; Badrinath Conservation Project 
China: Qomolangma Conservation Program; Peak Enterprise Program 
Himalaya Regional Program: Trans-Boundary Exch,iUlge Program 



TMI 

Building solid, mutually beneficial and lasting 
relatio~hips is a foundation for sustainable 
development-globally, as well as in local 
communities. In addition to our range-based 
programs, The Mountain Institute supports global 
and inter-regional initiatives around the world 
to promote the Mountain Agenda. 

Global 
Initiatives 
Mountain Forum 
The Mountain Institute is a founding member of the Mountain Forum. 
Begun in 1996, the Forum promotes the Earth Summit's 'Mountain Alton Byers 

Agenda' and supports a worldwide network of people working for mountain environments, cultures, development, and 
conservation. The Mountain Forum currently serves more than 550 members from 67 countries. It is highly diverse, providing 
active communication among people involved \\ith mountain issues who might other.',,ise be working in isolation. The Mountain 

Forum Links grassroots organizations directly with each other and with the international policy 
and research communities. The Mountain Institute provides the network's core Internet 
services and represents the Forum in the international community. 

«rl1e Mottntain Fornm information services show that the Internet and information 
technology is not only a communication mechanism. They are more important as a gate1vay 
for grassroots NGOs and local communities to build strong world-wide networks and 'gfoe 
a hand) to each other.» 

- Mountain Forum Member 

Sacred Mountains 
The Mountain Institute's Sacred Mountains Initiative seeks to understand and promote tl1c 
spiritual and cultural relationships between people and mountains. Our 1995 ex-pedition that 
led to TMI Senior FeJJow Johan Reinhard's discovery of the Inca Ice Maiden in Peru was 
supported by The Mountain Institute in cooperation with The National Geographic Society. 
Along with other leading scholars and scientific organizations, TMI collaborates in systematic 
research focused on high altitude archaeology and on the role of sacred mountains in 
indigenous cultures around the world. 



Their People: A Global Resource 
Mountains cover one-fifth of the Earth's land and are 
inhabited by at least ten percent of the Earth's population. 
Mountain peoples, with thousands of years of experience 
living and working in their rugged and awe-inspiring 
environments, are stewards of irreplaceable global treasures 
of cultural and biological diversity. Their towering homelands 
are storehouses for the timber, minerals, fresh water, 

Gabriel Campbell 

Biodive~sity 

and hydroelectric power 
that support the growing 
populations of our planet. 

Mountains are core areas of global diversity, containing almost one-third of the world's 
designated protected .areas. They harbor valuable medicinal and food plants, important 
biological corridors, and are sanctuaries for plants and _animals long since eliminated from 
the more transformed lowlands. Their fragility and complexity make mountain environments 
sensitive indicators of global climatic change. 

Johan Reinhard 

Cultural Diversity 
and Sacred Heritage 
Mountain cuJtures are intimately connected with their narnral 
environments. Mountain peoples are culrnrally rich but often 
economically poor and marginalized. Inspirational to all, 
mountains are sacred to over one billion people. 

Water Resources 
At least half of humanity depends on mountain watersheds for their supplies of fresh water. 
Stored as ice and snow in lakes, wetlands, and reservoirs, water is critical for both mountain 
people and downstream agriculture, industry, and urban communities. 

Alton Byers 

Jim Clark 



The Mountain Instirute's goal is to conserve mountain environments and cultural heritage while improving the livelihoods of moun(ain 
people. The Mountain Instirute (TMI) brings 25 years of scientific, field-based experience to address challenges and opportunities facing 
mountain cultures, communities, and conservation. The Mountain Institute programs operate in the Himalaya, Andes, and Appalachian 

mountain ranges. TMI provides active advisory support to mountain prognuyis around the world. The Mountain Institute 
is a 50l(c)(3) non-profit conservation and education organization, qualifying for charitable contributions. 

Officers & Directors: D. Jane Pratt, Ph.D., President & CEO; David Browning, CPA, Chief Financial Officer; Alton Byers, Ph.D., Director, Appalachi 
Programs; J. Gabriel Campbell, Ph.D., Direcmr, Asian Programs; Jorge Recharte, Ph.D., Direcmr, Andean Programs. 

Trustees: Thomas B. Eastman, Esq., Chairman; Robert H . Whitby, Vice-Chairman; Edward C. Armbrecht, Jr., Treasurer; 
James C. Underwood, Secretary; Benjamin L. Bailey, Esq.; John C. Cool, Ph.D.; Hon. Jane Abell Coon; Julius E. Coles; 

Alice W. Eastman; Bruce A. Minor; Angus E. Peyton, Esq.; J. King Seegar, M.D.; Michael H. Wichc:n, LLD. 

Senior Fellows: Edwin Bernbaum, Ph.D.; Jim Enote; Jack D. Ives, Ph.D.; Johan Reinhard, Ph.D. 

President's Council: Priscilla Briggs, Edmund de: Rothschild, Peggy Dulany, Thomas Mansbach, Michaela Walsh. 

Among our greatly appreciated supporters arc: American Alpine Club; American Museum of Narural History; Armbrecht Family Fund; Bell Atlantic of West 
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The Mountain Institute 
Advancing Mountain Cultures - Preserving Mountain Environments 

10 April, 1998 

Mr. Ismail Serageldin 
Vice President, Environmentally Sustainable Dev. 
The World Bank 
1818 H Street, NW 
RoomJ3073 
Washington, DC 20433 

Dear Ismail: 
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The staff of The Mountain Institute is pleased to send you our new institutional 
brochure. We greatly appreciate the support The World Bank has given to The 
Mountain Institute and we are proud to include you on our list of supporters, 
located on the back cover of the brochure. We feel the brochure captures the 
importance of our work for conservation and community development in 
mountainous regions, as well as much of the spirit and excitem~nt we find in our 
mission and our collaborations. I would welcome your commen~ 
suggestions so that we can continue to increase the impact we are ha' 

' If you would like additional copies of our brochure to share with colleagues, 
please contact my assistant, Brenda Simmons at 304-358-2401, or by e-mail at 
bsimmons@mountain.org. We are very pleased to be associated with The World 
Bank and look forward to your continued support. Thank you. 

With}lighest regards, 

I 

----1 "'--
D. Jane Pratt, Ph.µ. 
President & CEO 
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[ntemet: summit@igc.apc.org 

P.O. Box 2785, Kathmandu, NEPAL 
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irn Clark 

· Mountains and 

T 
he Mountain Institute believes that mountains ') 
can serve as inspiration, conscience, and modet 
for community-based conservation. Remote 

mountain regions are some of the last bastions for 
globally-significant biodiversity and indigenous cultures. 
They are critical water towers for much of our Earth's 
fresh water supplies. The Mountain Institute is deeply 
committed to conserving these mountain environments 
and cuJrures while helping to improve mountain peoples' 
livelihoods through community-based conservation and 
enterprise programs. 

Mountains and mountain communities are a global 
resource. Urgent action is needed to prevent 
non-sustainable development of fragile mountain 
ecosystems. Inappropriate extraction of resources, 
unregulated mining, clear-cutting of timber, and 
marginalization of environments and cultures are 
threatening mountains. The Mountain Institute 
addresses these issues through model programs 
that promote natural resource conservation, 
sustainable development, and cultural heritage. 

The Mountain Institute implements programs in the 
oldest, longest, and highest of the world's mountain 
ranges-the Appalachians, Andes, and Himalaya-as 
well as through global initiatives such as the Mountair. 
Forum and Sacred Mountains. Our programs use 
community-based participatory approaches, building on 
indigenous knowledge and wisdom. We work directly 
with local partners to build on their strengths and 
capacities, help them develop effective strategies, and then 
share these models and successes across international 
boundaries in promotion of the global Mountain Agenda. 

We invite you to join us. 

Sincerely, 

n .--1~ .. -x--
D. Jane Pratt, 
President and CEO 
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TMI 

Conservation is most effective when all stakeholders 
participate--local communities, non-governmental 
organizations, the private sector, and governments. 
The Mountain Institute works with all relevant 
constituents to protect biodiversity and promote 
sustainable mountain community development. 

Andes 
"I .figured out that the best may to do our job is to capt"re the ideas of the a1,dience. 
I had always been the 'talker'; now I listen and encourage the participation of all.» 

- Marcela San, Reprosalud , rural women 's health program 

I
n the Ande1i, The Mountain Institute conserves globally significant and threatened 
ecosystems in Peru's Cordilleras Blanca and Huayhuasb, and in the high g.rassland paramos 
of Ecuador. Community-based conservation and income-generation workshops enhance 

skills of participants in developing conservation-based livelihoods. The Mountain Institute 
conducts participatory research on natural, social, and 
culmral resources to promote better understanding, 
management, and economic valuation of highland 
areas. The Mountain Institute supports traditional 
cultures and promotes the Mountain Agenda through 
public education, high-altitude archaeological 
expeditions, and community heritage projects. 

Since 1994, The Mountain Institute's achievements in the Andes include: 
A Developing Peru's first Ecotourism Management Plan for Huascaran National Park, 

now used as a model for other protected areas. 

TMf 

A Training community members-over 250 Park guards and tourist service providers-in 
conservation, safety, and health care. 

TMI 

A Publishing the first Andean field guide, Wildflowers of the Cordillera Blanca, 
describing over 100 mountain flowers and planes (Spanish, Qechua, and English 
names and uses). 

A Supporting pilot rural schools and children's art contests to promote education 
about mou ntain environments. 

Urgent priorities inclttde: 
Peru: Huascaran and Cordillera Huayhuash Conservation Program 
Ecuador: The Paramos Research Initiati,e 



Jim Clark 

Conservation of natural and cultural resources 
begins with education. The Mountain Institute's 
experiential education programs, linked with 
ongoing research and conservation initiatives, 
lead to conscientious management of our 
mountain environments and communities. 

Appalachians. 
'7'he outdoor experience combined 1vith the academic rigor of the program provides our 
tmdergraduate st11dents 1vith something that could never be duplicated in the lecture halt.' 
To actively discuss management of natural resources 1vith engaged students and experienced, 
knowledgeable ou.tdoor practitioners, all while backpacking throttgh Appalachian hardwood forests, 
is an ideal sitttation. » 

- Dr. Steve Hollenhorst, Division of Forestry, West Virginia University 

' 

T
he Mountain Institute's Appalachian programs promote conservation and sustainable 
management of resources through environmental and cultural education programs, 
scientific srudy, and demonstration projects. The Mountain Instirute's Spruce Knob Mountain Center is surrounded by 

nearly one million acres of the Monongahela National Forest, one of the most intact wilderness areas of the central Appalachi 
mountains. From this base, students of all ages explore highland forests, wetlands, historical sites, and communities. 

The Mountain Instirute's achievements in the Appalachians include: 

TMI 

A Providing environmental education and leadership training for hundreds 
of elementary, high school, and college students annually. 

A Creating demonstration projects of energy-efficient sustainable living 
systems and housing for people in remote mountain areas. 

A Establishing Spruce Knob Mountain Center, a 400-acre biological field 
station supporting TM! educational programs, international conferences, 
and ecological research. 

Urgent priorities include: 
Mountain Learning Environmental Education 
Spruce Knob Mountain Center Biological Field Station Development 
Sustainable Mountain Living Systems 
Mow1tain Heritage Programs 



National parks typically protect the natural environment 
by excluding human habitation. The Mountain Institute's 
community-based conservation and sustainable 
development approach empowers communities within 
and adjacent to protected areas to conserve their living 
environment while enhancing their dwn livelihoods. 

Himalaya 
Unable to afford cotton) women collect stinging nettle) called alto, from forests of Makaltt.-Banm to weave into cloth. TM! has helped 
them to btiy looms, use improved processing, develop new markets) and grow a/lo on their own land. Beai,tiful products are now sold 
as far away as New York City, increasing womenJs incomes by 100%) reducing 
their ecological impact) and developing new self-esteem) which they share with 
their sisters) the first female Park scouts in Nepal. 

S
ince the mid- l 980s, The Mountain Institute has been introducing 
innovative models of participatory protected area management and 
conservation-linked enterprise development in the Himalaya. With six 

of the world's highest peaks located within its project areas, The Mountain 
Institute empowers local communities to conserve some of the richest cultural 
heritage and biodiversity in the world, including the snow leopard, Himalayan 
black bear, and hundreds of bird species. The Mountain Institute builds local 
capacity in community and enterprise development, conservation management, 
appLied research, and policy improvement. 

The Mountain Institute's achievements in the Himalaya include: 

TM! 

• Supporting planning and operation of MakaJu-Barun National Park and Conservation Area 
and Qomolangma Nature Preserve to conserve .39,000 square kilometers around Mt. Evere.st. 

• Training over 2,000 individuals, villages, and organizations in conservation and development. 
• Galvanizing over 100 local communities to develop community assets, conserve their 

environment, and increase local incomes, especially for poor women. 
• Facilitating trans-boundary cooperation between four adjoining protected areas in Nepal 

and the Tibet Autonomous Region of China. 
• Promoting poverty alleviation and cultural preservation in Tibet Autonomous Region, China 

through Peak Enterprise collaborations. 

Urgent priorities inclttde: 
Nepal: Makalu-Barun Conservation Program; Langtang Conservation and Enterprise Project 
India: Sikkim Conservation and Enterprise Project; Badrinath Conservation Project 
China: Qomolangma Conservation Program; Peak Enterprise Program 
Himalaya Regional Program: Trans-Boundary Exchange Program 



TMI 

Building solid, mutually beneficial and lasting 
relationships is a foundation for sustainable 
develqpment-globally, as well as in local 
communities. In addition to our range-oased 
programs, The Mountain Institute supports global 
and inter-regional initiatives around the world 
to promote the Mountain Agenda. 

Global 
Initiatives 
Mountain Forum 
The Mountain Institute is a founding member of the Mountain Forum. 
Begun in 1996, the Forum promotes the Earth Summit's 'Mountain Alton Byers 

Agenda' and supports a worldwide network of people working for mountain environments, cultures, development, and 
conservation. The Mountain Forum currently serves more than 550 members from 67 countries. It is highly diverse, providing 
active communication among people involved with mountain issues who might otherwise be working in isolation. The Mountain 

Joban Reinhard 

Forum Links grassroots organizations directly with each other and with the international policy 
and research communities. The Mountain Institute provides the network's core Internet 
services and represents the Forum io the international community. 

'711e Mountain Forttm information services show that the Internet and information 
technology is not only a comm1micatio1i mechanism. T11ey are more important as a gateway 
for grassroots NGOs and local communities to build strong world-wide networks and 'give 
a hand~ to eac/J other.» 

- Mountain Forum Member 

Sacred Mountains 
T he Mountain Institute's Sacred Mountains Initiative seeks to w1derstand and promote the 
spiritual and cultural relationships between people and mountains. Our 1995 expedition tl1at 
led to TMI Senior Fellow Johan Reinhard's discovery of the Inca Ice Maiden in Peru was 
supported by T he Mountain Institute in cooperation with The National Geographic Society. 
Along with other leading scholars and scientific organizations, TMI collaborates in systematic 
research focused on high altitude archaeology and on the role of sacred mountains in 
indigenous cultures around me world. 



Their People: A Global Resource 
Mountains cover one-fifth of the Earth's land and are 
inhabited by at least ten percent of the Earth's population. 
Mountain peoples, with thousands of years of experience 
living and working in their rugged and awe-inspiring 
environments, are stewards of irreplaceable global treasures 
of cultural and biol~gical diversity. Their towering homelands 
are storehouses for the timber, minerals, fresh water, 

Gabriel Campbell 

Biodiversity 

and hydroelectric power 
that support' the growing 
populations of our planet. 

Mountains are core areas of global diversity, containing almost one-third of the world's 
designated protected areas. They harbor valuable medicinal and food plants, important 
biological corridors, and are sanctuaries for plants and animals long since eliminated from 
the more transformed lowlands. Their fragility and complexity make mountain environments 
sensitive indicators of global climatic change. 

Johan Reinhard 

Cultu~al Diversity 
and Sacred Heritage 
Mountain cultures are intimately connected with their natural 
environments. Mountain peoples are culturally rich but often 
economically poor and marginalized. Inspirational to all, 
mountains are sacred to over one billion people. 

Water Resources 
At least half of humanity depends on mountain watersheds for their supplies of fresh water. 
Stored as ice and snow in lakes, wetlands, and reservoirs, water is critical for both mountain 
people and downstream agriculture, industry, and urban communities. 

Alton Byers 

Jim Clark 



The Mountain Institute's goal is to conserve mountain environments and cultural heritage while improving the livelihoods of mbuntain. 
people. The Mountain Institute (TMI) brings 25 years of scientific, field-based experience to address challenges and opportunities facing 
mountain cultures, communities, and conservation. The Mountain Institute programs operate in the Himalaya, Andes, and Appalachian 

mountain ranges. TMI provides active advisory support to mountain programs around the world. The Mountain Institute 
is a 50l(c)(3) non-profit conservation and education organization, qualifying for charitable contributions. 

Officers & Directors: D. Jane Pratt, Ph.D., President & CEO; David Browning, CPA, Chief Financial Officer; Alton Byers, Ph.D., Director, Appalachn 
Programs; J. Gabriel Campbell, Ph.D., Director, Asian Programs; Jorge Recharte, Ph.D., Director, Andean Programs. 

Trustees: Thomas B. Eastman, Esq., Chairman; Robert H. Whitby, Vice-Chairman; Edward C. Armbrecht, Jr., Treasurer; 
James C. Underwood, Secretary; Benjamin L. Bailey, Esq.; John C. Cool, Ph.D.; Hon. Jane Abell Coon; Julius E. Coles; 

Alice W. Eastman; Bruce A. Minor; Angus E. Peyton, Esq.; J. King Seegar, M.D.; Michael H. Wiehen, LLD. 

Senior Fellows: Edwin Bernbaum, Ph.D.; Jim Enote; Jack D. Ives, Ph.D.; Johan Reinhard, Ph.D. 

President's Council: Priscilla Briggs, Edmund de Rothschild, Peggy Dulany, Thomas Mansbach, Michaela Walsh. 

Among our greatly appreciated supporters are: American Alpine Club; American Museum of Natural History; Armbrecht Family Fund; Bell Atlantic of West 
Virginia; Bell Canada; Claude Worthington Benedum Foundation; Biodiversity Conservation Network; Blue Heron Foundation; G.L. Bruno Foundation; 

Canadian Pulp & Paper Association; Dorcas Davis Fund; Daywood Foundation; Dickinson Properties Ltd.; Global Environment Facility; Government 
of the Netherlands; Greater Kanawha Valley Foundation; International Development & Research Centre; Jacobson Foundation; George Kellner Foundation; 
Janke C.H. Kolff Family Trust; Lende-Simmons Family Fund; Levin Family Trust; John D. & Catherine T. MacArthur Foundation; Sarah & Pauline Maier 

Foundation; T.S. & E.S. Meehan Foundation; National Endowment for the Humanities; The National Geographic Society; Ohrstrom Foundation; Organization 
of American States; Rolex; Royal Danish Embassy; W.E. Stone Foundation; Sunbelt Foundation; Swiss Agency for Development and Cooperation; Tsang Family 

Foundation; United Nations Development Program; United Nations Education, Science, & Culture Organization; United Nations Environmental Program; 
United Nations Food & Agriculture Organization; United States Agency for International Development; The World Bank; Young Presidents' Organization; 

and many other individual philanthropists, foundations, families, and friends. Please join us! 

Some of the special partners of The Mountain Institute include: Almost Heaven Habitat for Humanity; Columbia University Tree Ring Lab; Davis & Elkins 
College; G.B. Pant Institute fur Himalayan Environment and Development; His Majesty's Government of Nepal, Departments of Foreign Affairs and National 
Parks & Wildlife Conservation; Huascaran National Park; Institute of Botany of Chinese Academy of Sciences; International Centre for Integrated Mountain 

Development; International Potato C.enter; International Snow Leopard Trust; Rodney Jackson and Darla Hillard; Mountain Spirit Nepal; The Nature 
Conservancy of West Virginia~ Oko-Himal; Peruvian National Institute for Natural Resource Management; Tibet Federation of Industry and 

Commerce; Travel Agents Association of Sikkim; U.S. Forest Service, West Virginia Division of Natural Resources; .Elsie Walker; West Virginia 
Audubon Council; West Virginia University; West Virginia Universiry Extension Service; West Virginia Wesleyan College; 

Working Commission & Management Bureau, Qomolangma Nature Preserve. 

Printing of this brochure is made possible through the generous support of the Canadian Pulp & Paper Association. 
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Franklin, WV 26807 USA 
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ROBERT T. WATSON 
Director 
Environment Department 

Dr. Dimitri Devuyst 

The World Bank 
Washington D.C. 20433 

U.S.A. 

May 12, 1998 

Environmental Impact Assessment Centre 
Human Ecology Department 
Faculty of Medicine and Pharmacy 
Free University Brussels 
Laarbeeklan 103, B-1090 
Brussels 
BELGIUM 

Dear Dr. Devuyst, 

-

Thank you for your recent letter to Ismail Serageldin, inviting him to prepare a 
chapter for a book you are editing on "Sustainability Assessment at the Local Level". 

Mr. Serageldin has recently been designated Vice President for Special Programs at 
the World Bank, and thus is no longer directly responsible for the Bank' s envirorunental 
portfolio. Ian Johnson. the new Acting Vice President for Environmentally and Socially 
Sustainable Development, has asked me to respond to your proposal. 

I have reviewed your outline with specialists in the Environment Department, and 
while we found the topic of sustainable development for urban settlements to be very much 
of interest, we regret that we will be unable to contribute to your book, due to time 
constraints. 

However, we hope that you will keep us abreast of your effort and would like to see a 
copy of your book when it is published. 

Sincerely yours, 

Robert T. Watson 
Director 

Environment Department 

1818 H Street, N.W., Room MC 5-119, Washington, D.C. 20433, U.S.A. 
Telephone: (202) 473-6965 • Fax: (202) 477-0565 • E-Mail: rwatson@worldbank.org • Cable Address: INTBAFRAD 



Dr. Dimitri Devuyst -2- May 12, 1998 

bee: Serageldin (SDVRP); Johnson (ESDVP); Hanrahan, Lovei (ENV); ENV Corresponden~. 

Drafter/typists initials ac 
Ref. ESD -98-4510 
Ref. ENV-98-562 

Mailing Address: 1818 H Street, N.W., Washington, D.C. 20433, U.S.A. • Office Location: 1750 Pennsylvania Avenue, N.W., 5th Floor 
Telephone: (202) 473-3299 • Cable Address: INTBAFRAD • Fax: (202) 477-0565 
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. VRIJE UNIVERSITEIT BRUSSEL FREE UNIVERSITY BRUSSELS 
Facultelt Geneeskunde en Farmacle 
Eenheid Menselijke Ecologie 

Faculty of Medicine and Pharmacy 
Human Ecology Department 

Centrum voor milieu-effect
rapportage 

Environmental Impact 
Assessment Centre 

Laarbeeklaan l 03. B-1090 Brussels. Belgium 
Tel. : Prof. Dr. L. Hens: 32-2-477 .42.81 

Dr. D. Devuyst: 32-2-477 .49.65 
Mr. Ismail Serageldin, 
Vice President, 

Secret.: 32-2-477.42.81 
Telefax: 32-2-4 77 .49 .64 

Environmentally Sustainable Developmenl. 
WorJd Bank, 

E-mail: ddevuyst@meko.vub.ac.be 
URL: http://vub.vub.oc.be/-gronsse/lndex.html 

Your/Uw ref.: 
Our /Onze ref.: 

Dear Mr. Serageldin: 

1818 H Street, N.W., S7-031, 
Washington DC 20433 
USA 
Tue day, March 3 L, 1998 

As postdoctoral fellow of the Fund for Scientific Research - Flanders (Belgium) 

I am doing research in the field of "Strategic Environmental A e sment and Su tainable 

Urban Development" at the Human Ecology Department, Free University Bru el . At this 

time I am planning to edit a book on "Sustainability Asse sment at Local Level" and I am 

looking for contacts abroad to give my projects a more international dimension. 

With this letter I would like to invite you to write a 5 page overview of World 

Bank activities for Chapter 4 of the book on "International Organisation and Sustainable 

Development in Urban Areas". Enclo ed, plea e find more information on the book 
7?'11 propo al. Your comment on this propo al are very welcome. 

Author involved in this book will be academics from univer. ities and 

practitioner from international organi ation and NGO' located in the UK, the S. 

Canada, the Netherlands, Nepal and Belgium. Per on who are highly peciali ed in their 

respective field of study, recognised experts and academics who already pub! ished 

exten 1vely in the ubject are contacted. 

I really hope it is possible for you to accept this invitation and that you will 

return the enclo ed form before 30 April 1998. Plea e add to it an outline of your chapter. 

taking into account the guidelines in the book proposal document. 

If you have any que tions or comments, please do not hesitate to contact me. l 

am looking forward to a ucce sful co-operation. 

..I) 

Sincerely, , ) 
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Book proposal 

Sustainability Assessment at Local Level 
Instruments and Indicators for the Assessment of Sustainable Development 

in Urban Areas 

Editors 

Dimitri Devuyst 

Luc Hens 

Walter De Lannoy 

Thomas van Wijngaarden 

11. Aims and Objectives 

This book deals with measuring sustainable development. At this time both concepts of 

"sustainable development" and "impact assessment" are not closely linked. although it is 

widely acknowledged that impact assessment in general and Strategic Environmental 

Assessment in particular are instruments which can help measuring and achieving 

sustainable development. This book aims to examine the links between .. impact 

assessment" and "sustainable development", in such a way that it not only contributes to 

the refinement of our scientific and theoretical insight, but also leads to a more effective 

practice. 

Research in the field of "sustainable development" increased as a result of the Brundtland 

report in 1987 and the United Nations Conference on Environment and Development 

(UNCED) in 1992. Today, on the one hand the concept "sustainable development" is 

being advanced, but on the other hand many obstacles remain when we want to put it into 

practice. Especially when we focus on the exact meaning of the word "sustainable" and its 

practical implications, major problems arise. 

This book will focus on "sustainable cities". Both the UNCED and Habitat II conferences 

stressed the need for a sustainable urban development and the introduction of 

sustainability principles at the local level. In spite of the declarations of these United 

Nations institutions little progress can be observed in making the concept of "sustainable 

urban development " more operational due to operational measurement tools. 



This book wishes to refine the practical and operational aspects of the concept of 

"sustainable urban development" by linking it with "impact assessment"-tools. 

Environmental Impact Assessment (EIA) is the process which encourages decision

makers to take into account the possible effects of activities on the quality of the 

environment. One of the limitations of the present EIA systems is that they are applied 

mostly at project level. The result is that it becomes very difficult to take into account 

cumulative, synergetic, regional and global impacts in EIA. Therefore, policies. plans 

and programmes also need to be subject to EIA. This higher order EIA is the so called 

Strategic Environmental Assessment or SEA. EIA and SEA require a serious revision. 

both process and contents related, if we want to use them in the future as instruments for 

a systematic and thorough sustainability analysis of the decision-making. 

This book focuses mainly on the following questions: 

a) which initiatives for sustainable urban development are taking place today; 

b) how can the concept of "impact assessment" have a function in making sustainable 

urban development more operational; 

c) does the current practice of "impact assessment" need to be changed to make it a more 

useful tool in measuring sustainable urban development; 

d) which types of "impact assessment" can be useful in a Sustainability Assessment: 

e) how can we measure urban sustainability; 

f) what is the link between Sustainability Assessment and indicators, thresholds. targets 

and ecological footprint analysis? 

12. Target group 

The book aims to advance the scientific insight in the link between the concepts of 

sustainable development and impact assessment. The chapters of the book will , at the 

same time, have a high academic standard and be understandable for practitioners. 

Specific target groups: 

• 

• 
• 

academics in the fields of sustainable development, impact assessrp.ent and urban 

studies 

urban planners, policy-makers and decision-makers at local level 

postgraduate students in environmental sciences 
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13. About the editors and authors 

The editors are all academics working for the EIACentre at the Human Ecology 

Department or the Department of Geography at the Vrije Universiteit Brussel. in Brusse ls. 

Belgium. They have many years of expercience with research in the fields of impact 

assessment, sustainable development and social urban geography. 

Dimitri Devuyst is the driving force behind this book and its major editor. He is 

presently a Postdoctoral Fellow of the Fund for Scientific Research - Flanders (Belgium) 

(F.W.O.). He has been a scientific staff member of the Human Ecology Department since 

1988. He holds a university degree in Biology and a postgraduate university degree in 

Human Ecology from the Vrije Universiteit Brussel. In October 1994 he received his 

Ph.D. in Human Ecology. His dissertation entitiled"Instruments for the Evaluation of 

Environmental Impact Assessment", was the result of six years of research in the field of 

quality control and evaluation of the Environmental Impact Assessment (EIA) process. 

Dimitri Devuyst has been coordinator of the Master Programme in Human Ecology and 

doctor-assistant/coordinator of the Dutch language Master Programme in Environmental 

Impact Assessment and the EIACentre. He is recognized as an EIA expert by the Ministry 

of the Flemish Community in Belgium and publishes on EIA in international journals 

such as Environmental Management, Environmental Impact Assessment Review. Impact 

Assessment and The Environmental Professional. His current field of research is related 

to Strategic Environmental Assessment and Sustainable Development in Urban Areas. 

Luc Hens is Professor and Head of the Human Ecology Department, Vrije Universiteit 

Brussel. He also lectures at Antwerp University (Belgium), the Technical University of 

Sofia (Bulgaria) and Ankara University (Turkey) . His specific area of research concern 

inter-disciplinary instruments for sustainable development. Professor Hens acts as an 

environmental policy expert for several councils in Belgium. He is the European editor for 

the 'International Journal of Environmental Pollution' and co-editor of the new 

international journal 'Environment, Development and Sustainability'. 

Walter De Lannoy is Professor in Human Geography at the Department of 

Geography, Vrije Universiteit Brussel. His research efforts are focussed on problems of 

residential differentiation, ethnic minorities, the housing market, urban renewal and 

strategic planning. Recent projects deal with migrations of ethnic population groups. the 

provision of services for elderly and evaluation of projects of urban renewal in Brussels. 

Research in the field of spatial planning is focussed on: structure planning at different 

spatial levels, strategic planning, geographical marketing, traffic studies, urban renewal 

and the application of GIS in spatial planning. Prof. De Lannoy is also doing spatial 
I 

studies in Environmental Impact Assessment and is interested in the links between the 

above subjects and sustainable urban development. 
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Thomas van Wijngaarden graduated in 1993 from the Agricultural University of 

Wageningen (The Netherlands) as an engineer in Biology. During the academic year 

1995-1996 he followed the EIA course at the Human Ecology Deparunent and 

successfully defended his thesis on 'EIA guidelines for development co-operation 

projects'. Since January 1997, he has been under contract for research on strategic 

environmental assessment. Since October of that year he 1s the academic 

assistant/coordinator of the Master Programme in Environmental Impact Assessment. 

Authors involved in this book will be academics from universities located in the UK. the 

US, Canada, the Netherlands, Nepal and Belgium. Persons who are highly specialised in 

their respective fields of study, recognised experts and academics who already published 

extensively in the subject will be contacted to contribute to this book. 

,4. Planning and deadlines 

·> confirmation by authors of -> 30 April 1998 

participation and submission of a 

proposal for the outline of the chapter 

·> confirmation of contents of the chapter -> 15 May 1998 

by editors 

·> submission of text -> 1 November 1998 

-> feedback to the authors on the results -> 1 February 1999 

of the reviews 

· > submission of final versions of texts -> 1 March 1999 

by authors 

js. Format 

Each chapter should be no longer than 20 pages and preferably around 15 pages. each 

page being 500 words. All texts can be provided with diagrams, tables and other 

illustrations, especially in cases where pure text would take much more explaining. Black 

and white photographs could also be included as illustration to the texts. 

All texts will be thoroughly reviewed by the editors. In addition, finished chapters will be 

sent to other well known experts in the field for peer review. These colleagues wi II be 
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, asked to write a one page comment on the chapters which will also be published as 

separate box texts. The comments may include alternative viewpoints, additions. new 

insights in the matter, points for discussion, etc. 

, 6. Proposed contents 

PART I. Initiatives for Sustainable Development 1n Urban 

Areas 

Introduction to part I 

Author: D. Devuyst 

Chapter 1. Sustainable Development in Urban Areas: an Overview 

Content: 

Introduction to the concept of sustainable development in general - introduction to the 

concept of sustainable urban development in general - what does it mean in practice - how 

does it work in practice - results of sustainable urban development - .cases - examples 

Authors: 

Chapter 2. The Introduction of Local Agenda 21 in Urban Areas 

Content: 

What is Local Agenda 21 - discussion of its introduction worldwide - what does it mean 

in practice - how does it work in practice - evaluation of the introduction of Local Agenda 

21 - which results can be expected - cases - examples 

Authors: 

Chapter 3. The Eco-City Approach to Sustainable Development in Urban 

Areas 

Content: 

What are Eco-Cities? - similarities and differences with other approaches of sustainable 

urban development - discussion of the introduction of this approach worldwide - what 

does it mean in practice - how does it work in practice - evaluation of the introduction of 

Eco-City-programmes - which results can be expected - cases - examples 

Authors: 

5 



Chapter 4. International Organisations and Sustainable Development 111 

Urban Areas 

Content: 

Which initiatives are taken by international organisations for sustainable development in 

urban areas - how are policies, plans, programmes introduced in practice - what are the 

results? 

Authors: 

- Sustainable Urban Development and the UN 

- Sustainable Urban Development in the European Union 

- Sustainable Urban Development and the OECD 

- Sustainable Urban Development and the World Bank 

Chapter 5. Sustainable Urban Development North and South: the cases of 

Belgium and Nepal 

Content: 

Examination of differences between sustainable urban development in developed and 

developing countries - examination of sustainable development in practice in Belgium and 

Nepal 

Authors: 

Chapter 6. Sustainable Urban Development at Household Level 

Content: 

Different levels at which sustainable development can be introduced in the city - focus on 

household level - introduction to the Global Action Plan and the EcoTeams-approach -

what does it mean in practice - how does it work in practice - evaluation of results of 

Eco Team-approach 

Authors: 

PART II. Instruments for the Assessment of Sustainable 

Development in Urban Areas 

Introduction to part II 

Author: D. Devuyst 
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... 

Chapter 7. 

Development 

Content: 

Environmental Impact ' Assessment and Sustainable 

Introduction to EIA - historical aspects - trends in EIA - evaluation of EIA after almo ·t 30 

years of operation - is it interesting to link the concept of sustainable development with 

Impact Assessment? 

Authors: 

Chapter 8. Strategic Environmental Assessment and Sustainable 

Development 

Content: 

SEA practice today - why and how to link SEA and sustainable development -

experiences with the use of SEA for assessing sustainable development - future 

challenges - criteria for sustainable development to be introduced in SEA 

Authors: 

Chapter 9. Sustainability Assessment in Urban Areas 

Content: 

how can the concept of Impact Assessment have a function in making sustainable urban 

development more operational - what do we mean by Sustainability Assessment - which 

types of Impact Assessment can be useful in a Sustainability Assessment - does the 

current practice of Impact Assessment need to be changed to make it a more useful tool in 

sustainable urban development - what means Sustainability Assessment in an urban 

context - different components: economic, social, environmental, systemic 

Author: 

Chapter 10. Sustainable Lifestyle Assessment 

Content: 

Introduction to the concept of Lifestyle Assessment - presentation of a methodological 

framework for Lifestyle Assessment - introduction to the concept of "Most 

Environmentally Friendly Option Without Excessive Loss of Comfort" - what is the role 

of Lifestyle Assessment in sustainable urban development 

Authors: 
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PART III. Measuring Urban Sustainability 

Introduction to part III 

Author: D. Devuyst 

Chapter 11. Impact Assessment and Indicators for Sustainable 

Development 

Content: 

link between impact assessment, environmental auditing and monitoring - the role of 

indicators in these instruments - the role of indicators for sustainable development - what 

are indicators - what are indicators for sustainable development - how to develop 

indicators for sustainable development - role of indicators for sustainable development in 

Impact Assessment and Sustainability Assessment 

Authors: 

Thomas van Wijngaarden 

Chapter 12. Indicators for Sustainable Development in Urban Areas 

Content: 

Measuring progress towards sustainable urban development - the value of indicators -

how to develop indicators - what to measure - how to measure - overview of existing 

indicators - which indicators are widely used - experience with the use of indicators - the 

use of indicators in Sustainability Assessment for urban areas 

Authors: 

Chapter 13. Targets and Thresholds for Sustainable Development in 

Urban Areas 

Content: 

why are targets and thresholds needed - how can they be used - how to develop targets 

and thresholds - overview of existing targets and thresholds - which targets and 

thresholds are widely used - experience with the use of targets and thresholds - the use of 

targets and thresholds in Sustainability Assessment for urban areas 

Authors: 
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. , 

Chapter 14. Urban Ecological Footprints 

Content: 

Introduction to the methodology of Urban Ecological Footprints - strengths and 

limitations of Footprint Analysis - experiences with the use of Footprint Analysis - the use 

of Footprint Analysis in Sustainability Assessment 

Authors: 

Conclusions 
Author: D. Devuyst 
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ROBERT T. WATSON 
Director 
Environment Department 

Dr. Dimitri Devuyst 

The World Bank 
Washington D.C. 20433 

U.S.A. 

May 12, 1998 

Environmental Impact Assessment Centre 
Human Ecology Department 
Faculty of Medicine and Pharmacy 
Free University Brussels 
Laarbeeklan l 03, B-1090 
Brussels 
BELGIUM 

Dear Dr. Devuyst, 

Thank you for your recent letter to Ismail Serageldin, inviting him to prepare a 
chapter for a book you are editing on "Sustainability Assessment at the Local Level". 

Mr. Serageldin has recently been designated Vice President for Special Programs at 
the World Bank, and thus is no longer directly responsible for the Bank's environmental 
portfolio. Ian Johnson, the new Acting Vice President for Environmentally and Socially 
Sustainable Development, has asked me to respond to your proposal. 

I have reviewed your outline with specialists in the Environment Department, and 
while we found the topic of sustainable development for urban settlements to be very much 
of interest, we regret that we will be unable to contribute to your book, due to time 
constraints. 

However, we hope that you will keep us abreast of your effort and would like to see a 
copy of your book when it is published. 

Sincerely yours, 

Robert T. Watson 
Director 

Environment Department 

1818 H Street. N.W., Room MC 5-119, Washington, D.C. 20433, U.S.A. 
Telephone: (202) 473-6965 • Fax: (202) 477-0565 • E-Mail: rwatson@wortdbank.org • Cable Address: INTBAFRAD 



Dr. Dimitri Devuyst -2- May 12, 1998 

bee: Serageldin (SDVRP); Johnson (ESDVP); Hanrahan, Lovei (ENV); ENV Correspondence. 

Drafter/typists initials ac 
Ref. ESD -98-4510 
Ref. ENV-98-562 

-

Mailing Address: 1818 H Street. N.W., Washington, O.C. 20433, U.S.A. • Office Location: 1750 Pennsylvania Avenue, N.W., 5th Floor 
Telephone: (202) 473-3299 • Cable Address: INTBAFRAD • Fax: (202) 477-0565 



.. ;JRIJ.E UNIVERSITEIT BRUSSEL FREE UNIVERSITY BRUSSELS 
Foculteit Geneeskunde en Formocie 
Eenheid Menselijke Ecologie 

Faculty of Medicine and PhormoC'1 
Human Eco logy Departmenr 

Centrum voor milieu-effect
rapportage 

Environmental !moo~+ 
L!..s:,s.~<;rr-er·- c S-,--r= 

Laarbeeklaan 103, 8- 1090 Brussels, Belgium 
Tel. : Prof. Dr. L. Hens: 32-2-477.42.8 l 

Dr. D. Devuyst: 32-2-477.49 65 
Mr. Ismail Serageldin. 
Vice President. 

Secret.: 32-2-477.42.81 
Telefax: 32-2-477 .49.64 

Environmentally Sustainable De, elopme:~c. 
World Bank, 

E-mail: ddevuyst@meko.vub.ac.be 
URL: http://vub.vub.oc.be/-gronsse/index.html 

Your/Uw ref.: 
Our /Onze ref. : 

Dear Mr. Serageldin: 

1818 H Street, N.W .. S7 -031. 
Washington DC 20433 
USA 

Tuesday, March 3 l . 1998 

As postdoctoral fellow of the Fund for Scientific Research - Flander l Belg mm, 
I am doing research in the field of .. Strategic Environmental Assessment and Su tuinable 

Urban Development" at the Human Ecology Department. Free University Brussels . .\t r!1i-, 

time I am planning to edit a book on "Sustainability Assessment at Local Level .. and r urn 

looking for contacts abroad to give my projects a more international dimension. 

With this letter I would like to invite you to write a 5 page overview of Work.I 

Bank activities for Chapter 4 of the book on "International Organisations a1~d Sustainable 

Development in Urban Areas". Enclosed, please find more information on ' rhe book. 

proposal. Your comments on this proposal are very welcome. 

Authors involved in this book will be academics from universirie!-> and 

practitioners from international organisations and NGO's located in the 'CK. the CS. 

Canada, the Netherlands, Nepal and Belgi~m. Persons w ho are highly specialised in their 

respective fields of study, recognised experts and academics who already pubti._hec.l 

extensively in the subject are contacted. 

I really hope it is possible for you to accept this invitation and that you \v ill 

return the enclosed form before 30 April 1998. Please add to it an outline of your chapter. 

taking into account the guidelines in the book proposal document. 

If you have any questions or comments, please do not hesitate to conracr me. 

am looking forward to a successful co-operation. 

Sincerely, 

-:::-===~::;~==::::="'---:!= "-:>f,,l[1./M;.,tr-s ~-- I 

Dimitri Devuyst 
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Book proposal 

Sustainability Assessment at Local Level 

Insnuments and Indicators for the Assessment of Sustainable Deveiopmenr 

in Urban Areas 

Editors 

Dimitri Devuyst 

Luc Hens 

Walter De Lannoy 

Thomas van Wijngaarden 

11. Aims and Objectives 

This book deals with measuring sustainable development. At this time both concepls of 

"sustainable development" and "impact assessment" are not closely linked. although it is 

widely acknowledged that impact assessment in general and Strategic Environmental 

Assessment in particular are instruments which can help measuring anJ .gchieving 

sustainable development. This book aims to examine the links between .. i,:m.1ct 

assessment" and "sustainable development", in such a way that it not only contributes to 

the refinement of our scientific and theoretical insight, but also leads to a more effective 

practice. 

Research in the field of "sustainable development" increased as a result of the Brundtland 

report in 1987 and the United Nations Conference on Environment and Development 

(UNCED) in 1992. Today, on the one hand the concept "sustainable development" i.., 

being advanced, but on the other hand many obstacles r~main when we want to put it into 

practice. Especially when we focus on the exact meaning of the word ''suscainable '' am! it~ 

practical implications, major problems arise. 

This book will focus on "sustainable cities". Both the UNCED and Habitat II conference~ 

stressed the need for a sustainable urban development and the introduction o r" 

sustainability principles at the local level. In spite of the declarations of these L' nited 

Nations institutions little progress can be observed_ in making the concept of "sustainable 

urban development " more operational due to operational measurement tools. 
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This book wishes to refine the praccic:.tl and operational asoeccs of the concept or 

"sustainable urban development·· oy 1ink.ing ic with "impact assessment · -toob. 

Environmental Impact Assessment (EL-\; is the process which encourages decision

makers to take into account the poss1bte e.r"feccs of ac~ivities on the quciicy of the 

environment. One of the limitations of the present EIA systems is chat they are applied 

mostly at project level. The result is that it becomes very difficult to take into account 

cumulative, synergetic , regional and global impacts in EIA. Therefore, policies. plans 

and programmes also need to be subject to EIA. This higher order EIA is the so called 

Strategic Environmental Assessment or SEA. EIA and SEA require a serious revision. 

both process and contents related, if we want to use them in the future as instruments for 

a systematic and thorough sustainability analysis of the decision-making. 

This book focuses mainly on the following questions: 

a) which initiatives for sustainable urban development are taking place today: 

b) how can the concept of ·'impact assessment" have a function in making sustainable 

urban development more operational; 

c) does the current practice of "impact assessment" need to be changed to make it a more 

useful tool in measuring sustainable urban development; 

d) which types of " impac t assessment'' can be useful in a Sustainability Assessment: 

how can we measure urban sustainability; ·· .... 
' 

e) 

f) 
...... 

what is the link between Sustainability Assessment and indicators. thresholcf~: -.targecs 

and ecological footprint analysis? 

12. Target group 

The book aims to advance the scientific fnsight in the link between the concepts of 

sustainable development and impact assessment. The chapters of the book will. at the 

same time, have a high academic standard and be understandable for practitioners. 

Specific target groups: 

• academics in the fields of sustainable development, impact assessment and urban 

studies 

• urban planners, policy-makers and decision-makers at local level 

• postgraduate students in environmental sciences 
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13. About the editors and authors 

The editors are all aco.demics working for the EIACentre at the Hur:rn.n l:cology 

Department or the Department of Geography at the Yrije Universiteit Brus.:;e!. in Sr:.:~-c. :- . 

Belgium. They have many years of expercience with research in the fic1ds 01· ir..p~cr 

assessment, sustainable development and social urban geography. 

Dimitri Devu yst is the driving force behind this book and its major editor. He is 

presently a Postdoctoral Fellow of the Fund for Scientific Research - Flanders {Belgium ) 

(F.W.O.). He has been a scientific staff member of the Human Ecology Department since 

1988. He holds a university degree in Biology and a postgraduate university degree in 

Human Ecology from the Yrije Universiteit Brussel. In October 1994 he received his 

Ph.D. in Human Ecology. His dissertation entitiled"Instruments for the Evaluacion or· 

Environmental Impact Assessment", was the result of six years of research in the fie!u of 

quality control and evaluation of the Environmental Impact Assessment ,EL\' prcce'-,. 

Dimitri Devuyst has been coordinator of the Master Programme in Human Ecology o.nu 

doctor-assistant/coordinator of the Dutch language Master Programme in Environrnent:il 

Impact Assessment and the EIACentre. He is recognized as an EIA expert by the ~Iimsrr::· 

of the Flemish Community in Belgium and publishes on EIA in intemat:onci journds 

such as Environmental Management, Environmental Impact Assessment Review. Impact 

Assessment and The Environmental Professional. His current field of research is related .... 
to Strategic Environmental Assessment and Sustainable Development in llrban Areas. 

·, 
Luc Hens is Professor and Head of the Human Ecology Department, Vrije Uruve~site it 

Brussel. He also lectures at Antwerp University (Belgium), the Technic:il Cniversicy···of 

Sofia (Bulgaria) and Ankara University (Turkey). His specific area of research concerns 

inter-disciplinary instruments for sustainable development. Professor Hens acts as an 

environmental policy expert for several councils in Belgium. He is the Europe:m editor fo r 

the ' International Journal of Envii'oii..m.ental Pollution' and co-editor of the new 

international journal 'Environment, Development and Sustainability' . 

Walter De Lannoy is Professor in Human Geography at the Department of 

Geography, Yrije Universiteit Brussel. His research efforts are focussed on problems of 

residential differentiation, ethnic minorities, the housing market, urban renewal and 

strategic planning. Recent projects deal with migrations of ethnic population groups. the 

provision of services for elderly and evaluation of projects of urban renewal in Brusseh. 

Research in the field of spatial planning is focussed on: structure planning at different 

spatial levels, strategic planning, geographical marketing, traffic studies. urban renew:.il 

and the application of GIS in spatial planning. Prof. De La~noy is also doing spacial 

studies in Environmental Impact Assessment and is interested in the links between the 

above subjects and sustainable urban development: 
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Thomas van Wijngaarden graduated in 1993 from the Agricultural C ni versity of 

W ageningen (The Netherlands) as an engineer in Biology. During the academic year 

1995-1996 he followed the EL.\ course ac the Human Ecology Department ..i.nJ 

successfully defended his thesis on 'EL!\ guidelines for development co-operat:on 

projects · . Since Januar:1 1997. he nas been under contr::ict for research on scr:.1ceg1~ 

environmental assessment. Since October of that year he 1s the academic 

assistant/coordinator of the Master Programme in Environmental Impact Assessment. 

· Authors involved in this book will be academics from universities located in the 'L'K. the 

US, Canada, the Netherlands , Nepal and Belgium. Persons who are highly specialised in 

their respective fields of study, recognised experts and academics who already published 

extensively in the subject will be contacted to contribute to this book. 

,4. Planning and deadlines 

· > confirmation by authors of -> 30 April 1998 

participation and submission of a 

proposal for the outline of the chapter 

- > confirmation of contents of the chapter -> 15 May 1998 ... , 
by editors ' ' •. 

·> submission of text ·> 1 November 1998 

· > feedback to the authors on the results -> l February 1999 

of the reviews 

-> submission of final versions of texts -> 1 March 1999 

by authors 

1s. Format 

Each chapter should be no longer than 20 pages and preferably around 15 pages . each 

page being 500 words . All texts can be provided with diagrams, tables and other 

illustrations, especially in cases where pure text would take much more explaining. Black 

and white photographs could also be included as illustration to the texts. 

All texts will be thoroughly reviewed by the editors. In addition, finished chapters wi ll be 

sent to other well known experts in the field for peer review. These colleagues wi ll be 
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asked to write a one page comment on the chapters which will also be pub Ii ·hed a:-. 

separate box texts. The comments may include alternative viewpoints. addicions. new 

insights in the maner, points for discussion, etc . 

16. Proposed contents 

PART I. Initiatives for Sustainable Development m Urban 

Areas 

Introduction to part I 

Author: D. Devuyst 

Chapter 1. Sustainable Development in Urban Areas: an Overview 

Content: 

Introduction to the concept of sustainable development in general - introduction to the 

concept of sustainable urban development in general - what does it me1n in practice - hO'-\' 

does it work in practice - results of sustainable urban de velopment - cases - examples 

Authors: 

Chapter 2. The Introduction of Local Agenda 21 in Urban Areas ·, 

Content: 

What is Local Agenda 21 - discussion of its introduction worldwide - what does it mean 

in practice - how does it work in practice - evaluation of the introduction of Local Agenda 

21 - which results can be expected - cases - examples 

Authors: -------

Chapter 3. The Eco-City Approach to Sustainable Development in Urban 

Areas 

Content: 

What are Eco-Cities? - similarities and differences with other approaches of sustainuble 

urban development - discussion of the introduction of this approach worldwide - what 

does it mean in practice - how does it work in practice - evaluation of the introduction of 

Eco-City-programmes - which results can be expected - cases - examples 

Authors: 
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Chapter 4. International Organisations and Sustainable Developmenr 111 

Urban A.re as 

Content: 

Which initiatives are taken by international organisations for susrninab[e develo9mcnt in 

urban areas - how are policies, plans, programmes introduced in practice - wh:it :ire the 

results? 

Authors: 

- Sustainable Urban Development and the UN 

- Sustainable Urban Development in the European Union 

- Sustainable Urban Development and the OECD 

- Sustainable Urban Development and the World Bank 

Chapter 5. Sustainable Urban Development North and South: the cases of 

Belgium and Nepal 

Content: 

Examination of differences between susminable urban development in developed and 

developing countries - examination of sustainable development in practice ·1rr-Belgium and 
', 

Nepal '-... 

Authors: 

Chapter 6. Sustainable Urban Development at Household Level 

Content: 

Different levels at which sustainable development can be introduced in the city - focus on 

household level - introduction to the Global Action Plan and the EcoTearns-approach -

what does it mean in practice - how does it work in practice - evaluation of results of 

Eco Team-approach 

Authors: 

PART II. Instruments for the Assessment of Sustainable 

Development in Urban Areas 

Introduction to part II 

Author: D. Devuyst 

6 



Chaprer 7. Environmental Impact Assessment cu1~! Suswinf..tN~ 

Development 

Content: 

Introduction to EIA - historical aspects - trends in EIA - evaluation of El.\ after almo ·c :0 
years of operation - is it interesting to link the concept of sustainable development wich 

Impact Assessment? 

Authors: 

Chapter 8. Strategic Environmental Assessment and Sustainable 

Development 

Content: 

SEA practice today - why and how to link SEA and sustainable de\·elopment -

experiences with the use of SEA for assessing sustainable development - fu ture 

challenges - criteria for sustainable development to be introduced in SEA 

Authors: 

Chapter 9. Sustainability Assessment in Urban Areas 

Content: 

how can the concept of Impact Assessment have a function in making susca:n,able urban 
.... 

development more operational - what do we mean by Sustainability Assessment - ·which 

types of Impact Assessment can be useful in a Sustainability Assessment - does the 

current practice of Impact Assessment need to be changed to make it a more useful tool in 

sustainable urban development - what means Sustainability Assessment in an urban 

context - different components: econ~~~. social, environmental, systemic 

Author: 

Chapter 10. Sustainable Lifestyle Assessment 

Content: 

Introduction to the concept of Lifestyle Assessment - presentation of a methodological 

framework for Life~tyle Assessment - introduction to the concept of .. Mo-;t 

Environmentally Friendly Option Without Excessive Loss of Comfort" - what is the role 

of Lifestyle Assessment in sustainable urban development 

Authors: 

7 



PART III. lVleasuring Urban Sustainability 

Introduction to part III 

Author: D. Devuyst 

Chapter 11. Impact Assessment and Indicators f or Susrainable 

Development 

Content: 

link between impact assessment, environmental auditing and monitoring - the role of 

indicators in these instruments - the role of indicators for sustainable development - what 

are indicators - what are indicators for sustainable development - how to develop 

indicators for sustainable development - role of indicators for sustainable development in 

Impact Assessment and Sustainability Assessment 

Authors: 

Thomas van Wijngaarden 

Chapter 12. Indicators for Sustainable Development in Urban Areas 

Content: 

Measuring progress towards sustainable urban development - the value of indicators -

how to develop indicators - what to measure - how to measure - overview of existing 

indicators - which indicators are widely used - experience with the use of indic::uors - the 

' use of indicators in Sustainability Assessment for urban areas ", 

Authors: 

Chapter 13. Targets and Thresholds for Sustainable Developmenr m 

Urban Areas 

Content: 

why are targets and thresholds needed - how can they be used - how to develop targets 

and thresholds - overview of existing targets and thresholds - which targets and 

thresholds are widely used - experience with the use of targets and thresholds - the use of 

targets and thresholds in Sustainability Assessment for urban areas 

Authors: 
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Chapter 14. Urban Ecological Footprints 

Content: 

Introduction to the methodology of Urban Ecologicil Footprints - scr~ngr:-1::, :me! 

limitations of Footprint Analysis - experiences with the use of Footprint Analysis - the u:-e 

of Footprint Analysis in Sustainability Assessment 

Authors: 

Conclusions 

Author: D. Devuyst 

9 
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Sustainability Assessment at Local Level 

Surname ............... . ................ . .......... .. ....... .. ... .. .... . .. . ..... . .............. ..... . . . 

First name .................................. i\,liddle Name .......... . ... . .. ...... .. ........ .. .. . . 

Title (Ms, Mrs, Mr, Dr, Prof, etc.) .... ................................................. ...... .. 

Address .. . .. .. .. . ........ . .. . .. . ..... . .................... ..... . ............... . ......... . .... . .. .. . . . . 

Institute .. . ..... . .. . .. .. . .. .. . .... . . . ....... ... .. . .... . .. . . ........ ... . ....... . ... . .... . ...... ... ...... . 

Department . .... . ............... .. .. .. ...... ..... .... .. .. .. ......... . ... ... ....... . ... . . .... . ......... . 

Telephone .. .............. . .... . .. . .... ..... .. .. . ........ .. .......... ·: . . . . .. . .. . .. ................... . 

Fax ...... .. ......... .................... .. .. . . ............ . . ..... . ......................... . .. . . . .... .. . 

E-mail ... ... .. . .. ... .. ..... .. .... .. . .. . .. . ........................ . .................... ....... .. . ...... . 

0 

- 0 

I am interested to write chapter 

(please enclose a one page outline) 

I am interested to review chapter 

0 I will not be able to contribute to the book 

0 I would like more information on your other projects 

0 I would like more information on the activities of your department 

' ~ 

··-

0 other: .. ... .. ... .. . ... . .. .. ... .... . .... . ... . . .. . ..... ......... .. . . . . .. . ........... . ... . . .......... . 

__ .. _ .-

PLEASE RETURN BEFORE 30 APRIL 1998 

To be send back to: Dr. D. Devuyst, Human-Ecology Department, Vrije Universiteit 
Brussel, Laarbeek.laan 103, B-1090 Brussels, Belgium 
Fax: +32-2-477.49.64 - E-mail: ddevuyst@meko.vub.ac.be 
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TELEP HONE 

(202) 234-8701 
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(202) 745-0067 

Mr. M. Ismail Serageldin 
Vice President for Environmentally 

Sustainable Development 
The World Bank 
18 18 H Street, NW 
Room S-7031 
Washington, DC 20433 

Dear Ismail : 

April 14, 1998 QQ 1'i::O '"'l( 0 .i ~j '.,'.l: ')J U~ 
..J -, i \ • r.. 

i: ::: u 
VP'S OFFICi: 

In a major new study of the World Bank 's SO-year history, three development experts 
analyze the Bank 's evolving approach to poverty alleviation, the record of its 
deepening involvement in Africa in the 1980s and 1990s, its expansion from project
based to policy-based lending, and the various influences leading to these and other 
major activities of the Bank. You are cordially invited to attend a meeting on May 
4th, 1998, sponsored by the Overseas Development Council, to discuss this 
authoritative study, The World Bank: Its First Half Century (Brookings Institution 
Press). 

Two of the history's authors, fohn P. Lewis (former i:rofessor of 9evelopment 
econoir.ics at Pri11ceton University and senior official at US AID and O.t:CD/DAC) and 
Richard Webb (former World Bank staff and governor of the Central B~of Peru), 
will present a number of their major findings. They will be joined by sever~ ', 
commentators from inside and outside the Bank. Tentative session topics include'an 
overview of the study and its main messages, the Bank's role in Africa, and the 
process of bringing environmental matters into the Bank. 

The seminar, which will begin at 8:30am and conclude at 12:30pm, will be held in the 
World Bank's "J" building (70.Ll8th Street, NW), in Conference Room JBI-080. 
Please RSVP by calling ODC's receptionist at 202-234-8701 before Friday, May 1st. 
I hope yau ca:, join 1J5 f0r this imp0rtant diBC!1<;s ion. 
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0 I D I C POOR COUNTRY DEBT R ELIEF: 
TAKING THE HICCUPS OUT OF HIPC 

David F. Gordon and Catherine Gwin 

,IThen several East Asian nations recently plunged 
TT into financial crisis, the international community 

responded rapidly, injecting over $100-billion to stabilize 
those economies. In sharp contrast, the world has yet to 
effectively tackle the chronic debt overhang of the world's 
poorest countries. 

Yet the total cost of that debt reduction - $8-billion 
- would be a small fraction of the East Asian bailout 

This debt overhang has long been recognized as a 
major threat to development. Two years ago, the World 
Bank and International Monetary Fund (IMF), prodded by 
the United Kingdom, launched the Heavily Indebted Poor 
Countries (HIPC) Initiative - providing relief to the most 
desperate debtors. The Initiative's mandate was to elimi
nate the debt overhang, and end the complex and oppres
sive rescheduling process. 

The Bank and IMF specified 20 of the 41 HIPC 
states as having debt levels serious enough to win relief 
and, importantly, now pledge to reach decisions on the 
specific amounts and terms of debt relief for 15 of these 
countries by 2000. 

HIPC Slows Economic Reform 

To be sure, many poor countries are in desperate 
condition today due to their own disastrous policies. But, 
as President Clinton's recent trip to Sub-Saharan Africa 
has highlighted, more of the world 's poorest nations are 
making economic reforms, equipping themselves for the 
globalized international economy. In fact, improved fi
nancial management in Africa has enabled the continent' s 
aggregate growth rate to double, to almost five percent in 
1996 and 1997. 

However, only a handful of reforming poor coun
tries have been able to talce advantage of the HIPC Ini tia
tive. And even for those few, the process has been slow 

and stingy. Many IMF and World Bank detractors paint 
these institutions as the villains of the piece but the real 
problem lies with the rich countries: the major creditor 
governments who call the shots in the Fund and the Bank. 

Consider Mozambique. One of the poorest coun
tries in the world and just emerging from a devastating 16-
year civil war, Mozambique has achieved political recon
ciliation and renewed economic growth. But Mozambique' s 

prospects are crippled by having to set aside nearly half its 
budget for debt repayments. During the same week in Janu
ary that a massive $40 billion bail-out was arranged for 
Indonesia, the Paris Club (official creditors) met to decide 
how to share the comparatively tiny $350 million it would 
cost to fully finance Mozambique' s debt relief program. 
These negotiations nearly broke down over how much re
lief to apply and how to share the costs. It was only the 
cajoling of recalcitrant creditor governments - especially 
Germany, Japan and Italy - by World Bank President Jim 
Wolfensohn, and IMF · aging Director Michel 
Carndessus, that pushed the Moza ue plan forward. 

Debt Continues to Soar 

Financial officials stress that the $100 billion for 
the Asian "bail-outs" are repayable loans, while debt relief 
is, in effect, aid. But it's hard not to conclude that the 
international community is failing to live up to the spirit of 
the commitments it made in the HlPC Debt Initiative. 

Th.e Initiative was motivated by the reality that the 
debt burden in low-income countries is truly staggering. The 
total external debt of HIPCs rose from $55 billion in 1980, to 
$215 billion by 1995, a sum more than twice their export 
earnings. _Ironically, although these loans (many given to cor
rupt governments and spent on wasteful or ill-conceived 
projects) were provided to foster development, the debt over
hang they generated is today a major impediment which poor 
countries face on the path to prosperity. 

Annual debt servicing absorbs limited government 
revenues and development aid, diverting scarce resources 
from both economic reform and poverty reduction efforts. 
In s tark contrast to many other developing countries, 
HIPC nations have weak economic growth and export 
performance. Of the 4 L HIPC states, 32 are from sub-Sa
haran Africa. All but six HIPCs fall into the United Nations 

Overseas Development Council 
1875 Connecticut Avenue, NW Suite 1012 Washington, DC 20009 

Tel: (202) 234-8701 Fax: (202) 745-0067 http://www.odc.org 



Development Program's lowest human development cat
egory and most suffer high levels of poverty. 

Reducing poor country debt will not only free funds 
for vital social and infrastructure spending but allow more 
effective use of development aid. Freed from the tendency 
to lend money to ensure repayment of old loans. multilat
eral and bilateral creditors can focus their efforts on more 
selective lending - lending that wil l prepare refonning 
countries for business and send the right signals to the mar
ket. Debt reductions, combined with policy refonn and open
ness. will clear the decks for private and public investment. 

But progress 011 Hf PC has been painfully slow. 

To date, only six countries have won HIPC debt 
relief agreements. By 2000, only four of these will actually 
have any debt reduction - Uganda, Bolivia, Guyana and 
Mozambique. Under the Initiative, countries face up to six 
years before they receive debt reductions. Three years of 
good economic perfonnance is required before a "decision 
point," when countries' eligibility for HIPC debt relief is 
considered. A further three years' performance is required 
before relief actually kicks in (the "completion point"). In 
each of the agreed four countries, existing good perfor
mance has been rewarded, by shortening the waiting peri
ods. But these countries have been the exceptional per
fonners and don't necessarily set precedents for others. 

Creditor Nations Must Act 

In October last year, discouraged by the sluggish 
pace of implementation, the United Kingdom launched the 
"Mauritius Mandate," calling on much faster progress on 
the HIPC Initiative. Frustrated by the HIPC process, reli
gious and development non-governmental organizations are 
gearing up for a major campaign - Jubilee 2000 - whose 
goal is "across the board" debt cancellation for poor 
countries. The Pope is backing this proposal. 

Opponents of speeding up HIPC, including U.S. 
officials, argue that extended waiting periods are needed-to 
make sure that economic reforms are in place. They are 
correct that appropriate, responsible and transparent eco
nomic policies are clearly vital. No matter how much debt 
reduction is granted, neither development nor poverty re
duction are possible without solid commitment and con
certed efforts by debtor governments to foster credible eco
nomic policies. 

But a long conditionality period is not necessarily 
the best means of fostering improved policy or achieving 
the long-tenn goal of private investment. Recent research, 
much of it undertaken by World Bank staff, concludes that 
dialogue with government officials and political leaders 
- making them participants and partners - rather than 
conditionality, per se, is key to building consensus be
tween creditors and debtors on economic policy objectives 
and forming internally viable reform strategies. Postpon-

OVERSEAS DEVELOPMENT COUNCIL 

ing debt reduction hampers incentives to sustain reform; 
indeed, it is more likely to contribute to "adjustment fa

tigue" within countries. and impede consensus on eco
nomic reform . Moreover, the lengthy dragging-out of the 
debt reduction process creates uncertainties among poten
tial investors. The Latin American experience shows that 
private capital flows respond to " positive expectational 
shocks" - not prolonged periods of uncertainty. 

Like most international issues, poor country debt 
is unlikely to be effectively addressed without political 
leadership by the United States. The aftennath of Presi
dent Clinton's historic trip to Africa provides an opportu
nity to generate this leadership. U.S. support for the U.K. 
proposals was crucial in getting HIPC off the ground two 
years ago. Revitalizing HIPC will depend upon renewing 
the Anglo-American partnership, and next month's Bir
mingham, England, G-7 /8 Summit is the perfect venue. 
Washington and London must persuade their summit part
ners that: 

! ) those countries in the I-llPC need to see early 
and tangible debt reductions 

2) other reforming countries must be brought into 
the process at a much faster rate 

To create such an alliance, the U.S. should drop its 
misguided insistence on lengthy conditionality. And it 
must convince Germany, Japan and Italy - whose recov
ery from the ashes of World War II was assisted by the 
generosity and flexibility 
do unto others as was done unt em. 

Debt relief for the HIPC cobntries is not simply ... 
asking creditor nations for charity to throw__good money 
after bad. Today, many poor countries are democratizing 
and undertaking strenuous reform measures to move to
ward market economies. The HIPC Initiative recognizes 
the joint responsibility for the current problem. 

HIPC must speed up, lest the burdens of the past 
stifle poor countries· efforts for the future . • 

About the Authors 
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(202) 234-8701 x238 or gordon @odc.org 
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management of related global programs. The views expressed 
are those of the authors and do not necessarily represent 
those of the ODC as an organization or of its individual 
officers, Board, Council, or staff members. 



.. 

Correspondence Management for ESD VP Log No. 98-4512 

Response Due Date: 04/27/98 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/20/98 

Correspondence Date: 04/06/98 

Date Transmitted: 

From: Torvard Laurent Organization: Wenner-Gren Foundations 

Type: Invitation 

Topic: Symposium on, Nature and Dynamics of Interdisciplinary Research, November 11-14, 1998 

Action Instructions 

0 Fo0nformation. 

~ase review and advise. 

0 Please reply directly and provide a copy. 

0 For your review. Deadlines will be sent via EM. 

0 Please prepare a response for Mr. Serageldin's signature . 

0 Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

0 Please prepare a response for Mr. Wolfensohn's signature. 

0 Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin' s signature or A 

Comments: 

Information Copies: 

:Cs , ... -7..---

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



\iVENNER-GREN FOUNDATIONS 
Addres\: Sve:l\,Jge11 166 '23n.l ~1 • SE-11 3 46 Stoc:-.holm 

Phone: +46 tO) 8-736 98 00 • Fax: +46 (0) 8-3 I 86 32 

Stockholm, April 6, 1998 

<. 
~ 

Dr Ismail Serageldin, Vice President (f. ~-

Environmentally Sustainable Development c:: (.' 
The World Bank -r. .. 

1818 H Street, NW 
-r. 
C"'. 

WASHINGTON DC 20433 r 
USA 

Dear Dr Serageldin, 

.::1 
"' ) 

:..:0 "":D 
--J --q 
'0 ) 
:::::;, q 

., 
~ 

.. .._ 
-~ 7\ 

,-. :J 
._,.., 
4:,_""'\ 

The Wenner-Gren Foundations (WGS) in Stockholm support international scientific exchange. Among 
other activities WGS also organize international symposia. Following a discussion at a committe meeting 
at the International Council of Scientific Unions in Paris last year on how to promote interdisciplinary 
research, ap initiative was taken to widen this discussion. In a scientific community that becomes more and 
more specialized it is impoitant to find new ways to facilitate collaboration over the boarder lines. WGS have 
therefore decided to sponsor a symposium with the title: "Nature and Dynamics of Interdisciplinary 
Research" to be held at the Wenner-Gren Center in Stockholm on November 11-14, 1998. 

' 
The members of the organizing and program committees (to a large extent from the Canadian and Swedish 
scientific communities) as well as a tentative program of the symposium are shown-in the attached 
document. "---..... _ 

The symposium has been planned to have fo ur sessions describing case studies where interdisciplinary 
collaboration is essential. A great deal of time has been allocated to discuss these case studies. In group 
sessions we will discuss factors of importance for interdisciplinary research and in the final day we will 
have panel discussions on the role of the universities and various funding organizations in promotion of 
interdisciplinary research. 

On behalf of WGS I would like to invite you to paiticipate in the symposium. We hope that you would be 
willing to take part in the panel discussion and talk about interdisciplinary activity in "Global projects" 

The WGC will pay your travel expenses (apex fare) and your board and lodging in Stockholm during 
the symposium. 

I hope that you will find the subject of the conference interesting and that you will accept our invitation. 
I am looking forward to your reply, if possible, before April 30 . 

. ~ th the kindest regar~.- ~ 
\ )' CJ' .--\ ( : '- ' ,-. I 

'. . C ~ i 7\..: -x_ ~<--CL-..c> \. ~_;__'- .{ 

Torvard C Laurent, MD, Prof em 
Science Secretary 

Encl: Tentative program 



... 

Symposium on "Nature and Dynamics of Interdisciplinary Research" 

To be held at the Wenner-Gren Center in Stockholm November 11-14, 1998. 

Organizing Committee: Harold Coward, Univ. of Victoria; Sture Forsen, Univ. of Lund; 
Torvard C. Laurent, Univ. of Uppsala; Hugh C. Morris , Vancouver; and Steve Shugar, 
Natural Sciences and Engineering Research Councils (NSERC), Ottawa. 

Program Committee: Harold Coward, Univ. of Victoria; Wesley Cragg, York Univ.; Sture 
Forsen, Univ. of Lund; Kerstin Fredga, Swedish National Space Board, Stockholm; James 
Friesen, Univ. of Toronto; Sten Grillner, Karolinska Institute, Stockholm; Torvard C Laurent, 
Univ. of Uppsala; Nigel Lloyd, NSERC, Ottawa; Rosemary Ommer, Memorial Univ., St 
Johns; Richard N. Zare, Stanford Univ. 

Tentative program. 
(Names in capital letters have confirmed participation) 

Wednesday evening, November 11,1998 

Evening Registration and reception. 

Thursday, November 12 

08.30 -09.30 Key-note speaker: FRASER MUST ARD, CIAR, Canada 

Coffee 

10.00-12.00 

12.00-13.30 

"A case study on fishing and fishing communities" .... '---~ 
Chairman: ROSEMARY OMrvfER. 

BARBARA L NEIS, Department of Sociology, Memorial Univ. St. Jo · s, NF 
Conrad Brunk, Waterloo University, Canada 
HAROLD COW ARD, Center for Studies in Religion and Society, Univ. of 
Victoria 

Luncheon 

13 .30-15 .30 "Astrobiology" 
Chairman: RICHARD N ZARE 

GUST AF ARRHENIUS, Scripps Institute of Oceanography, La Jolla, CA 
Stuart Kauffman, Santa Fe Institute, Santa Fe, New Mexico 
JOHN H BLACK, Onsala, Sweden . 

Coffee 

16.00-17.30 "Discussion of the case studies" . 
Chairman: NIGEL LLOYD 
Rapporteurs: Ann Whyte, Canada 

HANS WIGZELL, Sweden 

Dinner and social activities 



Friday, November 13 

08.00-10.00 "Beyond genomics" 
Chairman: James Friesen 

To be selected 
SYDNEY BRENNER, Molecular Science Institute, Berkeley, CA 
J CRAIG VENTER , Inst. for Genomic Research, Rockville, MD 

10.00-10.30 Coffee 

10.30-12.30 "Brain and behaviour" 
Chairman: STEN GRILLNER 

To be selected 
ANDERS LANSNER, Royal Technical Institute, Stockholm 
STEPHEN KOSLOW, NIMH, Bethesda, MD 

12.30-14.00 Luncheon 

14.00-15.30 "Discussion of case studies." 
Chairman: TORV ARD C LAURENT 
Rapporteurs: KERSTIN FRED GA, Sweden 

To be selected 

16.00-17 .00 Parallel group sessions on factors of importance for interdisciplinary research. 

"Space/location considerations" 
"Training" 
"Internet" 
"Credit in publications" 
"Ethics in interdisciplinary research" 

Dinner and social activities 

Saturday, November 14 
-~·-

Chairman: To be selected 
Chairman: RICHARD ZARE. USA 
Chairman: To be sefeo~ 
Chairman: STURE FOR , , Sweden 
Chairman: WESLEY CRAG ;-.Canada 

~ 

08.00-10.00 Panel presentations. Local activities (20 min each) 
Chairman: STEVE SHUGAR 

"The role of universities" To be selected 
"Funding councils and centers of excellence" LOUISE DANDURAND, Canada 
"Federal funding" · To be selected 

10.00-10.30 Coffee 

10.30-12.30 Panel presentations. International activities. 
Chairman: HUGH MORRIS 

"The World Bank" 
"ICSU" 
"Global projects" 

12.30-14.00 Lunch 
End of conference 

Ismail Serageldin, USA 
WERNER ARBER, Switzerland 
ECKARDT EHLERS, Germany 
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Juatllla et Pax, Aaenauarallee 134, 531 13 Bonn 

Mr. Ismail Serageldin 
V ice-President 
World Bank 
18181 H Street, N.W . 
Washington D .C. 20433 
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D euts ch e Kommissjon 
Justitia et Pax 

Exposure-Programm 

A denauerallee 134, 5311 3 Bonn 
Tele ton (0228) I 03-338 I Teletalt (0228) 103-340 

e-mail: axpoeure_nsdCcompuaerve.com 

German Commlaalon for Justfc• en d P•ec• 
Commuialon Al.m•nde J uslfe• et P 11fx 

Coml&l6n Alttm•ne d• Jusllcl• y Paz 

Bonn, April20. 1998 
Os/AK 

Subject. 
Ref_ 

Cooperation Exposure-Programme of Justice and Peace / World Sank 
D lscu:::.slo n with Dr. Schaffer 

Dear Mr. Serageldin. 

the German Executive Director, Or. Schaffer, and the World Bank desl< in the M in istry for 
Economic Co-operation and Development (BMZ) have given us some information on the 
World Bank's ''Village Immersion Program". ~ 
This program seems to be very interesting to us. We think that in our Exposure- and Dia
logue-Programmes (EDP), which we offer to h igh-level policy makers in development co
operation and related areas. we follow a similar approach. We would, thus, like to suggest 
you an exchange of experiences between both programmes. 

Or. Schaffer as well as Professor Yunus of Grameen Bank might have recently given you 
some information on our W"or"k. We also sentyou (by mail of February 2 , 1998), the publi
cation "Poor but strong" which is the result of an EDP w ith Grameen Bank. Today, we 
would like to give you some additional descriptions of our current working areas. For your 
funher informa tion, we send you by separate mail some docu ments on ongoing EDP proj
ec ts. 
VVith our current projects, we havs dev1:,loped the EDP from be ing an instrument of pre
lim inary mo tiva tion / information / training - as you have known it in the contex t of the EDP 
''Women at the Cent re" w ith Grameen Bank (1995/97) - to something "beyond motivation" 

0 
C ,.;J 
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,-, 0 -\...- .;..- u-
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Oer Deut&chen Kommieslon Justttle et Pax ~h()ren 
Mltglleder der Oeutschen Blachorakonrerenz und dee 

Zentrelkomlt- d er deutachen Kalt,ollk•n aowie 
i.ttande Mltglleder und M llllrbeiler aus 

k• lhollachen Varblnden, OIOuunr.lten und 
klrchllchen Hll(aw841<an an. 
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EDP can now be used as an inductive instrumenc ror poverty-orl.ant.ad devalopmant activi
ties In the South and in the North, in particular for those focusing on participation and self
help. We concentrate on concsotual anc operat,cnal issues which are directly refaced to 
the working areas of the parnc:pants and orcenng institutions of single programmes. The 
recent projects include 

1 . offers to organisations of civil society, and focus on political issues o f Countries in the 
North. One example is an EDP for German po!icy makers (MP ) on the issue of em
ployment creation, self-help and entrepreneurship, which will take place at Grameen 
Bank and in Germany in March 1998. Another example is an EDP organised for the 
Catholic Church on issues of social action and pastoral work, which will take place at 
the Philippines in January 1999. 

2 . offers to governmental and non-governmental organisations of Development Co
operation (DC). with focus on specific questions in the project cycle, or on conceptual 
issues in developing programmes and projects. 

• One of these EDP has taKen place 1n February 1998 on behalf of BM Z and GTZ, 
with the mission to evaluate Asian Replications of Grameen_ 8.§r:lk- The EDP 
methodology in this context was, first, to organise a jo int dialogue and planning 
p latform between all agents involved in the replication projects, from German 
governmental DC to Grameen Trust to replicators' networks and the replicating 
microfinance institutions themselves. Sacondly, the EDP method relied on self
evaluations through guiding quest ionnaires which became the essential inputs to 
the workshop. The workshop's participants were, thus. able to define guidelines 
on both adequate funding from donor side, and on sustainable management from 
the replfcating microfinanca institutions. For more detailed· rntprmation, you will 
receive the document "Evaluation of the Technical Cooperation Pto'ect "Grameen 
Bank Replication" of February 1997. We send you this report on the ereparatory 
Mission as the final report is currently in preparation. 

• Another EDP with technical focus is currently arranged on behalf of BMZ. We will 
organise a Round Table for an intermediary evaluation and planning step for the 
WOTR project in Maharashtra, India, in winter 1998/1999. This Round Table, with 
an EDP component in the Watershed villages, will also bring together participants 
of all involved institutions and-levels. The focus will be on conditions and support 
instruments for ecological, social , and institutional sustainability in the project 
area. 

• Finally, one of our work ing focuses is the microfinance sector, in particular condi
tions for combining target group orientation and poverty alleviation ("social devel
opment") with financial sustainability of the microfinance institutions. EDP meth
odology for gaining insights in the functioning of microfinance has resulted in 
"business life stones" - financial analyses of microbusiness in the informal econ
omy. We send you some samples of business life stories of Grameen members, 
as well as general outlines for financial analyses. These analyses are results of 
previous EDP and shall give you an idea of how we use the inductive EDP meth
odology to approaching technical issues of self-help oriented poverty alleviation. 
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This bundle of information might give you an idea about our current work. We would be 
very grateful if you considered the material with regard for possible issues for workin g re
lations w ith us. 
We think about an exchange of experiences with the World Bank's own programme. We 
would be also happy to invite the World Bank's staff to our programmes as we had the 
pleasure to invite you already once and would like to repeat this invitation. You might 
maybe also consider the possibility to use our services for specific programmes according 
to the Bank's interest. 
Might '!'8 add that also Mr. Hinrichs of BMZ expressed the BMZ's interest in such a coop
eration contact between the World Bank and a German NGO. 
We would be very glad to follow up this issue with you. In case you are interested in a 
personal discussion, we would be able to meet you at Washington. We could also send 
you further information material. 

Yours s incerely 

Karl Osner 

I) I i' I :1 'i'u, ~ 
I Lv'l.lt;I.A.l VU- w ~ · 

Annette Kraut! 

cc. Dr. H . Schaffer, German Executive D irector at the World Bank 
MR Hinrichs, BMZ Bonn, Desk 401 
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vp·f aFFtcE 535 West 116th Street 
Columbia University, New Yotk , NY 10027 

DATE: April 17, 1998 

TO: Dr. Ismail Serageldin, Vice President 
for Environmentally Sustainable Development 
The World Bank 
Washington, DC 

FAX: 202-4 73-3112 

FRO:CVI: Dr. Eri1< l\!Iortensen 
FAX: {212) 854-5255 TEL. {212) 854-3151 

--~3~- Pages including this cover sheet 

Dear Dr. Serageidin; 

It is with deepest regret that I inform you that we ar.e obliged to 
postpone the Colloquium until October 12-13, 1998. 'w, simply 
do not have the required funds and many of the invited top people 

' cannot come. Pierre Najlis at the CSD has given his approvat·to 
the change, which he had anticipated. There seems to be a sense 
of exhaustion among the world's water experts at this time and 
Mr. Najlis will continue working with us. 

I s incerely hope that the Institute for The World Bank and you 
personally will continue working with us. As I told you last year 
in Marrakech, you are pivotal to the success. We have already 
received pledges of support from Italy where authorities had 
urged us to postpone the event which will be co-sponsored by the 
Italian Academy for Advanced Studies in America at Columbia 
University. The venue will be Casa Italiana. I look forward to 
your comments and suggestions. 

Kindest regards, r--~ 
9 . . '/1 ~o .. 

r--~ C)Aut..,'ll\/L4->--__ 
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The Columbia Earth Institute 
In Cooperation with . . . 

The Italian Academy for Advanced Studies m Amenca 
at Columbia University 

Water Diplomacy 
Colloq1.-1ium 

Venue: 
Columbia University in the City of New York 

October 12 -13, 1998 ,. 

Participating UN Organizations: 
The Food and Agricultural Organization (F AO) ." 

United Nations Centre for Human Settlements (HABITAT) 
United Nations Development Programme (UNDP) 
United Nations Environment Programme (UNEP) 

United Nations Educational Scientific and Cultural Organization (UNESCO) 
United Nations . .Children's Fund (UNICEF) 

United Nations Industrial Development Organization (UNIDO) 
The World Bank 

The World Health Organization (WHO) 
The World l\lleteorologkal Organization (WMO) 

Participating Priv at e Sector/NGO Organizat ions: 
Institute of Multi-Track Diplomacy 

The International \IV'ater Resources Association (IWRA) 
The Stockholm Environment Institute (SEU 

T he U.S. Anny Corps of Engineers 
The Woodrow Wilson Center's 

Environmental Change and Security Project 
The World Business Council for Sustainable Development (WBCSD) 

The World Water Council (WWC) 

I 
i 
1· 
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Mission Statement 
if th W. rid I'eporr was_published at the request of the 

. •• J ,;- esh •acer Resnurces o e O ' (U "DP) 
The Compre.he11s1ve As_sessmenc 01 L Le ' r ~SD) b h If f United Nations Devcl0pment Programme N . . 
Cu~missio? on Sus_t:::unab~e Devel~pment l(J}.~? .c~;h/F~od uand :\gricultural Organization (F~O)_, United Nat.ion~ 
U1uted Nanons_ En~~ronmt;nt Programme (_. rion {UNESCO), The World Meteorological Orgamzat~on (WMO), The 
Educational Sc1enuhc and Cultural O~gan:za WHO) U . d Nationi, Industrial Development Orgaruzauon (UNJDO) 
World Bank, Tbe World Hen.1th Orgarui.auon ( , ?1te 1 

, . , . 

and the Stockholm Environment In.stitute (SE!). According to the Assc:.smcnt. 

ns J;rom ex erience im:tic:are that we must Jund(U1tenw.lly change che way we chin~ about and manage 
Lesso p b t · ,· ''Ult are comprehensive participatory and environmen.cally sound. 
water. We must em r<lce new po ic; ies '"' ' fund 1 · r i · 
This will require difficult dcci..>ions and actions on. the p<in of all of us. _But, one amenca pom ., 
clear: we have no choice. Al srak.t: are our health, our economies and a susta111ab/e ft,ture. 

Strategy 

With focus on the 2020 Vision for Wace,:. Life and the Environment. articulated by World Water Counci_l (WWC) and 
publicly an.nounced on Toe World Water Day. March 22. 19.97 during the "~irst World_~ater Forum" m M~.ech, 
Morocco, the Colloquiuro agenda and c~ncept,; was tested with th~ Wo~ld .v., ~.ler Councils General Assembly ~ The 
IXth World Congress of The International Water Resources Assoc1at1on (IWRA) on S<!ptember 1-6, 1.97 at 
Montreal. Canada ttnd with Toe Woodrow Wilson Center's Environmental Change & Security Prujcct's Conference on 
"Conflict or Cooperation: The Challenges of Freshwater Resources at :he M~llennium" at The. Smithsonian on 
November 18 and 19. 1997. During February . /\pril, 1998, the Colloquium will follow concluding evenl~ at the 
Uniced Nations Headquarters related to the comprehensive assessment of the freshwater resources of the world, 
including associated intergovernmental dialogues. as detailed in The Report of the Secretary-General for che Sixth 
Session of the Commission on Sustainable Development, April 20 · yfay 1. 1998 on Strategic Approaches co 
Freshwater Managemem. These diffcrcnl tests involve a broad cross section of the critical mass of water resoun;cs 
leaders worldwide to refine the agenda and purpoi,es, provide a market test for the concept and serve tu recruit the 
participation of sigrufic:int leaders .from all regions of the World. 

Procedure ··, 
The Freshwater Assessment Report provides a grim picture of rhe future, however 1t also affirins....{hat the world does 
have adequate freshwater resources, provided that we manage these resources in a much more effectix~ manner. The 
theme of the {WO day event will be focused on: liow co Improve the Dialogue and Minimize Con.flicrs' be_rween rhe 
1ech.nical and Dipiomaric Communicies during Freshwater Negoticuions. The purpose antl intent uf the Colloquium 
is to develop an agenda to improve and capture future opporrunities for building partncr.slups bet ween the diplomatic 
and technical communities. The Colloquium will thus seek to establish new linkages between public and private 
scclors including science, engineering, business, industry and the financial services sector with focus on complci. 
global problems and issues whose multiple facets require the collaborative efforts of many different experts. 

PrincipaJ Sponsor and Colloquium Leadership 

Columbia University has launched a unique network of institutiuns referred to as Columbia Earth Institute. headed by 
Dr. Peter Eisenberger, Vice Provost and Director of the Lamont-Doherty Earth Obt-ervatory. This is a bold new initia
tive aimed at shaping the future of our planet. Through a research. education, and public outreach effort of unprece
dented scope and ambition, the University seeks to expand the existing base of knowledge about the Earth, and spark 
human, social, and technological innovations for the beoefic of the entire globe. 

Dr. Ismail Scrageldin, Vice President for Environmentally Sustainable Development. The World Bank, has been 
invited to serve as General C0-Chairm:in of the Colloquium and Dr. Guy Le Moigne, Executive Director of The World 
Water Council (YIWC) as Chairman, Advisory Council. Toe Colloquium will be co-directed by Ambassador John 
McDonald, Chairman. [nstitute for Multi-Track Diplomacy in Washington DC and Dr. forry Delli Priscoli, Senior 
Policy Advisor, Institute for Water Resources. Water Resources Support Center, the U.S. Almy Corps of Engineers, 
who will also ~erve a.~ Colloquium Facilnar.or/1\,foderator. 

For further informacion, please contact: 
Dr. Erik Monensen. Colloquium Coordinator 
The Columbia Earth institute 
405 Low Library, 535 West l l6ch Street 
Columbia l,;ruversity. New York.. NY 10027 
Prue 2 l 2-&54-6309 or 854-5255 Tel. : 212-854-3151 e-m!l.il: cm90@columbia.edu 
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DFID 
Department for 
International Development 

94 Victoria Street, London SWJ E SJL 
UK 

A I lknnett 
Chief Natural Resources A dviser Telephone: 0171-917 0513 

Fax: 0171-91 7 0679 
E-mail: aj-bennett@dfid gtnet.gov uk 

Dr I Serageldin 
Vice President - Special Programmes 
The World Bank 

26 March 1998 

1818 H street NW 
Washington, DC 20433 
USA 

Congratulations on your new appointment as Vice President - Special 
Programmes. Your new role is a fitting recognition of your vision and 
leadership. 

We shall miss your guiding hand in the fields of environment and sustainable 
development but I am delighted and relieved to read that you will continue to 
lead the CGIAR, GWP and CGAP. 

I look forward to seeing you in Brasilia. 
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Chief Natural Resources Adviser 
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Consultative Group on International Agricultural Research - CGIAR 

Dr Rama Krishna Rath 
A-26/12A (GF), DLF Phase I 
Gurgaon, Haryana 
India 

Dear Dr Rath, 

May 8, 1998 

Alexander von der Osten 
Executive Secretary 

This responds to your letter of April 2, 1998, to Mr Serageldin regarding employment 
opportunities with the Consultative Group on International Agricultural Research (CGIAR). 

The CGIAR is an informal association of countries, multilateral and private 
organizations that are supporting international agricultural research for the benefit of 
developing countries. The group focuses on five major research thrusts, i.e., Improving 
Productivity, Protecting the Environment, Saving Biodiversity, Improving Policies, and 
Strengthening National Programs. Research on these issues . is carried out by 16 
international agricultural research centers. 

Most employment and further research opportunities are established through direct 
contacts between centers and scientists. I therefore suggest that you contact the CGIAR 
international agricultural research centers directly. I have enclosed the CGIAR directory for 
easy reference. The CGIAR home page on the Internet (http://www.cgiar.org/) has a section 
on our research centers that provides, among other things, additional information about the 
centers' mission, their research, staffing, and employment opportunities. 

Wishing you all the best for your future career, 

Enclosure 

Yours sincerely, 

0 ~ Tc,,J2,J---1r1 (0. 

CGIAR Secretariat • rvlailing Address: 1818 H Street, N.W., Washington, D.C. 20433, U.S.A. • Office location: 70118th Stree~ N.W. 
Tej:(1 ·202) 473-8951 • Cable Address: INTBAFRAD • Fax: (1 ·202) 473-8110 • E-mail: avonderosten@cg,et.oom or CGIAA@'AOlklbank.OIQ 
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Dr.Ismail Serageldin 
Vice President 
Environmentally Sustainabl Development 
THE WORLD BANK 
1818 H Street, N.W. 
Washington,D .C. 20433 
U.S.A. 

Dear President Ismail Serageldin, 

It is very nice for me to have this honour to write to you. 

I am HE,Xiaoquan. "HE" is my family name. I work in Ocean University of 
Qingdao (P.R.China) and I am the faculty member of Engineering College. 
I am now visiting Norwegian University of Scien1.:e and Technology(N7NU) 
under the scholarship between China and Norway goverments. My current topic 
of research is the integrated coastal zone management (ICZM). 

The publication edited by Dr.Jan C .Post and Dr.Carl G.Lundin with the title 
"Guidelines For Integrated Coastal Zone Management" and you wrote the 
foreword is a good, important publication. I got a lot of valuable information 
from it. Thank you for your wise foreword. 

Because I am now working on ICZM problems and will continue to work on 
ICZM problems in China when I return to China in the end of this year, I hope 
to get more detailed information on the following problems: 

I.In your "Foreword", you mentioned that" Increasingly, the governments 
borrowing countries including coasta l zone planning needs in Bank loans sue 
as .... the Sustainable Coastal Resource Development in China(under preparation) 
and ..... ". From these words, I think that there must be some ICZM projects 
carrie~ out in China and THE WORLD BANK provided funds/loans for the 
projects. I am very interested in the programs. How are the projects now? 
Would you like to send me more imformative materials about the projects? 

2.To run more efficiently, I think it is better to have some kinds of local source of 
information about the operation.of.the projects for the agencies such as THE 
WORLD BANK. I would like to provide my service when I return and someone 
in China is needed to work for the project. 

Thank you and I am looking forwards to hearing from you, 

~lyt '· aJ/ 
~taoquan Mf 
Apri l 5,1998 

Prof.HE. Xiaoquan 
Dept. of Structural Engineering 
NTNU 
Rich. Birkelands V 1 A 
N-7017 Trondeim 
Norway 

Tel: 47-7359-4700(0) 
47-7359-6864(0) 

Fax:47-7359-4535 

Email: he.xiaoquan@bygg.ntnu.no 
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Topic: IDB forum on the Americas Monthly Luncheon 

Action Instructions 

For information. 

U Please review and advise. 

=:J Please reply directly and provide a copy. 

0 For your review. Deadlines will be sent via EM. 

0 Please prepare a response for Mr. Serageldin's signature. 

Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

0 Please prepare a response for Mr. Wolfensobn's signature. 

0 Please prepare a response on behalf of Mr. Wolfensobn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

p>r..~ ___ 
_{YAUk< , 

Information Copies: )u~/A•c,,~) 

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 

I 



Banco lnteramericano de oesarrono tad Inter-American Development Bank 
Banco 1nteramerlcano de oesenvolvlmento ~ Banque interamerlcaine de developpement 

Washington, D.C. 20577 

Asesora de Relaciones Externas External Relations Advisor 

It is with great pleasure that we cordially invite you and/or representatives 
from your office to join us for the April IDB Forum on the America s Monthly 
Luncheon , scheduled for Wednesday, April 22, 1998, in the Americas Dining Room 
at the Inter-American Development Bank (IDB), located at 1300 New York Avenue, 
N.W., from 12:00 to 2:00 p.m. Please note that on this occasion we have changed 
the date to accommodate our speaker. 

Jonathan Lash, President of the World Resources Institute will be our speaker for 
the April Forum. He will address the topic "North-South: The Climate Change 
Quandary," focusing on the effects of current climate changes in Latin America 
and t he Caribbean. Mr. Lash will relate his discussion to his recent experiences 
at the Kyoto Protocol on the United Nations Framework Convention on Climate 
Change, in Kyoto, Japan . He will also provide an update on the environment 
situation in the region. 

The IDB has a keen interest in environmental issues, and our work in this field 
in 1997 broke new ground in areas such as energy conservation and rational energy 
consumption. The Bank's first partial risk guarantee program for a wastewater 
treatment plant was approved last year and we continued to place emphasis on 
strengthening legal and regulatory frameworks and environmental management 
institutions; improving the urban environment; and promoting the sustainable 
management of agriculture and natural resources. The year also marked the first 
full year of implementation of the new procedures for environmental review of 
Bank projects, and a Resource Book on Participation was prepared in order to 
facilitate a more open, equitable and participatory forum on project design and 
disclosure of information. 

As you may know, the IDB Forum on the Americas luncheon program features 
presentations on the Bank's programs and projects on a timely basis, and serves 
as a venue for invited guests to address priority issues that concern the Latin 
American and Caribbean region. This activity usually takes place on the second 
Tuesday of every month and brings together different sectors of the Washington 
communi ty that have an interest in Latin American and Caribbean development. 

The cost of the luncheon is $15.00, which may be paid on the day of the event at 
the dining room entrance, although advance reservations are required. Please 
fill out the information on the second page of this letter and fax it to 
(202)623-1402 as soon as possible to reserve your seat. Seating is limited. 
Plea se note t hat reservations are only valid until 12:20 p . m., a t which time 
sea ting will be made available on a first-come, first - serve basis . For more 
information on the I DB Forum on t he Americas, please contact Alejandra Abella at 
(202)623-1963. 

We hope you will be able to join us and we look forward to your participation. 

Sincerely, 

t)~ 
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IDB FORUM ON ·THE AMERJCAS 

IDB FORUM ON THE AMERICAS: 
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Correspondence Management for BSD VP Log No. 98-4519 

Response Due Date: 04/27/98 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/20/98 

Correspondence Date: 04/ 13/98 

Date Transmitted: 

From: Alex Counts & Jacki Drucker Organization: Grameen Foundation USA 

Type: Invitation 

Topic: lnvitation on the occasion of Dr. Yun us 58th Birthday, June 27, 1998 

Action Instructions 

For information. 

Please review and advise. 

Please reply directly and provide a copy. 

For your review. Deadlines will be sent via EM. 

Please prepare a response for Mr. Johnson's signature. 

L Please handle/ respond on behalf of Mr. Johnson and provide a copy. 

Please prepare a response for Mr. Wolfensohn's signature. 

Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Johnson's signature or Acting ESDVP). 

Comments: 

Information Copies: 

Assigned To: I. Lieberman Re-Assigned to: 6 . 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to Hilary Towsey (MC 5-123). The original copy of the correspondence should be filed in 
your office, as appropriate. 
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ISMAIL SERAGELOIN 
Vice President 
Special Programs 

Mr. Alex Counts 
Executive Director 
Grameen Foundation 

The World Bank 
Washington, D.C. 20433 

U.S.A. 

May 7, 1998 

236 Massachusetts Avenue, NE #300 
Washington, DC 20002 

Dear Alex: 

Thank you for your letter of April 13, 1998. I have been traveling extensively 
these past few weeks. but will be very pleased to to fill one table at $1.500 level (for 
non-profit organizations). I will arrange to send you a check soon, and do hope that 
this preliminary acceptance will suffice. We are looking forward to commemorating 
Muhammad Yunus ' birthday - a very special event for a very special man, and 
certainly one that promises to be unforgettable. 

With best wishes, 

Sincerely, 

Mailing Address: 1818 H Street, N .W., Washington, O.C. 20433, U.S.A. 
Telephone: (202) 473-4502 • Cable Address: INTBAFRAO • Fax: (202) 473-3112 



Mr. Alex Counts -2- May 7, 1998 

cc: Ms. Marjorie Dobson, ESDVP 



Grameen Foundation USA 

April 13, 1998 

Ismail Serageldin 
World Bank 
1818 H Street NW 
Washington, DC 20433 

Dear Mr. Serageldin, 

P ::-0 ::- 1,, er, 
• • ·- • • I I • ·' 

CC 1.CC 2(' f." 
- '., l"'\1 " r t ~ I/ • 0 , _., lllil . i ti 

- . 
L.. ~ [.; 

VF'S OFFICE 

We are writing to ask you to be a host at a festive dinner on Saturday, June 27, at the 
New Yori< Hilton to celebrate the work and life of Dr. Muhammad Yunus on the occasion 
of his 53th birthday. The event is being organized by Grameen Foundation USA at the 
conclusion of the Microcredit Summit, which will take place at the hotel during that 
week. 

As a host for this celebratory event, you would agree to fill (provide ten guests for) at 
least one table at the $10,000 (Benefactor) or $5,000 (Patron) level. To fill a table means 
either purchasing ten tickets and inviting your colleagues and friends to join you at your 
table, or purchasing one ticket for yourself and selling the other nine tickets to your 
colleagues and friends, or some combination. There are also a limited number of tables 
available at the $1 ,500 level for non-profit organizations and others who are unable to 
participate at a higher level but have been important members of Grameen's support 
network in the United States. All proceeds from the event will go toward furthering Dr. 
Yunus' work. 

As a member of this inner circl~ of Dr. Yunus' friends and partners, your name will be 
included both on the invitation--which will be sent to hundreds of Grameen's supporters 
throughout the world--and in the printed programs for the event. Please fill out the 
enclosed response form and either fax or mail it back to us in the enclosed envelope. We 
cannot ensure that your name will be included on the invitation if you do not respond by 

'J ?7th I Apn _ . 

It is our privilege to honor the life and work of Dr. Yunus, a man who has brought 
prosperity to millions and hope to the world. This evening promises to be unforgettable.' 
Please join us. 

Sincerely, 
/' /7 J__ 

G-~ e,-.........,/ 
Alex Counts 
Executive Director 

{}---~k :.~"·,;)=--
Jacki Drucker 
Development Director 

! ;c, \IJ., ,;1chu,l!u~ ,,~ .. \ E .. Suite ,oo. \\;1.,h111!.(l0n. D.C. !OOO! l.S .\ . Tel < !O! l ~-t ,-!(, ,h F:l.\: r !O!) 5 t i--, 12 F.m:111: ;r:imccn_found:uion@msn.com 

.. . i .. 1 ·~· ~ .. ' ·1 > 1r11 I .. it 1 1J n. ~ 0 ,~, 



REPRINTED 11'1 THE INTER.'fATIONAL HERALD TRIBUNE FEB. 11, 1999 

A24 F~IDAY. ~E3RC.\RY 6. 1998 R 

AN INDEPENDENT NEWS PAPER 

A Different Asian B.ank 

T 
iiESZ D.~·s ii you pm "'bank" anci "'Asia" in 
the same se!J.te!J.ce vou·,e likeiv to elicit a 
negative reac:ion. Banke!'"s in J . .sia are under 

assauit :or :1aving le:J.t :ndefe::isioie sur::i.s i:o their 
pais. thereoy se~g :he stage for that region's 
curre!lt :ir.anc:al cisis. 'C.S. and otb.e!'" Western 
bankers are c:iric:.zed for :ue!ing that lending spree 
at a re!'.Ilove. without having c:i.ecked their clienrs' 
creditworiliiness. 

:yf u.i:J.ar::nad Yunus is a ciilie!'"enc kind oi ..A..sian 
banker. A Bangiadeshi econooist. M:. Yunus 
started more than 20 ye2rs ago by lenciing S27 from 
his own pocket to severai impoverisned villagers. 
Tney ail ::-epaid the loans. and today Yfr. Yunus's 
coope:-ative Gramee:1 Bank 'Joasts more than 2 
million bo.rowe:-s, 12.000 employees and 1,000 
branches se!'"7ing 37,000 villages. !rs operating 
princ:pie nasn't changed: Grameen le::i.ds tiny 
sums to the poorest of the poor, motivated by a 
conviction chat c:edit is as c:uc:..al to escaping 
poverty as food. housing, clean wate!'" and all the 
ocher more traditional developme!lt goals. 
· A typial Gramee!l loan is Sl 70. Borrowers, 
mostly women. use the funds to buy a cow, a loom 
or something else that will gene:-ate income and 
allow the.:n to pay off the!!" loan-which almost all 
do. One,::.hird have escaped dire poverty, Mr. 
Yunus says. 
. Now. having demolished the long-dominant ster

eotype of the poor as not credicworthy, Grameen 
has set its sights on the misguided view of the rural 
poor as inevitably isolated from the global econo
my. Grameen Phone has embarked on a for-profit 
campaign to bring one ceiluiar telephone to each 

Bangladeshi village. Bangiaciesh nas oniy one 
telephone for eve'-' 300 peopie. anci mos, oi those 
are in :he c:ipitai. so the poce:rdai :or growth is 
c:e:ir. ~Ir. ~-int!S isn·t the i-s, ;,e:-soc. oi course, to 
suggesc that poor countries without fixed-wire 
telephone sysce:ns might leapfrog st:-aight into the 
wire!ess age. and so far othe!'" c:iampions of the 
theory have:1't gotten far. But ~- Yunus has 
mar.ied :hat theor:, co Gramee:1·s traditional reli
ance on the initiative oi the very poor. One 
"telephone laciy' in eac::i village buys a phone set 
on c:edic and pays for it g:-aciually by char6lllg 
other 7illage:-s small suns for eaci use. Early 
expei.e:ice has shown a sizable de:n.anci-to com
munic:ice with relatives working ove:-se~. to an
nounce f.am.i.ly weddings, to check .vhedi.er a strike 
in town has e:1ded before bringing produce to 
marke~ 

Tne prac:ice of microc:edit has now spread to 
dozens of other countries, inc!uding the United 
States. It has been championed by Hillary Clinton, 
the r.S. Age:1cy for Inter:iational Development 
and the World Bank. among others. Some of its 
backers now argue with evangelical zeal, calling 

. micoc:edit the single or chief answer to world 
poverty. Yir. Yunus makes no such c!a.im. calling it 
simply one essential tool Similarly, he does not 
oppose the Western bailout of now-ailing Asian 
banks. But he points to their sececy, c:-ooyism and 
bias toward bigness as elements of the recipe that 
brought Asia such troubles. Making credit more 
democratic is one antidote. 
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60~ ju,rw, 27, 1998 

Levels of Participation 

0 I WIii take a table at the BENEFACTOR (510,000) level. 

0 I will take a table at the PATRON ($5,000) level. 

0 I will take a table at the DONOR (51 ,500) level, pending availability. 

PAYMENT M ETHOD 

0 AMERICAN EXPRESS 

0 VISA 

Acco:m, NUMBER 

510NAT\JRE 

EXPIRATION CATE 

NAME : 

STREET ADDRESS: 

CITY / STATE:/ ZI? : 

0 MASTE:RC...RO 

0 PAY9YCnECK 

Please make check payable to: 
Grameen Foundation l:Srl 

For further information please contact Jacki 
Drucker :it 202-543-2636. 

i::).1AIL ADDRESS: 

TELEPHONE NUMBER: 

FAX NUMBER: 

I 'MU. PAY THE 6AL.ANCE 3 Y: CATE/ !IJ10NTli) ! 998 

Grarneen Foundation USA 236 Massachusens Avenue NE. #300. Washington. DC 20002 
Tel : 202-543-2636 Fax. 202-543-7512 
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Correspondence 1Yi anagement for ESD VP Log No. 98-4520 

Response Due Date: 04/27/98 

Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: cc: Mr. Ismail Serageldin 

Date Received: 04/20/98 

Correspondence Date: 03/31/98 

Date Transmitted: 

From: R. S. Paroda 

Type: Letter 

Topic: Copy of the letter to Dr. Chaparro re: CFAR 

Action Instructions 

~information. 

D Please review and advise. 

D Please reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

Organization: Government of India 

D Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn's signature. ,, 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

Information Copies: ---=---

I Assigned To: j{)y~ Re-Assi~ned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



.. 
" TO: fchaparr@cable .net.co 

CC: L.FRESC0@cgnet.com 
M.PETIT-WB@cgnet.com 
Pi j ushkanti .Saha@i ield .fao.org 

SUBJECT: GFAR 
PRIORITY: 
ATTACHMENTS: 

Dear Dr. Chaparro, 

DATE: 03-31-98 
TIME: 12:46 

Thank you fo r your communications GF-SC-98-4 of March 21, GF-SC-98-5 and 
NARS-SC-98-5 of 23 March 1998, NARS-SC-98-6, GF-SC-98-6 of 25 March 1998 
relating to the Global Forum of Agricultural Research (GFAR). First of ~II , 
let me congratulate you fo r your initiatives in getting the financial 
pledges from various donors fo r the Global Forum of Agricultural Research 
(GFAR). I am pleased to see a reasonably good response of the donors. 
However, I find that in budget of Global Forum of Agricultural Research 
(GFAR), you seem to have not included the requirement of regional fora, 
including APAARI. It must be appreciated that success of Global Forum of 
Agricultural Research (GFAR) would depend on success and sustainability of 
viable regional fo ra. I hope this requirement w ill not be lost sight of in 
our enthusiasm to establish the secretariat of Global Forum of Agricultural 
Research (GFAR). 

Regarding the selection of next Chairman, I suggest that we discuss this 
issue in the next Mid-term meeting and take a final view when all are 
present. However, I agree with you that CF-SC Chairman must be a NARS leader 
Nho is actively involved in regional fora activities. 

I also look forward to receiving Globai Forum of Agricultural Research 
(GFAR's) rules and procedures in due course, as suggested by you in your 
communication. 

Regarding the selection of_,NARS-SC secretary, I suggest that regiona l fora 
representatives be includea and post must be advertised as per normal 
practice by FAO/CG Centres. Modalities of selection could also be discussed 
during Mid-Term meeting (MTM) in Brazil, by const ituting a Selection 
Committee. Meanwhile, the process of advertisement and the preparation of the 
list of candidates could be attended by FAO, for-which Dr. L. Fresco, 
Director, Research, Extension and Train ing Division (SOR), FAQ Hqs, Rome 
could be authorised by GF-SC. This being an important position, we need not 
rush fo r the appointment. In the meantime, work of the NARS-SC could be 
looked after by Dr. Christian Hoste being seconded by ISNAR. I fully 
endorse his involvement in this direction and appreciate very much the 
initiative of Dr. Stein W. Bie. · 

With my best regards. 

Yours sincerely, 

( R.5. Paroda ) 



.. ... 
Dr. Fernando Chaparo 
Chairman 
NARS Steering Committee 

cc: Dr. Wiilaim D . Dar, Executive Director, Ph i lippine Council for 
Agri cu lture, Forestry and Natural Resources Research & Development (PCARRD), 
Paseo de Valmayor, Los Banos, Laguna 4030, Phi l ipp ines. 

~cc: Mr. lsmail 'Seragaldin, Chairman, CGIAR, The World Bank, 1818 H Street, 
NW, Washi ngton, DC 20433, USA. 
cc: Ms. U. Ruj irek, Secretary (APAARI), FAO RAP, Bangkok. 



Correspondence Management.for ESDVP Log No. 98-4521 

Response Due Date: 04/27/98 
Assigned By: 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/20/98 

Correspondence Date: 02/26/98 

Date Transmitted: 

From: Taberna 

I Type: Memorandum 
Topic: Bill 

Action Instructions 

0 For information. 

0 Please review and advise. 

0 Please reply directly and provide a copy. 

0 For your review. Deadlines will be sent via EM. 

Organization: Taberna 

0 Please prepare a response for Mr. Serageldin's signature. ~ 
0 Please _handle/respond on behalf of Mr. Serageldin and provide a copy. 

0 Please prepare a response for Mr. Wolfensohn's signature. 

0 Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ES:o__VP). 

Comments: 

Information Copies: --~ 

A. Morao 

I Assigned To: Re-Assjgned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 
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~ Calendar Entry 
• Appointment (j Invitation J Event C Reminder _ Anniversary 

Brief description: 
Dinner: Babacar N'Diaye + others (Taberna #202.429.2200) (Reserved for 7 people)) 

Date: Time: 
=o=-21=2'""'6..,../9'""8,-------,1 

1

01: 30 PM - 09 :00 PM j =1 Pencil in L Not for public viewing 

Detailed description: 
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TABERNA DEL ALABARDERO 

Cheek no Tab C:01 • .J Si? r Ti mi? ().3 ti? 
187181/1 27 4 

----------------------------------------
1 
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.-, 
L 
.-, 
L 

1 
1 
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1 
2 
1 
1 
2 

T:~:-an,:;_iu r t·o 
D- Sc,p.a de 1 di .:1 

D-Manojillo de la huerta 
Bee f ribeye 
MolleJas de cordi?ro 
H.a l i but. 
Seasonal sorbets 

Restaurant Sub-Total 

l,J.a t.e r 0. 25 
Club Sod.=1 
7-T,-·ro:it . .-. ~11;i, ,-e 

Tea · 
E:q::,;e~s,;, ·,'- ~-

r:,-,f f i=,i=-

- - -- ' 
•,._ 

Bar Sub-T,:ital 

Sub-Tc,t..:11 
Food 5-:sli?s Ta:x: 

Be<) . S.3 les Tax 

12 . 00 
.- -c-t:,. { ._1 

15.00 

22.50 
24. 5(1 

2i3. 25 

159. 0~3 

7. ~3[1 

2. 5fi 
7. (1(1 
~ 7c
._: •• I ._1 

3. ~30 
6.50 

213. 75 

1::::3. 75 
17.30 

.00 
1. 57 

207.62 

Tri.::in k '/c,1_1 
.Jose R::irrron 

fl-P.VI c< .s-?.~ 0 

.-~3 'ltt 
TA8ERt·1t=l DEL i:iu=mRF:DEF:O f: CHARLES E:ROTt·1f7lt·l 
ENTERTAINMENT PRESENTS 
LOS TIENTOS FLAMENCO FROM MADRID~SPAIN 
MHRCH 25 THRU .-,,:i 

"-'-' . 1998 $47.50 PER PERSON 
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ESD 

Response Due Date: 
Assigned By: 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/20/98 

Correspondence Date: 02/ 17/98 

Date Transmitted: 

From: Masood Ahmed 

~pe: Memorandum 
;opic: ESAF Review 

Action Instructions 

L J For information. 

L Please review and advise. 

_ Please reply directly and provide a copy. 

'1 For your review. Deadlines will be sent via EM. 

Organization: PREM 

1 Please prepare a response for Mr. Serageldin's signature. 

Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

Please prepare a response for Mr. Wolfensohn's signature. 

• Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Scrageldin's signature or Acting ESDVP). 

Comments: 

For file 

Information Copies: 

I. Serageldin 

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-1 22). The original copy of the correspondence should be filed in your 
office, as appropriate. 
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To: Distribution 

Colleagues: 

MASOOD AHMED 

DECLASSIFIED 

MAY 2 3 20\9 

WBG ARCHIVES 

Re: ESAF Review 

February 17, 1998 

As you know, the IMF Board has commissioned an external panel to review the 
experience under ESAF operations. The report of the panel has now been submitted to 
the IMF Board and will be discussed at a meeting on March 11. 

IMF management have forwarded the report to us for our information and 
comments, and I am attaching a copy for your use. (Please restrict the distribution of this 
copy since the report has not yet been released widely by the Fund). The staff of the 

Fund are preparing a response that will be circulated to their Board as a basis for the 
Board discussion. They have also asked whether we would like to prepare any comments 
that could be circulated for their Board discussion, given that the report touches on a 
number of aspects ofIMF-Bank collaboration. These comments would need to be 
circulated to the IMF Board in the last week of February. I have to ld them that we would 
be happy to prepare comments and to participate in the Board discussion as well. 

On our side, the preparation of our comments and participation in the Board 
discussion will need to incorporate the perspective of a number of units , both within the 
Africa region and elsewhere in the institution. I hope that my distribution list covers the 
main interested parties. but please alert me if someone has been left out. 

Lyn Squire has kindly agreed to coordinate the preparation of the Bank's 
comments on this work and he wi ll contact you shortly to discuss next steps. 

POVERTY REDUCTION AND ECONOMIC MANAGEMENT 
ROOM: MC4-175 TELEPHONE: (202) 473-3800 FACSIMILE: (202) 522-1135 
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Distribution: Messrs/Mmes: A. Gelb, M. Selowsky, G. Perry, J. Page, J. Williamson, 
P. Bottelier, R. Zagha, P. Mitra, P. Donovan, J. Salop, D. Dollar, H. Kharas, M. Walton, 
C. Gray, P. Isenman. 

cc: (w/o attachment) Messrs/Mmes : S. Sandstrom, J. Stiglitz, C. Koch-Weser, S. Burki, 
K. Dervis, J. Linn, M. Nishimizu, C. Madavo, J. Sarbib, J-M Severino, I. Serageldin, 
D. de Ferranti, J-F Rischard, K. Sierra, H. Fukui 



To: 

From: 

DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE 

Members of the Executive Board 

The Secretary 

FOR 
AGENDA 

EBAP/98/8 

January 22, 1998 

Subject: External Evaluation of the Enhanced Structural Adjustment Facility {ESAF) 

Mr. Esdar, Chairman of the Evaluation Group of Executive Directors, has requested the 
circulation of the evaluation report prepared in accordance with the tenns of reference for the 
external evaluation of the ESAF, as approved by the Executive Board on October 30, 1996 
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PREFACE 

We were appointed by a decision of the Executive Board of the IMF in October 1996, to 
conduct the first-ever independent external evaluation of the Enhanced Structural Adjustment 
Facility (ESAF). The evaluation group was originally made up of Dr Kwesi Botchwey- Harvard 
Institute for International Development (Coordinator and Convenor), Professor Paul Collier -
Centre for the Study of African Economies, Oxford University, Professor Jan Willem Gurming 
- The Free University of Amsterdam, and Professor Yusuke Onitsuka - University of Tokyo. 
Following the unfortunate and untimely death of Professor Onitsuka, Professor Koichi Hamada 
of the Economic Growth Center, Yale University, was appointed as the fourth member of the 
group. 

Our evaluation was intended to complement an extensive internal review of experience 
under ESAF-supported arrangements by the Policy Development and Review Department (PDR) 
of the Fund, which was expected to be concluded in the spring of 1997. 

The group held its first meeting in Washington in April 1997 to discuss administrative 
arrangements, to conduct preliminary discussions with Fund staff, and with members of an 
Evaluation Group of Executive Directors charged with the general oversight of the successful 
conclusion of our work; and to make all necessary arrangements, for the release to us, of all 
relevant information in possession of the Fund. 

We met again in July 1997 to finalize the administrative arrangements, reach final 
agreement among ourselves on country sampling and other procedural matters, and conduct 
further in-depth meetings with staff of the PDR and other departments working on the countries 
in our sample. Most importantly, at this time, we attended and participated in the meeting of the 
Executive Board devoted to a discussion of the full report on the PDR review of experience under 
ESAF-supported programs. 

From about August through much of September and early October 1997, we undertook 
a program of country visits which we interrupted in the latter part of September to attend the 
World Bank/Th1F Annual Meetings in Hong Kong, where we conducted further interviews with 
governors and senior officials from a large number of countries, including some countries outside 
our sample. We al so met with a number of Executive Directors of the Fund and senior officials 
from the Bank. 

We resumed and concluded our program of country visits after the Annual Meetings and 
finally congregated at the Centre for the Study of African Economies at Oxford to review our 
findings from the field trips, debate outstanding issues, and agree on the form and content of our 
final report, which we present here. 

We would like to express our gratitude and appreciation to all those who assisted us in 
various ways. In particular, we would like to thank the members of the Evaluation Group of 
Executive Directors, the Executive Directors of our sample countries, the Director and staff of 
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the Office of Internal Audit and Inspection, the Director and staff of PDR, the Afiican 
Department, and the Fund and Bank representatives in the various countries we visited. Above 
all, we would like to thank the ministers, government officials, private sector and trade union 
representatives, NGOs, and all others who gave us so much of their time during our country 
visits. 
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EXECUTIVE SU~IARY 

The terms of reference for this evaluation study distinguished three components: social impact, 
external viability, and ownership. 

SOCIAL Th'IPACT 

Although ESAF programs are often criticized for the uniformity of their design and policy focus, 
their social impact is highly diverse. There are instances of generalized initial losses in incomes 
and of generalized initial gains, of prolonged reductions in social expenditures and of sustained 
increases. The same social group may suffer severely in some ESAF programs and benefit in 
others: for example, ESAF radically lowered civil service real wages in Cote d'Ivoire while raising 
them in Uganda. Thus, the average experience across all ESAF programs conceals as much as it 
reveals, while a case study of an individual country is liable to be highly particular. Our approach 
has been to apply a simple analytic taxonomy, distinguishing a few important mechanisms 
whereby the poor might be affected. 

We distinguish between two main channels by which ESAF programs can affect the poor: via 
private incomes and via social expenditures. 

PRIVATE INCOMES 

Private incomes are inevitably affected by ESAF programs; indeed, their ultimate purpose is that 
incomes should be increased on a sustainable basis. However, any policy change which seeks to 
raise incomes in the aggregate is likely to inflict some income losses. A useful distinction in 
analyzing these losses is between those which arise as a result of a fall in the aggregate income 
of society, and those which arise as a result of redistributions within society. In a well-designed 
program any aggregate losses will be temporary: policy reform is intended to raise aggregate 
income in the medium and long term. In some societies a temporary decline in aggregate income 
is unavoidable, the main instance of this being the transition economies. These economies have 
a large high-cost sector which reduces the potential for other sectors to expand and which must 
therefore itself contract, while lacking the organizations of private enterprise so that growth 
elsewhere is initially slow. Because the temporary losses in transition economies are widespread, 
the targeting of safety net responses may not be difficult; rather it is the sheer scale of need which 
may pose the challenge. National food-for-work types of intervention may be both simple and 
sufficiently self-targeting. The transition economies are, however, not the main focus of this 
study. 

Most ESAF countries are not transition economies, although a few of them have one or other of 
the transition economy-type features. Hence, in most ESAF programs unavoidable income losses 
arise mainly or exclusively from redistributions between socio-economic groups. Whereas the 

, . y .. 
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agg regate income losses in transition economies are inherently temporary in a well-designed 
program, the losses arising from redistributions are likely to be long-lasting because they are 
caused by relative price changes which are intrinsic to policy reform. Such income losses are thus 
both more particular, hitting pockets of people in the midst of more generalized improvements, 
and more long-lasting. 

Safety net interventions are thus likely to need more targeting, and to last for longer periods. 
However, by no means should all losing groups warrant safety net intervention. The central issue 
is whether the losers are concentrated among the initially poor. Overall we concur with the main 
academic study on this question, which concludes that reform will "generally have positive effects 
on growth and income distribution" .1 That is, on the whole, the groups which lose from reform 
are concentrated among the initially better off rather than among the poor. However, this does 
not mean that there is no overlap between the poor and those who lose from the reforms. In some 
conte>..1s income redistributions work against important sub-groups of the poor: we found this for 
maize growers in the remote regions of Zambia, estate workers in Malawi, and urban informal 
sector workers in Cote d 'Ivoire. 

The very particularity of these groups indicates that it is not possible to devise a priori safety net 
interventions which will work across ESAF programs. There is no substitute for detailed country
level work using socio-economic survey data. Usually, however, there is sufficient information 
available prior to ESAF programs for safety nets to be built into the program design. To date this 
has not been done. We recommend that the Fund draw formally upon the household poverty 
experti se of the World Bank, integrating projections of social impact into program design and 
monitoring the outcomes. 

In some non-transition ESAF economies there have nevertheless been large, temporary 
contractions in aggregate income, Zambia and Zimbabwe being the main cases in our sample. 
While there were complicating circumstances due to drought, we conclude that a significant part 
of the decline in income was avoidable, being due to errors in the sequencing of the reform 
program. In both countries financial liberalization was, in our view, premature in that it preceded 
fiscal stabilization and considerably delayed its attainment. We are also concerned about the 
sequencing of some structural reforms. Some reforms which would have enhanced the ability of 
the poor to benefit from the ESAF program should have been given earlier priority. We 
recommend that at the stage of program design, sequencing issues be explicitly analyzed. 

The main scope for poverty reduction through rising incomes occurs in the post-stabilization 
phase of ESAF programs. Whereas in the stabilization phase it is usually appropriate and indeed 
essential that fiscal and external deficits should be reduced, in the post-stabilization stage the most 

1 D.E. Sahn (ed.). Economic Refonn and the Poor in Africa, Oxford:Clarendon Press, 1996, p. 22. 
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important objective may be to increase the investment rate so as to achieve sustainable rapid 
growth. In low-income ESAF countries both the scope for, and the desirability of, financing 
increased investment through domestic savings is limited. A successful, post-stabilization ESAF 
economy is likely to have a phase in which deficits temporarily increase again as investment is 
financed by increased aid and private foreign capital. Since it now appears that aid effectiveness 
requires that aid be targeted on good macro-policy environments, there is potentially a serious 
conflict between the current Fund strategy of rapid tapering off of aid in post-stabilization 
situations, and the donor objective of increased aid effectiveness. We recommend that ESAF 
should have a continuing role in stabilized low-income countries, but that a sharper distinction 
be drawn between the phase in which policy is oriented towards stabilization and the phase in 
which it is oriented towards growth. In the latter, it may be appropriate for the investment rate 
to become a monitorable program objective. The original purpose of ESAF as stated by the 
Board on December 1 S, 1987 was "to promote in a balanced manner" the objectives of payments 
viability and growth. This balance should, in our view, be achieved through a changing emphasis 
over the duration of programs. 

SOCIAL PROVISION 

The provision of social services can be affected by an ESAF program in four distinct ways. First, 
if ESAF raises or lowers GDP then, if all other ratios stay unaltered, real per capita social service 
provision will change accordingly. Secondly, ESAF may change the share of government 
expenditure in GDP. Thirdly, ESAF may change the composition of public expenditure. Finally, 
relative price changes may change the amount of service provision which a given value of public 
expenditure will purchase. Each of these four routes for change has been important in one or 
other of the countries in our sample, and for each of the routes there are examples both of 
improvements and deteriorations in social provision. We are, however, concerned that there has 
been excessive focus on one of the channels, namely, the composition of public expenditure. In 
our sample often the most important changes in social provision arose from changes in its relative 
price, yet this appears to have gone unremarked. We recommend that the Fund present data on 
the provision of social services in a standardized format which decomposes changes into the four 
components set out above, so that governments can more readily see what is happening and why. 

A further factor affecting social provision is the volatility imposed on certain components of 
public expenditure by the operation of the cash budget. There is no easy solution to this problem. 
However, in some countries there is a clear trade-off between the procedures which have proved 
effective in controlling expenditure in aggregate and the efficiency of public expenditure. A 
mechanism such as the cash budget which substantially reduces the efficiency of expenditure, 
should be regarded as a temporary stop-gap rather than as constituting a solution. Better 
forecasting of the intra-year pattern of revenues and a more appropriate pattern of expenditure 
smoothing will be necessary as countries graduate from the circumstances of fiscal crisis. 

. ,. 
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While in our view there is no systematic tendency of the poor to lose disproportionately from 
ESAF programs, there are important sub-groups of the poor which are so weakly integrated into 
the economy that they are left behind during growth. In Uganda, growth has been predominantly 
urban-based, and subsistence farmers have not been in a position to benefit. In the medium term, 
re-integration of these groups into the market economy will raise their incomes. In some countries 
there is a conflict between this medium-term objective and the short-run objective of revenue 
maximization. In Uganda, both the current high level of petroleum taxes and the previous windfall 
coffee tax work to slow integration of rural households into the market. There are again no easy 
solutions to such problems, but government choices should be made in the context of a more 
informed appreciation of the costs of taxation. In the short term, the best way of improving the 
living standards of these economically detached households is through increased provision of 
basic social services. In the context of rapid growth, rising rural social provision is likely to be 
affordable and could reasonably have been included as monitorable program objectives. 

Our recommendations on social impact are as fallows: 

First, in our view the Fund should not invest in building up expertise in poverty analysis. Rather, 
we recommend that at the stage of program design the Fund.formally asks the Bank to identify 
ex-ante which groups, among the poor, are likely to lose from the proposed reforms. The Bank 
would then provide the Fund with projected time paths of the real incomes of the main groups 
of the poor and also with projected outputs of social services. The output projections for social 
services would 1ake into account the relative price changes which we have identified as so 
substamial that they can radically change the conclusion from social indicators. The projected 
rime parhs would be incorporated in program documents, along with the traditional fiscal and 
111one1ary momroring variables. Whether a program would be considered in need of revision 
would be decided in part on the basis of a comparison of outcomes with these projections. 
Clearly, the time lag/or income data is much longer than for financial targets. However, its use 
111 assessing whether the outcome of a program was consistent with the initial projections would 
be salurary since major deviations would require explanation. 

Sc!cond, in program design, trade-offs between the short and the long run should be explicitly 
analy=ed. This analysis would address sequencing issues, the efficiency costs of revenue 
measures, the need for front-loading of slowly-maturing structural reforms and the 
appropriateness of cash budgets. 

Third, in che area of fiscal policy, where the macroeconomic concerns of the Fund and the 
microeconomic concerns of the Bank currently overlap, collaboration between the Bank and the 
Fund should be increased. Specifically, boundaries need to be more clearly delineated and 
where overlaps are accepted a more formalized requirement for joint analysis and decision 
should be negotiated so that country-level staff are clear about their respective powers and 
duties. 
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Finally, in already-stabilized economies the Fund should shift from ex-ante negotiation of short
term targets and policies to an ex-poste evaluation over a longer period. This would help 
reforming governments in building reputations and would enable the Fund to play a useful role 
in potential ESAF countries which now reject the instrument. In post-crisis economies the Fund 
would focus on encouraging and managing increased external inflows, public and private. 
Except in the transition economies, ESAF funds would taper in with adjustment rather than taper 
out. Conversely, the Fund would be more circumspect in providing support in stabilization 
contexts where the commitment of the government is in serious doubt. 

EXTERNAL VIABILITY 

ES . ..\F as an instrument is unusual in that it is not used as budget support (except in the Franc 
Zone). It thereby directly affects only private incomes and not social expenditures. Its impact 
on private incomes is through the exchange rate. Inadvertently, this has the effect of implicitly 
taxing exports. While this is an inevitable feature of all public transfers, it is usually offset by the 
beneficial effects of increased public service delivery. We recommend that ESAF be provided as 
budget support, as indeed already applies in the Franc Zone. 

Since an ESAF program mainly consists of the provision of a concessional loan, it should be 
analyzed from an intertemporal perspective. The current account of the balance of payments is 
the difference between savings and investment, as well as the difference between export and 
import. It can also be regarded as the difference between savings and investment, which is an 
intenemporal concept. As Yusuke Onitsuka demonstrated, a typical nation goes through a 
dynamic pattern that starts from a debtor position and then approaches a creditor stage in its 
process of economic development. In this dynamic path of growth, or in the optimal growth path, 
such indicators as the debt service ratio and the debt/GDP ratio do not necessarily stay constant. 
According to modem macroeconomics, current account surplus emerges for a nation that expects 
a decline in the furure (permanent) income. 

There are many indicators of the external viability of a nation. As the numerators, we take debt 
service (flow variable), at one time, and debt outstanding or the net present value (NPV), at 
another. For the denomina.tor, we use export and GDP. The combination of these creates debt 
service ratio, for example, which is equal to debt service divided by export. All the combinations 
are static in nature, except the concept of NPV, which is the discounted sum of all future 
obligations. 

In this report, we propose the use of more dynamic concepts: Real External Burden of Debt 
(REBD) developed by Obstfeld and Rogoff (1996), and the Debt Deepening Index (DDI). REBD 
indicates the rate of the change in the Debt/GDP ratio in the absence of the current account deficit 
(or surplus), and DDI indicates the rate of change in the Debt/GDP ratio under the actual current 
account balance. 
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In particular, we consider that the ratios with respect to export are overemphasized in the 
practices of the ESAF program and the HIPC initiative. For example, the debt service ratio (i.e., 
the ratio of debt service to exports) and debt service/GDP ratio could produce a quite different 
ranking in the viability of nations because of the difference in the degree of openness of nations. 
We suggest that equal or possibly more weight be given to the indicators related to GDP, than 

those related to export. 

Our recommendations on the issue of external viability are as follows. 

First, we recommend that the operation of ESAF as an inadvertent tax on exports is mitigated 
by allowing ESAF funds to accrue as budget support, as already happens in the case of Franc 
Zone ESAF countries. 

Secondly, as indicators of external viability of a nation, one should rely more on debt 
service/GDP and debt/GDP ratios since the former ratios are less affected arbitrarily by the 
degree of openness of a nation than the latter ratios. In order to supplement the static nature 
of rhe above ratios, one should also refer to the Real External Debt Burden (REDE) as well as 
to the Debt Deepening Index (DD!). Net Present Value (NVP) of debt is indeed a dynamic 
concept, but it should be matched not only with the current GDP, which is a static concept, but 
with the net present value of the national income of a nation or the net present value of the 
savings-investment balance. 

As discussed above, debt service ratio to export ratios and debt/export ratios are less reliable 
indicators than debt service ratio to GDP and debt/export ratio, because those ratios to export 
are overly sensitive to the openness of the economy. 

O\VNERSHIJ> AND GOVERNANCE ISSUES 

The one common theme that runs through perceptions at the country level is a feeling of a loss 
of control over the policy content and the pace of implementation of reform programs. On the 
one hand, there is broad agreement that ownership is a necessary condition of successful policy 
reform and program implementation. This much is acknowledged in official declarations of both 
donor and recipient governments, and by most multilateral institutions, including the Fund, the 
Banlc and the regional development banlcs. Academic writers who have researched the subject 
also find, predictably in our view, that high conditionality programs do not generally do well, and 
the PDR's recent review confirms this view implicitly in its finding that a substantial proportion 
of program interruptions is attributable to policy disagreements between the staff and 
governments. 

Our review of country experiences also shows a correlation between the degree of ownership and 
successful program implementation. Vietnam, especially before the ESAF program, Uganda, 
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Ghana, and to a lesser extent, Cote d 'Ivoire and Bangladesh before the instability of the Ershad 
period, are good examples. 

On the other hand, in spite of the general consensus, it has not been possible to move matters 
beyond mere theory. On the donor side, development cooperation ministries and offices point 
to the need to explain to taxpayers how their money is used abroad. This is a real enough 
political problem, although it must be noted, it is in practice often aggravated by public 
misconceptions about the size of aid in relation to national budgets, the role of aid in domestic 
economic crises, and the extent of true charity in aid flows. 

On the part of the multilateral institutions, there is the sheer weight and convenience of 
established practice and the commanding authority that comes with controlling the purse, to say 
nothing of the genuine difficulties that complicate attempts at giving operational meaning to the 
concept of ownership. 

The challenge therefore is how to foster strong country ownership and at the same time, provide 
adequate assurances to both multilateral and bilateral sources of financial assistance that their 
resources will not be wasted. The solution, in our view, lies not in reducing ownership to 
persuading the country to adopt what others want, but to find a middle ground that enables the 
country to develop and build consensus behind a program capable of achieving sustainable 
growth. This requires actions both at the country level to improve the decision-making and 
consensus-building processes, and by the Fund to make the negotiation process and conditionality 
regime more supportive of country ownership. 

Accordingly, we make recommendations for country initiatives. as well as for modifications in 
the Fund's operating procedures. Without prejudice to our general and country-specific 
analysis on ownership and to the suggestions we make by necessary implication, we propose the 
following specific recommendahons: 

i) Initiatives at the Country Level: 

7he country itself shou/d,first and foremost, take steps to define its medium to long-term vision, 
and the policy agenda that goes with it before it begins formal negotiations with the Fund, the 
Bank and other agencies. For this purpose, the country should avail itself of all possible sources 
of technical assistance, including those of its nationals abroad and technical assistance from 
the Fund which many countries acknowledge is particularly helpful in such circumstances. The 
country then should take steps to build a body of national consensus behind such a national 
program. 

It is obviously for each country to decide how national consensus can be built in the most 
effective way, and no iron laws can be laid down in these circumstances. Moreover, the idea is 

. '· 
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not to make this yet another conditionality, as it is tending to become with particular regard to 
donor demands for civil society participation. However, on the basis of the experiences of 
countries that have managed to create space for sustained policy reform through national 
dialogue, we recommend, for the consideration of the countries themselves, (i) the creation of 
economic management teams (EMTs) made up of the economic and social sector ministries and 
political leaders to oversee the reform process so that it does not become the exclusive business 
(and burden!) of the Minister of Finance, and (ii) the holding of national conferences where 
alternatives and trade-offs can be openly debated 

ii) Initiatives bv the Fund 

Side by side with what we propose should be done by the country to develop awnershp, we 
recommend that the following steps be taken at the level of the Fund to enhance national 
ownership in negotiating agreements. 

First, we recommend that at the earliest opportunity and at a sufficiently high management level, 
the Fund engage in intensive and informal policy dialogue with the country's political 
leadership in order to understand the country's political constraints and possibilities and, in this 
way, be able to form the right political judgement for determining the mandate for formal 
negotiation with the country. 

Second, we recommend that the timing and duration of missions be arranged to allow adequate 
time for country preparation in advance of negotiation and consensus-building during the 
neROl/Qtion process itself. 

Third, and perhaps most importantly, we recommend that steps be taken to relieve the 
widespread concerns about the Fund's perceived inflexibility in negotiations through the 
i111roduction of an element of choice in the negotiation and conditionality regime. We 
accordmgly recommend that some flexibility be built into the mandate for negotiations in the 
current essentially ex- ante negotiation and conditionality regime. One of the ways, but by no 
means the only one, in which this could be done is to formulate alternative program paths 
through the negotiation process, leaving it to the country to decide, with the advice of the staff. 
what best (or better) suits its particular circumstances. We recognize and discuss some of the 
operational problems and risks associated with such a flexible regime more fully in the text of 
our report. At the very minimum, each alternative program path would need to satisfy a 
minimum condition of viability in order not to saddle the Fund with uncceptable risks of 
program failure but more importantly, to guarantee the country sustainable growth. 

Next, we recommend that the Fund develop a more systematic mechanism for providing ex-poste 
support for country-initiated, or home-grown, programs. We believe that this will enable the 
Fund to play an important role in countries with balance of payments need but where agreement 

. '-
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is impossible or delayed although the areas of convergence between the Fund and government 
are substantial, or where a government feels unable to accede to formal agreement with the 
Fund for mainly political reasons. We believe that an essential element of such a mechanism 
of ex-poste support for home-grown programs would be the provision of technical assistance to 
the countries wishing to develop such programs as this will improve program quality and 
commensurately, the need for exiting for reasons of default. Such a system will need to have 
entry and exit points to make it workable. The point, however, should be to strive to reduce the 
prospect of such programs breaking down and therefore, to minimize the risk of exits which can 
be disruptive and costly to the country in the end The entry point could be triggered, for 
instance, by a major reform initiative by the government, such as a strong budget or a major 
adjustment to an overvalued exchange rate. 

We also recommendthatways be found to both humanize and de-mystify the Fund's image, so 
as to assuage the political hazard that countries perceive to be associated with dealing with the 
Fund Here, we have in mind, not so much the dramatic new initiative by the Bank to send staff 
members on missions to villages (presumably with knapsacks containing bottled water and 
jro:en food on their backs!). but simpler ways in which Fund staff can have more systematic and 
interactive contact with a broad cross-section of stakeholders in the countries. In our view, the 
PFP process rather than the Article JV consultative mechanism could provide a convenient 
fornm for these broad-based contacts because of its forward-looking policy focus. 

In the area of Fund1Bank cooperation, we note that against the background of increasing 
overlap in the work of the Fund and the Bank, with the Fund becoming more "structural" in 
focus. while the Bank gets more "macro", it is particularly important that Bank/Fund relations 
be better coordinated because they have an obvious bearing on country ownership. Policy 
choice by the country is not helped when the Fund, the Bank (and donors) pull the country in 
different directions. We recommend there/ ore that urgent steps be taken to develop, through 
close consultation between the two institutions, more effective and operational instruments of 
coordination. 

Finally, in order to reinforce these strategies to foster country ownership, we strongly 
recommend that resident missions be established in all ESAF countries. We recommend further 
that resident missions be strengthened by the devolution of more authority to them, especially 
in matters that are dependent on knowledge of the concrete domestic situation, and also through 
the selection of high-flying, technically strong, and politically mature staff to head them. We 
believe that a strengthened resident mission is a more effective way of addressing concerns 
about program interruptions than intensified monitoring and frequent visits by headquarters
based staff 

. -. 
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INTRODUCTION 

After over a decade ofESAF and, before it, SAF, programs in low-income countries, in Africa, 
Asia, and Latin America, and against the background of uneven outcomes, it is understandable 
that there should be so much debate in development circles about their effectiveness as 
instruments for bringing about sustainable poverty-alleviating growth. In the light of this 
continuing debate, and as part ofits own program of internal evaluation, the Fund has conducted 
two major reviews of experience under the ESAF. The first one, discussed by the Executive 
Board in March 1993, covered the performance of 19 countries through mid-1992.2 The second 
one, discussed by the Board in July 1997, covered countries that began ESAF-supported 
programs before December 31, 1994, numbering 36. But the debate on country performance 
under the ESAF has continued, with a particular focus on its effectiveness in bringing about 
poverty-alleviating growth. In the circumstances, the Executive Board decided that the second 
internal review done by the Policy Development and Review Department (PDR) should be 
complemented by an external evaluation, also to be completed in 1997, using mainly a case study 
approach. 

Our terms of reference requested us to conduct an evaluation based on this approach, and to 
present unified conclusions for the design and implementation ofESAF-supported programs and 
the ESAF instrument focusing on three key topics, namely: 

1. Development in countries' external positions during ESAF-supported programs; 
2. Social policies and the composition of government spending during ESAF-supported 

programs; 
3. The determinants and influence of differing degrees of national ownership of ESAF-

supported programs. 

Our terms of reference also required us to select a sampling of countries, numbering between four 
and seven, that was geographically diverse and included both strong and weak performers for 
each of the three topics, allowing for as much overlap as possible. 

Accordingly, we agreed to evaluate Cote d'Ivoire, Malawi, Uganda, and Zimbabwe together; we 
covered the external viability and ownership issues for Bangladesh and Vietnam, the ownership 
issues only for Bolivia, and the social issues only for Zambia. Our method of evaluation was 
based both on surveys in the field, in which we spoke to a very wide cross-section of stakeholders 
in each country, and also on a thorough reading of internal Fund documents, as well as other 
available literature. Although the three topics we were asked to focus on are not exhaustive of 

2 Review of Experience Under ESAF-Supported Arrangement. (EBS/93/16) The Chairman's Surmning Up of 
the Executive Board Discussion was issued as BUFF/93/11. 
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all the concerns that have been expressed in the continuing debate, we believe that they are among 
the major ones. 

In the area of external viability, savings performance has been disappointing in relation to rising, 
even if modest, growth and improved macroeconomic policies in ESAF countries. Current 
account deficits have therefore seen little reduction on the average over the decade of ESAF
supported reforms, while the stock of debt of ESAF users has about doubled over the period 
1985 to 1995. 3 

The issue, therefore, is how can these problems be addressed, and what trail should a search for 
solutions follow. We note first that the current account of the balance of payments reflects a 
process of the inter-temporal choices of a nation. The main component of the current account 
is a trade balance which is essentially export minus import. Through national income identity, 
export minus import equals savings minus investment. The latter is a dynamic concept and can 
be interpreted as a result of inter-temporal optimization, a factor which has been relatively 
neglected in the discussion of external viability. 

As is already shown by Onitsuka (1974), the normal and optimal process of capital accumulation 
of a growing economy is not proportional to its growth. First, external borrowing increases, 
domestic capital accumulation follows, repayments of borrowing starts, and finally the country 
converges to a steady borrower or a steady lender state where the debt and GDP grow more or 
less proportionally. Whether the country ends up with a borrower position or a lender position 
depends upon whether its people are more patient or Jess patient than the average people of the 
world 

From these perspectives, we have to reexamine various concepts of external viability. The ratio 
of exceptional finance is a good measure because it shows the degree to which a country should 
rely on non-market forces . Any ratios to export, like debt-service/export ratio, and debt/export 
ratio, are under suspicion because they are too sensitive to the openness of the economy. Debt
service ratio to GDP has better characteristics, but it is a static concept because it does not take 
into account the growth capacity of a country. We propose the use of Real External Debt Burden 
(REBD) prepared by Obstfeld and Rogoff, and the Debt Deepening Index (DDI) which built on 
REBD . REBD is the change in the debt/GDP ratio if the current account is balanced, or the 
equivalently current account surplus as a fraction of GDP that is needed to keep the debt/GDP 
ratio constant. DDI is the change in debt/GDP ratio that develops from the asset dynamics, and 
the ongoing current account, or equivalently the current account that is short of the current 
account corresponding to REBD. 

3 EBS/97/112. p. 43 

... 
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The net present value (NPV) is a dynamic concept. If one matches it with static concepts like 
export and import, the comparison is between two different dimensions, stock and flow. 

The social impact ofESAF programs has also been controversial. Critics of the programs have 
claimed that they have accentuated poverty, whereas supporters have claimed the opposite. There 
are two broad mechanisms by which the poor can be affected by adjustment programs: through 
changes in their incomes and through changes in social expenditures. The PDR Report did not 
give priority to analyzing the social costs, leaving this explicitly as an area for the external review 
although it did investigate the effect on social expenditures, finding that they were on average 
protected. 

Policy change can reduce or increase incomes, either of society as a whole or of particular groups. 
The transition economies are the most extreme example of society as a whole bearing short-term 
costs for long-term benefits. Since there is no doubt about the need for radical change in these 
economies, the policy issue is the extent to which social safety nets can be put in place. In the 
more usual ESAF case, the main social affects arise not because of temporary, society-wide losses 
but because of long-lasting redistributions consequent upon relative price changes. Here, one 
controversial issue is whether groups which lose consist of poor people since the compensation 
ofbener-off losing groups need not be a priority. A second controversy has been whether ESAF 
programs have, as a result of either sub-optimal sequencing or public expenditure reductions, 
imposed avoidable temporary contraction on the economy. 

Polley change can also reduce or increase the delivery of basic social services. The most 
concro,·ersial issue has been whether ESAF programs have unnecessarily squeezed social 
expenditures, either as a side-effect of generalized reductions in public expenditures, or because 
of an adverse change in the composition of expenditures. This is the issue on which the 
adjustment literature has focused. However, there are other ways in which social provision can 
be affected through ESAF programs, notably through relative price changes. The provision of 
social services may change substantially during adjustment, not because of a change in budget 
allocations but as a result of induced changes in the cost of provision. 

In the area of ownership, in spite of near unanimity among all concerned - governments in both 
recipient and donor countries, the international and regional financial institutions, the 
Development Assistance Committee (DAC) of the OECD, and the overwhelming weight of public 
opinion in developed and developing .countries alike, that reform programs should be "owned" 
by the reforming countries - the debate on the subject has continued unabated. On the one hand, 
the 0.-\C and its members, and their supporting financial institutions have continued to profess 
their good intentions while recipient countries have, for their part, continued to protest their 
frustration. 
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The problem has been to define the concept of ownership for operational purposes. While it is 
indeed possible, as a number of academic writers and practitioners have demonstrated,• to define 
ownership with a reasonable degree of intellectual rigor, it has been difficult, for reasons of 
domestic political considerations and the deadweight of tradition and habit in development 
cooperation offices and in the Fund and Bank alike, to reconcile the declared intentions with 
practice. 

Donors tend to see ownership as an acceptance by the recipient country of donor-driven priorities 
and programs, and the same sentiment often lurks behind affirmations of the need for country 
ownership by Fund and Ban.le staff. For the external agents then, it is as if the whole struggle is 
about getting the countries to "volunteer to adopt" donor-driven programs. s 

Thus, a number of issues still need to be addressed in order to move the matter beyond the 
domain of political correctness to actualization. These include the following: 

i) What does ownership mean? What are its distinguishing determinants, and what are their 
relative weights and influences on program sustainability? 
ii) How can ownership so defined be reconciled with a regime of conditionality that triggers 
access to resources, not only from the Fund and the Bank, but also from all other official 
development assistance sources? 
iii) To the extent that a negotiated program is always a product of a largely lopsided 
compromise, especially for countries that have no alternative sources of financing. under what 
ci rcumstances can it still be "owned", if at all, by the country? 
iv) Given the legitimate need to ration scarce resources in support of "correct" or 
"appropriate'' policies that have a reasonably good chance of success, and in a situation where 
there are no arbiters nor appellate bodies, what sort of conditionality regime can both achieve 
efficiency in the use of external resources and also address the concerns about national 
ownership? 

In thi s review, we have attempted to test, through the case studies, a number of hypotheses, 
including a definition of ownership based on the "rooting" or "anchoring" of the reform 
program in country support, and determinants of such ownership that relate to program 
authorship or origination, the scope of societal support, the level of government commitment, 
the role of specific initiatives by government and by the Fund in promoting ownership, and the 

4 Sec, for instance, Hellciner, G. K. (forthcoming), "External Conditionality, Local Ownership and 
Development", in Jim Freedman (ed.). Transfonning Development, University ofToronto Press. Also K Botcbwcy, 
"Obstacles lO Continued Reform: An African Perspective" in Laura Wallace (ed.). Developing Structural Reform 
in Africa: Lessons from East Asia, Washington, D.C.: IMF, 1996. 

5 Helleiner .. p. 7. 

. ... 
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role of the Fund' s operating methods in fostering or inhibiting country ownership. We then 
make some recommendations for developing country ownership on the basis of common 
themes derived from the country experiences and lessons that they offer. 

. --... 
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ESAF lending is a conditional transfer of resources. Both the conditions and the transfer are 
distinctive when compared to other adjustment lending. 

The conditionality is far-ranging and high-level. It covers both medium-term policy changes 
across the economy, and short-term monetary and fiscal management. Its high power comes from 
cross-conditionality, with bilateral donor and other international funding institutions (]FI) 
programs. Since this cross-conditionality is non-reciprocal, Fund conditions are thus at the top 
of the hierarchy of donor conditionality. The unique authority of the Fund derives from this 
hierarchy rather than from the amount of resources which the Fund transfers, which is typically 
relatively small in the context of overall transfers. The existence of a hierarchy reflects the 
donors' need for coordination: some agent must take the lead role in judging country 
perfo rmance. The fact that this role is occupied by the Fund reflects the primacy of short-run 
macroeconomic policy, given the context of a long history of macroeconomic mismanagement 
in most low-income countries. 

ESAF as a transfer mechansim is distinctive because, with an important exception, funds accrue 
to the central bank rather than to the government budget. ESAF does not generate any 
counterpart funds. The foreign exchange is used either to increase the level of reserves or to 
finance a higher level of imports. That part of ESAF funds which is used for reserves provides 
an income for the central bank since the interest rate earned on its deposits exceeds the interest 
rate charged by the Fund. Potentially, the government might capture this income, although the 
relationship between increased central bank surpluses and transfers to the government need not 
be a close one. This income transfer is, however, incidental to the purpose of ESAF funds used 
for reserve accumulation, since the rationale is the increased level of confidence which higher 
levels of reserves provides. Research by the Fund has established that investor risk ratings are 
strongly positively influenced by the level of reserves, and in turn the risk ratings appear to be 
important in determining investment flows. 6 

That part of ESAF funds which is us~d to increase imports also indirectly benefits the budget. 
ESAF recipients have a high fiscal dependence upon import taxation, and the higher tariffs are, 

6 N.U. Haque, M. Nelson, and D.T. Mathieson, "Creditworthiness Ratings: Their Political and Economic 
Content" (forthcoming) in P. Collier and C. Pattillo (eds.), Risk and Agencies of Restraint: Reducing the Risks of 
African Investment, London: Macmillan. 
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the larger is the proportion ofESAF funds which supports the budget. As with the support of 
the budget via increased central bank surpluses, this is an unintended effect. The major effect of 
ESAF import financing is, however, on relative prices. By augmenting central bank sales of 
foreign exchange, ESAF programs appreciate the exchange rate. This benefits net purchasers of 
foreign exchange, and adversely affects net sellers. 

In this respect, ESAF is like a Dutch disease. Since the export sector is a net seller of foreign 
exchange, the consequence is that ESAF operates like a tax on the export sector. While this may 
appear to be a general effect of all donor transfers, in fact all non-ESAF transfers have potentially 
an offsetting effect. ESAF is unique in that it does not accrue to the government budget ( except 
through the two inadvertent channels identified above). Non-ESAF transfers, by augmenting 
public expenditure, are able to offset the negative Dutch disease effect on the export sector by 
pro-export public services. For example, donor support for a road program can reasonably be 
presumed to lower the transport costs faced by the export sector by more than it implicitly taxes 
the sector through an appreciation in the exchange rate. 

The exception to the above is the operation of ESAF in the Franc Zone. In the Franc Zone, 
ESAF of course does not affect the exchange rate. However, the Fund does allow it to be used 
in its entirety as direct budget support since providing balance of payments support is unnecessary 
in the context of French support. Hence, in the Franc Zone ESAF is likely to benefit the export 
sector, whereas elsewhere it is likely to be detrimental. 

The model which the Fund adopts in the Franc Zone appears to have advantages which could be 
e:-.."tended to other ESAF recipients . It is an unfortunate side-effect of present ESAF design that 
budget support accrues mainly to the extent that a government h?,s high trade taxes. It is also 
unfortunate that ESAF is the only transfer which operates as an unmitigated implicit tax on the 
export sector. Since there is evidently no issue of principle in whether ESAF accrues to the 
budget, it might be desirable to unify the treatment of ESAF recipients by providing it as budget 
support in all instances. 

2. Crisis Response: the Poverty Impact 

To date, ESAF programs have generally commenced in the context of macroeconomic crisis, 
(although the form of the crisis has usually been an unsustainable fiscal deficit, or a severe decline 

. in real incomes, rather than a run on the currency). As a result, the poverty impact of the policy 
package has not been foremost among the·considerations of Fund staff. In recent years, there has 
been a noticeable increase in the attention paid to social impact in Fund documents. However, 
even in recent work, the discussion in effect relies upon government declarations about the 
efficacy of social programs. The Fund Board may need to restate the purpose ofESAFs so as 
to include the social concerns which it has articulated in the terms of reference for this study as 

. . .. 
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an exp Licit requirement. Fund work on the social impact of programs could be both more analytic 
and more empirically based. 7 

In analyzing the social costs of adjustment it is useful to distinguish between the two main routes 
by which living standards are affected by policy: changes in private incomes and in public social 
expenditures. A further distinction is between adjustments in which policy reform imposes 
substantial temporary costs in aggregate, and those in which losses for some groups arise 
predominantly because of redistributions to other groups. 

Adjustment and Private Incomes 

We first focus upon adjustment and private incomes. The case of temporary aggregate adjustment 
costs, where the entire economy initially contracts prior to sustainable growth, is exemplified by 
the transition economies of Eastern Europe and the former Soviet Union. Transition economies 
are characterised by two features which, in conjunction, produce this U-shaped response to 
refonn. First, a large sector of the economy, typically industry, produces high-cost inputs which 
handicap the expansion of potentially viable sectors, and so must contract before such sectors can 
expand. Secondly, there is a lack of entrepreneurship, so that the pace of expansion of the newly 
viable sectors is slow. Thus, the aggregate economy contracts as the decline of the large, unviable 
sectors initially dominates the expansion of the newly viable sectors. 

Some of the transition economies are also characterized by a lack of safety nets. Typically, there 
is no public system of welfare payments for the unemployed; there is no easy-entry job sector to 
which former workers of the declining sector could turn; and there is generally a less strong 
tradition of support through extended families than in Africa. 

A few ESAF countries have all of these features of transition economies (although these were not 
included in our sample). Some other ESAF countries have one but not other features of transition 
economies. For example, Zimbabwe has a large industrial sector supplying capital goods and 
intermediates, much of which had to contract in order to make other activities viable on world 
markets. However, the social costs of this contraction were much lower than in the pure transition 
economies because there were already entrepreneurs able to take up new opportunities, and 
because there was a ready safety net through a large informal sector and a tradition of support 
through the extended family. In Zambia, there was less need for early contraction (since the 
industrial sector was largely producing.final goods) but due to the long period of state ownership, 

7We here focus on the feasibility of ex-ante analysis of the poverty impact of Fund programs. Whether such an extension 
of the work of the Fund staff is desirable is a question we will address below. 
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there were few entrepreneurs to take advantage of new opportunities. In Malawi, previous 
repression of the urban informal sector limited the main safety net for displaced urban workers. 

More commonly, ESAF countries do not share any of the characteristics of the transition 
economies. In this major group, the social costs of adjustment arise through redistributions within 
the society rather than through aggregate losses. For example, in Uganda and Ghana even the 
early stages of reform were growth-enhancing so that in aggregate, there were immediate social 
benefits. However, whereas aggregate losses from transition are temporary, losses arising from 
redistributions are likely to ·be long-lasting, since the losses are usually due to relative prices 
changes which are intrinsic to the policy changes. 

Some of those who lose are likely to be poor. However, this is not equivalent to saying that the 
poor lose from adjustment. Usually, distributional changes arising from policy reform tend to 
favour the poor, but it is important to recognize that the poor are not a homogeneous socio
economic group, so that among the poor there will often be identifiable losers. Because many of 
the losers from reform are non-poor, the important question to ask is not "who loses from 
reform?", but rather, "who, among the poor, loses from reform?". 

In most ESAF countries, socio-economic survey data were available at the start of the reforms 
so that this process of identification was feasible. Typically, in our sample, this analysis was not 
done. A notable exception is the recognition in Malawi that the rural poor were net purchasers 
of maize and hence would suffer from the increases in food prices envisaged under the program . 
.Y[ore commonly, predictable negative effects for poor groups were missed. For example, again 
in l\1alawi , it could be established from survey work that households dependent upon wage 
income from agricultural estates were among the poor. Wages on the estates were set through 
a national level government-regulated minimum wage. In the first two years of the ESAF program 
the nominal value of this minimum wage was not altered. As a result, due to very high inflation, 
the real value halved. Two years into the program the nominal wage was raised, but this delay 
inflicted a severe decline in real income upon a group ill-prepared to cope with it. These 
temporary losses of the estate workers were a transfer to estate owners, and in no way a 
necessary cost of adjustment. Had available information been better used, it would have been easy 
to protect this substantial group by adjusting estate wages for inflation. 

While improved analysis of adversely affected poor groups is both necessary and feasible we will 
suggest below that this is not an appr.opriate task for the Fund. 

Adjustment and Social Expenditures 

Social expenditures can get squeezed during adjustment for four reasons. First, the entire 
economy might contract (the transition economies case), so that the protection of per capita 
expenditures would require a rising share of social expenditures in GDP. An example is Cote 
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d'Ivoire prior to 1995. If aggregate income is falling, it is unlikely to be optimal for social 
expenditures to be maintained constant in absolute terms, but it may be desirable for them to fall 
less rapidly than aggregate income. Secondly, the adjustment might involve a decline in the share 
of public expenditure in GDP. An example is Zambia post-1991. This is quite likely to be the case 
since adjustments often start from unsustainable fiscal deficits; however, it is far from universal. 
Attention has usually focused on whether deficits should be closed by higher taxation instead of 
reduced expenditure. In our sample such a criticism would not usually have been reasonable. A 
more sustainable criticism would be that through premature financial liberalization governments 
have faced sharply increased interest expenditures which have necessitated otherwise avoidable 
reductions in social expenditures: Zimbabwe and Zambia are examples. If GDP is not declining, 
there is a good case for maintaining social expenditures by increasing their share of public 
expenditure. Thirdly, social expenditures might get squeezed because other public expenditures 
are given greater priority. An example is Uganda, where the government detennined that 
infrastructure was likely to be more productive. Fourthly, social expenditures might get squeezed 
because the cost of providing them rises relative to other prices. Examples of this are Uganda and 
Zambia. 

Of these four, donors have paid most attention to the third: the share of social expenditures in the 
budget. However, in our sample the most important effects have come through the fourth : the 
change in the relative cost of providing social services. In Zimbabwe, Malawi and Cote d'Ivoire 
the relative cost of social services declined substantially, often converting declines in the real 
value of spending into increases in the volume of service delivery. In Zambia and Uganda relative 
price changes worked in the opposite direction. Although the relative price effect was large in 
each of the countries in our sample, we have found no mention of it in Fund documents. 
Sometimes social expenditures are reported as a share of GDP, and sometimes they are reported 
in · real' terms when deflated by the GDP deflater; in each case an implicit assumption is that the 
deflator for social services is the same as for GDP. Generally, the large relative price effects arise 
from ci\-il service wage poLicies and from exchange rate changes. For example, in Zimbabwe and 
Cote d ' Ivoire civil service real wages have been sharply reduced, whereas in Uganda they have 
been increased. Since these changes in costs are part of the program they should be integrated 
into the analysis of social provision. In some ESAF countries sectoral cost and price data are not 
available, but in the fi ve countries in our sample data was not a constraint. 

Forecasting and Monitoring Social Costs 

While it would be feasible to reduce the social costs of adjustment by better attention to socio
economic data, the Fund is not the appropriate institution for this expenise. The World Bank 
already undertakes considerable analysis of poverty. The Bank has a comparative advantage given 
its microeconomic focus and its history of household data collection. However, at present this 
information is used predominantly for longer-term questions of poverty-alleviating development 
strategies. The appropriate way to harness this expertise into the better design of short-term 

. .... 
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stabilization programs is for the Fund to request the Bank fonnally to identify which groups 
among the poor are likely to lose from specific aspects of the program. As part of its response, 
the Bank should be asked to provide likely paths of the incomes of the main poverty groups and 
of the monitorable outputs of social services. One advantage of this is that such forecasts would 
then get monitored. As a result there would be a better warning system when the poor are badly 
affected. We should make it clear that we do not mean the income projections for poverty groups 
to be criteria by which a program can be declared ' off-track' in the same way as rapidly available 
financial targets are monitored. The delay in income data precludes such an approach. However, 
there is an important role for the review of program perfonnance on poverty criteria. If program 
design has envisaged declining poverty whereas it is rapidly increasing, the presumption must be 
that either the program design was flawed or that there have been unanticipated circumstances. 
In either event, it would be appropriate to reconsider program design. Poverty monitoring would 
thereby provide some mechanism for quality control of the program in an important dimension. 
It is possible that the present lack of fonnal Fund-Bank projections and monitoring of poverty 
outcomes increases the fear of policy change. 

Fund staff themselves could monitor social expenditures more clearly than is currently done in 
repons. At present, the number usually reported is the share of social expenditure in the budget. 
A more imponant number is real, per capita health and education expenditures. Where these fall 
during an adjustment program it is useful for Fund staff to diagnose the cause as between a 
decline in GDP, a decline in public expenditure relative to GDP, a decline in social expenditure 
relative to other public expenditure, and a rise in the relative cost of providing social services. The 
above is feasible on present Fund information and with present Fund expertise. A much more 
ambitious step would be to attend also to the efficiency of public expenditure. While this is of 
obvious imponance, the skills required make th.is more appropriate for the Bank and other 
agencies and we do not recommend Fund involvement. 

Protecting the Poor 

The poor are not, in general, disadvantaged by stabilization and adjustment, in that they do not 
usually systematically lose more than other groups. In transition economies temporary hardship 
may be very widespread among social groups. In such circumstances food-for-work projects may 
provide a safety net into which the poorest self-select. In low-income countries the losing group 
is likely to be smaller but more particular. The best and most comprehensive academic study of 
the impact of policy refonn on the P.oor in Africa, by David Sahn, concludes that refonn will 
"generally have positive effects on growth and income distribution", and that "concern for the 
welfare of the poor is a weak excuse for inaction and the perpetuation of failed policies". a 

8D.E. Sahn (ed.), Economic Reform and the Poor in Africa, Oxford: Clarendon Press, 1996, p. 22. 
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Nevertheless, diverse sub-groups of the poor may suffer temporary or long-term losses. We have 
already noted the example of estate workers in Malawi. In Zambia, those maize farmers who were 
remote from markets suffered by the ending of pan-territorial pricing and subsidized maize meal. 
In Cote d ' Ivoire, workers in the informal sector of Abidjan faced large losses as devaluation 
squeezed the expenditures of higher income groups. In Uganda, demobilized disabled soldiers lost 
what were in effect welfare payments. In such cases, national food-for-work programs are less 
effective and case-specific solutions are required. 

To date, safety net programs have tended to have three weaknesses. First, they have tended to 
be aimed at high-profile groups which lose, such as redundant civil servants, rather than those 
among the initially poor who lose. Secondly, their execution has tended to be slow, and more 
appropriately paced for the general problem of poverty alleviation than for the specific protection 
of those poor who lose from reform. Thirdly, the budgets have tended to be small relative to the 
scale of the problem. 

Sharing the Benefits 

\.Vhile the poor may not disproportionately suffer from stabilization and adjustment policies, large 
groups among the poor, such as subsistence farmers, may be slow to benefit from rising aggregate 
incomes. Thus, in Uganda, the benefits of income growth have to date largely missed that part 
of the rural population which derives its income predominantly from subsistence. In these 
circumstances increased delivery of public services is a means by which the benefits of growth can 
swiftly be spread to a majority of the population. This may give rise to a short-run trade-off 
between growth maximization through spending on infrastructure and poverty alleviation through 
spending on social services. Faced with such a trade-off there is no obviously right answer, but 
governments should at least be appraised of the facts. There might at least be a presumption that 
in a growing economy the absolute per capita supply of basic social services would continuously 
increase. As discussed above, because of the large relative price changes which affect social 
service delivery. this is not automatically achieved by increased budgetary provision as a share 
of GDP. There may also be a conflict between the effective delivery of social services and the 
operation of the cash budget. Although there is no easy answer to these problems, the present 
lack of clarity in the presentation of data on social provision and its relationship to GDP growth 
and budgetary decisions in effect biases decisions against prompt corrective action to maintain 
social provision on track. 

3. Trade-Offs between the Short and the Long Run 

Fund programs describe both short and long-term policies and objectives, but in practice tend to 
give priority to the former. Performance criteria are typically defined in terms of fiscal and 
monetary variables, measured at high frequencies. The programs we have described in the case 

. . .. 
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studies invariably also included structural reforms and growth targets but these play a lesser role 
in the Fund's high-level conditionality. 

This is, of course, entirely appropriate when the prime objective is to stabilize the economy. 
However, with ESAF lending, the Fund became concerned with the issue of long-run growth. 
While stabilization is justifiably seen as a prerequisite for growth, this introduced trade-offs 
between short-run and long-run considerations. These trade-offs are not systematically analyzed 
in the programs. We consider five areas where this lack of analysis can be problematic. 

Revenue Concerns 

First, the Fund often appears to encourage revenue ramng measures without considering 
explicitly the cost and incidence of taxation. A possible consequence of this is the continuing 
heavy reliance of many ESAF countries (well documented in the Staff review) on import taxation. 
Clearly, revenue considerations must here be balanced against the long-run welfare costs of 
delayed trade liberalization. In Cote d'Ivoire, the Fund argued in favour of the adoption of a high 
external UEMOA tariff: apparently without consideration of the long-run costs. In Uganda, there 
was also little reduction in the reliance on trade taxes. There was a shift from export to import 
taxation but we found no evidence in Fund documents that (by Lerner equivalence) import tariffs 
were seen as taxing exporters. The rural economy had retreated into subsistence in the pre-reform 
period, when exports were heavily taxed explicitly. The reversal of this retreat in the reform 
period was hindered by the implicit taxation of exports. In this sense trade policy failed to benefit 
the rural poor. 

Another consequence of the Fund's revenue preoccupation arises in privatization programs. The 
Fund is primarily concerned with the effect of the selling of state enterprises on the budget and 
less with the efficiency implications of various alternative forms of privatization. This stance may 
encourage governments to adopt socially costly forms of privatization. An example is the 
privatisation of the public telephone company in Cote d'Ivoire. This was not only sold as a 
monopoly but prior to the privatization a regulatory framework was set up which ensured high 
profitability. While this obviously was fi scally advantageous (increasing the amount the 
govenunent could raise from the sale), it imposed long-run costs on the economy. In this case the 
Fund abstained from taking a position on the microeconomics of the proposed form of the 
privatization, other than insisting on transparency in the bidding process. 

1n Fund documents we have found no analysis of the trade-off between short-run fiscal benefits 
and long-run social costs in such cases. As ESAF operations will increasingly involve the Fund 
in areas where such trade-offs are important we recommend that they are explicitly analyzed, 
rather than being left implicitly to the Bank. 
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Sequencing Problems 

Second, where ESAF programs involved both stabilization measures and structural reforms 
sequencing issues have been given insufficient attention in our sample countries. A common 
problem has been that early financial and exchange rate liberalisation has made stabilisation 
unnecessarily difficult. Zimbabwe offers a striking example. The removal of financial repression 
when the budget deficit was still quite large led to a very large increase in the government interest 
bill (recall that this amounted to 5percent of GDP). This made the planned, highly ambitious 
reduction in non-interest expenditure politically unsustainable and hence ultimately infeasible. The 
sequencing adopted in the Zimbabwe program was highly unfortunate. Not only did it contribute 
to the loss of fiscal control, making stabilization elusive, but it also led to a period of very high 
real interest rates, deterring investment. Errors in sequencing can therefore undermine both 
stabilization and (to the extent investment is reduced) structural reform. Clearly, this is not an 
argument for maintaining financial repression but rather for postponing financial liberalization 
until the budget has been brought under control. 

Similarly, in Zambia domestic financial liberalization and liberalization of the foreign exchange 
market led to a large step-increase in the price level. The stabilization effort became itself 
inflationary and would have failed but for the introduction of the draconian measure of the cash 
budget. In Zambia the sequencing of the reforms in fact created an incentive for capital flight. 

An important corollary is that such sequencing problems make it very difficult to protect desirable 
public expenditure. Recall that in Zambia the share of public expenditure in GDP halved in a two
year period. In such a context a careful consideration of the costs and benefits of public 
expenditure is clearly impossible. In Zimbabwe, sequencing problems contributed to avoidable 
reductions in per capita spending on health and education. 

Errors of sequencing can also have grave implications for the poor. In Zambia, they led to a credit 
crunch in the private sector which delayed the emergence of rural food markets when the 
government withdrew from marketing. 

Postponement of Structural Reform 

Third, in some ESAF programs structural reforms have come too late rather than too early. Both 
in Zambia and Malawi growth requir~d radical structural reforms in agriculture, with long lead 
times, as in the case of the rehabilitation of rural roads. 

We have noted that Zambian farmers were effectively stuck in a "corner solution", specializing 
in maize production. The withdrawal of the government from agricultural marketing operations 
should have been complemented with early reforms to improve rural transport, extension and 
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storage. Similarly, reform in the export sector required the privatisation of ZCCM but as yet this 
has still has not been achieved. 

In Malawi, the first ESAF did not even involve substantial structural adjustment and while the 
program for the second ESAF did involve structural reforms, the transformation of the 
smallholder sector has begun only quite recently. In Uganda, after a decade of SAF programs 
there are still elementary infrastructure deficiencies, most notably in electricity and 
telecommunications. 

Such problems require very early action on structural measures, to be initiated when the economy 
is still in the stabilization phase. The failure to front-load structural reforms with long gestation 
Jags may well be the most serious defect of structural adjustment as currently designed. Without 
such early initiatives there may be a long period of little growth, undermining the political support 
for the program. 

Cash Budgets 

Fourth, several countries (notably Zambia and Uganda, both in our sample) have been very 
successful in rapidly bringing down inflation by switching to a cash budget. However, a cash 
budget makes it impossible for the government to allocate its expenditure intertemporally 
optimally. Investment can easily be affected, even in cases where capital costs are fully borne by 
donors: when the cash budget prevents the government from making complementary recurrent 
expenditures, investments can be delayed. There is at preserit some concern amongst donors that 
the operation of a cash budget may have such adverse effects on the efficiency of expenditure that 
in post-stabilization economies, the instrument may have to be modified.9 

Clearly there is no simple answer to the question when the costs imposed on the economy by 
intenemporal misallocation start to outweigh the benefits of the cash budget in terms of fiscal 
control and credibility. Fund staff recognize that cash budgets are only a short-term solution and 
we encourage further work on the question of the evolution of cash budgets to more sustainable 
systems of fiscal control. In this area the Fund could in our view play an extremely important 
advisory role. 

Budget Deficits in Post-Stabilization Economies 

Fifth, probably the most damaging fonn of conflict between short and long run concerns arises 
in economies which have been successful in achieving stabilization. In such countries, such as 

9We consider the role of the Fund in such economies in the next section. 
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Uganda in our sample, the traditional Fund concern with fiscal deficits needs modification. While 
the Fund is correct to emphasise that domestic deficit financing should always be avoided, the 
attempt to reduce current account and aid-exclusive fiscal deficits further ( or indeed to run a 
surplus) has no bearing upon the control of inflation while being damaging for growth. The 
original Board statement of the purpose of ESAF was as follows: "to promote in a balanced 
manner, both balance of payments viability and growth, through mobilization of domestic and 
external resources .... "(15 December 1987). A helpful approximation of this is to think of it as two 
objectives with two instruments: "to promote balance of payments viability through the 
mobilization of domestic resources", and "to promote growth through the mobilization of external 
resources". Since the intention was to promote each of these "in a balanced manner", we might 
think of the two objectives as on average being given equal weight. In pre-stabilization 
environments it is evident that priority must be given to external viability. Conversely, in post
stabilization environments, where the budget deficit is covered by grants and the grant-equivalent 
of concessional lending, the priority for the Fund should shift to the "promotion of growth 
through the mobilization of external resource". At present, the Fund gives the impression that 
it wishes to see aid tapered out over a quite short period in post-stabilization environments. 
\.Vhile, as the Fund notes, there must be contingency plans for a decline in the willingness of 
donors to provide aid Gust as there must be contingency plans for a deterioration in the terms 
of trade), the Fund should, to be consistent with the statement of the Board, encourage both 
more public and more private capital to flow into those policy environments which it deems to 
be satisfactory, and provide planning scenarios which show the growth path which such inflows 
would permit. A clear statement from the Board that the decline of aid in post-stabilization low
income countries is undesirable would be helpful and timely. 

There are three disadvantages of the Fund's current approach to budget deficits in such countries. 
First, at least a subset of the countries which have achieved stabilization have also achieved a 
policy environment conducive to growth. As donors become better aware of the evidence that 
aid is effective in such, and only in such, economies aid flows to these countries are likely to 
increase. The Fund's tendency to plan for a rapid decline in aid dependency seems inappropriate 
in such cases: an increase in aid (and hence in the budget deficit) is both likely and desirable. If 
donor support indeed materializes while the Fund insists on reducing the total budget deficit 
(measured before grants), then aid can only be used for reducing government debt (a restriction 
which will almost inevitably reduce the incentive for donors to provide aid in the medium term). 

Second, if targets are set in terms of the current (rather than the total) budget then aid can not 
only be used for retiring government debt but also for public investment. However, even in this 
case the approach can be detrimental to growth since recurrent expenditure (e.g., on road 
maintenance or on teaching materials for schools) may well be growth-enhancing. The implicit 
bias in favour of investment expenditure has become a matter of concern with several of the 
donors in ESAF countries. 
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Third, budget deficit targets are based on money demand estimates which treat GDP growth as 
exogenous. This is of course entirely appropriate for the short-run stabilization issues for which 
the Fund's programming approach was developed. However, it is no longer appropriate in a 
contex.'t in which donors are willing to finance growth-enhancing expenditures (whether 
investment or recurrent expenditure). 

There may be important interactions between the five types of trade-offs we have distinguished. 
Uganda is a case in point. As noted, Uganda is in the post-stabilization phase and the public 
investment programme needs to be expanded. Not only is the Fund's concern to reduce the budget 
deficit excluding grants and IDA funds here counterproductive, it also encourages increased 
reliance on trade and petroleum taxes (the two main revenue sources) rather than on aid. These 
taxes have high costs in terms of growth which can be avoided by aid financing. 

Improving the analysis of the trade-offs between short-run and long-run effects is clearly essential 
for the success of ESAF programs. It is also important for improving the Fund's signalling 
function. One of the most valuable functions of the Fund is the signal of credibility which it 
provides to private investors by approving a program. This signal becomes noisy as its recipients 
become aware that the design of approved programs may be faulty and that program interruptions 
are indeed common. 

4. The Role of the Fund in Post-Crisis Management 

The Fund's traditional role is in crisis management. To date, this has also been the context in 
which ESAF programs have been introduced. However, in a few ESAF countries the Fund is now 
at a decision point since stabilization has been fully achieved and the major macroeconomic 
reforms have been implemented. Either the Fund maintains its exclusive focus on crisis
management and its aftermath, and so withdraws from these countries, or it maintains its 
relationship with the countries and ex."tends its remit. In our sample, the clearest case is Uganda 
which has had a satisfactory inflation record for over five years, during which time it has adopted 
full convertibility of its currency. The good policy environment in Uganda and the rapidly 
improving risk ratings make it likely that both public and private capital inflows will increase. 

The case for Fund withdrawal in such situations is that the Fund's work is done. The case for 
continued involvement is, first, that both investors and donors regard the environment as high-risk 
and need reassurance such as can ~e provided by Fund involvement; secondly, that ESAF 
governments need the continued expertise of the Fund; and thirdly, that ESAF resources are most 
productive in an already-reformed policy environment. Overall, we regard the case for continued 
involvement as the stronger. However, each of the three arguments in favour of continued 
involvement requires qualification. 

. ,. 
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Investor Reassurance 

The Fund's role in investor reassurance is potentially important, but to date it has not been an 
unqualified success. A recent econometric study found that the presence of a Fund ESAF 
program had no significant effect on private capital flows. 10 This is presumably not helped by the 
fact that three-quarters of ESAF programs collapse or are interrupted. For the Fund to play a 
more positive role in raising the confidence of investors, its relations with governments need to 
be made more effective for signalling, and it needs to reconsider what would constitute success. 

For the Fund to have a more favourable signalling role in a post-stabilization economy, it may 
help for the change of role from that in the stabilization phase to be clearly identified by the Fund. 
One option which the Fund may consider is for already-stabilized economies with a good record 
to be evaluated over a longer period, with more emphasis upon ex-paste assessment of 
performance and less on ex-ante negotiation of promises and short-term monetary targets. That 
is, a government would graduate from a crisis management phase of ex-ante negotiation, to a 
stabilization-with-growth phase of ex-paste evaluation. Such a change would enable a government 
to demonstrate its own choices more clearly, so that a good government could build reputation 
more rapidly. We might note that such an innovation might also enable the Fund to become 
involved in low-income countries which have not had a macroeconomic crisis and where the 
government consequently does not see the present style of ESAF programs as appropriate 
( examples being Eritrea and India). Greater reliance upon ex-paste evaluation would not remove 
the need for continuous monitoring. As Fund staff note, "without such a provision, the Fund and 
other donors would risk squandering their resources on an unsustainable policy regime". 
However. it would change its content. The major result on aid effectiveness identified by Burnside 
and Dollar is that it is the level of policy rather than its change which is important. Hence, the 
continuous monitoring role of the Fund in post-stablisation environments would focus upon the 
maintenance of a few key features of macroeconomic policy, rather than upon the further 
improvement of other policies. In addition to this limited continuous monitoring, major reviews 
of perfonnance would be conducted ex-paste every three years as with the present ESAF cycle. 
Specific arrangements would be needed for new governments. Newly-elected governments lack 
both a track record and responsibility for past errors and so constitute an intermediate category. 
When they face a pre-stabilization situation, as in Zambia in 1991, the Fund's approach would 
need to remain largely ex-ante, where they face a post-stabilization situation, they could 
reasonably be presumed to inherit the performance rating of the previous government. 

1°D. Rod.-ik. "Wby is there Multilateral Lending?", in M Bruno and B. Pleskovitc (eds.). Annual World Bank Conference 
on Development Economics, 1995, Washington D.C.:World Bank. 
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A successful Fund role in a post-stabilization economy is one in which the growth rate is 
enhanced by increased investment. An envirorunent of low and stable inflation is likely to be 
conducive to this objective but it should not be the limit of the Fund's ambition. In particular, a 
successful ESAF economy will be integrating into world financial markets, attracting an 
increasing inflow of capital relative to GDP, which finances a rising private investment rate. 

The recent evidence on aid effectiveness establishes that aid is only effective in raising growth in 
good policy environments. u An implication (which we have already noted in the previous section) 
is that aid should, and perhaps will, become increasingly targeted on the successful ESAF 
economies. Hence, an ideal post-stabilization ESAF country would go through a phase of rising 
external deficits, resulting from both private and public inflows, financing rising private and public 
investment. An important role of the Fund in this environment is to set these rising inflows in the 
context of a medium-term macroeconomic framework. Clearly, large external deficits can be 
either highly undesirable or highly desirable, depending upon the policy context, the growth rate, 
and the initial level and terms of indebtedness. By making this distinction, the Fund has an 
important role in reassuring both donors and private investors that in some contexts, large deficits 
are appropriate. This requires a very different view of external deficits from the Fund's customary 
work as a stabilizer where deficits are necessarily undesirable because they are a sign of 
unsustainable levels of consumption. A somewhat analogous argument applies to the fiscal deficit. 
In the context of a successful ESAF economy with a satisfactory policy envirorunent the more 
grant-aid which can be attracted and used the better. It is dysfunctional to attempt to taper such 
aid out of the budget. The fiscal balance should be calculated so as to be inclusive not only of 
pure grants, such as European Union money, but of the grant element in other aid. For example, 
around 70 percent of IDA money should be classified as grant aid, whereas it is presently treated 
by the Fund as if it were fully corrunercial borrowing. As a result, at present the Fund seriously 
exaggerates the size of the fiscal deficit. Since private investors generally do little research on 
ESAF countries they are in no position to correct the impression conveyed by this mis
information, and so this bias can be presumed to be discouraging private investment, the opposite 
of the effect which the Fund should be setting as its objective in these economies. 

Fund Expertise 

Fund expertise has customarily had a dual role in ESAF countries: as the primary source of advice 
on macroeconomic policy, and as the highest level of conditionality on the entire process of policy 
reform. There is an obvious potential te!lsion between these two roles which becomes much more 
acute as reform proceeds from the core macroeconomic policies of exchange rate liberalization 

11C. Burnside and D. Dollar, "Aid, Policies and Growth", Policy Research Department Working Paper 1777, World Bank. 
1997. 
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and the reduction of the inflation tax, to the myriad of microeconomic choices facing 
goverrunents. The Fund has specialized expertise in the core macroeconomic choices and 
correspondingly Jacks expertise (as the staff recognize) in the microeconomic sphere. At present, 
in post-stabilization envirorunents the Fund is tending to broaden its agenda; maintaining the same 
negotiating style of short-term targeting as in crisis management, while changing the content of 
the negotiations from exchange rate policy to the details of sectoral policy. With the growing 
concern over the social impact of reform, the most natural evolution of this style would be for the 
inclusion of social sector policies in Fund conditionality. 

A corollary of this extension of the sphere of policy over which the Fund might become 
concerned is that the Fund and the Bank would be performing essentially the same role and the 
rationale for their continued distinct existence would not be obvious. In a few ESAF economies 
this is now the situation. In principle, there is close Fund-Banlc cooperation and liaison in policy 
advice. In practice the situation on the ground is highly variable, but the norm is for liaison to be 
seriously deficient. The building of genuine detailed liaison would require major institutional 
change which we do not regard as realistic except in a small number of areas (most notably fiscal 
policy and trade policy) where Fund-Bank overlap is unavoidable. However, were the Fund to 
go in this direction what would be required is not expressions of goodwill, but rather formalized 
procedures for cross-institutional teamwork and decision rules. 

The alternative is for the Fund to remain focused on macroeconomic policy, leaving 
mi croeconomic and sectoral policies to the Bank. This would imply that in a post-stabilisation 
environment the Fund would have a dimi.rushing role, refocused upon managing increased external 
inflows in an orderly fashion. The high-level conditionality role would fade out in such economies 
as Fund assessment became ex-poste. 12 We find this latter model for the Fund in post-stabilisation 
situations more appropriate than attempting to convert it into a fully-fledged development bank 
or to integrate its day-to-day work much more closely with that of the Bank. 

That is, we are proposing that the Fund should focus more upon its core business of 
macroeconomics. This would still leave an important area of overlap with the Bank with respect 
to fiscal policy. Revenue and expenditure decisions have both microeconomic and macroeconomic 
consequences and their reconciliation is among the most difficult policy decisions facing 
governments. It is unfortunate that this decision trade-off straddles the institutional divide 
between the Fund and the Bank. Here, it is a very high priority that the two institutions cooperate 
much more effectively in advising on. the trade-off For collaboration to be effective given the 

12See P. Collier, P. Guillaumont, S. Guillaumont and J.W. Gunning, "Redesigning Conditionality", World Development, 
vol.25 , 1997, pp. 1399-1407. 
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history of previous failure, requires not exhortation but institutional change, centred on the power 
of decision. 

Aid Effectiveness 

The new evidence on aid effectiveness shows that to date aid transfers have been ineffective both 
in promoting growth, except in good policy environments, and in inducing policy refonn. 13 ESAF 
is a fonn of concessional lending, and like other donors the Fund needs to draw lessons from 
these very disturbing results. Two lessons are particularly important. 

First, the attempt to induce policy reform by offering incentives has not, on average, been 
successful. The econometric evidence suggests that on average where refonns have taken place 
they have not been induced by aid but reflected the intentions of the government. The appearance 
of tough negotiations ("macho bargaining") and enforced government policy change, while often 
true at the minute-by-minute level of the negotiating table, is found to be largely a facade in the 
longer context of policy change. There is a danger that a culture of toughness prevails over a 
culture of analysis. 

Second, the transfer of resources in poor policy environments is a waste, whereas in good policy 
environments it is productive. This implies that in the early stabilization phase the most important 
product which the Fund supplies is expertise, not finance. The Fund should be more circumspect 
in advancing money to goverrunents which are not committed to programs. Without such 
commitment, the Fund and other donors risk squandering their resources on unsustainable policy 
regimes. Announcements such as "It's the IlvfF's program, we had to go along with it" 
(Infonnation Minister of Zimbabwe, 17 December) are prima facie evidence of over-confidence 

. in past lending. Conversely, in the post-stabilization phase, the most important product is finance 
rather than advice. Except in the transition economies, where there are genuinely large aggregate 
costs of adjustment, ESAF funds should taper in as reform proceeds, rather than taper out. Like 
other donors the Fund needs to unbundle its advisory and financing roles, fitting the product to 
the problem. Doing so would not only make ESAF funds more effective, it would also improve 
signalling to private investors. The tapering in of ESAF funds would come to be regarded as the 
signal that stabilization had been completed and that a pro-growth policy environment had been 
achieved. 

13See Burnside and Dollar, op. cit. 



- 36 -

THE DETERlVIINANTS OF OWNERSHIP 

Country Perceptions 

In this section, we discuss what the country studies tell us about ownership. Next, we make 
recommendations as to what can be done to strengthen country ownership and finally, we explore 
the implications of the recommendations we make. 

A number of themes stand out clearly in the country perceptions. They relate first to the Fund's 
image, second to the Fund's operating style and methods and third, to the impact of Fund 
programs. Since the third is dealt with elsewhere in our report, we confine ourselves here to the 
first and second. 

The Fund's Image 

To a very large extent, attitudes to the Fund differ according to which constituency one speaks 
to. For instance, businessmen in Malawi and Uganda who had lost protection, and civil servants 
who had lost privilege tended to be anti-Fund while smallholders whose cash incomes had 
improved in the wake of reforms, tended to look on the reforms favorably . Nevertheless, we 
found the Fund's image to be rather negative at the general popular level, and even in relatively 
more informed circles, and this, often undeservedly. In contrast, the Bank's image in most 
countries was much more favorable although the Bank was often more intrusive in the very 
sectors about which people complained the most. As we point out in our country reports section, 
the Fund often gets blamed for the iniquities of other institutions, including the Bank's and even 
the ILO's (Malawi). This is no doubt attributable to some confusion about the Fund ' s separate 
identity and panly also to a general impression that the Fund has a pre-eminent or over-arching 
role and therefore somehow influences what all other international financial institutions do. 

The Fund's Operating Style and Methods 

There is a widely-held view that Fund operations and dealings with goverrunent are clothed in 
undue secrecy. This sentiment is understandable, given that the Fund mostly deals with ministries 
of finance and central banks and with sensitive macroeconomic issues which obviously cannot be 
made matters of public discussion. What is interesting though, is that the Fund continues to be 
berated for its secrecy although Fund missions have, as the country studies show, for some time 
now, been dealing with a broader cross-section of government officials and departments. When 
asked to explain this apparent paradox, many interviewees argued that meetings with people 
outside the core ministries and allied agencies were seldom truly consultative as only the mission 
leader spoke - and even he usually did no more than seek viewpoints - while other mission 
members simply took notes. 

'·· 
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We heard criticism also that the range of Fund contacts was still unduly restrictive. Even in 
ministries of finance and central banks, many complained that only a few assigned officials 
participated in discussions with the Fund. Although no doubt this was a matter for government 
decision, it was interesting to note that many saw the Fund as partly responsible for their 
exclusion. 

In some countries, program implementation has been slowed down by legislative processes 
because legislators felt excluded from government-Fund contacts, even though in some cases, 
Fund missions had made efforts to dialogue with them. In many of these cases, we found that the 
problem was the discontinuity in the membership of these bodies. 

A number of ministers and senior officials we spoke to, also felt that the effectiveness of Fund 
missions depended much too much on the personality of the mission leader, and how experienced 
and confident he felt about the support of various departments at headquarters. Many felt that 
the mission leader's flexibility in negotiations depended too much on these factors, and that the 
negotiation process would be greatly facilitated if some institutional safeguards were found for 
reducing the role of these factors. 

a) Fund Sensitivity to Domestic Political Constraints 

AJmost without exception, technical personnel in ministries and political leaders in the various 
countries who deal regularly with the Fund, complained about what they saw as the Fund's 
in.flexible attitude in its dealings with government. They complained that the Fund often came to 
negotiations with fixed positions so that agreement was usually only possible through 
compromises in which the country negotiating teams moved to the Fund's positions. 

Even in countries that had a reasonably good record of performance under ESAF arrangements, 
many interviewees fel t that the Fund too often simply imposed its will, was generally insensitive 
to genuine constraints on policy making and the pace of implementation, and was too quick to 
dismiss policy options favored by government. 

b) The PFP Process 

As regards the PFP process, the predominant view - and many ministers and senior officials 
echoed this view with some disappoi.ntment - is that although initially the PFP had held great 
promise as an instrument of a genuine three-way dialogue between the government, the Fund, and 
the Bank, it has become a rather routine process whereby the Fund brings uniform drafts (with 
spaces to be filled) from Washington, in which even matters of language and form are cast in 
colorless stone. Many senior officials expressed the view that the PFP document has become so 
uniform - it is difficult to distinguish one from the other. 

... 
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Many interviewees, especially those outside ministries of finance and in the larger government 
machinery, who before had largely been excluded from the economic policy making apparatus, 
found this atrophying of the PFP process particularly regrettable. 

The general yearning therefore was for the realization of a potential that never was - a truly 
country-specific PFP, agreed on the basis of a govenunent-led consultation process. When asked 
what choice the staff had if they found government ill-prepared for or simply unable to produce 
a coherent draft, the recurrent response was that the staff simply had a bias against government 
drafts, although some officials acknowledged that Fund technical assistance could be helpful in 
such circumstances. 

c) Fund Technical Assistance 

In contrast with the generally negative perceptions about Fund-supported reform programs, we 
found widespread approbation of Fund technical assistance programs, even among senior officials 
in economic ministries who were critical of Fund negotiating strategies and programs. There is 
a ge:1eral view that Fund technical assistance is usually unobtrusive and much more effective than 
bilateral programs. Many found the secondment of Fund staff of national origin, a particularly 
helpful fonn of technical assistance, both for the preparation towards Fund negotiations and also 
for the development of home-grown programs. Because of its effectiveness and general 
acceptability. Fund technical assistance, in our view, has a particular significance in the 
development of national ownership. 

Ownership, the Negotiation Process, and Conditionality 

There is one common theme that runs through all the foregoing country perceptions. At the 
bottom of all the concerns they reflect, is a feeling of a loss of control over the setting of the 
policy agenda in refonn programs, as well as the pace of implementation of these policies. They 
therefore go to the very heart of the ownership problem. 

All the available evidence suggests that conditionality-intensive programs seldom succeed in 
achieving their objectives. Moreover, all the parties in the development debate are agreed that 
ownership is the key to successful program implementation. This is true for the Development 
Assistance Committee (DAC) of the OECD. It is true of the Bank, the Fund, and all major 
regional financial institutions. Mem.bers of the DAC meeting in May 1995 at the level of 
development cooperation ministers and heads of aid agencies, for instance, endorsed a number 
of strategic orientations that included a recognition that "developing countries themselves are 
ultimately responsible for their own developmentO. For development to succeed, the people of 
the countries concerned must be the owners of their policies and programs."14 In the same +way, 

14 
Shaping the 21" Century: The Contributionof Development Co-operation, OECD, May 1996, Annex. 
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the final report of the DAC ad hoc working group on participatory development and good 
governance agreed on key conditions that included a recognition that "in development 
cooperation, legitimate ownership by the country partner is a primary objective" .15 

In the Fund itself, there is a strong and genuine quest for stronger ownership of country 
programs. The Fund's guidelines on the PFP state that to ensure ownership of the PFP, "the 
authorities should be encouraged to initiate the drafting of the PFP or to provide input on selected 
issues", and also that the PFP preparation should involve "a close collaboration with the 
authorities, the Bank, Fund staff, key donors, and other relevant institutions". 16 

The World Banlc, for its part, also states "typically, assistance programs that the recipient 
countries perceive as being imposed end in failure or have only a small development impact; 
government and beneficiaries do not feel they have a stake when they have not contributed to the 
development of a program. "17 

The second PDR review report notes that "about two-thirds of the interruptions [in ESAF 
programs] were strongly affected by serious slippages in past policies that either weakened the 
government's credibility, or produced protracted disagreements between the staff and the 
government on remedial measures." Our country visits also provided evidence of a strong 
correlation between the degree of ownership and successful program implementation. This is 
borne out by the experiences of Uganda and Bangladesh before the instability of the post-Ershad 
period set in. and Vietnam under its go-it-alone policy, i.e ., before the ESAF program, began. 
ln the same vein, Uganda and Zimbabwe provide contrasting examples. Uganda tried a state
directed closed economy and failed, and turned to a Fund-supported program after a thorough 
process of nat ional debate: the program has had a reasonable measure of success and has been 
sustained over a long period. Zimbabwe, on the other hand, also started with a closed economy 
in the immediate wake of its independence, ran into some difficulty and started reforms on the 
basis of a policy framework that it developed with the help of outside consultants and Bank 
advice, and then entered into the Fund-supported program. The first phase of the reform 
benefited from a substantial degree of ownership but the ESAF program ran into difficulties, 
partly because of weaker ownership and a less-than-spectacular program outcome. 

So, what can be done to foster strong country ownership and leadership of the reform process, 
and at the same time, provide assurances to multilateral and bilateral sources of external funding 
that their assistance will not be wast~d? 

15 Final Report of the Ad Hoc Working Group on Participatory Devleopment and Good Governance, OECD, Paris, 
1997,p. 7. 

16 IMF, Guidelines on Policy Framework Papers (PDR), October 1996, p. 7. 
17 World Bank, Strengthening the Effectiveness of Aid, Lessons for Donors, Washington, D.C., 1995, p 6 . 

.... 
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At present, there is an inherent tension between national ownership and the need to provide these 
assurances to external agencies of support; it is not irreconcilable, but it is there. A forthcoming 
article by Professor Helleiner, based on a study of Tanzania's relationship with donors, illustrates 
this tension rather dramatically. It reports that when asked how they understood ownership, a 
number of donor representatives reportedly said they saw ownership as the acceptance by the 
recipient country of what donors want. Some of the more forthright responses included: 
"Ownership exists when they do what we want them to do but they do it voluntarily", "We want 
them to take ownership. Of course they must do what we want. If not, they should get their 
money elsewhere", and, "We have to pressure the local government to take ownership"! 

Clearly therefore, the political problems that bedevil attempts at giving the idea of ownership an 
operational meaning are very real indeed. The solution, though, lies not in reducing ownership 
to simply getting the country to 'volunteer' to do what others want, but to find a real middle 
ground that balances the competing concerns through a review of the country's own decision
making and consensus-building processes, on the one hand, and the Fund's negotiation process 
and its conditionality regime on the other. 

EXTER.\TAL VIABILITY 

Introduction 

An ESAF program influences the macroeconomic savings-investment process of a recipient 
country and affects its current account path because the current account balance is nothing but 
the savings-investment balance. Private agents are generally supposed to smoothen the 
consumption paths, given macroeconomic policies by the government. Accordingly, the results 
of the agents' intertemporal choices are the external current account path of the balance payments 
of the recipient country. 

~ lore precisely, the savings-investment path of a nation is the result of the aggregate savings and 
investment of a nation, that is, of the decisions of the economic agents in the private as well as 
the public sector. Private agents are supposed to optimize18 their objectives under the 
intertemporal budget constraints. Economic agents optimize under certain technological 
production constraints, given terms of trade (if a country is not too large), given intertemporal 
terms of trade (conditions for external borrowing), and given bureaucratic as well as political 
constraints.19 

11 
.. Opturuze"' may be too strong a word; as A.H. Simon argued, "satisfice" may be more proper. 

19 In some situations, nations may be at their minimum subsistence level or severely credit-constrained so that the 
comer solution with no savings may emerge. Or, they may be too poor to plan for the future and are compelled to 
focus on the present. Time horizon and "patterning of time" (L.W. Doob, Being Civilized, Yale University, 1960) 
are dtfferent from nation to nation. These varieties are included here in a broader category of "satisficing" behavior 
under constraints. 

'·. 
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Those constraints on economic behavior are certainly affected by a concessional loan like the 
ESAF loan. Moreover, foreign donors are influenced by the existence of an ESAF loan in 
determining the conditions for extending loans. (Modern information economics offers a partial 
explanation of this kind of mechanism by appealing to the abbreviation of information 
asymmetry.) On the other hand, the government budget will be additionally constrained due to 
the conditionalities of the ESAF program. Technological production constraints may be different 
because of technological progress that could be facilitated by the ESAF loan. The X-efficiency, 
that is, the inefficiency below the technological frontier, may be eased by the ESAF program. 

The above points can be illustrated by the Irving Fisher Diagram. (Fig. 1) Consider the world 
consisting of two periods: Present and Future. 20 The present consumption and production are 
depicted by the horizontal ax.is; the future consumption and production are depicted by the 
vertical axis. Let TS be the production frontier of the recipient country. Given the real rate of 
interest r, P

O 
and C0 indicate respectively the combination of consumption and production in the 

first period and the second period before the ESAF program depicted by the vertical axis. 

When the ESAF program provides the possibility that the recipient country receives a 
concessional loan with an interest rate lower than the market rate r, then the production 
possibility locus of the recipient country expands like P 1EL1. P indicates the production 
combination in the present and in the future and C indicates the combination of present and future 
combination after the ESAF.21 

L
0 

and L 1 designate the limits of non-ESAF credit. Before ESAF, the amount of credit is 
restricted to P )..,

0
• After ESAF it changes to EL1. If the country is credit-rationed, it utilizes the 

available credit limit so that C0 coincides with L0 • Also, the ESAF encourages other private 
lenders to lend more to the country, and P ~ 0 will be lengthened to C0 . If the economy is still 
credit-rationed, EL1will coincide with L 1• 

20 Of course, the world does not end in two periods. There are multiple periods. However, since the multiple (or 
infinite) period analysis requires some complicated algebr·a, we will remain in this simple world with a simple 

dia2f~e recipient country borrows at the rate of the concessional loan, and if it re-lends at the market rate of r to 
the world market, the point above E to G is attainable. We neglect such possibilities because they will hardly be 
realized in practice. 
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In this framework, one can ask the following questions: 

(1) Does a nation's consumption path satisfy the non-Ponzi game conditions? Do P ol,
0 

or 
P 1EL1 indicate the consumption possibility in this two-period case? In other words, does the 
consumption path satisfy the intertemporal budget constraints? If this condition is violated, a 
nation takes a path that accrues an infinite amount of debt in the future. This condition rules out 
the national consumption behavior of continuing to borrow to consume and to repay the previous 
debt. Non-stationary behavior of the borrowing is one of the symptoms. In our sample 
countries, we did not find a likely case for the violation of the non-Ponzi condition. 

(2) What is the time horizon of nations in the sample? Because of the limitation of data, so 
far one example is studied, namely, the case of Bangladesh. In Bangladesh, the result of a time 
series analysis did not respect the hypothesis that the people's time perspective in terms of the rate 
of time preference was invariant with respect to before and after the initiation of the ESAF 
program. The results in the Appendix, however, does not support the hypothesis that after the 
ESAF program the time horizon or the rate of time preference was positively affected. 

(3) Are nations constrained like points L0 and L1? 

(4) Does an ESAF program help consumption smoothing over time? 

(5) Does an ESAF program increase the availability of credit to the nation? 

Finally, one can ask the most difficult question: 

(6) Does an ESAF program resolve the problem of X-efficiency? That is, can an ESAF 
program bring the economic situation from X0 to P 1? 

Even from this simple theory, one can find the following. If both present and future consumption 
is normal, C1 will locate on the right of C0 • Thus, according to the conventional theory, a 
recipient country is expected to react to the concessional loan by increasing the deficit of the 
current account. 22 

A critique of the intertemporal approach may say that the government does not behave as a 
maximizer. However, this does not w.arrant a reversion to the traditional macroeconomics taught 
a quarter century ago. Government behavior can be analyzed as a super-imposition on private 
optimizing behavior. In this respect the PDR Internal Review does not refer at all to the 

22For the econometric analysis of current ac~ount dynamics see, for example, Ghosh, Atish R., 
1995, "International Capital Mobility Amongst the Major Industrialized Countries: Too Little or 
Too Much?" Economic Journal, January, Vol. 105, No. 428, pp. 107-122. 

. '·· 
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intertemporal aspect of the balance of payments. This aspect is the crux of the modern dynamic 
textbook as Blanchard and Fischer, and Obstfeld and Rogoff 

In order to assess the role of the government deficit, we have to investigate to what extent 
Neo-Ricardian equivalence applies to recipient countries. If equivalence holds, the government 
deficit will not be a serious matter. If equivalence does not hold, the deficit will be something to 
worry about. The conclusions of an IMF study23 are mixed, and will be discussed further. 

An ESAF program certainly expands the consumption possibility locus of a recipient country. 
Funds are transferred to the foreign reserves (or SDR) account. In the accounting sense, it is 
distinct from a change in the budget balance, but the aggregate budget constraint of a nation is 
affected favorably. Quantitatively, this expansion effect is not very large relative to other private 
and official capital inflows, but it is large enough to offer incentives for a nation to want the 
ESAF funds. The last effect is reinforced by the fact that an ESAF program is often a 
precondition for loans by other donors . 

Indicators of External Viability 

What are the proper indicators of external viability or vulnerability of a nation? This question is 
always faced by national governments and international organizations, and is a question that has 
been posed specifically to us. To measure the viability of a nation, one conventionally uses a 
variety of indicators such as debt service ratios, (i .e., the ratio of debt service to the export of a 
nation), the ratio of the debt service to the GDP of a nation, the ratio of the outstanding stock of 
foreign debt to exports, the ratio of the outstanding stock of foreign debt to GDP, the ratio of net 
present vaJue (NPV) of foreign debt to export, the ratio of NVP of foreign debt to GDP, and the 
proportion of exceptional financing in the total debt. 

Our main task is to find the proper indicators of external viability. Indicators that grasp the 
dynamic optimization process are hard to find, and in practice we have to rely on those indicators 
that can be evaluated by observable data present at the time of decision. In discussing the 
meaning of various indicators and their effectiveness for assessing viability, we would like to 
emphasize the distinctions between static and dynamic indicators, and the distinctions between 
export-related indicators and GDP-related indicators. Our point is that when using the export
related measure, one assumes that all the export proceeds can be used for repayment by halting 
imports altogether. This is an extremely strong assumption. 

23 Susan Schadler (ed.), '' Itvff CondiLionality: Experi!!nce Under Stand-by and Extended Arrangements, Part II: 
Background Papers," IW" Occasional Paper no. 129. W:ishington, O.C.: ltvff, 1997. 
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Though it may go against conventional wisdom, we argue that those ratios mentioned above, with 
respect to export, have such a strong bias that the viability is exaggerated in an open economy 
with a high propensity to export. AJso, we would like to argue that almost all the indicators are 
static and should be supplemented, if not replaced, by more dynamic concepts. Though we 
recognize the difficulty of providing a universal measure of external viability, we propose two 
measures that take account of the dynamic or growth aspects of the economy: the real external 
debt burden (REDB) and the debt deepening index (DDI) . 

The exte rnal position of a country can be regarded as vulnerable when it does not appear to 
satisfy intertemporal constraints, that is, the non-Ponzi constraint. The ratio of indebtedness to 
GDP and the ratio of debt service to GDP are reasonable measures. The ratio of debt and debt
service to export that is more frequently used is hard to justify on theoretical grounds. At least 
indices relative to GDP should be taken as seriously as indices relative to export. Compare two 
countries that have the same debt-service to GDP ratios, but with different export-GDP ratios. 
Then the debt-export perfonnance is judged to be favorable for the country with a large export 
-GDP ratio . The country with a higher export-GDP ratio is not necessarily healthy. At least, 
indicators relative to GDP should be taken as seriously as indicators relative to export. 

According to modern macroeconomic theory, the normal and often desirable pattern of 
indebtedness is as follows for modern expositions. We call a development path "nonnal" when 
the path is to be realized by the competitive interest rate mechanism, and call it "desirable" when 
the path is the result of optimizing national agent. They coincide with each other when the 
international capital market is competitive and there is no externality.24 First, when a low-income 
count ry with scarce capital opens up its economy, the country incurs substantial international 
debt. The ratio of indebtedness to income may grow at first during a transition stage. In the 
meantime, the country begins capital accumulation. After a while it starts to gradually repay its 
debt. If the rate of time preference of the country is higher than the average rate of time 
preference of the world, then the country will remain as a debtor, but the ratio of debt to national 
income will become more or less constant. If the rate of time preference of the country is lower 
than the average rate of time preference of the world, the country will eventually repay its 
external debt and then become a creditor country in the world . 

In other words, a nation less patient than the average nation of the world will become a debtor 
nation in the long run; a nation more patient than the average nation of the world will become a 
creditor nation. According to a stochastic version of the above theory, a nation that expects 

24 See. for instance, Y. Onitsuka, "International Capital Movements and the Pattern of Economic Growth." American 
Economic Review, 1974, Vol. 64. pp. 24-26: K. Hamada, "Economic Growth and Long-Tenn International Capital 
Movements," Yale Economic Er.rnys, Vol. 6 (I). 1966, pp. 49-96. See also M. Obstfdd and K. Rogoff, Foundation 
of !ntcmntional Macroeconomics. Cambridge, MA: MIT Press, 1996; 0 . Blanchard and S. Fischer, Lectures on 
Macroeconomics, Cambridge. MA: MIT Press, 1989; nnd R. J. Barro and X. Sala-i-Martin, Economic Growth, 
McGraw-Hill, 1995. 
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growing permanent income becomes a borrowing nation and a nation that expects declining 
permanent income becomes a lending nation. This process is characterized by the relationship 
of the amount of external debt ( or credit) to national income and by no means by the relationship 
of the amount of external debt ( or credit) to export. 25 

In our opinion, the debt service ratio to export has less importance than conventionally 
considered. The debt service ratio with respect to the income variable, i.e., the ratio of debt 
service to GDP, has more meaning since it indicates the magnitude of debt burden relative to the 
scale of national economic activities. It does not need to be constant through time, however, 
because according to the above theory, this ratio is supposed to increase when a country opens 
its door to the international capital market and then decrease during the process of developing 
a balanced growth path. 

The debt service ratio with respect to export can be misleading under certain circumstances. 
Suppose there are two countries, country A and country B, of identical size. The magnitude of 
debt service is also identical for the two economies, say at 10 percent of GNP. Suppose the 
propensity to export of country A is 40 percent, and that of country B is 20 percent. (Also, 
assume that the propensity to import of A is 30 percent and that of B is IO percent.) The debt 
service ratio to export in A is 25 percent but that in B is 50 percent. Can you say country A is 
much more externally viable than country B? According to the above analysis, the two countries 
are vulnerable to a similar degree. The proponents of the debt service ratio to export seem to 
assume that in an emergency a nation can suspend the total import and use the total export to 
repay the debt. However. in a very open country like A, it is highly likely that export needs a 
certain amount of import. so that import cannot be suspended overnight. 26 A strong emphasis on 
the debt service ratio to export rather than to GDP should be re-examined to restore a balance 
between a very open economy and a relatively closed economy.17 

25 If one can approximate the optimal process of borrowing and growth of a nation by its market process, then the 
market-financed indebtedness by fDis and conm1ercial lending will be seen as nonnal and optimal. Therefore, the 
ratio of exceptional lin:incing to the total debt or to GOP may be a good indicator of the seriousness of the debt si tuation. 

26 One mi£tht argue that theoretically. tl1e most useful concept to match indebtedness 1s the capacity to pay. that is, 
potential savings-mvc!>llnent balance (S-1). S-1 is likely to be related to GDP rather than to export. At least, there is 
no theoretical ground that S-1 is related to expo1t more tl1an to GDP. Models that consider important export sectors 
exclusively imply a similar result. That is, the degree of indebtedness is more directly related to the rate of time 
preference rather than to Ll1e ope1u1ess of the economy. See Baxter, Marianne 1992 "Fiscal Policy. Specialization. and 
Trade in the Two-Sector Model: The Return of Ricardo?" Journal of Political Economy , August, Vol. I 00, No. 4, pp. 
713-732 and Svensson. Lars and Razin, Assaf, 1983, "The Tenns of Trade and the Current Account: The Harberger
Laursen-Metzler Effect", Journal of Political Economy. Vol. 97, No. I, February, pp. 97-125. 

27 Milesi-Ferreti, G.M. and Razin A., "Current Accow1t Sustainability", Princeton Studies in International Finance, 
No.81, 1996. International Financial Section, Princeton. suggests that the debt service ratio is the primary index to be 
complernt!nte.d by otht...'f measures. We would rather recommend the use of debt service/GDP ratio in general, possibly 
to be adjusted by other measures relative to export. Milesi-Ferreti and Razin argue that empirically export is related 
to capacity to repay from historical experiences. We instead cast doubt on Ll1e logical cormection from export to the 
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In fact, the choice of denominator as export or GDP can make a drastic difference. As will be 
seen, the order of eligibility for a HIPC country will change from Uganda to Cote d'Ivoire 
depending on whether you use export or GDP. 

The Fund relies on the government revenue-based and export-based indices. The former depends 
on the assumption that government can stop spending on government expenditures and the latter, 
on the assumption that imports can be stopped in order to pay the debt in an emergency. Such 
assumptions seem to reflect the ideas that the Fund can manage the government easily and the 
government policy will steer the economy to a sufficient degree. 

In a broader perspective, we must notice both debt service ratios are static concepts. Take the 
better one, the debt service to GDP concept, for example. Suppose two countries share the same 
debt service ratio, say 5 percent, but country A is growing at 7 percent and country B is growing 
at 2 percent. If neither of these countries repays its interest obligation, nor retires or incurs any 
debt, the debt service/GDP ratio of country B will be increasing at the rate of 3 percent, but that 
of country A will be decreasing by 2 percent. For the debt in the numerator of the debt service 
ratio will be growing at 5 percent, while GDP in the denominator will be growing at 7 percent 
in country A and 3 percent in B. Thus, if the rate of interest on external debt is smaller than the 
rate of economic growth, the debt service/GDP ratio will be declining. It is. accordingly, crucial 
for the viability of the international debt position to know whether the economy is growing or 
not.2~ 

Obstfdd and Rogoff propose on these grounds a new measure called "real external debt burdens" 
(R.EDB) This is expressed as 

(r - g)D/Y 

\vhere Dis the outstanding foreign debt of the economy, Y is the GDP, r is the real interest rate 
paid on the debt, and g is the real growth rate of the economy. This measure (REDB) shows the 
necessary trade balance (surplus to a positive value) as a fraction of GDP in order to maintain a 
constant debt /GDP ratio. The higher this ratio is, the higher is the likelihood that the debt is 
unsustainable. 

cap.acity to repay IMF publicauons indicate thqt officials in research departments recognize the existence and analytical 
implication of those indexes We seldom observe, however, cases where the GDP-related indexes are viewed to be as 
important as cxport-relatt:d indices like the debt service rotio in actual asse~menls of debt situations in recipient 
countries. We sddom observe cases in which the static factors are supplemented by the dynamic factors. that is, the 
factor due to asset dynamics and the factor due to U1e current account of balance of payments. 

28 One may say the long-tem1 forecasts in the PFP are the long-term components of the ESAF, but we cannot 
help but feel that filling the forecasts becomes more like a ritual U1e longer the time horizon is. Forecasting is being 
done in an economy where U1e present statistics are not so accurate. There is no penalty in making a wrong forecast 
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We would like to propose another indicator which will be called "Debt Deepening Index" (DDI), 
which is defined as: 

(r-g)D/Y-T/Y 

where T is the current account balance excluding the debt setvice payment. This measure 
(DDI) is the percentage of GDP that the economy has to improve in the current account of 
balance of payments from the present value in order to keep the constant debt-GDP ratio. It 
is easy to see (subscript t signifies time) that: 

!!...n 
d I 

I 

d d D, = D - T-Y = gY that -(-) = 
I 'd I I' d y 

I I I 

As shown in this equation, REDB (the first term in the right hand side (RHS) of the equation) 
indicates the asset dynamics, namely, which of D and Y is growing faster, and that the second 
term in the RHS indicates the contribution of current account deficit to the D/Y ratio. In other 
words, the above equation indicates the interaction of asset dynamics and the influence of flow 
variables to the debt income ratio. DDI in the left hand side (LHS) of the equation encompasses 
both the asset effect (REB D) and the flow effect. 29 

Finally. the net present value (NPV) is certainly a dynamic concept that takes account of the 
future paJment stream of debt. Unfortunately, it is usually compared to the static flow concept 
such as export and income. (The inappropriateness of export as the denominator is as in the case 
of debt service ratio.) The comparison of the NPV of national debt and present national income 
is a comparison of concepts of different dimensions, stock and flow. Suppose two countries A 
and B have identical NP Vs of foreign debt and identical current GDPs, but A is growing at 3 
percent and B is at 7 percent. The future resources for B to repay the debt in the future must be 
much higher for country A. The problem remains as to how one can be sure of the course of 
future economic growth. (Similar problems exist to estimate the rate of interest to discount the 
future payment stream to calculate the NPV). In any case. one must be aware that the 
calculation ofNPV of the national debt is only a half step to the dynamic treatment of the debt 
problem. Given the above theoretical discussions, let us examine the performance of external 

29 In fact. DOI is a simplified form of the viability index proposed by Cohen. See D. Cohen, "Sustainability of 
African Debt," mimeo, Paris, 1995. Also. see D. Cohen, "Evaluating U1e Solvency of an Indebted Nation", 
Economic Policy, Novembc=r 1985. 

' ·-



- 49 -

balances of the countries we study. The movements of indexes and the comparison of indexes 
tell us various aspects of these economies. 

We preface our analysis with some general observations which we make ex abundanti cautela. 
There are a number views and propositions that are widely held in popular and even professional 
circles, but which are often highly debatable. They include the following: 

(i) Reduction in the budget deficit will improve the current account of the balance of payments 
by the same amount. 

Fund research findings show that there is a negative relationship between public savings and 
private savings in many samples in the countries that are under the stand-by and extended 
arrangements. On average, private savings fell I percent when public savings increased I. 7 
percent. This means that a 1 percentdecrease in budget deficit is partially offset by about O .6 
percent decrease in private savings. The regression coefficient of the private savings on the 
public savings is about 0. 7 and roughly coincides with this figure.30 

Naturally, the full Neo-R.icardian equivalence will imply a hundred percent negative offset. 
Therefore the private sector responds to the decline of government deficits by taking a partial 
account of future liabilities, and not a full account of them. In any case, this means that undue 
emphasis on the budget deficit may be misleading for the economy as a whole. 

(ii) The more "private" lending, or the more FDI, the greater will be the probability of insolvency 
of the borrowing country. 

Since the Fund is one of the country's creditors. the above is also true. From the standpoint of 
the borrowing country, however, the above statement is dubious. New concessional Joans and 
grants may go away if the benevolence of donors disappears. On the other hand, private flow 
of funds such as FD ls and commercial loans may indicate that other economic agents consider 
it profitable to lend to that country or to invest in its future. Private capital inflows imply the 
normal function of the price mechanism. It may imply as well that the borrowing country is 
situated near the optimal path of development in the world market. 

30 M.A. Savastano, "Private Saving in I1vlF Arrangements'' , Chapter VI of S. Shadler (ed.), IMF Conditionality: 
Experience under Stand-By and Extended Arrangements Part II: Background Papers, International Monetary 
Fund, Occasional Paper No.129, 1995. 

. ,. 
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COUNTRY-SPECIFIC ANALYSIS 

In this section, n:iovements of indicators developed above will be illustrated by country 
experiences. The calculation of indicators is made using Fund statistics. We took the proxy 
for real debt, the U.S. dollar value of debt. In accordance with this, we took the U.S. dollar 
values of GNP as real GNP. Also, please note that the debt-service ratio is calculated here as 
the percentage of annual export rather than monthly. 

Bangladesh 

Compared with the pre-adjustment period (1973/74-85/86), the Bangladesh economy 
recovered its macroeconomic stability during the post ESAF period (86/87-94/95: SAF 
86/87, ESAF 89/90-92/93), as shown in Table 1. 

During the post ESAF period, there was no sign of any acceleration in real GDP growth. The 
growth rates remained arrested at around 4 percent. They were on average lower than the 
rates that prevailed in the l 970's and early l 980's. 

Meanwhile, Bangladesh has accomplished a slight improvement in its investment/GDP ratio. 
It also reduced its level of inflation to around 6 percent, its government deficit/GDP ratio to 
6. 7 percent, and its current account deficit/GDP ratio to -1.1 percent. In the fiscal area, 
Bangladesh increased tax collection by the introduction of the VAT and by the improvement 
of the efficiency of tax collection. 

f\.foreover, the export/GDP ratio increased . This export surge was mainly sustained by non
traditional exports such as ready-made garments (RMG), leather, leather products, fish and 
shrimp. The share of non-traditional exports (gross values) has risen from 31 percent in 1989 to 
87 percent in 1995 while the share of traditional exports, i.e., jute-based exports, has declined and 
stands at 13 percent in 1995. 

Thus, ESAF successfully brought to Bangladesh price stability, which is an important benefit. It 
is not clear, however, whether or not ESAF brought growth to the economy. ESAF merely 
sustained growth. Bangladesh may, thus, be said to be a typical case of an ESAF program that 
emphasized civilization but no growth. 
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Table 1 

Comparison Pre-Adjustment and 
Mid- & Post- Adjustment by Macro Key Indicators 

Pre-Adjustment Mid- & Post- Adjustment 

Sample Mean Std Dev Sample Mean Std Dev 

Real GDP Growth Rate 11 4.5% 0.03 9 4.0% 

Current Account/GDP 1 l -4.1% 0.018 9 -1.1% 

Investment/GDP 11 11.7% 0.019 9 15.2% 

Export/GDP I 1 5.7% 0.007 9 9.6% 

Inflation (CPI) I 1 10.1% 0.043 9 6.4% 

Government Deficit/GDP 6 -8 .9% --- 9 -6.7% 

Note: All the abo\ e ligurc:- are calculated based upon the data from IFS. 

In Bangladesh, people are concerned with the need for regional coordination of trade policies 
which between India and Bangladesh are often emphasized. According to their view, trade 
liberalization without considering the relationship with neighboring countries would create the 
current account problems Since Bangladesh strove toward liberalization without India's move 
towards liberalization, the trade imbalance against India has increased. While exports from 
Bangladesh to India tended to decline, imports from India tended to increase. Most of the trade 
deficits were financed by the continuous growth in overseas remittances, but the external debt 
stock has been growing gradually (Table 2). 

. ,. 
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Table 2 

Key Indicators from Balance of Payments 

Mil ofTaka Trade Balance Remittance Current Account External Debt (mil $) 

1988-89 -67,773 26,860 -23,390 11,119 

1989-90 -74,329 26,312 -26,798 12,757 

1990-91 -61,499 30,169 - 5,323 13,470 

1991-92 -56,918 37,237 - 8,107 13,898 

l 992-93P -69,325 36,985 1,499 14,619 

1993-94 -65,848 43,549 11,193 16,223 

1994-95 -97,428 48, 140 - 5,974 16,3 70 

1995-96 -126,554 49,795 - 3,885 n/a 

~ : 
(n) Trade Balanc:: includes freight, inimrance ond net amount of other goods and servic::s. 
(b) For up to 1991-92 , the amount of remittance is substituted by "Transfer by Bangladesh nationals." 
(c) External Debt is defined as the sum of public and publicly guaranteed long-tem1 debt, the use ofllvfF credit, and 
short -term debt. 
Source 
Bangladesh Bank. Bangladesh Bureau of Statistics, Global Dc:vclop111c:r1t Finance (World Debt Table). 

As "Several Indicators for External Debt, Bangladesh" shows. debt service ratio increased on 
average, but other indicators show a declining tendency. Debt service/GDP ratios are almost 
constant throughout time after the adoption of ESAF. Debt/GDP ratio is slightly increasing. 
However, dynamic indicators are different. REDB is gradually improving, and DDI has decreased 
since 1990 except in the last observation. In sum, both debt service ratio and DDI indicate the 
improvement in external balance. Though static indicators do not show significant changes, 
dynamic indicators reflect the improvement in growth. 
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Cote d'Ivoire 

Cote d 'I voire's external sector performance has been characterized by a period of high growth 
under improving terms of trade in the middle of the 1980s, a stagnant period of price stability 
under the fixed exchange rate mechanism of the Franc Zone until 1994, and a period of 
rebounding growth after the critical devaluation in 1994. 

During the first period, economic activities were greatly influenced by a generally optimistic 
outlook on the economy, which in turn laid the foundation for the accumulation of later debt. 

During the second period, the Cote d'Ivoire economy was constrained by the CFA Franc Zone 
mechanism. Indeed, the price level was stable; consumer prices decreased substantiaUy during 
1993, but GDP growth was extremely stagnant. After the devaluation, the economy rebounded. 
Recent data on growth are sparse, but the rebounding seems to be holding. 

Cote d'Ivoire's balance of payments is distinguished by the fact that, unlike many developing 
African economies, the trade balance was in surplus throughout the 1980s. It is the burden of 
servicing the large outstanding debt that turns the current account into deficit (or barely balanced 
in 1994). 

Now, let us apply the concepts of various indicators that we have introduced above. The paths 
of debt-service (/export) ratio, debt-service/GDP ratio, debt to GDP ratio, Real External Debt 
Burdens (REDB) and Debt Deepening Index (DDI), in a way, measure the health of a country's 
external position. 

As will be noticed from the following chart ("Several Indicators for External Debt, Cote 
d'Ivoire"), Cote d'Ivoire is noted for its high value of international debt. All of the three ratios; 
the debt service ratio. the debt service/GDP ratio, and the debt/GDP ratio are high. The debt
service ratio is decreasing because of the openness of the economy. On the other hand, the 
debt/GDP ratio is growing reflecting the slow GDP growth until the devaluation. 

In contrast, two measures, REBD and DDI, that are related to the change in debt/GDP ratio 
were reduced substantially in 1993, but grew rapidly in 1994 and 1995. This implies that ifwe 
count both debt dynamics and current account, the debt generating mechanism is still working 
substantially in Cote d' Ivoir~. These figures confirm that Cote d'Ivoire is a country heavily in 
debt. Because of the fact that Cote d'Ivoire is a very open economy, the value of debt 
service/export ratio and debt outstanding/export ratio understate the difficulty of the debt 
problem. From the movement of these indicators before and after the ESAF program, whose 
initiation year is depicted by the solid vertical line, the external viability of Cote d' lvoire does not 
seem to be affected favorably by the ESAF program. Only the debt service ratio shows some 
hopeful turn. 

'·-
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Under the fixed exchange rate mechanism of the CFA system, a country can hardly conduct an 
independent monetary policy. After 1994 when the devaluation took place, Cote d'Ivoire was able 
to initiate a de facto inflationary policy, and the economy started to grow. Because of our use 
of the U.S. dollar term for calculating a proxy for the real dollar value of GDP, the improvement 
of dynamic indicators, REDB and DDI, are exaggerated in 1993 . This example casts some doubt 
on the view, sometimes shared by the Fund, that price stability is always good. Under certain 
circumstances, as in Cote d' Ivoire in the early 1990s, an inflationary policy is useful. By 
allowing or encouraging the devaluation, the Fund in fact supported such a reflationary policy. 

l\Ialawi 

We begin by reviewing the external viability indicators. The trade account was in a small surplus 
until 1992, but it turned to a deficit after that; the current account was in deficit. The debt service 
burden was reduced from 60 percent of exports in 1986 to 22.5 percent in 1995. As far as the 
debt service is concerned, the situation seems to be improving. In 1995, the outstanding debt was 
S2, 148 million, the NPV was $1,135 million. These were 509.1 percent and 289.2 percent of 
exports, respectively .. 30 

All the indicators of external viability showed steady movements (see "Several Indicators for 
External Debt, Malawi") until 1993. In 1993, the economic growth rate fell so that REDB and 
DOI went up sharply. In spite of the improvement in the level of the Debt Service Ratio, the 
relative magnitude of Malawi's debt to GDP grew fast due to Malawi's slow GDP growth and the · 
current account deficit. In general, Malawi's external position appears to have been managed 
rat her vvell. 

However, there is a contrast between the declining debt service ratio and other rising indicators. 
Among the dynamic indicators, the most comprehensive DDI shows a sharp rise. This casts 

doubt as to w hether or not the ESAF helped the external viability of Malawi. It also offers 
another explanation as to why relying solely on the Debt Service Ratio could be misleading. If 
the Fund overemphasizes the static indicator such as the debt service ratio or the debt 
service/GDP ratio, the dynamics of debt in a growth process will 
be neglected. 

30 EBD96/l SO p. 35. 

. '· 
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Uganda 

Uganda has come out of a difficult and protractor period of internal conflict. The economy has 
been stabilized since 1989, thanks to the adoption of a cash budget. The economy started real 
growth after the trough of 1986 and was able to sustain its pace. The level of real GDP per capita 
is now approaching the level of its pre-war peak. 

One characteristic of Uganda's economy is that it is quite a self- sufficient economy. Export/GDP 
ratios are less than 10 percent. Another characteristic is that Uganda is growing relatively quickly 
among Afiican countries. These characteristics imply two things. First, not only export-related 
indicators but also GDP related indicators should be considered. All the export-related measures 
such as the debt service ratio and the debt export ratio are relatively high, while the GDP 
measures such as the debt service/GDP ratio and debt/GDP ratio indicate a rather healthy 
situation. The use of export-related measures will present Uganda as a country more vulnerable 
than it actually is. 31 

From the viability indicators (Statistical Table, pages 20 and 21), it is hard to tell if the ESAF 
functioned well after 1988. Debt Service Ratios went up until 1991 but they have been 
decreasing ever since then. REDB and DD! have been falling sharply since 1993 and 1991 
respectively. Thus, these dynamic indicators fell, that is, improved since 1993. (See "Several 
Indicators for External Debt, Uganda" on the following page.) Thus, the ESAF does not 
necessarily improve the viability situation at first. However, after 1993, the economy is on the 
right track. This shows the burden of debt was already winding down even before it was selected 
as the number one HIPC initiative country. 

Since the Ugandan economy is relatively closed because of the relatively self-sufficient production 
structure, the export/GDP ratio is smaller in Uganda than many Afiican countries considered 
here. The debt service ratio is large and accordingly, Uganda is treated relatively favorably in its 
designation as a HIPC country although its indebtedness is subsiding. 

310f co~. we do recognize the merit of self-centered development Development of domestic markets that sustain 
growth are something to be encouraged, if possible; in a fast-growing country such as Uganda, reference to dynamic 
indicators that reflect growth is essential. 
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Vietnam 

Since the announcement of the Doi Moi policy in December 1986, Vietnam has been t rying to 
transform a centrally-planned economy to a market-oriented economy. Although the conceptual 
meaning of Doi Moi used in the Congress's decision at that time has little to do with the 
abandonment of socialism in favor of capitalism, the new policy has had drastic effects on the 
economic system. The principal driving forces in capital accumulation and in resource allocation 
have shifted from the government-prepared, command-style economic planning to something 
midway on the road to the free interplay of market forces. This change has been reinforced by 
the obligation to meet the conditionalities for financial support set out by the World Bank and the 
Fund. 

In Vietnam, we see steady growth in the export/GDP ratio (Table I : 30.5 percent-35.2 
percent) and worsening of trade balance deficits as a result of extraordinary import growth 
(Table 2 : 30.4 percent-44.4 percent). The export surge was almost entirely sustained by 
primary goods such as crude oil, rice, fish and shrimp. The sharp increase in import was 
accelerated significantly by trade liberalization, such as the reduction in tariffs and elimination 
of import shipment licenses. Another factor that strengthened this import growth was the 
increase in the FDI. The FDI stimulated the import of intermediate goods and capital goods, 
and the import of consumer goods increased as well. So long as flows of FD Is are driven by 
market forces, the financing of the current account by FD Is hardly presents any problems.32 

The current account (CA) deficit also grew (Table 3: 4.3 percent-8.5 percent), parallelling the 
expansion of trade balance (TB) deficit. Most parts of the CA deficit have been financed by FDI 
and Official Development Assistance (ODA). In order to reduce this imbalance, the Vietnamese 
government has attempted to impose restrictions on imports by limiting the issuance of letters of 
credit (L/C). 

Another feature related to the external sector is the enormous outstanding external debt, although 
the proper statistical treatment of Ruble-denominated debt leaves room for discussions. The ratio 
of debt to GDP was improving (Table 3: 296.8 percent-148.1 percent). It remains a question 
as to whether this improvement is good enough. 

32 Another question remains as to whether the composition ofFDis is desirable or ool. We hear the concern, for 
example, that FDis in automobile factories are excessive. 
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Table 1 

Comparison Pre-Adjustment and Mid-Adjustment by Macro Key Indicators 

Pre-adjustment (87-93) Mid-adjustment (94-95) 

Sample Mean Sample Mean 

Real GDP Growth Rate 89-93 7.3% 94-95 9.2% 

Investment/GDP 90-93 18.2% 94-95 26.3% 

Inflation(CPI) 87-93 117.5% 94-95 13.4% 

Government Deficit/GDP 89-93 -6.4% 94-95 -1.9% 

Note. All the above figures are calculated based upon the data from IFS. 

Table 2 

Trends in Nominal GNP Per Capita ( 1992-95) 

1992 1993 1994 1995 

GNP Per Capita (USS) 142 181 214 275 

Growth Rate (%) 27.1% 18.5% 28.5% ---

~ : 
The above figures are calculated based upon the data from IFS and Global Development Finance ( 1997). 
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Table 3 

External Sector Developments 

Pre-Adiustment (87-93) Mid-Adjustment (94-95) 

Sample Mean Sample 

Export/GDP 91-93 30.5% 94-95 

Import/GDP 91-93 30.4% 94-95 

l Current Account/GDP 89-93 -4.3% 94-95 

External Debt Stock/GDP 89-93 296.8% 94-95 

,,..;ote: (1) All the figures are calculated based on the data from IFS, Global Development Finance. 
(2) CA includes official transfers. 

Mean 

35.2% 

44.4% 

-8.5% 

148.1% 

(3) External debt stock is defined as the sum of public and publicly guaranteed long-term debt, private non
guaranteed long-term debt, the use of IMF credit, and short-term debt. 

Table 4 

Trends in the Balance of Payments (1988-1995, Unit: Million ofUS$) 

Export Trade Current CNGDP Foreign 

Import Balance Balance Ratio(%) Reserve 

1988 733 1,4 12 - 679 - 747 

1989 1,320 1,670 - 350 584 -9.2% -
1990 1,731 1,772 - 41 259 -4.1% -
1991 2,042 2,105 - 63 133 -2.3% 27 -

1992 2,475 2,535 - 60 8 -0.1% 465 -
1993 2,985 3,532 - 547 - 765 -6.0% 404 

1994 4,054 5,244 -1, 190 -1,197 -7.7% 876 

1995 5,198 7,543 -2,345 -1,868 -9.3% 1,376 

~ : (1) Current Account includes Official Transfer. (2) Foreign Reserve includes gold. 

Source: International Monetary Fund 
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Zimbabwe 

In historical perspective, Zimbabwe was a country that acumulated wealth and a sound 
infrastructure. It was a country that has not had its external debt re-scheduled. However, two 
recent droughts (1992 and 1995) made steering the economy difficult, and the above mentioned 
intrinsic dilemma of fiscal incompatibility created difficulties in the balance of payments as well. 

Statistics are not well prepared in Zimbabwe and International Financial Statistics has many blank 
items for Zimbabwe. The macroeconomic picture is not very encouraging. Real growth is 
severely disrupted by droughts, though the tentative 1996 figures seem promising. Inflation has 
been running at more than twenty percent in most recent years. 

The current account balance was affected negatively in the drought years, but that is accounted 
fo r by the consumption smoothing motives. Outsiders, including the Fund, should show 
understanding when adverse shocks hit a country, although, of course, it is true that fiscal 
rigidities can exacerbate the difficulty created by such external conditions. 

Most of Zimbabwe's external viability indicators were worsening when the ESAF program was 
adopted. See "Several Indicators for External Debt, Zimbabwe". Subsequently, some indicators 
showed improvement, but their levels in 1995 are not very encouraging. The lack of growth in 
the present causes a problem in REDB and DDI. The lack of the future prospect for growth gives 
a pessimistic picture for the future. Incidentally, since smoothing consumption is a natural concern 
of events, the Fund could be relatively tolerant about the development in the balance of payments 
current account. due to droughts . 

. '· 
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Summing Up International Comparisons 

In short, the basic difficulty in presenting a viability measure is that our observations are limited 
to the past and present while we would like to compare the present value of future liabilities with 
the present value of capacity to pay in the future. Indicators such as debt service ratio to REDB, 
DDI are measures of (instantaneous) flow variables. The latter two consider rate of growth, but 
only the instantaneous rate of growth. NPV of debt considers the future courses of debt 
payments, but one has difficulty matching it with the present value of potentially capable 
payments. Finally, "Comparison of Some External Debt Indicators Among 6 ESAF Countries" 
illustrates the effect of indicators for six countries and presents examples of how those indicators 
off er different views of the debt problem. 

In the pre-ESAF period, most indicators roughly move together. In terms of debt service ratios, 
Vietnam and Malawi are ranked as the two best (lowest), and Uganda is ranked as the worst 
(highest) in the mid-post ESAF period. In terms of debt-service/GDP ratio, on the other hand, 
Bangladesh and Vietnam are the two best countries and Zimbabwe and Cote d'Ivoire are the two 
worst. According to the debt/GDP ratio, Bangladesh and Zimbabwe are the two lowest and Cote 
d' Ivoire is the highest. 

In terms ofREDB that captures the debt dynamics in growth, Vietnam and Cote d'Ivoire are the 
lowest, and Malawi, Zimbabwe and Bangladesh are the worst. This reflects the stagnant nature 
of the Malawian economy. Finally, according to the most comprehensive index here (DDI), Cote 
d' Ivoire and Vietnam are the best (lowest), and Malawi is the worst (highest). This comparison 
shows that judging from a single index such as the debt service ratio can be quite misleading. 
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Comparative Analysis for External Viability 
(Pre- and Mid-&Post- ESAF) 

Debt Service ratio 11 Debt Service GDP ratio 2/ 

pre-ESAF mid-&post-ESAF pre-ESAF mid-&post-ESAF 
31.5°/o 34.0% 2.0% 2.7% 

15.J•/. 8.6% 3.9·!. 2.2% 

53.9•/. 35.1°/. 16.40/o 13.50/o 
39.5% 24.7% 8.7% 6.So/. 
33.3•;. 6s.s•1. 3.40/o 3.6% 
28.70/o 33.0°/o 7.1% 10.5°/o 

33.70/o 33.5% 6.90/o 6.5% 

Debt Export ratio 3/ Debt GDP ratio 4/ 

pre-ESAF mid-&post-ESAF pre-ESAF mid-&post-ESAF 
662.4% 708.0% 41.70/o 58.5% 

1131.90/o 570.20/. 296.80/o 148.l°lo 

452.80/o 545.4% 132.4·;. 210.so;. 
395.J°lo 457.8% 85.9% 129.6°!. 
314.6°/. 1178.30/. 28.0% 67.2% 
175.00/. 235.6% 43.30/o 75.1% 

522.0% 615.9°/. 104.7% 114.9% 

Real External Debt Burdens 5/ 
pre-ESAF r=8o/. 6/ mid-&post-ESAF r=8% 6/ 

--0.6% 1.8·1. -1.5% l.3% 
-19.891. 3.0% -12.79/o -1.79/o 

1.2•1. 8.50/o -u.1•1. -2.4°/. 
2.1•1. 5.0% 3.20/o 10.0% 
0.2% 1.39/o .. -3.s·;. 0.6% 
1.49/. 2.1•1. 1.9% 4.1% 

-1.6% 3.6°/. -4.5•1. 2.29/o 

Debt Deepening Index 7/ 
pre-ESAF mid-&post-ESAF 

2.6°/. -1.3% 
-17.4% -4.3-;. 

7.7% -18.39/. 
7.3% 15.3•;. 

--0.5% --0.2% 
2.2% 3.1°/ o 

0.3% -1.0% 

-

Alllhor's calculation based upon IFS, Recent Economic Development, World Debt Tabel and Global Development Finance. 

(No~) 
1/ f - ervice ratio • (interest paymc:11t + pricipal repayment) / export 

2/ I :rvice GDP ratio = (interest payment+ pricipal repayment) / GDP 

3/ Debt Export ratio c debt stock/ export 

4/ Debt GDP r.itio .. debt stock / GDP 

5/ Real External Debt Burdens= (real interest ra~ growth rate of GDP)• debt stock I GDP 

6/ Obsfeld(l996) uses a real interest rate of8 percent, and states that the nte of return on equities is probably a better approximation. 

7/ Debt Deepen.mg Index= (real interest rato- growth rate of GDP) • debt'"stock /GDP+ CA deficit exc luding interest payment/ GDP 
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GENERAL RECOMMEND A TIO NS 

Without prejudice to the generality of the foregoing analysis, and to various suggestions which 
we make by necessary implication, we propose the following specific recommendations: 

SOCIAL IMPACT 

First, in our view the Fund should not invest in building up expertise in poverty analysis. Rather, 
we recommend that at the stage of program design the Fund formally asks the Bank to identify 
ex-ante which groups, among the poor, are likely to lose from the proposed reforms. The Bank 
would then provide the Fund with projected time paths of the real incomes of the main groups 
of the poor and also with projected outputs of social services. The output projections for social 
services would take into account the relative price changes which we have identified as so 
substantial that they can radically change the conclusion from social indicators. The projected 
time paths would be incorporated in program documents, along with the traditional fiscal and 
monetary monitoring variables. Whether a program would be considered in need of revision 
would be decided in part on the basis of a comparison of outcomes with these projections. 
Clearly, the time lag for income data is much longer than for financial targets. However, its use 
in assessing whether the outcome of a program was consistent with the initial projections would 
be salutary since major deviations would require explanation. 

Second, in program design trade-offs between the short and the long run should be explicitly 
analyzed. This analysis would address sequencing issues, the efficiency costs of revenue 
measures, the need for front-loading of slowly-maturing structural refonns and the 
appropriateness of cash budgets. 

Third, in the area of fiscal policy, where the macroeconomic concerns of the Fund and the 
microeconomic concerns of the Bank currently overlap, collaboration between the Bank and the 
Fund should be increased. Specifically, boundaries need to be more clearly delineated, and where 
overlaps are accepted, a more formalized requirement for joint analysis and decision should be 
negotiated so that country-level staff are clear about their respective powers and duties. 

Finally, in already-stabilized economies the Fund should shift from ex-ante negotiation of short
term targets and policies to an ex-poste evaluation over a longer period. This would help 
reforming governments in building reputations and would enable the Fund to play a useful role 
in potential ESAF countries which now reject the instrument. In post-crisis economies the Fund 
would focus on encouraging and managing increased external inflows, public and private. Except 
in the transition economies, ESAF funds would taper in with adjustment rather than taper out. 
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Conversely, the Fund would be more circumspect in providing support in stabilization contexts 
where the commitment of the government is in serious doubt. 

EXTERNAL VIABILITY 

First, we recommend that the operation ofESAF as an inadvertent tax on exports be mitigated 
by allowing ESAF funds to accrue as budget support, as already happens in the case of Franc 
Zone ESAF countries. 

Second, as indicators of external viability of a nation, one should rely more on Debt Service/GDP 
and Debt/GDP ratios since the former ratios are less affected arbitrarily by the degree of openness 
of a nation than the latter ratios. In order to supplement the static nature of the above ratios, one 
should also refer to the Real External Debt Burden (REDB) as well as to the Debt Deepening 
Index (DDl). Net Present Value (NVP) of debt is indeed a dynamic concept, but it should be 
matched not only with the current GDP, which is a static concept, but with the net present value 
of the national income of a nation or the net present value of the savings-investment balance. 

As discussed above, debt service ratio to export ratios and debt/export ratios are less reliable 
indicators than debt service ratio to GDP and debt/export ratio, because those ratios to export 
are overly sensitive to the openness of the economy. 

O\\'l\'.ERSHlP AND GOVERNANCE ISSUES 

Responsibilities of the Country 

The Fund often gets cast in the role of the villain when in fact, the problem lies with the country 
itself Corrupt and autocratic regimes, some of them propped up by vested interests abroad, are 
often the first to plead ownership and to bemoan the lack of it when they feel the pressure of 
donors and the multilateral system to rectify things. The role of the multilateral system (and also 
of bilateral donors) in such situations is to reinforce the leverage of national democratic forces 
by requiring a restoration of the integrity of the system of public resource mobilization and 
expenditure and its oversight institu.tions (Auditors and Accountant-Generals' Offices) as a 
minimum condition of assistance. The Fund's policy in this regard is, in our view, entirely 
appropriate. The real solutions must begin at the country level. Here, the government's space 
for maneuver will obviously depend on the credibility it enjoys in the eyes of the governed, 
especially organized constituencies, and this credibility in tum depends, among other things, on 
the openness and accountability of political and fiscal institutions. 
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Defining a Vision and Setting the Agenda 

National ownership requires, first and foremost, that the country itself define its medium to long
tenn vision along with a supporting policy agenda and that it mobilize a sufficient body of national 
consensus behind it, before it begins negotiations with the Fund and other external agencies. 
Where the capacity does not exist in the country or with its nationals abroad to elaborate a 
national program, it is for the country to 'acquire' it by whatever means are available - free
standing technical assistance, hired consultancies, etc. Our discussions in the various countries 
show that Fund technical assistance provided independently or collaboratively with the UNDP 
and/ or bilaterals can be particularly useful in these situations. 

The Fund's technical assistance program in Vietnam is an outstanding example that needs to be 
studied and replicated, in this regard. A number of country experiences (Ghana, Cote d'Ivoire) 
also suggest the secondment of Fund-based staff of national origin - nationals of a country 
working with the Fund - can be similarly useful for this and other purposes. 

Broadening and Sustaining the National Consensus 

At the country level, there are a number of ways in which government can deepen ownership and 
build consensus One of these is the formation of economic management teams (EMTs) with a 
technocrat ic and political composition. The experience of a number of countries suggests that 
the formation of such EMTs drawn from the technical and economic ministries, along with 
political leaders, especially the Prime Minister or head of government, and some senior members 
of Cabinet. can be an effective way of building consensus and managing programs. Such 
management teams will usually take charge of the overall policy reform package, and the 
coordination of the roles of different ministries and government agencies and departments in the 
implementation of the program. This is particularly important since, in practice, it is difficult for 
the :\1inistry of Finance by itself to achieve this coordination and monitoring of the different roles 
of these other ministries and agencies. The one caveat, however, is that these management teams 
can be counter-productive and may, in fact, deepen the rivalry between the Minister of Finance 
and his colleagues unless proper liaison is established between the management team and the 
Cabinet as a whole. The tendency is for Cabinet members to feel resentful if policy-making 
suddenly shifts to a management team that includes just a few of their number, and if major policy 
decisions should be taken by this group without reference to them. It is important, therefore, that 
there should be regular communication between the economic management team and the full 
Cabinet through regular briefings to the Cabinet by the Minister of Finance or preferably, by the 
Prime rv!inister or whoever chairs the management team. In some countries, these management 
teams are headed by the President himself, and this is often even more effective in getting all 
ministers to cooperate in the reform effort. 
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Moreover, in the consensus-building process, it is important that opposing views within 
government are allowed to be expressed freely and openly, and where they appear to be 
predominant, they should not be browbeaten into silence. On the contrary, such predominant 
opposing views and positions should be discussed fully, and if need be, put to the test even if 
at the cost of further economic deterioration, as this is often the only way to create space for 
change. In Ghana and Uganda, for instance, alternative policies to Fund-supported programs 
were tried before these reform programs began. For purposes of wider national consensus
building, national conferences have also proved, in many countries, to be an effective way of 
building-consensus, especially where they have a high degree of inclusivity and openness. The 
role of political leadership, at the level of the presidency itself, is often decisive in these matters. 

Initiatives by the Fund 

Side by side with what we recommend must be done at the country level, we also recommend that 
steps be taken by the Fund to make the negotiation and conditionality regime more ownership
friendly, so to speak. 

i) Pre-Negotiation Contacts 

We recommend that before formal negotiations with the country begin, the Fund, at a sufficiently 
senior management level, and with the active participation of the country's Executive Director, 
engage in intensive and informal political dialogue with the country's political leadership (and 
other key constituencies) in a bid to understand the country's political constraints and 
possibilities. In appropriate circumstances, the Fund may consider, for this purpose, the use of 
emissaries or third parties who may enjoy a special relationship of trust and friendship with the 
country's political leadership. The idea is for management in this way to form the necessary 
political judgement that should then inform both the choice of the mission leader and the 
formulation of the mission's mandate. We are aware that the Fund does some of this already. 
Visits by Fund management to the countries are everywhere appreciated. Our proposal is to 
make these informal contacts a systematic and regular feature of Fund/ country relations. 

ii) The Timing of Missions 

The timing and duration of country missions came up frequently in our interviews with 
government officials. Although both of these matters are always discussed and agreed upon with 
government representatives (Ministers of Finance usually), there are concerns that the timing and 
duration of missions do not always allow sufficient time for government to fully consult and build 
consensus, especially during the negotiation process itself, as compromises are made. This was 
a major complaint in Vietnam, for instance. In a slightly different variant of this problem, 
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governments are sometimes ready to conclude negotiations but are unable to do so because 
missions are not mandated to reach agreement; indeed some missions set out with the explicit 
anticipation that a program would be concluded by a follow-up mission. 

A related aspect of the timing problem is also that governments' preparation for negotiations is 
often compromised by undue concentration of government staff time on collating statistical and 
other information required by missions in the framework of Article IV consultations. 

Now, quite obviously, the tirrung and duration of staff missions cannot be made exclusively 
dependent on the country's or government's needs; they also depend on the Fund's administrative 
and staff constraints. Our proposal is for a proper balance to be struck between these competing 
considerations that allows the country time to prepare the ground adequately for the appropriate 
policy choices to be made. In particular, new governments, especially those made up of people 
with little or no experience in government, need even more time to consolidate power and build 
consensus. While a rush by the Fund to the support of a new government may be entirely 
warranted and necessary in order to provide early support and thus to strengthen the position of 
key reformers, it must be coordinated carefully with other donor missions so as not to put the 
consensus-building process under undue strain and leave the reformers too far ahead of the rest 
of the Cabinet and government. Programs agreed under these circumstances often make swift 
progress but leave a trail of recrimination in their wake that may prove costly to the reformers 
themselves (Malawi) whereas those that are agreed in less hurried circumstances usually prevail 
(Uganda, Ghana). 

iii) The Element of Choice 

The most common complaints from which we heard but few dissenting voices concerned the 
Fund's perceived ' inflexibility' in negotiation, and its 'insensitivity' to domestic political 
constraints. Many Finance Ministers and senior officials with long experience with Fund 
negotiations, complained about what they perceived as 'imposition', and the absence of choice 
in the way Fund programs are negotiated. Understandably, the complaints were loudest among, 
but by no means limited to, countries experiencing difficulties in negotiations with the Fund 
(Ethiopia, Bangladesh, and to some extent, Vietnam). 

In our view, this is the greatest source of tension in Fund/ country relations, and the main reason 
why the Fund is often cast in such a villainous role. 

Now, to be sure, and as we have already noted, the Fund is often a victim of circumstances of the 
country' s own creation. Many ESAF countries come to the Fund when they are in a deep 

. ... 
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macroeconomic crisis requiring dire measures to bring much needed stabilization. In such cases, 
the country's objective situation itself imposes limits on policy options for corrective action. 

But we believe that there is more than a grain of truth in these widespread complaints. We heard 
complaints about Fund 'inflexibility', even from Bank sources. The persistent concerns about the 
loss of national ownership come from the feeling that governments are left no choices in 
negotiations, that the staff come with fixed positions and preferences for instruments that are 
considered ' safe' and 'reliable', that alternatives are often dismissed much too summarily, and 
without objective appraisal; petroleum tax was cited as a frequently invoked 'safe' handle. 

We do not, of course, state these views here to say that they reflect every negotiating experience; 
nor do we intend to suggest that the complaints are necessarily valid in each case. The point we 
wish to make is that they reflect a fairly widespread feeling that the negotiation process tends to 
be one-sided, and produces agreement mostly through a convergence around staff positions. 
Agreements that are concluded in these circumstances and the conditionalities that regulate them 
can obviously not be said to be compatible with true ownership. 

In order to put the matter in the right perspective, it is necessary to clarify the nature of the 
concern we are here addressing. There is nothing inherently contradictory between conditionality 
and ownership, and a negotiated program that is 'owned' does not cease to be so merely because 
it is tied to conditionalities; the complaints are about conditionalities tying financial support to the 
implementation of a program that is !lQ1 owned, one which a government in distress and with no 
alternative source of funding, feels compelled to accept. 

\Ve accordingly recommend that some flexibility be built into the mandate for negotiations in the 
current essentially ex-ante negotiation and conditionality regime. One of the ways, but by no 
means the only one, in which this could be done is to formulate alternative program paths through 
the negotiation process, leaving it to the country to decide, with the advice of the staff, what best 
( or better) suits its particular circumstances. What we have in mind is not a glorified lottery in 
which the country makes its choice, more or less in the blind, leaving the Fund to bear the risk 
of default; nor is this the product of sheer brilliant intuition. On the contrary, we believe that the 
element of choice will not only help relieve the perception of one-sidedness and inflexibility in the 
existing negotiation regime, it may also .help to achieve an agreement in many of the cases where 
negotiations break down over narrow areas of divergence. It may also help address the large 
element of interruptions which the Internal Review reported "were strongly affected by serious 
slippages in past policies that either weakened the government's credibility, or produced 
protracted disagreements between the staff and the government on remedial measures". 
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In order to provide this element of choice without jeopardizing basic discipline, alternative 
programs must each satisfy a minimum condition of viability - they must each be capable of 
bringing about sustainable growth. 

We recognize that it cannot be a choice between a "strong" and "weak" program in the ordinary 
sense, for typically, a "weak" program-one with a weaker than desired fiscal adjustment, will 
have a larger financing gap and therefore, by the same token, require more external, including 
Fund, resources. However, a country may in practice decide that it needs time to build consensus 
and strengthen support for reform, and would therefore prefer to undertake the needed fiscal 
adjustments in say the second or third year, instead of the first year of an ESAF program. In such 
situations, what the Fund typically does in the existing regime is to backload its funding ( along 
with other external funding) and in this way to complicate the implementation of the program in 
the first year, or perhaps even condemn it to failure. What our proposal would mean is that in 
these circumstances the Fund would grant the country its choice and be willing to frontload its 
funding to enable the government to demonstrate success and thereby strengthen its credibility. 
Fund assistance could, in such situations, be made contingent on strong signals by the country in 
the form of some up-front major structural reform along with measures designed to prepare the 
ground for credible revenue and expenditure measures in the succeeding years. 

Such a posture will enable the Fund to demonstrate its flexibility as well as its support for the 
reformers, and at the same time will enable the country to exercise some choice in determining 
the con.figuration of the program. The high level political contacts that we recommend elsewhere, 
should also enable the Fund to form a judgement as to the depth of the country's commitment to 
sustained reform. 

Secondly, we recommend that the Fund develop a more systematic mechanism for supporting 
home-grown programs ex-paste. The objective of such a mechanism would not be to condemn 
countries with a poor track record but with new governments committed to reform (Ghana 1983, 
Uganda 1987, Malawi 1994), to wait till they have established a track record and to bear the cost 
of adjustment on their own while they are at it, before they can receive Fund support. For 
precisely these reasons, home-grown programs would be entirely unsuitable for countries needing 
immediate balance of payments assistance. 

A systematic mechanism for supporting home-grown programs ex-paste would enable the Fund 
to engage itself in countries that do not have critical balance of payments crises but need Fund 
certification for access to private capital markets or in low-income countries with some balance 
of payments need but which decide that for reasons of political principle, they would much rather 
do their own programs. 
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A system or mechanism for providing ex-poste support for home-grown programs should aim to 
provide ample technical assistance for the development of such programs. It should obviously 
also have entry and exit points although the purpose of active Fund technical asistance support 
in such cases would be precisely to minimize the risk of program default ( and therefore of exit 
in the first place). The entry point could usefully be made to be triggered by some signal by the 
government in the form of a major reform initiative. 

iv) The Fund's Image: Explaining the Fund's Role and Method 

We have already observed that the Fund's image in most of the countries we visited was rather 
negative. 

In our view, th.is is a matter that needs to be addressed in its own right. It has implications for 
the Fund's effectiveness as an institution on whom the entire donor community and private sector 
agents have thrust a leading role in macroeconomic policy management. It also has implications 
for the credibility and sustainability of the government's role in the reform process. Already, 
some countries, notably those that have a history of protracted revolutionary struggle (Ethiopia 
and Eritrea) and therfore have a greater capacity for political mobilization and a more resolute 
and militant vision of the national development path, have begun to balk at Fund-supported 
arrangements, preferring to pursue macroeconomic and structural reforms on their own. 

\\'e believe it is imponant that ways be found to both humanize and· de-mystify the Fund's image 
so as to relieve the political hazard that countries sometimes perceive to be associated with 
dealing with the Fund In th.is regard, the Fund might consider taking a leaf, not so much from 
the Bank· s rather quixotic recent decision to send staff members to the villages to give them a 
taste of poverty, but perhaps from the Bank's country strategy and implementation review 
meetings in countries where heads of sector ministries and their staff and key political leaders 
meet v.ith Bank staff to review program performance and discuss future strategies. In our view, 
the PFP preparation process provides a perfectly suitable forum for Fund staff interaction with 
a broad cross-section of political leaders and technical staff instead of the bilateral sector meetings 
that the PFP process usually entails. We also endorse wholeheartedly the recommendations made 
in the 1993 Country Strategy Paper for Bangladesh; it will be recalled that it proposed, among 
other things, that the resident repres~ntative "play a leading role through the development of a 
wide range of contacts and by direct participation in the national debate". 33 It also recommended 
the publication of Occasional Papers on Bangladesh to focus discussion in high-level seminars, 

33 Country Strategy Paper. 7 /30/93, p 53 . 
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as well as Fund participation in meetings with opponents of reform, both in and outside the 
government. 

An improvement in the image of the Fund will not, in our view, only be good for the Fund from 
the point of view of its effectiveness as an institution, it would also help country ownership. 
'When the image of the Fund gets so negative that countries begin to feel a palpable political risk 
in associating with it, they deny themselves the technical support and policy advice (which they 
acknowledge the Fund does have) and which they can avail themselves of, in formulating and 
developing their own programs. Thus a negative Fund image does not, in the end, promote 
country ownership. 

v) The Role of the Resident Representative 

We acknowledge that we did not visit a large enough sampling of resident missions, and that 
therefore the assessment we make in th.is regard cannot be too categorical. In what follows, we 
make judgements that are, to some extent, intuitive but which we believe are reliable on account 
of the frankness and confidentiality which characterized our interaction and discussions with 
resident representatives and government officials, as well as donor representatives who have had 
regular contacts with resident missions. 

First, the resident missions tend to be very small missions, with a solitary resident representative 
working with a skeletal administrative staff. In some cases, we sensed that beneath the veneer 
of loyalty to the institution, the resident representatives felt some frustration at their isolation 
from headquarters. Some of them also expressed concern about the career advancement 
possibilities following their postings. 

Our general impression is that the role of the resident representative is perhaps not being 
maximized enough although it holds great potential not only for improving the Fund's image in 
the countries but also for facilitating the conduct of its relations and negotiations with them. 

In our view, the role of the resident representative is critical as a point of continuing contact with 
a country and government and therefore, for program implementation. For this reason, we 
strongly recommend that there should be resident missions in all ESAF countries. The matter is 
important enough to warrant that resources be found to make it possible to have these missions 
established. 

The full-fledged Fund mission which we recommend for all ESAF countries should preferably be 
headed by a high-flying and relatively senior staff and an assurance given to them of their re-
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integration into headquarters once their mission abroad is over. We found the absence of this 
assurance to be a source of worry and fretting with some resident representatives. 

In the framework of such a strengthened mission, greater authority should devolve to resident 
representatives, especially in areas or matters that depend crucially on knowledge of concrete 
country circumstances, such as for instance, the fulfillment of tranche conditions or the impact 
of unexpected shocks or developments that require minor variations of program targets. 

In the light of the foregoing recommendations, we believe that more country visits and intensified 
program monitoring by Washington-based staff would be largely superfluous. Not only will they 
be a curious affirmation of the Fund's professed belief in the primacy of country ownership, they 
are unlikely to prove as effective a way of aiding successful implementation of country programs 
as competently manned and strengthened resident missions. 

vi) T he Fund ' s Cooperation with the Bank 

In the area of Fund/Bank cooperation, while a great deal has been done to better define and 
clarify the areas of the core competencies of the two institutions, and to provide guidelines for 
the management of areas of unavoidable overlap, a bit of confusion still reigns. Behind the facade 
of the close Fund/Bank cooperation which Fund missions cite in staff reports, there is much 
frustration on both sides. 

Among the Fund staff, there is some impatience with what is perceived as indecision on the part 
of the Bank, on key issues within the Bank's core competence (especially expenditure analysis) 
and undue tardiness in delivering inputs for joint documents and programs. 

On the Bank's side, the sources of frustration are many. Firstly, while the particular weaknesses 
complained ofby Fund staff are acknowledged, there is a general feeling (and some resentment) 
that the Bank plays second fiddle to the Fund, and that once an ESAF has been negotiated, the 
Fund expects a SAC to follow. Secondly, there are complaints that Fund staff are often cast in 
an inflexible mold by their briefing papaers and mandates, and are much too quick to plead 
jurisdiction and turf when differences arise. Needless to say, Fund staff, for their part, feel (and 
this, not without some justification, that Bank mandates and negotiating styles are no less 
inflexible. 

The real sources of friction include the sharing of draft reports and position papers. Bank staff 
complain that while they share their documents readily with their counterparts in the Fund, there 
is too much hierarchy and rigidity in the Fund's attitude in this regard. We heard complaints 
about the coordination of policy positions and the sharing of PFP drafts on Vietnam and Burkina-
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Faso.34 There is also a widespread feeling on the part of the Bank staff, that there is continuing 
tension between the objectives of short-term stabilization and sustainable growth, and that the 
Fund "needs to rethink growth". Fund staff: on the other hand, feel that the Bank needs to better 
appreciate the role of macroeconomic stabilization in fostering and sustaining growth. 

Financing plans of programs constitute another source of friction; Fund staff often complain, and 
there are many references in staff reports on this, that the Bank does not always deliver or 
disburse prograrruned resources on time, while Bank staff complain the Fund controls its money 
flow and takes the Bank's for granted. 

The tensions appear to center mostly on structural reforms, especially financial sector reforms 
where the specific issues cover the areas of micro-finance, the formulation of policy instruments 
that are compatible with private sector development, and the promotion of small and medium
scale enterprises. 

Our sense is that in spite of the progress that has been made in the last few years in forging 
harmony in Fund/Bank relations, too much still depends on personalities. We are unable, on the 
basis of the case studies alone, to formulate any concrete remedial measures. We wish to stress, 
howeve:-, that the situation requires urgent resolution, especially with the new strains that are 
bound to be caused by the asymmetry in the levels of decision-making authority of resident 
missions and country staff of the two institutions, following the Bank' s recent decentralization 
program, to say nothing of the problem of policy cohesion and coordination posed by this 
program within the Bank itself. There is a pressing need therefore to improve Bank/Fund 
cooperation further, through the development of more effective and operationally reliable 
instruments of cooperation. Policy choice and ownership are not helped when the country is 
pulled in different directions by the two institutions and perhaps by donors. 

Conclusion 

We have put a great deal of emphasis on country leadership as a condition of national ownership. 
We talk of the country developing its own medium to long-term vision, of the need for the 
country to be allowed time to build consensus, of the timing and duration of missions being 
arranged to enable consensus-building, and of allowing and assisting the country to develop its 
O\.vn program if it so desires. We do not intend, by these proposals, an endorsement of selectivity 
in the sense of a withdrawal by the Fund from engagement with countries until perfect conditions 
for ownership have been established. 

34 
Interviews, Hong Kong and Vietnam. September/October 1997 . 

. ... 
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Accordingly, while we put a premium on country preparation and leadership in setting the policy 
agenda and pace of reform, we recommend also that the Fund engage the country at the highest 
political level and at the earliest opportunity to both listen and offer advice. We further propose 
the stationing of resident representatives in all ESAF countries and the strengt})ening of the 
Fund's technical assistance work. We believe that these measures can go a long way in 
supporting what countries must do at their level to promote national ownership. We therefore 
urge that every effort be made to provide the necessary budgetary resources to enable the Fund 
to strengthen its work in the countries, in these two important areas. 

. , . 
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COUNTRY PROFILES 

BANGLADESH 

BOLIVIA 

COTE D'IVOIRE 

MALAWI 

UGANDA 

VIETNAM 

ZAMBIA 

ZI1VIBABWE 

. .... 
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COUNTRY PROFILES 

BANGLADESH 

Political Context 

A notable feature of Bangladesh's first ESAF program in 1990 was that it coincided with the end 
of military rule under President Ershad. A spate of domestic violence and demonstrations against 
the Ershad government led to the dissolution of Parliament in 1987, and thereafter, to elections 
in 1991 which brought to power Prime Minister Begum Khaleda Zia, leader of the Bangladesh 
National Party and widow of General Ershad's predecessor, General Zia Ul Huq. Given the 
e;,(treme polarization that has characterized politics in Bangladesh, the process of liberalization 
meant that from the beginning, the government's commitment to the ESAF program would 
almost certainly be made subject to the demands of political expediency. Even so, the Zia 
government affinned its commitment to the program signed in 1990 by the previous government. 
But this commitment to the program was soon put to the test as political tensions failed to 
subside. Violent demonstrations led by the opposition Awami League resulted in fresh elections 
in 1996 which brought into power a government of the Awami League, under the leadership of 
Sheikh Hasina. 

Thus, the perf onnance of the ESAF in Bangladesh must be evaluated against the background of 
a political emironrnent dominated by extreme polarization and a continuing quest for a balance 
between the need for economic liberalization and the challenges of democratic governance. 
Indeed. even under the Ershad government, there had been periodic political protest which, in 
some instances, had led to policy reversals.3s The Zia government had endeavored, against 
difficult odds, to maintain the momentum of the ESAF program by, for instance, rejecting 
recommendations of a Wage and Productivity Commission to raise wages by a magnitude which 
it considered incompatible with proper fiscal management. It is interesting to contrast this 
posture with the stance of the present government in relation to similar pressures for wage 
increases. 36 

ls In a Back-to-Office Report in 1987, a Fund mission reported that "under sustained pressure from the 
opposition. including a series of demonstrations and strikes, the government felt compelled in Ju~y to withdraw 
some of the revenue measures introduced in the 1987 /88 budget" (Back-to-Office Report, 9/18/87, p. 1) 

36 
On October 6. 1997, the Cabinet approved the national pay scale increases recommended by the secretary 

committee, formed to review the reconunendations of the 5th National Pay Commission. The scale, containing 20 
grades, will be implemented in the next three years; what is significant about this measure is that the government 
has chosen to fix the lowest pay at 86.48 percent of the recommended amount (the highest-ever increase) compared 
to 75 percent of the amount recommended by the 4th Pay Commission, and 75.75 percent of the pay reconunended 
by the 3'd Pay Commission in 1984. (The Daily Star, Dhaka, October 7, 1997, pp. 1, 12) This announcement 
about pay increases coincided with the Bank's release of its October 1997 draft report on public expenditure in 
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Consensus-Building 

Given Bangladesh's long tradition of political polarization and a fairly active culture of civic 
protest, the process of consensus-building is naturally a difficult one. What this means is that 
support for a program under the ESAF, with its obvious distributional implications and difficult 
political choices, can at best be somewhat tentative. In these circumstances, the personality of 
key figures in the reform process, particularly the Minister of Finance, has tended to be an 
important factor in the success or failure of the program and not unnaturally, the former tvfinister 
of Finance, Saifur Rahman, who held the position for a relatively protracted period, came to be 
perceived as the very embodiment of the program. To be sure, this is not a particularly 
Bangladeshi phenomenon. Ministers of Finance everywhere are always the object of public ire. 
But in Bangladesh, with its high incidence of poverty, population pressure, and frequent natural 
disasters whose devastating effects are sometimes intertwined with the effects of policy reform 
in the public imagination, the personalization of the reform program around the Minister of 
Finance can be extreme. This in turn complicates the process of consensus-building as, in the 
words of one interviewee, the program becomes increasingly viewed "as a private transaction 
between the Minister of Finance and donors". 

When ownership of the program is viewed by key figures in government, including Cabinet 
ministers. as residing almost exclusively in the Minister of Finance, this also bedevils the process 
of consensus-building and the mobilization of resources for the program as other Cabinet 
ministers retreat from public support of the program at the slightest hint of opposition.37 This 
clearly was the experience of Bangladesh' s leading reformer, Saifur Ralunan. 

The new Minister of Finance is so deterred by the political costs of a new ESAF that he 

sees very little space for the mobilization of political support. 38 

Bangladesh. criticising the increases in defence expenditure (now 17-18 percent of current spending), growing 
subsidies. interest payments on domestic debt, and salaries and wages arising out of the issue of absorption of 
personnel from the completed public projects under the recurrent budget (Op.cit., p. 6). 

37 The former Minister of Finance shared an incident of how he failed to win consensus in Parliament and his refonn 
effort in this regard was subsequently marginalized. The issue was the establishment of a toll system for the Dhaka
Chittagong Expressway and the "cleaning up" of illegal habitation along the sides of the expressway. The Minister of 
Transport agreed to propose a bill in Parliament to this effect but in the face of strong opposition, retreated and accused 
the Minister ofFinance as the instigator of that untenable proposal. (Interviews, Bangladesh, October 1997). 

31 In 1996, representatives of the newly-elected government were said to be concerned about their political image that 
they reportedly told the Fund that advanced publicity about the negotiation of a possible ESAF arrangement would be 
poli tically damaging. (Memorandum for Files: Bangladesh-Meeting with Delegation to the Annual Meetings, 10/11/96, 
p. 5). 
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The support of labor in Bangladesh is also difficult to mobilize as it is subject to the same 
polarization that characterizes the political situation: the unions are apparently under the control 
of the two main political parties so that strikes are often politically induced and are often drawn 
on party lines.Finally, the role of Parliament itself in Bangladesh has tended to be often a 
disruptive one instead of a unifying one. Instead of being a forum for dialogue and consensus
building, Parliament is deprived of its proper role as opposition parties boycott it when they have 
political grievances to settle. 

On the positive side, the private sector is generally supportive of the program. It is particularly 
supportive of the privatization program and is keen to see it speeded up, and therefore views, 
with some disquiet, a disruption of the program by the alternation of power between the two main 
political parties with their different attitudes to the policy. For this reason, the Dhaka Chamber 
of Commerce and Industry and pro-reform economists whom we interviewed, expressed the 
rather unusual wish that the ESAF should come with a stipulation that requires, among other 
things, a mandatory consensus among political parties as a condition for financial support. 

One important potential player in consensus-building and a source of support for the program is 
the NGO community in Bangladesh. Thanks in part, perhaps, to the generally good relationship 
that this community enjoys with the Bank and the Fund, and the large resources that come to 
them through Bank and donor-funded safety net programs, it is favorably disposed to economic 
reform. 

Agenda Setting and Authorship of Program Documents 

The distinct impression one gets from reading Fund documents and also talking to government 
officials in the field is that the policy agenda has tended to be set more by the Fund than by the 
government. This is true perhaps a little less in the macroeconomic area that in the area of 
structural reforms. But even in the macroeconomic, especially in the fiscal area, there are many 
references in the documentation, confirmed by the protests ofleading officials, that tax policy was 
mostly dictated by the Fund or was the product of compromises that government felt constrained 
to accept 

Fallowing the fall of President Erspad in 1991, the successor government claimed greater 
autonomy and leadership in setting the policy agenda. In August 1991, for instance, it increased 
the national pay levels for civil servants in a decision that clearly reflected more its priorities than 
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the Fund's.39 There are two particular areas though in which the government's role in initiating 
policy was more pronounced, namely the poverty alleviation program and the area of 
environmental policy. Given the strong NGO role in Bangladesh, it is understandable that the 
poverty alleviation policy would have been a preoccupation of the government itself. The 
government's role in putting the issues of environmental policy on the agenda is also not 
surprising, given Bangladesh's history of floods and natural disasters although, again, donors and 
NGOs appear at least to have jointly sponsored this push which resulted in the creation of a 
special Ministry of Environment. 

As for the design of policy documents, including the PFP, government officials interviewed in the 
field readily acknowledged that most documents were prepared by the Fund and thereafter, in the 
manner of the usual practice, given to the government for discussion and comment. 

In the area of tax policy reform, the World Bank's role in preparing appropriate policy proposals, 
was particularly pronounced.40 However, the role of the Bank and the Fund in authoring these 
basic policy documents did not seem of any particular concern to either the technicians, the 
bureaucrats, or even the political leadership of the ministries, indicating both an acknowledgment 
of weaknesses in the government's own administrative and technical capability in particular areas, 
a weakness aggravated a great deal by what would seem to be a high incidence of discontinuity 
and staff rotation in key government agencies, and the government's view that the authorship of 
policy documents as such, was not a particularly important criterion of ownership. 

Initiatives to Promote Ownership 

In the late 1980s, in the face of stiffening opposition to the program, the government began to 
devote greater attention to building national consensus and support for structural reform through 
public education, with particular focus on the bureaucracy.41 But these initiatives appear to have 
been largely ineffectual as they were vitiated by the climate of recrimination and civil unrest which 
marked the politics of the period. 

39 The decision was taken without full consultation with the Fund, although they did not undermine the viability of the 
macroeconomic program, as they were to be financed by new tax measures as well as reductions in subsidies and non
essential current expenditure. (1991 Annual Meeting Brief). 

~
0 [n 1988. for instance, the Bank submitted comprehensive tax reform proposals which were then reviewed by high

level committees who, in turn, reported to government (Briefmg Paper, 2r//89, p. 8). 
41 Staff Report, Slvf/88/80, 4/11/88, p . 21. 
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The Fund, for its part, began to take the business of consensus-building seriously, as domestic 
opposition to the program escalated and the pace of domestic reform began to slow down 
noticeably at the beginning of the 1990s. 

A 1993 Country Strategy Paper not only emphasized the need to strengthen the consensus for 
reform in Bangladesh but it also proposed some rather interesting and commendable initiatives 
that the Fund might take to help build support for the program. It proposed that the Fund 
Resident Representative would "play a leading role through the development of a wide range of 
contacts and by direct participation in the national debate."42 It also recommended the publication 
of Occasional Papers on Bangladesh for discussion in high-level seminars in which the Fund staff 
would participate, as well as meetings by Fund missions with opponents of reform, both in and 
outside the government, in a bid to make the case for reform to a wider audience. 

In 1994, a Fund mission made a submission in support of accelerated reform to a large group of 
ministers and senior officials in a round table discussion attended also by the Minister of Finance 
who found the interaction so effective that he asked that it be made a regular feature of 
subsequent Fund mission work.43 

The Fund mission leader is also reported to have participated in a seminar on reform, growth and 
poverty alleviation in May 1994, inaugurated by Prime Minister Khaleda Zia.44 

Government Commitment to Reform 

As we have noted, the level of government commitment and ownership of the program has waned 
significantly since the beginning of the 1990s, i.e., with the onset of the ESAF program. The 
present government, while recognizing the need for continuing reform, appears to want to resume 
an ESAF arrangement with the Fund but is caught in a web of political paralysis, partly of its own 
creation. In the period between the Khaleda Zia government's tenure and when it took power, 
it had waged a campaign of violent opposition and vilification of the reform program and now 
finds itself unable to create space for a resumption of the reforms. This mood was captured 
sharply by a senior official of the Ministry of Finance who acknowledged, as if in despair, "my 
administration is weak; even ifl am in agreement with IlvfF, I won't be able to produce changes." 
The incumbent Nfinister of Finance hi;111self echoed this same sentiment with a touch of political 

42 Country Strategy Paper, 7/30/93, p. 53. 
43 Back-to-Office Report. 3/1/94, p. l. 
4-1 Back-to-Office Report, 5/20/94, p. I. 

' '· 
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apprehension, that if the policies insisted on by the Fund were to be followed, "the ESAF will be 
implemented by another government!"45 

Conclusion 

In our view, it would take a major consensus-building effort in the form of an all-inclusive 
national conference (such as Uganda's in December 1989) with the sort of active participation 
of the Fund, recommended by the 1994 Back-to-Office Report, to break the political stalemate 
which now hovers over the country, and create conditions for a realization of the country's 
tremendous potential for higher growth. On the part of the Fund, there would need to be greater 
recognition of the political constraints that inhibit the consensus-building process and a 
willingness to allow the government itself to set the time-table for reform. 

~s Interview with Minister Kibria, Hong Kong, September 24, 1997. His predecessor, who had the most 
ou:.Standing record of program implementation through the 1980s and early 1990s, also noted how difficult a job it 
is to carry out reform in the extremely polarized, pluralistic and democratic framework that Bangladesh has, and 
reforred to a standing joke which finance ministers in reforming countries in Africa share with their Bangladeshi 
counterparts in meetings: "These Ilv1}" boys will not let one stay long as minister!" (Interview, Bangladesh, October 
7, 1997). 

..... 
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BOLIVIA 

The Ownership Issues 

Bolivia has been a long user of Fund resources and has gone through the usual progression from 
stand-by arrangements starting from the mid-l 980s to SAFs, and then to ESAFs. The political 
situation in the country has, in recent times, been characterized by an alternation between the two 
major political groupings, with a large number of smaller parties between them. The present 
government of President Banzer was elected in 1996, and is based on a coalition of several 
parties. In general, perhaps because of the fragility of the political consensus and the peculiar 
problems that attend government succession in the country, the role of technical staff affiliated 
to the economic ministries, especiaUy the Finance Ministry which has the largest concentration 
of them, has tended to be more pronounced than in other countries. These teclmocrats have, in 
general, shown consistently strong support for reform programs. While this has in general been 
positive, it has tended to often put the !vlinistry of Finance ahead of the Ministry of Planning and 
the rest of the government as agreements are sometimes reached with the Fund before the 
government's internal policy discussions have settled on clear choices and decisions.'6 

Given the prominent role of technical personnel in the structure of government, these positions 
have become highly politicized and the composition of negotiating teams has tended to change 
with every change of govemment.n 

Program Support and Government Commitment 

The workings of the government machinery in Bolivia appear to be characterized by a number 
of factors that have an ob'vious bearing on the scope of support for, and government commitment 
to, reform programs. In addition to the discontinuities in technical positions in the ministries48 

and the composition of negotiating teams already noted, there also appears to be a tradition of 
non-cooperation, and a reluctance to share information as between outgoing and incoming 
administrations. 49 

~
6 There are several references in staff documents pointing to this. For instance, a 1992 Back-To-Office Report 

complains, "in part because of a lack of coordination between the Ministry ofFinance and the Ministry of Planning. 
public sector investment was not limited as envisaged in the program." (July 17. 1992). 

47 Interviews, Bolivia, October 1997. 
48 Many interviewees emphasized this discontinuity in the policy making machinery, stressing that to a large extent, 

the short-term focus of successive governments is attributable to interruptions in the institutional memory. 
49 In the most recent change of government, the incoming government reportedly were handed documents relating to 

the program that had been negotiated by the outgoing government only ten days before it formally asStlliled power in a 
transition period that lasted a whole two months (Interviews, Bolivia, October 1997). 
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There appear to be different circles of policy making within government, the most prominent 
among them being a so-called "macro group" that meets weekly and consists of the Minister of 
Finance, the Vice-President, and the President of the Central Bank, to which the Resident 
Representative is often invited. Instead of aiding the process of policy coordination and 
consensus-building, these circles tend in practice to complicate the process through undue overlap 
and rivalry. 

The role of the legislature is especially critical to the fulfillment of goverrunent commitments. 
This point was underscored in interviews with ministers50 and are confirmed by numerous 
references in staff reports.51 Although many political parties seem to support the general direction 
of the reform program, many of them are critical of what they see as undue secrecy surrounding 
the Fund's relations with Bolivia, as evidenced by the lack of access of most congressmen, 
outside select committees, to basic program documents, including the PFP. 52 

The private sector, including the banking and financial sector on the other hand, has a generally 
more positive and supportive attitude to the reform programs, an attitude partly reflecting the fact 
that, in contrast with other stakeholders, they have tended to enjoy much greater access to 
government. They al so have had a great deal of leverage over policy making which they have 
used, on occasion, to advantage.53 

Unlike the business community, other NGOs, in particular those representing the indigenous 
groups and labor unions, have been highly critical of the reforms on account of what they perceive 
as their weak poverty alleviation impact. The indigenous groups see their main concerns -
decentralization, municipal governance and environmental issues - as largely marginal to the 

50 Ministry of Finance officials complained, for instance, that the Fund does not sufficiently appreciate the 
compl<!xities of the legislative process in Bolivia, especially the time it ta.Ices to obtain congressional approval of 
major legislation (Interview with Minister Millares and others, Hong Kong, September 24, 1997). 

1 For example. in 1993, the government's inability to meet structural benchmarks relating to banking sector 
reforms was said to be attributable to delays in obtaining congressional approval. (Back-to-Office Report, March 
1993) There are many other references (e.g., Briefing Paper, May 1995) suggesting that governments had 
considerable difficulty in securing congressional support. 

52 Interview with Partido Democrarro Cristiano (PDC), Bolivia.. October 1997. The mystification of Bolivia's 
relations with the Fund reflects not only these ~idespread perceptions of secrecy but the sensationalism with which 
these relations are portrayed in the Bolivian mass media. Io general, Fund missions have tended to receive a great 
deal of largely negative publicity in the media, with little attention being devoted to substantive issues of economic 
policy which the missions are meant to address. 

53 
Thus. in December 1994, for instance, the government scaled back tax rebates to exporters in fulfilment of one 

of the prior actions required for the presentation of the ESAF program to the Fund Board. However, this measure 
was subsequently modified in contravention of the commitments made to the Fund, in response to protests lodged 
by the business community (Staff Briefing Paper, May 1995) . 

.... 
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Fund. To a very large extent, these groups have tremendous ideological affinity with the labor 
unions. The unions, for their part, have not only been critical of the reforms, they have been 
highly confrontational and ideological in their relations with government. In this respect, they 
differ a little from labor unions in Africa generally which, by and large, now accept the need for 
policy reform, focusing their concerns mainly on the issues of governance and adequate safety 
nets. 

Government reaction to labor protests in Bolivia has perhaps, for reasons of their confron-tational 
and ideological nature, tended to be inordinately heavy-handed, thereby leaving precious little 
room for dialogue and consensus-building. Asked during interviews to provide more specinc 
details of the ways in which the programs affect them detrimentally, and also of how they are 
consciously marginalized in the government's decision-making processes, they plainly confessed 
that they were unable to do so, in large measure because of the government's refusal to give them 
access to statistical and other relevant information. It would seem therefore much of the 
antagonism the unions feel can be relieved by more conscious efforts at dialogue and education. S4 

Authorship of Program Documents and Policy Initiatives 

In the area of agenda setting and the design of policy reforms, the evidence suggests that 
throughout the program period, but especially in its later years, contrary to the near-unanimous 
impression of a!I interviewees, the role of government at the technical level has been quite 
prominent. 55 

Government Commitment and Program Performance 

The Boli"ian program has been characterized by a significant incidence of slippage and delays in 
the implementation of agreed reforms, especially in the structural area, and with particular 
reference to privatization of the financial sector and pension reforms, generally reflecting political 
difficulties in forging consensus for agreed reforms. This in tum can be attributed to a number 
of factors, the most important being frequent friction and a lack of coordination between the 
executive and legislative branches of government. 

S
4 According to the union representatives ~terviewed, for instance, the union protests against the government's 

privatization plans which precipitated the declaration of a nationwide state of emergency in April 1995, were called 
onl/s after attempts to engage the govenunent in discussion had failed. (Interviews, Bolivia, October 1997). 

s In interviews with officials, the fiscal programming unit of the Ministry of Finance, officials presented the PFP 
process as one of intensive discussion and interaction between government and Fund staff. They firmly rejected the 
view that the policy agenda was set by the Fund merely because initial drafts of the PFP came from the Fund. They 
saw the matter more in terms of "co-authorship" than unilateral decision by the Fund. 

. . .. 
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To be sure, this friction characterizes not only the conduct of the government's relations with the 
Fund and the Bank, but other social and economic policies as well, and to some extent is not 
unique to Bolivia. However, in the area of Fund-government relations in particular, the problem 
is aggravated in part by a perception on the part of congressional leaders that the economic 
reform agenda has somehow become the preserve of the executive branch - Fund missions' 
meetings are conducted almost exclusively with the executive branch - although the issues 
involved are national in character. This appears to be a bit of a paradox for as many staff 
documents point out, Fund missions do meet congressional leaders from time to time. That this 
feeling ofinadequate participation persists in the Congress can perhaps be explained by the fact 
that the interaction of Fund missions with congressional leaders is neither systematic nor truly 
consultative. 56 

Other factors include the failure of program implementation schedules to sufficiently factor in 
realistic time-tables for obtaining congressional approval; discontinuities in the technical 
leadership of key economic ministries which in turn undermine the efficiency of public 
administration, with consequent delays in the decision-making process and, finally, a tradition of 
non-cooperation between outgoing and succeeding administrations, leading often to a withholding 
of critical policy documents and data from incoming governments for protracted periods. 

Initiatives to Promote Ownership 

There are indications that governments have, from time to time, sought to explain policy measures 
to specific interest groups. However, given the rather long period of Fund involvement in Bolivia 
and the obvious constraining effect that the polarization in the national political and social 
situation has had on program performance and outcome, it is surprising that here, perhaps more 
than elsewhere, no extraordinary efforts have been made by both the Fund and successive 
governments to improve the processes of consensus-building. Happily, the present government 
has begun just such an initiative called rather explicitly "national dialogue", under which regular 
round table discussions are conducted, which bring together representatives of the private sector 
and NGOs, including the churches, in an attempt to build a national consensus on several policy 
issues. 

56 For instance, one Back-to-Office Report states that in meetings with the President and leaders of the coalition 
parties and Congress, "the mission emphasized [our italics] the need to strengthen expenditure control, improve tax 

administration and deepen structural reform to achieve sustained high growth." (Back-to-office Report. March 26, 
1992). 



- 92 -

On the part of the Fund, staff reports point to Fund meetings with a wide cross-section of 
stakeholders beyond the normal circle of government officials. There have been meetings of 
parastatal organizations and importantly, occasionally with members of Congress. It would 
appear from the hugely negative image of the Fund in the public mind, and the unanimous 
condemnation of the "secrecy" surrounding its operations in Bolivia, that these meetings have 
been viewed as largely sporadic and routine, and not as part of a systematic operational style. 

It is interesting to observe though, in this connection, that in contrast with the Fund's generally 
negative public image, the image of the Managing Director of the Fund appears to be fairly 
positive.57 Indeed, this is a phenomenon we found in other countries we visited, and which attests 
as much to the significance that the public often attaches to visits by the Managing Director, as 
to the effectiveness of the Managing Director's communication skills. 

The Resident Representative 

There has been a resident representative in La Paz since the beginning of the program period. 
The current resident representative appears to enjoy a particularly good relationship with, and 
access to, government at the highest political levels. He is clearly very effective and is \\:idely 
viewed in political circles especially as a friend of Bolivia although, by reason of his professed 
personal style, 58 his role is not very well known to the general public ( especially the press and 
NGO community), as a number of interviewees noted. 

One other important observation that deserves to be made about the role of the resident 
representative in Bolivia, and one which a number of interviewees made, is that most resident 
representatives have always enjoyed good relations with govemment.59 The technical staff of the 
ministries quite understandably view the resident representative's office as a particularly good 
source of policy advice. 

57 lntc:rview with Accion Democratica Naciona/ista , Bolivia, October 1997. 
58 The: rc:sident representative said, in an interview, that he preferred to keep a very low profile, and for trus reason, he 

generally does not talk to the press, as other representatives do. He felt he was very much an insider within government, 
and normally does not even participate in diplomatic activities. (Interview with the resident representative, Bolivia, 
Oc:ober 1997). 

59 A number of people interviewed seemed to prefer resident representatives of Latin American origin as the latter 
seem to relate better to the political and cultural situation in Bolivia. 
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Conclusion: 

In spite of the difficult political environment in which refonns have been undertaken in Bolivia, 
successive governments have shown continuing corrunitment to the basic principles of the refonn 
process, and a great deal has been achieved in the framework of the 1994-97 ESAF, especially 
in the area of privatization. Program implementation will probably be later helped if greater 
attention were paid to the time and politics it takes for goverrunent to obtain congressional 
approval for agreed actions. 

. .... 
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Cote d'Ivoire 

Introduction 

Following independence, Cote d'Ivoire had a prolonged period of growth led by agricultural 
exports. By the 1980s, export crops accounted for half of agricultural output. This period of 
growth came to an end at the beginning of the 1980s and the economy then went into rapid 
decline. The decline was triggered by the ending of the coffee and cocoa booms of 1976-79, the 
aftennath of which produced a fiscal crisis. During the first half of the 1980s there was a reform 
program, leading to a brief resumption in growth by 1985. However, decline resumed in the late 
1980s due to a conjunction of a further deterioration in the terms of trade of 40 percent, and lax 
public spending: between 1980 and 1990 the civil service increased by 57 percent.61 By 1989, 
the government deficit had risen to almost 18 percent of GDP, external debt was $15 billion, and 
per capita GDP was falling rapidly at around 5 percent per year. 

This conjunction of fiscal crisis and economic decline induced the government to embark upon 
an adjustment program, initially supported by an 18-month stand-by arrangement from November 
1989, followed by a 12-month arrangement in September 1991. 

The Stand-By Arrangements and their Sequel, 1989-93 

Adjustment to the negative external shock was complicated by two features of the Cote d'Ivoire 
policy regime. First, there was a commitment to stabilize producer prices for cocoa and coffee. 
Whereas this stabilization policy had generated large revenues, by the late 1980s it involved a 
price subsidy. The implication of this was that a negative shock would be borne by the public 
sector rather than being automatically transferred to producers. Secondly, membership of the 
Franc Zone at a fixed exchange rate kept the price level essentially constant. This had the 
implication that the real incomes of wage earners could only be reduced through nominal wage 
reductions. The negative external shock reduced the equilibrium real wage in the economy. In a 
flexible exchange rate regime the real wage would have fallen as a by-product of an increase in 
the price level. The exchange rate regime thus had important implications for the political 
economy of wage adjustment. Whereas inflation would have reduced real wages in a coordinated 
fashion and without any overt actio!') on the part of employers, in the context of price stability 
reductions required individual employers to change wage contracts. The government as an 
employer faced precisely this problem. It indeed attempted to reduce nominal wages as part of 

61 Ministere de l'Emploi, "Situation de l'Emploi c:n 1995", 1996, Table 12. 

. ... 
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the stand-by program. However, this triggered such strong and violent opposition that the policy 
was reversed. In the context of declining per capita GDP this real wage rigidity implied that the 
incomes of civil servants were rising relative to mean incomes in the society. This was panicularly 
problematic because even prior to the negative shock Ivorien civil servants had been unusually 
well paid relative to average incomes. 61 

As part of the stand-by arrangement, producer prices for cocoa and coffee were halved. Given 
the concern with the fiscal position this decision was understandable since world prices were 
falling. However, this was very much a second-best response reflecting the constraint imposed 
by the fixed exchange rate. Once the exchange rate was adjusted, in January 1994, the domestic 
currency price oftradables doubled. Hence, the chosen adjustment sequence involved a temporary 
halving of export crop prices. This first gave farmers an incentive to reduce their production of 
export crops and then to increase production. The initial reduction, while necessary on fiscal 
grounds (given the exchange rate constraint), imposed resource misallocation costs on the 
economy. These costs could have been avoided if the devaluation had taken place earlier. 
Additionally, as we discuss below, export taxation is highly regressive, so that the chosen 
adjustment sequence imposed an avoidable regressive redistribution. 

Foil owing the initial stand-by arrangement, there were six World Bank Structural Adjustment 
Loans (SAL) covering the period 1989-93. Various structural reforms were attempted in these 
years. There was a start to privatization, and financial reform following a major banking crisis. 
There were substantial reductions in current expenditure (30 percent) and capital expenditure (15 
percent). and tax measures aimed at broadening the tax base. The previous expansion in the civil 
service was reversed v.rith an 11 percent contraction in numbers between 1990 and 1992. Between 
1989 and 1991, primary expenditure was reduced by 28 percent. 

However. the extent of net fiscal adjustment was constrained. First, there was continued 
contraction in per capita GDP of around 15 percent between 1989 and 1993. A major reason for 
the continued deterioration in the economy was that the exchange rate had become substantially 
misaligned. In addition to the direct resource misallocations implied by this over-valuation, there 
was increasing financial speculation that the exchange rate would be devalued. Secondly, there 
\Vas continued deterioration in the terms of trade. Both of these reduced revenues. Because of 
the inability to adjust the real wage bill in the face of these declines in revenue, its share of 

6 1 
This is indeed a general problem for the Franc Zone. On average in the zone civil servants were paid, prior to the 

devaluation. eleven times per capita GDP. See L. M. Goreux, "La Devaluation du Franc CFA, un premier bilan, en 
Decembre 1995", mimeo, World Bank. 
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revenue rose very rapidly: from 56 percent in 1989 to 75 percent in 1993.62 Although the program 
initially succeeded in reducing the primary budget deficit by over 6 percentage points of GDP, 
the overall budget balance remained in heavy deficit. As a result there was continued borrowing. 
In the first two years of the program (end-1989 to end-1991) external debt rose by a further $3.7 
billion. The fiscal deficit, which had peaked at 18 percent in 1989, was still 13 percent of GDP 
in 1993 . 

The ESAF Program, 1994-97 

The continuing fiscal and current account deficits proved unsustainable. There were various 
attempts to reach agreement among Zone members on devaluation but Hus involved considerable 
delay. The region finally agreed on a 50 percent devaluation in January 1994. The following 
March Cote d'Ivoire embarked upon its first ESAF. The objectives of the program were to 
generate a primary budget surplus of3 percent of GDP by 1996 (in order to finance debt service), 
to achieve GDP growth of 5 percent by 1995, and to protect the most vulnerable population 
groups during the adjustment period. The fiscal objective was to be reached through a 
combination of a revenue recovery and expenditure reduction. Revenue was expected to recover 
as a result of the devaluation by around 4 percentage points of GDP in 1994, and thereafter was 
planned to remain constant at around 21.6 percent of GDP. Primary expenditure was to fall from 
21 .1 percent in 1994 to 17.8 percent in 1996. The planned structural refonns included 
liberalization of the labor market, price decontrol, trade refonn, including reductions in import 
taxes, civil service reduction, and accelerated privatization. Of these, there were substantial delays 
in civil service reduction, privatization, and the deregulation of expon crop marketing. 

It was recognized at the time that the urban poor might be adversely affected by the reforms, 
including the devaluation.63 To mitigate these effects the program planned targeted assistance to 
urban areas through three channels: emergency assistance targeted panicularly to women and 
children; improvements in social infrastructure including health and education facilities; and labor
intensive public works. It was envisaged that the program would lead to a substantial rise in rural 
incomes. The government's social strategy also involved reform of the health and education 
sectors. This involved raising enrollment rates in primary education. The educational system was 
recognized as having low enrollment and high drop-out rates. 

Forruitously, the devaluation was very·soon followed by a doubling in the w orld price of coffee. 
While not Cote d'lvoire's major expon, this nevertheless constituted a substantial temporary 
windfall. Thus, if the 50 percent devaluation was sufficient to restore equilibrium at the terms of 

62 EBD/94/32, p. 3. 
63 EBD/94/32, pp. 21-22. 
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trade prevailing at the time of the devaluation, the economy switched from having an over-valued 
exchange rate during a negative shock to an under-valued exchange rate during a positive shock. 
Had the exchange rate been flexible, it would have appreciated in response to the terms of trade 
improvement. With a fixed exchange rate the external shock was inflationary.64 Thus, during 1994 
the economy was hit by two inflationary shocks, the devaluation and the tenns of trade 
improvement. During the year the price level rose by 32 percent. 

Associated with the devaluation and the tenns of trade boom was a large fiscal adjustment. 
Between 1993 and 1995 revenue recovered, rising as a share of GDP from 17.6 percent to 21.7 
percent, while expenditure declined from 30.0 percent to 26.5 percent. 65 As part of the program, 
the public sector wage bill was frozen, leaving the government the choice between salary levels 
and employment levels. The government chose to reduce salaries in real tenns by only limited 
compensation for the post-devaluation inflation, and by reducing the nominal wage for new 
recruits while requiring older civil servants to retire. The number of employees in the civil service 
actually started to increase again, although only modestly. 66 

The devaluation was successful in changing relative prices. By May 1995, the price oftradables 
relative to non-tradables had risen by 15 percent and real wages had fallen substantially. 67 It also 
succeeded in reversing the decline in GDP: in 1995, 1996 and 1997 GDP grew by 7 percent per 
annum. Industrial production recovered immediately, increasing by 14 percent between 1993 and 
1995: unlike Zimbabwe and Zambia, Cote d' Ivoire did not have the features of a transition 
economy. Both the devaluation and the temporary favorable shock would have been expected to 
reduce consumption relative to savings.68 This indeed occurred: between 1993 and 1994 
consumption fell by 14 percentage points of GDP, with investment increasing by 6 percentage 
points, and the current account improving by 8 percentage points.69 

The planned social safety net measures were only partially implemented. The impact of the 
devaluation on consumer prices was phased in gradually through the use of subsidies and taxation. 
However, price increases were phased in more rapidly than had been envisaged and the CF AF 10 
billion allocated to temporary subsidies was underspent. The plans for labor-intensive public 

6-1 This is because a favourable external shock raises the relative price of noo-tradables. Since the price of tradables is 
given in nominal terms by the fixed exchange rate, the required relative price change can be achieved only through an 
increase in the nominal price of non-tradables. 

65 EBS/97/57, p. 34. 
66 

Ministere de l'Emploi, op. cit .. 
67 

Goreux, op. cit., p. 23 . 
68 

A devaluation reduces real cash balances, and a temporary positive income shock raises transient relative to 
permanent income. 

69 Goreux, op. cit., Table 26. 
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works were not implemented in the first year of the program. The Fund urged the government 
to accelerate implementation of these public works .70 

Distributional Effects, 1989-97 

The programs had social consequences partly through changing incomes and partly through 
changing social expenditures. We first consider the effects on incomes. 

Prior to the ESAF there had been a long period of worsening poverty. Between 1979 and 1993, 
per capita consumption fell by 34 percent (Table 1) and the economy informalized. Whereas in 
1980 the modem sector and the urban informal sector had each accounted for 14 percent of 
employment, by 1992 the modem sector had contracted to 8 percent and the informal sector had 
expanded to 24 percent.71 One reason for this rapid informalization was the constraint imposed 
by Franc Zone membership, since (as noted above) it was much more difficult for real wages to 
fall in response to the massive negative shocks of the 1980s. 

The link from wage rigidity to infonnalisation is supported by the results of a computable general 
equilibrium model. In this model, a real wage cut of 20 percent in the formal sector results in a 
16 percent increase in employment in the sector and an overall increase in GDP of 2.5 percent. 
The wage cut reduces the size of the informal sector and raises overall incomes in the economy.n 

The adjustment programs affected income distribution through many channels. Here we discuss 
the three most imponant channels, the devaluation, changes in crop taxation, and the change in 
the public sector wage bill. 

By design, in improving the balance of payments the devaluation initially reduced mean 
consumption. However, in addition to this general decline there would be distributional changes: 
net sellers oftradables would be favored relative to net purchasers of tradables. In general, farm 
households producing export crops were likely to be net seUers of tradables whereas urban 
households were likely to be net purchasers. The consequences of this redistribution depended 
upon the initial incidence of poverty among the various socio-economic groups. Prior to the 
devaluation, the incidence of poverty was much higher in rural than in urban areas. Within rural 
areas it was disproportionately high ampng households growing export crops and female-headed 
households. Within urban areas, it was disproportionately high among households dependent 

70 EBS/94/206, p. 17. 
71 V. Bodart and J. Le Dem, .. Labor Market Representation in Quantitative Macroeconomic Models for Developing 

Countries: an Application to Cote d'Ivoire'" IMF Working Paper 95/87, Table 1. 
72 Bodart and Le Dem, op. ci r. 
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upon the infonnal sector. 73 This would suggest that the devaluation would be distributionally 
progressive although adversely affecting some components of the initially poor, notably those in 
the urban infonnal sector and food producers. 

Recall that during the stand-by arrangements the prices of export crops were halved. During the 
ESAF export taxation of cocoa and coffee were reintroduced in 1994. · 

The distributional incidence of export taxation is regressive. It has been quantified for the case 
of cocoa, using a computable general equilibrium model."' These simulations suggest that 
removing the current export tax on cocoa (which effectively amounts to almost 30 percent), 
would lead to a powerful redistribution from urban to rural groups. However, in the case of 
cocoa, there is a rationale for the export tax since Cote d'Ivoire has considerable power in the 
world cocoa market. Although in aggregate the nation therefore gains from the export tax, rural 
groups lose, while urban groups capture not only the entire tenns of trade improvement but also 
benefit from a transfer from rural groups. These effects are substantial: rural groups would gain 
about l O percent from an abolition of cocoa taxation. Since rural groups are poorer than urban 
groups this gives rise to a trade-off between efficiency and equity. An implication is that because 
urban groups are gaining from the tax at the expense of rural groups, public expenditure would 
need to be heavily biased towards rural areas in order to compensate. With respect to coffee 
taxation, there is no such trade-off because there is no market power. The removal of the coffee 
export tax would therefore have both a positive distributional effect and improved allocative 
efficiency. 

The reduction in the public sector wage bill had its social consequences. Throughout the Franc 
Zone, civil servants have traditionally been paid at very high rates. Prior to the devaluation, they 
received on average over 11 times mean national income.75 Further, in Cote d'Ivoire, the 
composition of public sector employment is very different from that of the workforce as a whole. 
First, it is disproportionately male. Whereas women are a majority in agriculture and the infonnal 
sector, they constitute only a third of public sector workers. Second, it is disproportionately 
lvorien. Whereas immigrants make up almost a third of the labor force, they constitute only 11 
percent of the public sector. 76 Hence, to an extent, the reduction in the public sector wage bill 
could be regarded as affecting adversely a relatively elite social group. 

73 Grootaert shows in a prob it analysis of poverty that controlling for education and various endowments these groups 
are significantly more likely to be poor. See C. Grootaert, "The Determinants of Poverty in Cote d'Ivoire in the 1980s", 
Journal of African Economies, Vol. 6, 1997, pp. 169-196. 

1
-i J. McIntire, "Welfare Effects of Ivorien Cocoa Export Tax and Marketing Policy", mimeo, World Bank. 1997. 

7S G . . .. orem<, op. ell., p. xm. 
76 Min.istere de l'Emploi, op cit., Annex Tables I and 5. 
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The net effect of reform programs has been the subject of a number of surveys. These provide 
snapshots of poverty in 1988 and 1993, thus spanning the pre-ES AF adjustment period. During 
this period, both the incidence and the intensity of poverty doubled (Table 1). There was little 
change in the distribution of income and the deterioration in poverty reflected the decline in mean 
mcomes. 

For the ESAF period, survey data are available only up to early 1995. This truncation is important 
because in the first year after the devaluation the decline in per capita GDP continued, whereas 
it was strongly reversed during the following three years. Hence, the comparison of household 
surveys for 1993 and 1995 does not pick up this recovery but only the impact during the first year 
and a half During this initial phase of the ESAF there was a continued increase in poverty, both 
the incidence and severity of which worsened. This was due, as in the pre-ESAF reform phase, 
to a decline in mean income rather than to a change in the distribution of income (Table 1). As 
anticipated in the program, urban poverty had increased dramatically as a result of the 
devaluation: in Abidjan, the headcount measure rose from 5 percent to 20 percent between 1993 
and 1995, and the rate of unemployment rose to 15 percent.n Hence, the safety net programs 
failed to prevent a substantial deterioration. 

Overall, between 1989 and 199 5 per capita GDP fell by 12 percent and poverty more than 
doubled. At the end of this period three socio-economic groups accounted for 80 percent of the 
poor: fann households producing exports, food crop producing households, and households 
dependent upon the urban informal sector. The incidence of poverty in these three groups was 
43 percent. 58 percent, and 31 percent, respectively. Poverty had become diffused across the 
major socio-economic groups whereas it had initially been much more concentrated. 

\Ve now tum to the effect of the programs on social expenditures and the consequences for health 
and educational outcomes. A major part of the adjustment program was the correction of the 
fiscal deficit. Part of this adjustment was borne by reductions in expenditure. Between 1989 and 
1995, government primary expenditure as a share of GDP declined from 29.0 percent to 19.5 
percent. The social sectors were relatively protected in that the shares of both health and 
education spending in primary expenditure increased. The protection was more pronounced for 
the health sector, the share of which in primary expenditure rose from 4.1 percent to 6.4 percent. 
The share of education increased only marginally, from 23 . 9 percent to 24. 6 percent. 7& However, 
these budgetary reallocations in favor of the social sectors were insufficient to protect their 
spending levels in real terms per cap.ita. To do so would have required health expenditure to 
have risen to 6.9 percent and education expenditure to have risen to 40.3 percent of GDP. 

77 The poverty incidence in Abidjan is taken from World Banlc, op. cit., p. 12 and the Wtemployment rate from Minstere 
de l'Emploi, op. cit., p. 32. 

78 SM/96/276, Tables 20, 23 and 24. 
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Table 1: Poverty 1979-95 

1979 

225 

.61 

1985 

189 

11.1 
2.9 
.39 

1988 

187 

17.8 

4.5 
.35 

1993 

148 

32.3 
9.0 
.37 

1995 

129 

36.8 

10.4 

.37 

~: World Bank, Poverty in Core d'Ivoire: a Framework for Action, Report 15640-IVC, 1997. 

Note: The incidence of poverty is the percentage of people living below the poverty line of CFAF 6350 per month. 
The intensity of poverty measures the shortfall from the poverty line: here we use the 'P1 ' measure. 

Health 

During the adjustment program real per capita public expenditure on health declined (Table 2).79 

Additionally, there was a substantial shift from recurrent to capital expenditure, so that the latter 
rose strongly in real terms. The growth in the capital budget was disproportionately directed 
towards primary health care. By contrast, the composition of recurrent expenditure was virtually 
unchanged. This suggests that the composition of the recurrent budget was failing to take into 
account the changes in the capital program which would be presumed to have recurrent cost 
implications. 

There is some evidence that prior to the adjustment program the incidence of health spending was 
highly regressive. One available measure is the share oftotal consultations in public health centers 
for each income quintile. In 1988, the richest quintile had double the share of the poorest quintile. 
By 1995, the difference had narrowed: the richest had 1.6 more consultations than the poorest. 
However, even by 1995, public spending remained highly regressive. Spending on health care per 
capita was three times greater for the highest income quintile than for the lowest. 80 

As part of the policy reforms, user charges were introduced into the public health care system in 
I 991. Despite these charges, usage by the two poorest quintiles increased, while usage of the 

79 On the data presented by Demery et al. the implied fall is somewhat larger, at 16 percent See L. Demery, J. Dayton 
and K. Mehra, "The Incidence of Social Spending in Cote d' Ivoire, 1986-95", mirneo, World Banlc. 1997. 

so Demery et al., op. cit., Figure 2. Toe data are for 1995. 
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private formal health care system fell sharply. There is also evidence, however, of a shift into 
usage of traditional medicine. 81 

There is evidence that during the pre-adjustment crisis of the 1980s there was a deterioration in 
the quality of health care: for example, the rate of maternal mortality in hospitals tripled between 
1978 and 1990. During the adjustment period itself quality improved. A vaccination campaign, 
launched in 1987, has made substantial progress although failing to reach its original targets: 
between 1987 and 1991 survey results show significant improvement. During the 1990s, neonatal 
tetanus has been eradicated from Abidjan, the blood transfusion service has been made safe from 
I-ITV, and an increased proportion of pregnant women receive professional health care. Despite 
these improvements, the state of health remains a major problem. The incidence of stunting 
increased from 20 percent in 1988 to 35 percent in 1995 (Table 2) and a survey which asked 
people to identify their problems found that among women health was ranked first. si 

Education 

During the adjustment program real per capita public expenditure on education declined by over 
35 percent (Table 2). Within this decreasing total there were compositional changes in recurrent 
expenditure. Between 1990 and 199 5, the share of primary education increased from 46 percent 
to 49 percent, that of secondary education fell from 40 percent to 34 percent, and that of tertiary 
education increased from 14 percent to 18 percent. 

Within primary education the number of teachers increased slightly: the required reduction in the 
\vage bill was achieved by a reduction in the real salary of teachers. Measured as a ratio of mean 
per capita GDP, the mean salary of teachers fell from 12.6 to 8.7 between 1992 and 1995. The 
sharp reduction in the wage bill permitted a massive increase in non-salary expenditures on 
primary education: from 2 percent of the salary bill to 11 percent. The number of pupils per 
teacher increased by 10 percent. There were therefore three developments which may have 
affected the quality of education: the lower wages which demotivated teachers, the higher 
expendirures on teaching materials, and the increase in the pupil-teacher ratio . The net effect of 
these changes on the quality of education is ambiguous. Abstracting from a possible change in 
quality, the policy change achieved both an increase in educational output and a reduction in 
educational expenditure through reducing the unit cost of primary education. There remained, 
however, scope for further irnprovemei;its in educational efficiency. Whereas in principle it should 
take six years to complete primary education, on average pupils were taking almost nine years. 

81 See CIR.ES, "Les strategies d'adaptation sociale des populations vulnerables d'Abidjan face a la devaluation et ses 
effets", Abidjan, 1995. 

!2 Cote d'Ivoire and UNICEF, op. cit. , Table 37. 
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These changes were even more dramatic at the secondary and tertiary levels. The unit costs of 
secondary education fell relative to those of primary education from 4.9 in 1988 to 2.1 in 1996. 
Similarly, in university education relative unit costs fell from 15.5 to 11.1.83 By 1997 this had 
provoked major political opposition including prolonged strikes. 

The incidence of educational expenditure differed enormously as between primary and the higher 
levels. Comparing the richest and the poorest quintiles, public expenditure per capita on primary 
education was substantially higher for the poor. By contrast, spending for secondary and tertiary 
education was around seven times higher for the rich. This swamped the progressivity of primary 
spending, so that overall public spending on education was around two-and-a-half times greater 
for the rich than for the poor. 14 

Gross enrollment in primary education increased substantially between 1986 and 1995 (Table 2). 
The increase was relatively larger for the poorer household groups: enrollment for the poorest 
quintile of households increased from 39 percent to 56 percent, and within this group enrollment 
of girls increased more than that of boys. Despite this improvement, educational indicators were 
very poor: by 1995, onJy 45 percent of girls from the poorest quintile of households were 
receiving primary education. This improvement in primary education was not matched at the 
secondary level. The gross enrollment rate declined from 34 percent to 31 percent between 1986 
and 1995. 

Thus, the two reform programs certainly involved massive reductions in goverrunent expenditures 
and these inevitably substantially reduced social expenditures. The smaller component of these 
expenditures, health, was, however, almost fully protected by large reallocations of the budget 
in its favor. With respect to education this was not feasible, and educational expenditures declined 
almost in line with overall expenditure reductions. However, the effect of the reduction in 
educational expenditures was borne largely by teachers. This tended to lower the quality of 
education, partly by demotivating teachers and partly by shifting the composition of the profession 
towards the less-qualified. A two-tier system of wages was introduced for existing employees 
versus new entrants and the former were encouraged to leave. However, the reduction in teacher 
salaries was sufficiently large to leave room for increased non-wage expenditures in primary 
education. It is, therefore, possible that the deterioration in teacher quality was offset by improved 
provision of material inputs. 

83 World Bank. "Secteur Education", Abidjan, mimeo, 1997, Table 3. 
84 Demery et al., op. cit., Figure 4. 
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infant mortality rate 

life expectancy 

stunting 

vaccinations by one year 

BCG 
DTC3 

polio3 

Education 

spending per capita 

gross primary enrollment 

adult literacy 
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Table 2: Health and Education Expenditures and Outcomes 

1986 1988 1990 

4.6 

20 

20.0 

63 
54 

1992 

3.8 

17.9 

1993 

3.6 

90 
56 

14.2 

71 

1994 

3.9 

35 

73 
45 
45 

12.6 

49 

1995 

4.2 

12.7 

75 

Sources: infant mortality, life expectancy, stunting, enrollment and literacy- World Bank. op. cit. , p.6; enrollment rate 
for 1986 from Demery et al, op. cit. , Table 8; spending per capita (in thousands of CF AF, 1985 prices) from UNICEF, 
"Financrnienl des Secteurs Soci:iux de Base: Sui vi de !'Initiative 20-20 en Cote d'Ivoire" , mimeo, August 1997, p.47 
and p.56; vaccinations from Republic de Cote d'Ivoire and UNICEF, "Anslyse de la Situation des Femmes et des 
E:uants de Coted 'lvoire", 1996, p. 80. 

Conclusion 

The experience of Cote d 'Ivoire is distinctive in our sample because of its membership of the 
Franc Zone. First, the inability to adjust the exchange rate in response to external shocks 
contributed to the prolonged decline of the economy during the 1980s and the build-up of severe 
disequilibria in the labor market, the balance of payments and the budget. Second, during the 
phase of policy reform after 1989, the delay in exchange rate adjustment restricted policy options 
to actions which were subsequently reversed once devaluation was achieved. 

Franc Zone membership also limited the options for fiscal adjustment, forcing the burden of 
adjustment to be borne by expenditure reduction. The implied real wage rigidity contributed to 
the informalisation of the economy. This in tum eroded the tax base. As of 1989, the government 
faced a huge fiscal deficit which could not be eliminated by increased taxation due to the rapid 
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contraction of the private formal sector. The Fund attempted to increase fiscal revenues through 
measures which were clearly detrimental to income growth. Privatization receipts were increased 
by conferring monopoly rights on the businesses to be privatized, and the Fund argued for a high 
external tariff for UEMOA. 

The required reductions in public expenditures were imposed on a system which was already 
failing to meet basic social needs. First, the composition of social expenditures had been geared 
to meeting the demands of the urban elite. Second, during the crisis of the 1980s service provision 
had already massively deterforated. 85 As a result, by 1989, Cote d'Ivoire had very poor social 
indicators for its level of income. However, the government chose to place most of the burden 
of adjustment on its own employees. This was distributionally progressive because the civil 
service was initially unusually privileged. As a result, the provision of social services was very 
largely protected despite massive expenditure reductions. 

Turning from social service provision to the generation of income, the social costs of adjustment 
in Cote d' Ivoire were not high. The major groups which were initially poor, rural households, 
were mostly net beneficiaries of the relative price changes. Nor did the economy face problems 
of transition: within four years of the devaluation the economy had grown by more than 20 
percent and industrial output had increased substantially. Among the initially poor, the major 
group of losers were those in the urban informal sector. For this group there was an acute 
increase in poverty. The government both planned and executed safety net programs for this 
group, but its interventions could have been larger and faster. 

THE OWJ\'.ERSHIP ISSUES: THE POLITICAL CO~TEXT 

The nineties marked the beginning of major structural reforms in the economy. So also did they 
usher in a process of political liberalization with the first multi-party elections in 1990. The death 
of President Houphouet-Boigny in December 1993 set off a period of political turbulence which 
subsided only with the endorsement of Mr. Henri Konan Bedie as President by the ruling party 
in 1995, and the presidential and Parliamentary elections that followed in that same year. The 
instability generated by this transition was to have significant implications for the implementation 
of the ESAF. 

Interviews conducted with government officials, representatives of the ruling as well as 
opposition parties, and other stakeholders shed a great deal of light on the issues of governance, 

85 See J.C. Berthelemy and F. Bourguignon, Growth and Crisis in Cote d'Ivoire, Washington, D.C.: World Bank, 1996. 
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program ownership, the depth of social and political support for economic reform, as well as 
popular perceptions about the Fund's operational methods. 

In general, the evidence will seem to suggest that the ESAF program, much unlike the preceding 
standby arrangements, benefited from a reasonable measure of national ownership, especially 
judged from the apparent commitment of the top levels of political leadership, and from the 
degree of govenunent involvement in the preparation of policy documents, particularly the Policy 
Framework Paper (PFP). Indeed, government officials generally acknowledged, in interviews, 
that the ESAF program, and in particular the PFP, provided the occasion and opportunity for 
much broader consultation and consensus-building within government than the preceding 
arrangements. Whereas the standby arrangements were typically negotiated by a small technical 
group within the Ministry of Finance and cleared with the President, sometimes without even full
fledged Cabinet discussion, the ESAF, through the mechanism of the PFP, involved technical 
teams (and some ministerial oversight) from other ministries at the stage of program preparation. 

Political Commitment 

For purposes of a general assessment of national ownership, however, three periods can usefully 
be distinguished: the first period, starting with the beginning of reform efforts in the eighties and 
ending with the death of President Houphouet-Boigny in December 1993; the second, roughly 
covering the period of transition from December 1993 through the end of 1995, with the formal 
assumption of power by Kanan Bedie as President; and the third, starting from 1996 through 
1997. 

The first period was predictably characterized by strong high-level political commitment stemming 
mainly from the decisive and highly centralized authority of President Houphouet-Boigny. Given 
this degree of centralization and the absence of real democratic participation, the reform efforts 
initially depended very little on wider societal support. Even so, it is worth noting that by the 
closing years of the Houphouet-Boigny era, as political liberalization dawned, deep fissures had 
opened in the crust of the body politic and strong popular opposition, especially to reforms in the 
public sector and in education, had begun. Indeed, a Stand-by arrangement approved by the 
Board in September 1991 ran into difficulty over disagreements about the public sector wage bill, 
with the Prime Minister complaining that Cote d'Ivoire had, in his view, "reached the technical 
and social limits of the domestic adj~stment strategy". 86 

86 Back-lo-Office Report, 12/9 1, p. 3. 
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However, it was in the second period, the period of political transition, that the sustainability of 
this high-level political commitment was put to the severest test. The strains of the transition 
period found their most vivid expression in the implementation of the privatization program. 
However, the program soon became a pawn in the contest for this succession when Mr. Bedie, 
then as president of the National Assembly, introduced in 1993, debate in the Assembly and 
obtained an overwhelming vote suspending the program until a clear regulatory framework had 
been established. Although, on this occasion, President Houphouet-Boigny used the tremendous 
weight of his authority to resolve the impasse by directives to the Central Committee of the ruling 
party, the program remained mired in controversy after his death, in spite of a general enabling 
law passed in June 1994 by the National Assembly. 

While the continuing slippage in the time-table of envisaged actions was in part attributable to 
administrative and technical problems resulting from the absence of reliable financial reports and 
data, it was, in large measure, the product of political factors. It was not until 1995, when the 
new presidency had been consolidated, that the program regained its momentum with a set of new 
initiatives that came to be referred to as "Bedie's style" privatization. 

Once the tensions of the transition period and the political maneuvering associated with elections 
subsided, the political leadership became more cohesive and its commitment to the program more 
resolute. Starting from the second year of the program, therefore, agreed structural reforms were 
carried out with greater resolve and with much less slippage. In March, a Fund mission found 
the results of the program "broadly satisfactory" and reported that with regard to structural 
reforms, the government had achieved "significant progress". 

Thus, it is fair to say that throughout much of the program period, except for the period of 
political transition which really began with political liberalization in the closing years of the 
Houphouet-Boigny era, and ended with the consolidation of power by the new presidency, the 
commitment of the political leadership to the reform process remained quite high. Indeed, even 
in the transition period, no fundamental shift in policy as such occurred. 

This high level of political commitment and the relatively smooth record of program 
implementation was, and this is important, in part attributable to the fact that some of the most 
politically difficult reform issues, notably those of civil service and labor market reforms, had been 
largely exhausted by the time the ESAF program begun. 

. '· 
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Scope of Support: The Depth of the Social Consensus 

As noted, earlier, the pre-ESAF reforms had been undertaken under a restrictive political 
environment which depended mostly on the centralized authority ofHouphouet-Boigny for its 
legitimacy. During this period, relatively little was done to inform and court the support of 
stakeholders outside the small circle of political actors around the President. This long tradition 
of non-consultation began to change only slowly with the onset of multi-party politics which 
paved the way for a deepening of the consultative process within the ruling party itself, and a 
reaching out to other political constituencies. Within the leadership of the ruling party, support 
for the reform program was initially restrained, in part because it threatened vested interests and 
also in part because there was a widespread feeling that the policy changes, in particular the 
structural reforms, were an imposition from the Fund. 

Interviews conducted with the leadership suggest that there is now a larger body of support for 
the reforms. Objectively, this is no doubt because a recovery is underway. In the view of the 
leadership, however, this is due partly to a recognition that developments in the globalization of 
the economy made the changes inevitable and partly also, that the ESAF framework provided a 
longer-term policy framework which enabled the social impact of adjustment to be better 
addressed. By contrast, consensus-building with the opposition parties and with the unions and 
student groups appears to be inadequate, at least in the eyes of the leadership of these bodies~ at 
any rate, dialogue with these constituencies is a rather recent development. 

While there is recognition of a welcome change in the political culture towards greater inclusivity, 
the predominant sentiment in these constituencies is that consensus-building must be closely 
linked with good governance in order to be credible. In this connection, there is general 
agreement that a democratization of the electoral code, among other things, to rid it of provisions 
that are ad hominem, at least by implication, and the adoption, by government, of measures to 
arrest a return to e:-.."travagance and conspicuous consumption among the ruling political elite, 
would be important signals. The unions, for their part, acknowledged in interviews, that in 
contrast with what had prevailed in the pre-ESAF reform period when policy changes were, in 
their \vords, simply "handed down", there is now the beginning of a tradition of consultation 
although this is still more formal than substantive. For instance, the new labor code, according 
to them, was formulated without prior consultation with them and when labor's views were 
sought, the code was promulgated before their comments were submitted. There is continuing 
concern among labor, especially about the impact of privatization on employment. 

A number of important observations need to be made on the general outlook of the political 
constituencies outside the ruling party. One is that in spite oflingering concerns about the social 
impact of the adjustment process and also about the pace and speed of change, there is general 
acceptance and understanding of the need for change, and the recognition that this is in the 
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objective interest of the country, given the general direction of global developments. Second, 
there was, in our view, a general conviction also in these constituencies, that greater access to 
information on the context and reasons for reforms would greatly facilitate the process of 
consensus-building and prevent disruptions in implementation caused by social protest. . These 
views were also broadly shared by the business community. Asked specifically during interviews, 
what assurances they could provide to government that if confidential documents were made 
available to them, they would not be exploited for political advantage, the leaders of these 
constituencies stressed that their commitment to the national interest and the requirement of 
stability for national development would rule out any betrayal of confidence for short-tenn 
political gain. They further stressed that at any rate, such short-tenn political gain could become 
a deterrent to responsible policy making and dialogue with political opponents if they (the 
opposition) should find themselves in power. 

Authorship of Program Documents and Policy Initiatives 

:Vlost interviewees did not really see authorship of policy documents and initiatives as the critical 
determinant of national ownership as such. Nevertheless, they complained that Fund staff tended 
to stifle local initiatives in prepaiing drafts, preferring always to work with their own drafts. For 
the PFP process in particular, staff documents themselves suggest that the custom is for the first 
drafts to be written by Fund staff, on the basis of consultations with the World Bank. 
Government officials interviewed and some patchy references in staff documents suggest that 
there were ob'vious exceptions to this practice and that occasionally, government participation in 
the preparation of early drafts was more than token. However, the overwhelming view in 
government circles was that these were largely grudging deviations from well-established custom. 

Technical staff in the government also stressed the need for more effective technical assistance 
to improve the government's capacity to prepare policy documents and strengthen the 
government's role in negotiations with the Fund. They acknowledged, in particular, that the 
secondment of Fund-based staff of national origin was a useful device and that in the case of Cote 
d'Ivoire, this, along with technical assistance programs with the Fund, World Bank and France 
had gone a long way in improving national capacity although problems remained, especially in the 
area of data preparation and analysis. Over the longer tenn, one problem that would persist in 
the absence of incentives comparable to those available in the private sector is the constant loss 
of trained personnel to the private sector. 

. .... 
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The Fund's Operational l.\'lethods 

The Role of the Resident Representative 

The Fund has had a resident mission since about October 1984. Our impression is that the 
incumbent resident representative is rather atypical in that he has fairly extensive contacts and 
excellent relations, not only with the technical ministries but also with political leaders, both 
within and outside the ruling party. His contacts with the business community and the unions 
appear to be equally cordial. 

The Range of Contacts 

In general, the staff contacts with the country have focused on the top political leadership and the 
key economic mirustries. Fund missions have usually had access to the Prime Minister and the 
Nlinisters for Finance, Economy, Planning, and Agriculture, as well as the National Director of 
the Central Ban.le of West African States (the BCEAO).r1 In the course of the first mid-term 
review of the ESAF program, for instance, the Fund mission met with a broad range of 
government officials, including the Minister of Industry and Commerce, and the Minister of 
Agriculture and Animal Resources.88 One notable feature of the Fund's contacts in Cote d'Ivoire 
is that missions often met the President and the Prime Minister. 

There are also references in the staff reports which were confirmed by interviewees in the field, 
to contacts between Fund staff and officials of public enterprises, as well as representatives of 
political parties and other interest groups, including representatives of the private sector and the 
bankers' association. 

Interestingly, however, our impression is that this apparent broadening of Fund contacts with 
stakeholders in the country, outside of the traditional Fund contacts, has done Little to encourage 
a real sense of participation among these constituencies in the process of policy formulation and 
generally, in the conduct of the country's relations with the Fund. This is a sentiment that was 
echoed in just about every country we visited, about which we will have more to say in our 
general observations section. 

87 See EBS/94/ 12, 2/25/94, p. 1, and SM/92/204, 11/20/92, p. 1. 
88 EBS/94/206, 10/2 1/94, p. l. 

. '· 
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Cooperation with Donors and the World Bank 

The Fund documents portray the usual picture of close cooperation with the Bank and the full 
participation of the Bank, both at headquarters and at the Bank's resident missions in the work 
of Fund missions in the country. There are also many references to the participation of Bank staff 
in the preparation of early drafts of the PFP. On closer examination, however, there are 
indications that these relations were not always so well coordinated. This is particularly true in 
the area of financial sector reforms where there were apparent disagreements between the Fund 
and the Bank over the appropriate level of cash payments to the domestic banks from the 
government over the period 1991-95 in the context of domestic debt restructuring.89 

Government Initiatives to Promote Ownership 

In the area of ownership, the government's sensitivity to the need for consensus-building among 
a broad range of social forces coincided with the onset of political liberalization and the surge of 
popular protest against measures introduced in the stabilization period to reduce the public sector 
wage bill and liberalize the labor market. There is every indication that the process of consensus
building is deepening with the beginnings of more effective dialogue with the opposition parties 
and other stakeholders although suspicions remain about the depth of the government's 
commitment to genuine dialogue. 

89 Briefing paper, 4/91, p. 2. 
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lVIALAWI 

Introduction 

In Malawi the precursor to ESAF was a sustained break in the growth rate: after two decades of 
rapid gmwth, per capita GDP declined by around one percent per annum during 1979-87. This 
decline had three causes. 

First, the growth strategy was arguably unsustainable. It depended upon high implicit taxation of 
the smallholder sector with the surplus used for investment in parastatals. While this caused the 
smallholder sector to stagnate, the parastatals became the engine of growth. Although many 
African countries followed this strategy, Malawi was the only one to make it work. This was at 
least in part because President Banda imposed hard budget constraints upon the parastatals.90 By 
the 1980s these broke down, the parastatals sank into heavy losses, and the investment rate 
collapsed. 

Second, the economy was hit by unusually severe external shocks. By 1987, the cumulative loss 
from the terms of trade decline was 65 percent of 1979 GDP.91 Even with ideal policy responses 
this would have reduced investment and growth through the decade. In addition to the decline 
in the terms of trade, war in Mozambique broke the transport connection to the ports. By 1984 
shipment costs were 2.5 times as high as in 1980 and it is estimated that this reduced the growth 
rate in the following five years by 1.4 percentage points per annum.92 The war also caused an 
influx of almost a million refugees. 

Between them these two problems were both reducing growth and affecting the budget. Revenue 
as a percentage of GDP declined because of the contraction in imports. Expenditure as a 
percentage of GDP increased because of the need for a military response to RENAMO, the 
refugee problem, and the accumulation of a strategic grain reserve. 

Third, the initial policy response to the shocks was sub-optimal. Although there was some 
exchange rate adjustment, trade restrictions were increased and foreign exchange rationed, so that 

90 See F.L. Pryor, The Political Economy of PoYerty, Equity and Growth: Malawi and Madagascar, Oxford, Oxford 
University Press, 1990. 

91 Calculated from Table 2.2 of World Bank, "Accelerating Malawi's Growth: Long-Term Prospects and Transitional 
Problems", 1997. 

92 See Y. Van Frausum and D.E. Salm, "Perpetuating Poverty for Malawi's Smallholders: External Shocks and Policy 
Distortions", in D.E. Sahn (ed.), Economic Refonn and the Poor in Africa, Oxford, Clarendon Press, 1996. 
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the currency became over-valued. It has been estimated that this over-valuation was around 40 
percent and that it reduced GDP during the 1980s by 15 percent. 93 

Cumulatively, these three elements severely reduced living standards. Between 1979 and 1987 
both mean per capita private consumption and mean smallholder value-added fell by around a 
quarter (see Table 1). Since even before this decline the incidence of poverty in Malawi was 
among the highest in the world, by 1987 there was an acute poverty problem. 

Table 1: Private Consumption and Smallholder Income, 1979-96 

(Kat 1978 prices) 

pr iva te index smallholder index 
consumption value added per 
per capita capita 

1979 82.1 100 252.8 100 

1983 73.4 89.4 223.8 79.1 

1987 62.3 75.9 242.4 75.6 

1991 74.2 90.3 269.0 74.7 

1993 83.2 101.3 311.1 81.4 

1996 68.6 83.6 387.4 92.7 

Source· National Accounts. 

~ : The 199 1 population is estimated as 9.1 million; we have assumed a population growth rate of3.0 percent. 

93 
Van Frausum and Sahn, op. cit., Table 11.3. 

'· 
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Even by 1983 these problems were sufficiently serious to require Fund involvement, although the 
program was in effect aborted in 1986. At the time the program collapsed in 1986/87, the Central 
Bank was not able to meet external payments obligations and the budget deficit was 12.5 percent 
of GDP. In 1987, the government adopted a shadow program and in 1988 Malawi became the 
first recipient of ESAF. 

The First ESAF: Program Design 

The focus of the program was partly fiscal and partly structural. The fiscal objective was to 
reduce government expenditure from 33 percent of GDP in 1986 to 24 percent by 1991, partially 
offset by a planned reduction in revenue from 20 percent to 18 percent over the period. Within 
revenue, there was to be a switch from taxes on production to taxes on consumption.94 The 
structural objectives were liberalization of foreign exchange, productivity gains in smallholder 
agriculture, refonn of agricultural marketing and financial liberalization. The growth objective 
was modest: it was anticipated that the decline in per capita GDP would be converted into a small 
increase.95 Since the expectation was for little growth, the reduction in the expenditure share 
implied a reduction in per capita government expenditure of one quarter over five years. 

The social impact of the program was explicitly considered. 96 The government intended to 
increase the share of social expenditure. Since the initial share of social expenditure in total 
expenditure was 20.5 percent, to be fully protected from the planned reduction in total 
expenditure, had the planned growth of GDP been achieved, the share of social expenditure 
would have needed to rise to 27 percent. Plans were broadly consistent with such protection. For 
example, the 1988/89 budget planned to increase the share of social services to 22.6 percent. 
Although outturns tended to fall shon of these plans, by 1992/93 the share had risen to 24.8 
percent. 

The structural refonns focused on trade liberalization and the smallholder sector. With respect 
to the latter, there was attention to raising producer prices, increasing fertilizer use, accumulating 
a strategic grain reserve and lifting restrictions on entry into cash crops. The likely social impact 
of the pricing refonns was largely positive. Overwhelmingly, poverty was rural and the reforms 
were aimed at raising rural incomes. However, the situation was complicated since the poorest 
40 percent of smallholders were substantial net purchasers of maize, meeting only about two 
thirds of their requirements from their own production and so would face higher net costs from 
increases in maize prices. By contrast; the better off 60 percent of smallholders produced twice 

94 EBD/88/155 , Table I. 
95 A second scenario conditional upon additional donor funding anticipated per capita growth accelerating to 2 percent 
96 EBD/88/155, pp. 17-19. 
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as much as they consumed.97 A 1990 Fund Report noted this problem.98 Since the poorer 
smallholders were net sellers oflabor and disproportionately located in the Southern Region, this 
could have been tackled either through raising minimum wages on the estates, or through a 
program of targeted labor-intensive rural public works.99 The former was indeed adopted: 
minimum wages were doubled in 1989.100 The strategic grain reserve was deployed in 1990 to 
offset the effects of drought. 

97 World Bank. "Malawi Human Resources and Poverty", November 1995, Table 3.22. 
98 EBD/90/209. p. 21 . 
99 Malawian smallholders are atypically integrated into labour markets. A measure of this is that out of about one 

million smallholder households, over 300,000 members were away working or looking for work for more than thre: 
months during 1992/93 (National Sample Survey of Agriculture (NSSA), 1992/93, Vol. 4, Table A6.0). 

100 Fund staff produced a study in which the impact of changes in consumer prices, producer prices and wages on 
the real income of various social groups was calculated. See R. Hicks and O.P. Brekk "Assessing the Impact of 
Strucrural Adjustment on the Poor: the Case of Malawi", IMF Working Paper 91/112 . 

.... 
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The First ESAF: Outcomes 

Fiscal adjustment was gradual but effective: by 1991 the fiscal deficit (including grants) fell to 3 
percent of GDP.1°1 By contrast, structural adjustment was limited. Agricultural marketing 
remained heavily controlled, and the exchange rate remained over-valued. The net effect on 
growth during -1987-91 was that per capita GDP continued its decline but at the more moderate 
rate of 1 percent per annum. Van Frausum and Sahn estimate a 'pure' effect of the ESAF foreign 
exchange inflow in the absence of policy changes and this seems the most pertinent 
characterisation of the impact of the first ESAF. They estimate that the inflow increased GDP 
substantially, by around 4 percent relative to the counterfactual. 

From 1992 the fiscal position rapidly collapsed. There were three further shocks in 1992: the 
most severe drought of the century during which maize output fell by 60 percent; a cut-back in 
aid of nearly 4 percent of GDP as donors pressed for political liberalization; and a 68 percent 
wage increase in the public sector in response to labor unrest. This was followed by a period of 
contested elections, a change of governrnent, and a further drought, culminating in a deficit 
(including grants) of 15 percent of GDP in 1994/95. One of the last acts of the old government 
was to float the exchange rate, the rate against the dollar falling from 4.4 to 15.3. The combined 
effect of the shocks and the fiscal collapse was that per capita GDP declined by 8 percent between 
1992 and 1994. 

The Second ESAF 

In 1995 the new government adopted a new ESAF Program. This envisaged rapid fiscal 
adjustment, reducing the fiscal deficit to 4 percent by 1995/96. Government expenditure was 
planned to fall from 42 percent of GDP in 1994/95 to 28 percent in 1998/99. The structural 
reforms included privatization of public enterprises, civil service reform, the elimination of the 
restrictions on smallholder access to land and cash crops, and the liberalization of agricultural 
marketing The net effect of the reforms was expected to raise the growth of GDP per capita to 
1.5 percent per annum. 

There is e"idence that the agricultural reforms would indeed be addressing the constraints faced 
by the rural poor. As of 1990 among the poorest smallholders nearly a fifth considered 
government regulations or transporting and marketing as the most important constraint on new 

101 This is inclusive of interest payments on domestic debt of2 percent of GDP. Nearly all of this was in fact debt 
reduction since real interest rates were much lower than nominal interest rates. 
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enterprise. However, a further tenth identified lack of technical information as the most important 
constraint, while enhancing the extension service was not a focus of program design. 102 

The envisaged reduction in the government expenditure share and GDP growth implied a fall in 
per capita real public expenditure of 34 percent between 1994/95 and 1998/99. Despite this, 
social expenditures ( on health and education) were planned to increase, not just absolutely, but 
as a share of GDP, from 4.5 percent to 6.4 percent. As part of this, primary school fees were 
abolished, leading to a 50 percent increase in enrollment. Although this was fiscally demanding, 
it should be noted that expenditure in 1994/95 was highly atypical, so that much of the adjustment 
could be achieved simply by reverting to the pre-crisis budget. 

The program was explicitly designed to be pro-poor. It was again explicitly recognized that the 
poorest were net purchasers of maize. In order to mitigate the negative effect of envisaged food 
price increases on this group the program included public works, targeted input programs, and 
supplemental food programs. An innovative feature was the Malawi Social Action Fund in which 
rural communities themselves identified and part-financed projects. The program faced some 
difficulties because of the absence of democratic institutions of government at the local level. 

To date, the program has been highly successful. Fiscal stabilization was achieved very rapidly 
with the fiscal deficit falling to 3.8 percent by 1996/97. Combined with favorable weather, the 
grow1h effect was dramatic: per capita GDP may have grown by 5.6 percent per annum during, 
1994-1997 .103 The effect of the agricultural pricing reforms alone has been estimated to increase 
GDP by around 3 percent.104 The effect of the exchange rate adjustment implemented just before 
the change of government was probably much larger. Recall that the effect of a full exchange rate 
liberalization ( 40 percent real devaluation) was estimated to raise GDP by around 16 percent. 
AJthough the actual devaluation was initially even larger than this, it was rapidly eroded to about 
20 percent by 1996. Its effect on growth was nevertheless probably larger than that of the 
agricultural reforms. During the financial liberalization, real interest rates were initially heavily 
negative, but by 1997 had risen to around 16 percent. The banking sector remained 
uncompetitive: liberalization had focused more on interest rates than on market structure. 

102 HESSEA Survey of 1990/91 . We report the responses of the poorest 40 percent of smallholders in the Southern 
Re~on, the poorest of the three regions, Table 29, p. 330. 

1 3 This estimate is based on provisional National Accounts data at 1994 prices. 
104 Van Frausum and Sahn, op. cit., Table 11.3. 
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Distributional Effects of the ESAFs 

The First ESAF 

There are two routes by which the ESAF might have had a social impact, through changes in 
household incomes and through changes in social expenditures. We consider these in tum. 

During the first ESAF there was little structural change. Further, although the decline in the 
economy was halted, there was no growth in per capita terms in GDP. Hence, one would expect 
that the impact on incomes would be rather limited. A more sophisticated basis for expectations 
of the impact on incomes comes from a simulation model. 

The main effects of the program were to augment foreign exchange inflows and to contain public 
expenditure. The distributional effects of the 'pure' foreign exchange inflow has been simulated 
by Van Frausum and Sahn. Their results suggest that the benefits from a pure foreign exchange 
inflow would accrue disproportionately to urban social groups: urban wage earners, particularly 
those in the government sector, and the corporate sector. Conversely, the shares of income 
accruing to smallholders and estate labor would be reduced. In absolute terms they estimate that 
for smallholders the adverse distributional effects outweigh the positive overall effect ofESAF 
on GDP of 4 percent. Smallholder incomes fall by 2 percent as a result of a · pure' ESAF program 
without policy change. 

The limited evidence on incomes broadly bears out the predictions of the simulation model. 
Between 1987 and 1991 according to the national accounts per capita smallholder real income 
was virtually constant. This is supported by a comparison of household surveys for 1984/85 and 
1990/91 (see Table 2). Both surveys showed the Southern Region to be much the poorest. Real 
wages in manufacturing rose by 3 percent. The main deviation from what one would expect on 
the basis of the model simulations is that the real wages of estate workers rose by 15 percent. 
However, this reflects that the model does not take into ·account the social targeting through the 
increase in the minimum wage on the estates. 

. ,. 
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Table 2: Survey Evidence on Real Incomes of Smallholders during the First ESAF 
(K in 1990 prices) 

Southern 

695 

568 

Central 

1305 

1300 

Northern 

1301 

1411 

All 

990 

909 

452 

Source: for 1984/85 from Pryor, op. cit., Table 16-3; for 1991/92 from HESSEA, Tables 15 and 38; for 1992/93 from 
NSSA, as reported in Table 3.1 of World Bank, Malawi: Human Resources and Poverty, op. cit., converted to 
household income by assuming a rural household size of 4.4, as cited in Table 2.1. For 1984/85 and 1990/91 the figure 
is mean income, for 1992/93 the figure is for median income which will be somewhat below mean income. Deflators 
are from Malawi Statistical Yearbook, 1995, rural CPI, and from SM/93n, Table 10. 

We now rum to the impact via social expenditure. Table 3 brings together the input measures of 
budgetary expenditures on health and education with various output measures. 

As discussed in the Zimbabwe section, there are two possible concepts of real government 
spending. In one case, a value concept is derived by deflating nominal figures by the aggregate 
GDP deflater. In the other case, a volume concept is derived by deflating nominal figures by an 
index of costs which in the case of health and education will be dominated by wages. These two 
approaches may lead to very different results, as indeed was the case in Zimbabwe where wages 
declined sharply in terms of the GDP deflater. For Malawi, using the first approach, the 
government maintained total health and education expenditure constant, although this implied a 
fall in per capita terms (see Table 3). Although there are no official sector-specific deflators for 
the health and education sectors, we can construct one by using data on the earnings of 
government workers in conununity, social and personal services which correspond closely to 
health and education. The results indicate that wages fell substantially (by 20 percent) relative to 
the aggregate GDP deflater. As a result, whereas the value concept shows a deterioration, the 
volume concept implies an improvement. The volume concept implicitly assumes that quality is 
constant. To the extent that the decline in real wages led to a deterioration in staff performance, 
the volume measure over-estimates the real delivery of social services. Hence, both the value and 
volume measures are biased, but in opposite directions. Since the former suggests a deterioration 
by around 10 percent and the latter ~uggests an improvement by about 10 percent, the most 
reasonable inference is that there was little change in real social service delivery per capita during 
the first ESAF. 

Whereas per capita real inputs into health and education appear to have stayed broadly constant, 
there were significant improvements in the outcome measures shown in Table 3. In health, 
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ante-natal attendance and immunizations both increased and infant and child mortality both fell. 
In education, primary school enrollment increased very substantially. However, we shou,ld note 
that the absolute levels of the various indicators are poor even by the standards oflow-income 
countries. Hence, there is some evidence that the productivity of social services increased during 
the period and that this led to improved outcomes. 

Table 3: Health and Education Indicator, during the first ESAF 

( index per capita, 1987 = I 00, unless specified) 

Indicator 

Health 

health expenditure (value) 

health expenditure (volume) 

Ante-natal attendance 

Infant mortality (per I 000) 

Child mortality (per 1000) 

Inununizations: BCG 

Education 

DPT 

Polio 

Measles 

education expenditure (value) 

education expenditure (volume) 

Primary school enrollment 

1987 (or nearest) 

100 

100 

100 

138 (1985) 

125(1985) 

100 

100 

100 

100 

100 

100 

100 

1991 (or nearest) 

90 

113 

121 

134 (1990) 

115 (1990) 

99 

113 

106 

131 

88 

110 

139 

Sources ante-natal attendances: Statistical Yearbook. 1995, Table 3.13; infant and child mortality: Malawi Social 
Indicators Survey, 1995; immunizations: Statistical Yearbook. 1995, Table 3.16; health and education expenditure from 
S:w93n, Table 14, deflated by the GDP deflater for the value series from Table 1. Deflated by government wages in 
community, social and personal services from Statistical Yearbook, 1995, Table 6.4 for the volwne series. The wage 
data are for 1987 -90. rather than for 1991. To the extent that wages declined between 1990 and 1991 this is an 
underestimate; enrollments from Statistical Yearbook, 1995, Table 4.7 . 

In summary, during the first ESAF period the incomes of the poor were broadly constant, while 
social expenditure was protected and indeed social indicators showed some improvement. 
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The Phase of Program Collapse 

Between the two ESAF programs, Malawi experienced a series of shocks as discussed above. For 
smallholders, the most important one was the 1992 drought. This is reflected in the fall in 
smallholder incomes shown in Table 2. The halving of income shown in that table overstates the 
decline because the figure for 1992/93 is for the median rather than the mean. However, there is 
no doubt that smallholder incomes fell substantially: the maize crop fell by 60 percent in the 
drought year. Also in the 1992/93 NSSA survey a large number of smallholders reported that 
their income had fallen even in nominal terms from the preceding year, at a time when inflation 
was around 20 percent. Wage earners, both rural and urban, also lost heavily. Real earnings 
declined by around 30 percent between 1990 and 1994. Thus, during the period of program 
collapse all major social groups lost heavily. 

The Second ESAF 

During the second ESAF, there has been both substantial structural reform and substantial fiscal 
adjustment. The structural reforms would be expected to have substantial distributional effects. 

The Van F rausum and Sahn simulations can again be used to estimate the distributional effects 
of the agricultural price and exchange rate reforms. Recall that an important distinction among 
smallholders in Malawi is that the poorer half are net buyers of maize whereas the better off are 
net sellers. We are able to approximate this effect by distinguishing between smallholders below 
and above holdings of 1.5 hectare. According to the simulations, the incomes of the poorer 
smallholders rose by 13 percent as a result of the pricing reforms and by 3 percent as a result of 
the devaluation. The incomes of the better off smallholders are affected more substantially by 
agricultural liberalization, with incomes increasing by 33 percent, and also by devaluation, with 
incomes rising by 5 percent. 

Compared with the economy as a whole, smallholders thus gained much more from the 
agricultural liberalization and much less from the exchange rate liberalization. The relatively weak 
effect of the exchange rate reflects the fact that smallholders are net purchasers of foreign 
exchange, buying imported fertilizer, but that they produce a non-tradable good, namely maize. 
In this distribution respect Malawi is rather distinctive. Usually, smallholders are regarded as 
disproportionate beneficiaries of exchange rate depreciation because they are sellers of tradable 
crops while purchasing few imports. Malawi is distinctive partly because its very high transport 
costs make maize non-tradable over a wide price range, and partly because at the start of the 
reforms the group of smallholders growing tradable crops such as tobacco was so small. 

Whereas smallholders are predicted to have gained quite substantially from the combination of 
agricultural and exchange rate liberalization, the model predicts that estate workers would face 

. ,. 
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a serious decline in their income of25 percent. This reflects increasing food prices in the face of 
nominal wage rigidities. 

There are as yet no data at the household level with which to check these predictions. National 
accounts data suggest, however, that distributional changes have indeed been large. First we 
consider smallholders. To abstract from the effects of the 1994 drought, we compare data for 
1996 with those for 1993. This comparison suggests that per capita smallholder real income went 
up by 14 percent (Table 1).10:1 This reflects the previously untapped potential for raising incomes 
by diversification. In 1992/93 incomes of households whose main occupation was tobacco 
growing was 2.3 times as high as that of households whose main occupation was maize growing. 
Three quarters of smallholder households had their main occupation as maize growing, whereas 
only 6 percent were growing tobacco.106 Between 1993 and 1997 the number of smallholders 
engaged in tobacco approximately doubled. 

For the whole economy, per capita real income declined over the same period by 3 percent, so 
that smallholders appear to have gained relative to the economy as a whole. This is consistent 
with the model predictions for a large agricultural reform and a modest exchange rate 
liberalization, such as has characterised the ESAF to date. 

By contrast, formal sector wage earners lost, at least in the short term. In the urban economy, real 
wages fell by 38 percent between 1994 and December 1995. This was subsequently offset by 
wage increases following strikes in 1996. In this case the losers, urban wage earners, were initially 
considerably better off than the gainers, smallholders. In this sense, therefore, there was not a case 
for a safety net targeted at this category of losers. In addition, an important policy change has 
been the deregulation of trading and petty manufacturing activities in urban areas. This has 
created opportunities for income generation in urban households and has therefore provided a 
self-selecting safety net for the urban poor. 

However, this does not apply to a second category of losers, namely estate workers. Comparison 
of living standards between estate workers and smallholders is difficult but a survey conducted 
in 1994 concluded that the welfare of women and children on the estates was broadly comparable 
with that among the poorer smallholders.107 As predicted by the model, estate workers lost 
h_eavily. Between 1994 and December 1995, an estate worker receiving a wage entirely in cash 

ios The National Accounts on which we base these calculations are in 1978 prices. A new series based on 1994 
prices is under preparation and may qualify these results. 

106 National Sample Survey of Agriculture, 1992193, Volume 4, Tables A3.0 and AS.O. 
107 W.C. Dede Kamkondo and K Wellard, ''Women and Children in the Smallholder and Estate Sub-Sectors in Malawi", 

Rural Development, Bunda College of Agriculture, Lilongwe, 1994. 
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would have seen its real value halved. 108 In practice, to varying degrees, estate workers received 
part of their income in kind in the fonn of maize. However, even allowing for this, there was a 
severe decline in real incomes which would have warranted targeted safety net intervention. 
During the first ESAF, the govenunent had indeed achieved this through an increase in the 
minimum wage. Since the inflation during this period was much more rapid than during the 
equivalent phase in the first stabilization program, there was a much stronger case for 
intervention. 

The second ESAF envisaged a rapid growth in social expenditures driven by a reallocation of the 
budget. This has been reinforced by the rapid GDP growth between 1994 and 1997. Hence, the 
expectation is that real value of social service delivery will have increased. This is likely to have 
been augmented by a fall in the unit cost of social service delivery as over most of the period real 
wages in the government sector have been lower than in 1994. The most striking evidence of 
improvement in service delivery is that enrollment in primary education increased by over 60 
percent in 1994/95, after school fees were abolished. The change was strongly pro-poor: 
enrollment rates had been considerably lower for the children of 

poor households and these differences were reduced. 109 

Against this major improvement in education, there is some evidence of a decline in the coverage 
of EPI immunizations due to a cut in outreach activities as a result of reductions in the health 
budget: between 1992 and 1995, the proportion of children fully immunized fell from 82 percent 
to 7 5 percent. Over the same period, there was an increase in the incidence of severe wasting 
from 5 .4 percent to 7 percent. 110 However, both of these deteriorations might have taken place 
du ring the 1992-94 period of program collapse. There is also evidence of a reduction in the 
availability of drugs, possibly due to excessive expenditures on the capital program in the health 
budget. These problems are compounded by the growing prevalence of AIDS. It is estimated that 
deaths from AIDS will more than quadruple between 1995 and 2000 by which time A.IDS cases 
v.ill be absorbing half the health budget.111 As yet it is not possible to verify other aspects of social 
impact against evidence from performance indicators. 

108 Th.is and the urban real wage change have been calculated from Monthly Statistical Bulletin, May 1997, Tables 
4.1, 11 .5 and 11.6, and Statistical Yearbook. 1995, Table 6.3. Agricultural and non-agricultural wages were deflated 
by the rural and urban CPI, respectively. 

109 F. Castro-Leal, Who Benefil.5/rom Public Education Spending in Malawi?, World Bank Discussion Paper, No. 350. 
110 Malawi Social lndicators Survey, 1995, Fig. 6.2. 
111 B. Lodh. "Economic Impact of AIDS", mimeo, UNICEF, Lilongwe, no date. 
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In summary, while during the first ESAF the social impact was modest, that of the second ESAF 
was substantial. The most important effect was the increase in smallholder income. The groups 
which lost in this period included urban workers who were not initially among the core poor, and 
the estate workers who were. This latter group was not sufficiently protected in contrast to 
interventions during the first ESAF. Social services delivery provides a mixed picture. There was 
a massive improvement in access to primary education, while some of the health indicators 
deteriorated. 

Conclusion 

The first ESAF was characterized by temporarily successful fiscal adjustment, but without 
substantial structural adjustment. Any social impact of this program was modest. The incomes 
of the poor were broadly unaltered as were social expenditures, while social indicators improved 
somewhat. The second ESAF was also fiscally successful, indeed making a much larger correction 
over a much shorter period. However, in contrast to the first ESAF, it was also a process of 
structural adjustment. Both the foreign exchange and agricultural markets were substantially 
liberalized. The structural adjustment produced powerful distributional effects with smallholders 
gaining and urban wage earners losing. This redistribution was progressive. 

However, during the period, estate workers, who were already among the core poor, lost 
substantially. This cannot be attributed to the ESAF but rather to the inflation which was inherited 
from the period of program collapse. In the absence of ESAF, this group might well have lost 
more as inflation would have been even higher. It is to be noted that wage earners are likely to 
suffer substantial short-term income losses during bouts of unexpected rapid inflation. It is 
relatively straightforv.rard to protect formal sector wage earners from these effects, as indeed the 
Malawian government did during the earlier ESAF. However, in Africa most formal sector urban 
wage earners are not among the core poor, so that intervention on the basis of a safety net 
argument cannot readily be justified. The estate workers in Malawi constitute a group for which 
intervention is justifiable on a safety net argument, and for whom targeting is straightforward. 

While the second ESAF can be considered as successful, the economy is still far from reaching 
its growth potential. The transformation of smallholder agriculture has only just begun and is still 
suffering from weak marketing and transport infrastructure. Investment in the formal sector has 
yet to become substantial. The large number of Malawian entrepreneurs living abroad constitutes 
a resource of considerable potential for the economy (as in Uganda), but there not as yet been 
much return migration. 
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OWNERSHIP ISSUES 

The Political Context 

After 30 years of repressive and autocratic rule under President Banda, Malawi succumbed to 
pressure from the international donor community and domestic democratic forces and finally, in 
1992, began a process of political liberalization which culminated in elections that brought to 
power a new government in 1994. The first ESAF arrangement and its precursor programs were 
thus managed under a highly-centralized decision-making system with very little consultation 
outside the Ministry of Finance and the Reserve Bank of Malawi although a loose coordinating 
body, including senior ministers, heads of the security agencies, and representatives of the ruling 
pany, provided some sort of general oversight through periodical meetings.112 

The ESAF arrangement spanning the period 1988-94 had mixed results; the fiscal adjustment it 
emailed was reasonably successful while the structural benchmarks suffered significant delays in 
implementation.113 But the restrictive political system under which these reforms had been carried 
out, had begun to crumble already in the closing years of the Banda regime, as political 
liberalization began with the repeal or modification of repressive laws in August 1992, and the 
rise of opposition parties following the referendum in June 1993, which ended one-pany rule. 
Already in September 1993, there were strikes by the civil service demanding increases in salaries 
and wage compensation, and calling on the government to resign. 

The new government took over in a situation of profound fiscal crisis caused by large and 
unplanned civil service wage increases, and expenditure overruns mainly associated with the 
elections. These problems had been further compounded by rising food prices, followed by a 
major drought during the 1994 crop season, and consequent acceleration in inflation. 

Ownership of Policy Reforms 

Against the background of this crisis, caused by two major droughts (1991-92, 1994), the 
suspension of donor aid, and the fiscal deterioration noted above, the new government sought 

112 Interviews, August 1997. 
113 The agricultural sector refonns included the lifting of restrictions on smallholder production and private sector 

participation in marketing and distribution of agricultural products, and in the parastatal sector, included a 
restructuring of a number of state monopolies, mainly the Agricultural Development and Marketing Corporation 
(ADMARK) and the Press Corporation. 

. ' 
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Fund assistance and an eight-month standby arrangement was granted in November 1994 to help 
stabilize the economy, and create conditions for the adoption of an ESAF arrangement. 

This stand-by arrangement was prepared in rather difficult circumstances. The government was 
not only new; it had inherited an enormous crisis and was confronted with a restive civil service 
whose loyalty could not be taken for granted. In the event, the Fund's intervention coincided 
with large Banlc and donor missions, all of them thoroughly well-intentioned but perhaps not 
mindful enough of the capacity constraints that the new government faced. Indeed, the 
government recognized these constraints when, in January 1995, it worked out a national 
capacity-building program for financial management, jointly with representatives from the Fund, 
the lJNDP, the Banlc, the EU, and bilateral donors, outlining its technical assistance needs and 
possible funding sources. In the very nature of the situation, even this capacity-building program 
was not exactly the government's product, as it required government "endorsement" in August 
1994. 

Apart from these capacity constraints, the new government also had to contend with other 
political problems. The labor situation was tense, as was the political temperature, following the 
arrest of the former President on murder charges. 

The Fund staff clearly appreciated these constraints in a remarkable assessment of the overall 
situation in a country strategy brief but saw them, not so much in terms of their effect on national 
ownership and the implications therefrom for the longer term sustainability of the program, but 
as short-term "risks" that could be "minimized to the extent there is sufficient coordination in the 
reform process to ensure that potential bottlenecks are arrested in a timely manner." Key policy 
makers, it continued, "would also need to be focused and made aware of the broad objectives 
of the program. In this regard, it would be useful to engage a broader section of the government 
in the preparation of the PFP." 114 

The government was required to take a number of prior actions115 before the standby arrangement 
followed in November 1994. 

Not surprisingly, the government ran into considerable difficulty in implementing the agreed 
reforms. To begin with, the drought in 1994 turned out to be even more devastating than was 
originally envisaged, and GDP declined by 12.4 percent instead of a programmed 9.3 percent 

114 Country Strategy Brief, September 1995, p 43 . 
115 The prior actions included substantial increases in petroleum product prices (131 percent for kerosene, 85.3 

percent for diesel, and 27 .5 percent for petrol) and other revenue measures, a revised cash budgeting system, and an 
increase in the rediscount rate, among other things. 
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decline. Widespread food shortages caused by the drought, a sharp depreciation of the currency, 
and the effects of the increases in the prices of petroleum products, among other things, led to 
an acceleration of inflation which shot up to 66 percent by the end of 1994, against a target rate 
of 3 7 percent. 

A sense of hopelessness and a feeling of imposition quickly took hold in the top levels of 
government as they struggled with the political fallout from these hardships. Indeed, this feeling 
of imposition still pervades the upper echelons of government and the ruling party, and is also 
very evident in the outlook of key ministers, including the M.iruster of Finance, with significant 
implications for the sustainability of the ESAF program in Malawi.116 In the business community, 
no less, the feeling is even more intense. Our meeting with the business community in Blantyre 
was perhaps the most hostile of all the meetings we had during our country visits. Malawi was 
also where we found the Fund 's image to be the most negative, generally. 1 

ti 

The Scope of Support for the Program 

In itially, commitment to the program at the top levels of government, including especially the 
Ministry of Finance, was most determined.118 The situation was critical, resources were required, 
and therefore the government made the policy compromises required to obtain access to external 
funds . But the base of political commitment in government generally was, from the very 
beginning, rather narrow. The program was largely borne on the shoulders of the Minister of 
Finance at the time - a highly capable and dedicated patriot who acted from a genuine conviction 
that the path chosen was the right one, even if less traveled by. But the result was the increasing 
isolation of the Nlinister of Finance as other ministers, and organized groups, including the 
business community, remained unconvinced and alienated. For the business community, the 
alienation was deepened by the imposition of an export tax which had evidently been implemented 

116 A nwnber of donors interviewed in Lilongwe also expressed concern that the program had been imposed 
upon an inexperienced and ill-prepared government, without due regard for the critical economic and political 
condttior.s it faced. (Interviews, Malawi, August 25, 1997). 

1 n Some: in the business community blamed the Fund, even for the sins of others. For exa.'llple, one of the most 
bitter complaints was the passing of a new industrial relalions act which, in their view, contained unreasonably 
permissive provisions on strikes and which they blamed the Fund for. When we pointed out that this legislation had 
nothing to do with the Fund and had in fact, been proposed by the International Labor Organization (ILO), we were 
met with a retort that the ILO must have been· directed to do so by the Fund! The Fund, it would seem, is often 
perceived as having a pre-eminent position among international organizations but this obviously comes with great 
costs! 

I IS Destabilization measures were greeted with widespread strikes all over the country which the government 
resisted firmly. It faced off a strike by civil servants in August 1995, arguing that no accommodation could be 
provided before the following fiscal year. And further, that any further salary increases could only be granted in the 
context of a general rationalization and reduction in the size of the civil service. (Back-to-Office report, August 
1995). 
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as a once-and-for-all revenue measure but which they, and other donors regarded, quite correctly, 
as thoroughly irrational.119 

The bureaucracy, for its part, remained half-hearted at best and mostly cynical about the refonns, 
and about the role of the rising numbers of well-paid external technical advisors. In these 
circumstances, the Minister of Finance, as head of the economic management team, had little 
choice but to put together and work with a small core team, leaving the rest of the ministry and 
the officials of the Ministry of Planning marginalized and resentful. As the policy agenda got 
larger with time, and with little relief from uncoordinated technical assistance from different 
agencies, which the Minister of Finance gratefully acknowledged but sought in vain to better 
target, the core team quickly became overstretched. 

For the majority of the rural poor, including smallholders from around the capital, Lilongwe, 
frustration over the removal of fertilizer subsidies was very intense. They bitterly complained that 
these subsidies had been removed without much explanation, and what was more, without any 
steps being taken to give them access to any form of credit, given that the existing rural credit 
scheme had all but collapsed under the weight of a high incidence of non-recovery.120 

Among donors, there was a feeling that policies were not being thought through enough, except 
where the Fund had a direct interest such as, for instance, the Value-Added Tax (VAT) although 
even here, they thought the timing was wrong. There was a sense that too many initiatives were 
being undertaken by different donors, that nobody seemed to be in charge. The Bank, it was felt, 
had become overpowering and much too obtrusive in its work in Malawi, often to the great 
irritation of political leaders; there was some expectation that in such circumstances, the BanJc 
would have been "called to order" by the Fund. The general impression was that the absence of 
a Fund resident representative was not helping matters in this regard . 

Authorship of the Policy Agenda 

In the final analysis, authorship of the policy agenda and policy documentation is a function of 
technical capacity which, as we have noted in Malawi's case, was severely constrained. The 
ruling pany has had a pro-reform posture from the very beginning. Indeed, the party had declared 
itself in favor of liberalization and privatization in its election manifesto. However, political 
opposition and weaknesses in the administrative and technical capacity of the civil service had 

119 Interviews, August 1997. 
120 When asked what they would do if some benefactor handed them US$1.000 each, peasant farmers (mostly 

women) interviewed around Lilongwe, each replied without any hesitation and in a remarkable attestation to their 
determination to break out of the stranglehold of poverty. that they would buy fertilizer, and more fertilizer. 
(Interviews, August 1997). 
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imposed real constraints on the government's space for maneuver. Moreover, donors also often 
push agendas of their own.121 Given the government's limited technical capacity and the 
pressures on such capacity as there is, the PFP process and the entire policy agenda setting has 
tended to be dom.inated unduly by the Fund. 122 

Ownership Promotion 

While there are no references to any particular initiatives for the Fund to deepen the ownership 
of the program, there are references to Fund documents that suggest, and again this was 
confirmed by interviewees in the field, that Fund m.issions have in the past held meetings with the 
Econom.ic Committee of the Cabinet "to convey the message that remedial actions are 
immediately required." 123 

As for the range of Fund contacts, staff reports suggest, and again this is corroborated in the field, 
that m.issions have interacted mostly with the usual core team, mainly the Ministry of Finance, 
tvlinistry of Planning and Reserve Bank officials. They also have had regular meetings with the 
donor community, and occasional ones with private sector representatives. 

Cooperation with the Bank 

Staff documents contain the usual references to full and close cooperation with the Bank, with 
the participation of Bank staff in meetings of Fund m.issions, especially joint discussion of the 
PFP. While there is no reason to doubt that the cooperation is as described in these documents, 
it is worth noting that the perception of some donors in the country was that the Bank takes 
initiatives without due consultation with the donor community or with the Fund in areas of 
common interest.1u 

121 An anti-corruption bill passed in the context of the civil service reform program was probably done under 
pressure from the Overseas Development Association (ODA) of the UK, after the ODA Minister reportedly 
threatened to cut aid to any country that failed to exercise accountability and transparency. (New African, May 
1994: 43). 

122 Interviews, Ministry of Finance, Malawi, August 1997. 
\ "?J - Back-to-Office Report, March 1995. 
m The donors made particular reference te, an instance when just weeks after the May 1997 consultative group 

meeting on Malawi, the Bank sent a letter to the Minister ofFinance, which it apparently also sent to the President, 
protesting an increase in the nwnber of ministries contrary to commitments made by the government This letter 
evidently caused great disquiet among the Cabinet, and also among donors who felt that the Bank's intransigence 
over the matter (the Bank had sent two missions to protest the issue even after the government bad explained the 
situation) created unnecessary awkwardness in relations between the government and the donor community, 
including the Bank and the Fund. 
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UGANDA 

Introduction 

In the period 1971-86, the economy declined rapidly due to a conjunction of poor economic 
policies and severe social disturbance. In the early 1980s there were two stand-by arrangements, 
but both collapsed under the pressure of events. The NRM government took power in 1986, 
inheriting a devastated economy with a number of distinctive features. Per capita income was 
among the lowest in the world~ the public revenue base had collapsed, with coffee taxation 
accounting to close to half of revenue, and high inflation had eroded the demand for money. Since 
there was little scope for external borrowing, government expenditure had fallen. A by-product 
of this was that while public sector employment had expanded enormously, public sector wages 
had become derisory. As a result, while the public sector was large it was not well-suited to 
service delivery. The private economy had retreated into subsistence activities, and exports and 
investment had declined. By 1986, government expenditure, exports, and investment were each 
only 9 percent of GDP. 

The new government was initially suspicious of Fund and Bank involvement in economic policy. 
It dismantled aspects of the previous stand-by arrangement, notably refixing the exchange rate. 
By 1987, inflation had accelerated to over 200 percent and such early failures of the policy 
changes led the government to seek an agreement with the Fund. A Structural Adjustment Facility 
v;as initiated for the period 1987-90. 

The SAF Program, 1987-89 

A major objective of this program was to restore exports. For this, it was seen as necessary to 
shift from dependence upon export taxation. The producer price for coffee, the main export crop, 
was tripled, and there were efforts to make payments to farmers on time and to improve 
transport. Price controls in manufacturing were removed. There was a start to foreign exchange 
liberalization with a 60 percent devaluation in 1988 followed by frequent smaller devaluations. 
There were plans for the privatization of public enterprises and for the removal of ghost workers 
from the government payroll . The targets were for GDP growth of 5 percent and inflation of 10 
percent. 

The period of the SAF program coincided with a deterioration in the world coffee price. Between 
1986/87 and 1989/90, the terms of trade deteriorated by 24 percent. Despite this, there was a 
strong recovery in output, with the growth rate of per capita GDP exceeding 3 percent per 
annum. In view of this satisfactory performance, the SAF program was revised before its planned 
completion into an ESAF program. 



- 131 -

The First ESAF Program from 1989 to the crisis of 1992 

·The ESAF program had three objectives: continued growth of at least 5 percent, a reduction in 
inflation to 7.5 percent, and a balance of payments surplus of $11 million. The new program 
included exchange rate liberalization, the removal of import licensing, rehabilitation of 
infrastructure, improved fiscal controls, and public enterprise reform. From the viewpoint of the 
government the core of the program was exchange rate liberalization: in 1990, it introduced 
foreign exchange bureaux while maintaining an official exchange rate for some transactions. 

The social impact of the program was explicitly considered. It was recognized that some 
vulnerable groups would not benefit in the short run. 125 This concern led to the setting up of a 
program to alleviate poverty and the social costs of adjustment (P APSCA). The main components 
of the program were assistance for retrenched government workers, projects in primary 
education, in primary health care, and in rural infrastructure rehabilitation. 

There was a further sharp deterioration in the terms of trade of22 percent between 1989/90 and 
1992/93. This created a dilemma: the collapse in the world coffee price was liable to accelerate 
the shift by farmers out of coffee, yet to prevent it would require the government to reduce export 
taxation which was central to its revenue. 

In 1991/92 there was a fiscal crisis. In part, this was due to an interruption in donor inflows 
because of the introduction of the dual exchange rate. However, the major reason was an extreme 
loss of control of expenditure: the share of government expenditure in GDP rose from 16 percent 
in 1990/ 91 to 23 percent in the following year. This loss of fiscal control produced a rapid 
acceleration in inflation. By March 1992 the annualized rate had reached 230 percent and per 
capita GDP growth had decelerated to 2 percent. In response, the President merged the Ministries 
of Finance and Planning, dismissing the Finance team and giving control to Planning, which had 
been the main base of analysis and advocacy for economic reform. 

ESAF Programs from the crisis of 1992 to 1997 

The new team thus faced a short-term stabilization problem and a longer term need for policy 
reform. The fiscal crisis had cost the gqvernment the limited credibility with investors which it had 
achieved. The risk rating of the country by the Institutional Investor fell to the lowest of the 25 
African countries rated. To stabilize the economy the government introduced a cash budget. This 

125 EBS/89/62, p. 18. 

. ,, 
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brought about a reduction in expenditure of3 percentage points of GDP. The cash budget had 
a dramatic effect on inflation. Within four months of its introduction, prices were stable. The cost 
of this disinflation in terms oflost output was modest. Between 1992 and 1993 the growth in per 
capita GDP actually accelerated to 3 percent. 

In 1994, a further ESAF program was agreed (1994-97). By this time the economy was already 
stabilized. We should note that this makes the Ugandan ESAF program of 1994-97 unique in our 
sample, since its focus could have been entirely on structural reforms. In the event, the program 
also included important fiscal objectives. Reserves were to be accumulated to five months of 
imports, and the fiscal deficit (which was largely aid-funded) was envisaged to fall from 10.6 to 
5.5 percent of GDP. This would involve substantial repayment to the banking system. Indeed, the 
objective of the fiscal adjustment was not to reduce inflation but to improve access of the private 
sector to credit. 

The fiscal adjustment was to be achieved primarily by increasing revenue as a share of GDP by 
I percentage point per annum. This was achieved by a combination of institutional and tax rate 
changes. An independent revenue authority was established outside the structure of the civil 
service. Taxes on petroleum were increased sharply so that Uganda came to have fuel prices more 
than double those of its neighbors. Import duties were raised, so that even by 1996 more than half 
of revenue was from trade taxes. The remaining fiscal adjustment was to be through reduced 
expenditures To protect social expenditures during this phase of fiscal tightening a "core budget" 
was created in which social programs were given priority. This was partly a response to the 
difficulties created by the cash budget, which increased the volatility of expenditure and thereby 
reduced its efficiency. 

The government embarked upon a wide range of radical reform measures. With respect to export 
crops it first abolished the export tax on coffee, then removed the monopoly of the Coffee 
Marketing Board, and finaJly removed the rail monopoly on coffee transporting. The introduction 
of private road haulage for coffee had the beneficial side effect of expanding the market for road 
haulage sufficiently that the market structure of the industry became much more competitive: with 
the demise of the haulage cartel freight rates nearly halved. 

With respect to foreign exchange, the government first unified the exchange rate at the Bureau 
de Change rate, then introduced an. inter-bank market (November 1993), thereby achieving 
Anicle VIII status, and finally moved to full capital account convertibility (July 1997). 

With respect to public employment both the civil service and the army were drastically reduced, 
the civil ser.ice by one third and the army by one half Prior to the army demobilization, there had 
been considerable concern that it would lead to an increase in unrest, with demobilized soldiers 
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resorting to crime. The goverrunent implemented a program of financial and material assistance 
for the demobilized. In the event, crime rates actually fell and there is evidence that the 
demobilized reintegrated into their rural conununities. 116 

With respect to financial markets the government gradually developed the Treasury Bill market. 
Initially, interest rates on the market were very high. There was substantial new entry into the 
banking sector, breaking a long-established cartel. However, the capitalization requirements were 
initially set far too low. This reflected the failure to revise the relevant legislation in response to 
the high inflation of the previous two decades. As a result, some of the new banks had to be 
placed under supervision and their existence was a serious constraint upon the operation of 
monetary policy: the interventions which would have absorbed liquidity in aggregate, would have 
made the weaker banks unviable. A distinct and major problem was posed by the Uganda 
Commercial Bank which had a large, weak and politicized portfolio. The process of privatization 
of UCB was slow, and the one important respect in which the implementation of reform fell 
behind schedule. However, its completion was in prospect at the time of writing and there have 
been over 60 other privatizations. Both the Fund and the Bank were heavily involved in financial 
sector reform. 

In contrast to the first two program periods, the terms of trade sharply improved due to a 
temporary increase in the price of coffee. Between 1992/93 and 1994/95, there was an 
improvement of 76 percent. The Fund and the government were concerned that such a large 
favorable shock would cause powerful real exchange rate appreciation or inflation, and so 
introduced a stabilizing export tax. In the event, this raised little revenue. However, neither of the 
concerns proved well-founded: the private sector sharply increased its savings and investment 
rates. The liberalization of the coffee sector and the stabilization of the economy had been 
achieved just in time for the windfall to be well used by private agents. The government reduced 
the export tax in 1995 and abolished it in 1996. Unlike many governments in similar 
circumstances, the government was able to contain its expenditures through the temporary 
windfall. 

The record during the liberalization phase has been impressive. Over the whole period 1992-97 
the growth rate of per capita GDP has averaged 4.2 percent and inflation 8 percent. Foreign 
exchange reserves have increased to five months worth of imports despite rapid import growth. 
The investment risk rating has improved from 5.4 in 1992 to 20.1 by September 1997, a level 
equal to that of Cote d'Ivoire. · 

116 See P. Collier, "Demobilisation and Insecurity in Uganda",Joumal of International Development, 1994. 
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- 134 -

Aggregate Performance: an Assessment 

Over the decade 1986-96 the Ugandan government transfonned the economy with per capita 
GDP increasing by 40 percent. To an extent this remarkable performance was made easier by the 
disastrous decline which preceded it. However, the government achieved both stabilization and 
substantial decontrol. By the end of the period, private investors were regarding Uganda as a 
credible location. 

The Ugandan stabilization and adjustment programs were relatively unproblematic because there 
were no features of a transition economy: there was no large, heavily protected import substitute 
sector which would become unviable through liberalization, and the public sector was small. 

After the preceding years of economic disorder a highly flexiole informal economy had developed. 
Prices therefore responded rapidly to policy changes and there was a large natural safety net for 
those displaced by refonn. The major category of those who lost from reform, those civil servants 
who lost their jobs, had already largely learnt to live from the infonnal sector because their official 
salaries were below a living wage. Thus, the social costs of adjustment were unusually low. 

However, for most of the period policy change conferred only limited benefits on many of the 
poor because of their initial dependence upon subsistence. The liberalization of cash crops had 
limited beneficiaries because only a minority of rural households grew coffee, and its importance 
in the rural economy had greatly diminished as a result of the retreat into subsistence. Fiscal 
policy did not always assist the reversal of this process. First, although coffee taxation was 
abolished, trade taxes were little reduced. Rather, there was a shift from the taxation of exports 
to that of imports. Analytically, these are broadly equivalent in their incidence, both being borne 
by the export sector (i.e., coffee farmers), although the taxation of coffee has a more transparent 
incidence than the taxation of imports. Hence, the shift to import taxation appeared to confer 
benefits on the export sector, while largely failing to do so. 127 Second, the massive increase in the 
taxation of petroleum will to an extent have offset the decline in transport costs in rural areas 
which have resulted from other aspects of the programs, notably better roads and greater 
competition. 

A further reason why reform may not have conferred substantial benefits on the poor is that the 
poor are concentrated in agriculture, Uganda being one of the most rural societies in the world. 
Other than improving transport and raising coffee prices, the government interventions in 
agriculture were limited. For example, only 11 percent of rural households reported ever having 

127 In trade theory th.is is known as the Lerner Equivalence Theorem. 
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been visited by an extension worker, 128 and there are cases of old cotton seed being distributed 
to farmers. This reflected the collapse of the extension service in the pre-NRM period. 

Distributional Effects 

Over the decade 1986-96 per capita GDP grew by 40 percent. Growth was sustained throughout 
the decade (Table 2), with the most rapid growth being in the last five years. With such strong 
aggregate growth it would be expected that there would be room both for rising household 
incomes of most major social groups and for rising social expenditures. We consider incomes and 
social expenditures in tum. A notable feature was the shift from private to public expenditure. The 
share of public expenditure in GDP more than doubled over the decade, financed partly by extra 
revenue and partly by aid. 

Incomes 

The private component of GDP grew in per capita terms by 31 percent over the decade. As a 
result of rising aid and private capital inflows, private expenditures were able to grow much more 
rapidly than this, namely by 48 percent. Here, however, we focus on income. 

There have been three household surveys within the period, conducted in 1988/89, 1992/93 and 
1994/95. Between them, these thus span much of the refonn period. However, unfortunately, they 
present severe problems of comparability. We adopt two approaches. First, between 1992 and 
1995, the surveys are comparable. In Table I we show the resulting headcount measures of 
moderate and severe poverty. In both rural and urban areas over this period, there was a 
substantial fall in both measures of poverty. Second, taking the longer period, we can avoid the 
problems of comparability to some extent by using, from each survey, not the income levels but 
only the ratio between urban and rural incomes. Taking total private income from the national 
accounts rather than from the surveys, we arrive at the income series shown in Table 1. These 
results suggest that urban per capita incomes increased rapidly, by almost 60 percent over a six.
year period. Rural incomes, by contrast, on this measure virtually stagnated, rising by only 4 
percent. For the sub-period 1992-95, the two measures show rather different results. If the 
headcount series are right, .it seems likely that rural incomes rose more rapidly than implied by the 
indirect inference from national accounts. There is some reason to consider the headcount 
measure as more reliable. 

128 CIET International, "Baseline Service Delivery Survey in Support of Results Oriented Management in the 
Uganda Institutional Capacity Building Project", Report for UNICEF, 1996, p. 31 . 

'·. 
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Although (as everywhere in Africa) urban incomes were higher than rural incomes, at the start 
of the period there was less difference in Uganda than in most other societies. The modem 
economy, both public and private, had been so eroded that the structure of incomes of urban 
households was similar to that of rural households: few urban households depended upon wage 
income, and most of them had incomes from farming.129 The headcount index of poverty for rural 
households showed 46 percent in poverty in rural areas and 13 percent in urban areas. Thus, a 
substantial number of urban households were poor. However, the divergence of urban and rural 
incomes over the reform period must have substantially reduced urban poverty (proportionately), 
substantially more than rural poverty. 

There is also some evidence that by the mid-1990s within rural areas incomes were markedly 
higher in those areas closest to the urban economy. The rural area closest to the urban economy 
was the Central Region. As a percentage of rural incomes in this region, the rural incomes in the 
Northern, Eastern and Western Regions were estimated as 51 percent, 54 percent, and 62 
percent, respectively.130 

Ll
9 A. Bigsten and S. Kayizzi-Mugerwa, Economic Development in Uganda, 1960-90, London: Macmillan, 

forthcoming. 
130 UNDP, Uganda Human Development Report, 1997, Appendix 2, Table D. 
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Table 1: Rural and Urban Per Capita Private Incomes, 1988/89, 1992/93 and 1994/95 

Rural (index) 

Urban (index) 

Urban/Rural 

Headcount of poverty: 

Rural poor 

Rural very poor 

Urban poor 

Urban very poor 

1988/89 

JOO 

100 

2.1 

1992/93 1994/95 

101 104 

130 159 

2.7 3.2 

49.2% 43.5% 

13.1% 6.4% 

10.9% 9.0% 

1.9% 1.0% 

Note: Urban/rural ratios are from Uganda National Household Budget Survey, 1989, for 1988/89, and for 1992 and 
1994 from Background to the Budget, /997, Table 27. For 1994/95 we take the average of the first and second 
monitoring surveys. We estimate the growth in private per capita income for the survey years from per capita GDP 
(T:ible 2). adjusted for the share of GDP accruing to the public sector as revenue in each fiscal year. The headcounts 
01 poverty are from Tables A1. and A4 of Poverty Trends in Uganda, /989-95, Discussion Paper No. I, May 1997, 
D~artment of Statistics. tsiote, this source also gives data for 1989-92. but these are not comparable and so we do not 
reiJOrt them. 

Social Service Provision 

Recall that per capita GDP grew by 40 percent over the decade. We have also noted that total 
government expenditure rose substantially as a percentage of GDP, financed partly by higher 
revenues and partly by increased aid . Over the decade the share of the government in national 
expenditure more than doubled, although from a very low base. The division of public 
expenditure between the recurrent and development budgets was fairly volatile, but over the 
decade as a whole there was a small shift towards the development budget. Despite this shift, per 
capita recurrent expenditure rose in real tenns by 166 percent (Table 2). This evidently provided 
considerable scope for increased social expenditures. We now consider health and education 
expenditures in turn. 

' ·-
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As a result of decentralization, total government expenditure on health and education cannot 
presently be determined post 1994/95 since there is uncertainty about the expenditure patterns 
of the districts . 

Prior to the decentralization the share of the recurrent budget allocation to the health sector rose 
between the beginning and the end of the decade, although there was no steady trend (the first 
line shown under Health in Table 2). Hence, the health sector benefited both from the strong 
growth in the total recurrent budget and from an increasing share. However, offsetting this, the 
price of health care services rose substantially more rapidly than average prices across the 
economy.131 Hence, a given amount of health spending bought a smaller quantity of health 
services. This was partly because of the rising wages of workers in the health sector and partly 
because of the depreciation of the exchange rate, which raised the cost of many material inputs. 
This effect was large: costs of health services rose by 65 percent relative to average prices (the 
second line under Health in Table 2). 

Despite this increase in relative costs, the proV1s1on of health care per capita increased 
substantially in real terms, more than doubling on our estimate (shown in the third line under 
Health in Table 2). There is also some evidence that the increased provision was disproportionate 
in terms of non-wage material inputs. The number of health workers per capita rose by only 
around 10 percent. This is shown as value-added per capita in the fourth line of the Table. This 
suggests that health workers were becoming more effective, since they were better supplied with 
inputs such as drugs and vaccines. 

Turning to direct measures of performance in the health sector we can see such a change. For 
example, the proponion of children receiving full immunization rose by nearly 60 percent over 
the decade (from a coverage of 31 percent to one of 49 percent). 

Hov.rever, direct measures of health states of the population show a less satisfactory picture. The 
proportion of children who are malnourished on various measures shows no systematic 
improvement. This is consistent with the evidence on rural incomes which, as we have seen, 
suggests little change. 

We now turn to education. Unlike in the health sector, prior to decentralization there was no 
systematic increase in the share of education in the recurrent budget. Indeed, other than for a 
large increase between 1986 and 1987 (which precedes the SAF program) there was a substantial 

131 That is. the GDP deflater for the health sector rose relative to the GDP deflater for the economy. 
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decline in its share. This will have been at least partially reversed by the move towards universal 
primary education (UPE) in 1997, but data are not yet available. 

As in the health sector, the price of providing education service rose substantially relative to other 
prices (this is shown in the second line of Education in Table 2, with an increase of 68 percent). 
Combined with the declining share of the recurrent budget, this was sufficient to reduce the 
provision of educational services per capita. As shown in line three of Table 2, this tended to 
decline from 1987 onwards. This is borne out by the decline in the enrollment rate for primary 
education which also deteriorated prior to the move to UPE. 

Again as in the health sector, there is some evidence of an increase in the inputs available per 
teacher: output per capita tends to increase more than value-added per capita. This is supported 
by some direct evidence on the number of books per pupil which tripled over the period, although 
there has presumably been a recent deterioration as a result of UPE. 

In summary, the provision of health services has improved while that of education services has 
been erratic prior to CPE. However, the level of service provision remains extremely poor. A 
major reason why service provision did not improve more despite increased recurrent expenditure 
was that the costs of provision rose relative to other prices. This was broadly reflected in health 
and education outcomes: health outcomes such as vaccinations improved, while educational 
outcomes such as primary enrollments until recently deteriorated . 

.-\ further reason \vhy health and educational outcomes might be poor despite increases in 
expenditures is that onl y a fraction of budgetary releases from the central government actually 
reach the rural population. A study which tracked the vote for non-salary primary education from 
its release by the ?\linistry of Finance through to the primary schools found that only 36 percent 
of the vote was received by the schools.132 Moneys were retained by higher levels in the 
educational administration. Finally, professional standards had collapsed in public service delivery: 
teachers \vere not inspected, and medical workers diverted supplies to their private practices. 

Thus, despite the very large increases in overall real recurrent expenditures, social provision 
improved relatively little. This was made more serious by the heavily skewed distribution of 
the direct benefits in tenns of the growth of private incomes. The rapid aggregate growth was 

132 Economic Policy Research Centre and Management Systems and Economic Consultants Ltd., "Tracking of Public 
Expenditure on Primary Education and Primary Health Care", June 1996. 

,. 
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largely confined to the urban economy. Urban households experienced large gains in income, 
whereas rural incomes virtually stagnated. 

Table 2: Social Indicators, 1986-96 

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Real recurrent expenditure per capita: 

GDPpc 1000 1038 1081 1118 1146 1172 1183 121 8 1301 1371 1396 

tol/GDP 9.2 11.6 10.7 13 .5 15.6 22.5 19.8 20.1 18.4 19.2 19.3 

rec/tot 62.S 54.9 66.5 56.2 48.2 55.5 45.0 47.8 54.4 55.8 57.0 

rec.pc. 1000 1138 1328 1466 1483 2517 1810 2017 2241 2534 2655 

Health 

% rec 3.2 3.5 4.0 4.6 5.4 5.1 4.8 4.5 

dd1ator 1.00 0.88 0.95 0.93 1.37 1.64 1.57 1.76 1.51 1.58 1.65 

output.pc 100 141 175 227 183 184 172 209 (226) (226) 

val.add.pc 1.7 1.7 1.7 1.7 1.7 1.8 1.8 1.9 1.9 1.9 l.9 

\·accinations: 

BCG 70 83 

DPT3 38 63 

Pol3 38 62 

Measles 49 61 

full inunun. 31 49 

stunting mis 43 38 

underweight mis 23 25 

wasting s 2 5 

infant m 122 97 122 

rural safe water % 19 25 28 32 36 39 

Education 

% rec 12.9 19.7 15.1 14.9 16.7 14.1 12.0 12.0 

deflator 1.00 0.82 1.04 1.05 1.29 1.38 1.30 l.75 1.59 1.59 l.68 

output.pc 100 2 12 149 161 149 152 107 131 (148) (147) 

val.add. 4.2 4.0 4.1 4.2 4.5 4.5 4.5 4.6 4.5 4.8 4.9 

Prim cnr. 78 80 8 1 71 77 69 70 72 

pupils/book 10 3 

.. 
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Sources: immun.izations, nutrition and rural safe water, Govenunent of Uganda and Uganda National Council for 
Children, 'Equity and Vulnerability: a Situation Analysis of Women, Adolescents and Children in Uganda. 1996 a 
Statistical Update', Kampala, 1996, Figures 3, 6 and 15. Infant mortality, Uganda Human DeYelopment Report, 1997, 
UNDP. National accounts: health and education at constant 1991 prices, Background to the Budget, 1996 and 1997, 
Table 2. Primary enrollment, calculated from Government of Uganda, Statistical Abstract, 1996, Tables B2 and L 1, 
assuming 3 percent growth of the school-age population. Pupils per textbook from Government of Uganda and Uganda 
National Council for Children, op. cit., p. 23. 

Notes: We derive output of health and education by deflating government recurrent expenditures in these sectors by the 
sector-specific GDP deflater. The value-added for health and education is calculated by deflating current price value
added in these sectors by the same deflater. 

Conclusion 

Uganda has evidently been successful both in tenns of stabilization and growth. Over the decade 
the economy was transfonned from a stagnant, subsistence orientation to fast growth. Although 
there were continuous Fund programs through the decade, most of the key decisions were taken 
by the govenunent on its own initiative. This was the case both for highly successful policies, such 
as the liberalization of the exchange rate, and for potentially disastrous policies, notably the loss 
of control of public expenditure in 1991 . However, the growth was urban-led. 

It is not evident how policy could significantly have improved on this outcome. The rural 
development strategy was based upon the reintegration of the rural economy into the market, 
through better roads and deregulated markets. In the medium tenn this strategy can be expected 
to raise rural incomes substantially. However, in the short tenn the main way to reach the 
subsistence economy would have been through the delivery of services. However, the legacy of 
a large and virtually non-performing civil service precluded effective public service delivery. The 
government increased real recurrent expenditure massively, but much of this did not reach the 
poor. Recall that only 36 percent of the non-wage vote for primary schools actually reaches the 
schools. The govenunent tackled the problem of civil service non-performance in two ways. First, 
across the board it shed staff and raised wages. However, because of the very large initial size of 
the civil service this strategy inevitably takes a long time. Secondly, in the one area which both 
it and the Fund regarded as critical, namely revenue generation, the government by-passed its civil 
service and set up an independent revenue authority which was reasonably successful. It is 
possible that this model could have been applied in the field of rural service delivery. 

If growth is sustained at recent rates it is very likely that poverty will gradually be reduced. 
However, to sustain high growth the economy will need to increase the investment rate. To date, 
there have been many opportunities for growth without investment as the policy environment has 
been improved: the economy was very far inside its production possibility frontier. To raise 
investment from the present level of 16 percent to the 25-30 percent range needed for sustained 
rapid growth, the economy will need to increase its capital inflow, both private and public. To 
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date, the Fund has correctly urged both domestic and external deficit reduction. However, with 
the stabilization task completed, this can become counter-productive. The public investment 
program needs to be expanded relative to GDP, yet the scope for further increases in revenue to 
GDP is very limited in the short term. Indeed, at the margin the major taxes, those on trade and 
petroleum, are probably a serious impediment to growth. The present strategy of raising tax 
revenue in order to run a surplus with the banking system may both underestimate the marginal 
cost of taxation and overestimate the capacity of the new banking system for financial 
intermediation. 

The revenue constraint can be overcome by an expansion in the aid program. Several of the large 
donors appear willing to provide this expansion, yet the Fund has been planning on the basis of 
a rapid and substantial reduction in aid dependence. Similarly, with full convertibility and the most 
rapidly improving investment rating in Africa, Uganda is likely to attract substantially increased 
flows of private capital. An increased inflow, whether of aid or of foreign investment, will 
appreciate the real exchange rate. This will directly reduce the incentive for exports and so give 
rise to a potential trade-off between exports and investment. Fears of this trade-off at present 
heavily influence Ugandan policy makers. However, it has not been explicitly addressed by the 
Fund, either qualitatively or quantitatively. Ugandan policy makers note that the exchange rate 
is seldom even discussed by Fund missions . 

This is an example of a more general issue. The ESAF program of 1994-97 was the only one in 
our sample not to need a stabilization component. It therefore rightly focused upon a 
development agenda of structural reforms. However, as a result, the scope of policy dialogue 
between the Fund and the government focused on a range of issues not traditionally within the 
Fund's area of expertise. The Ugandan government values the continued presence of the Fund, 
which is potentially of importance not only for advice and resources but also for credibility. 
Ho\l,:ever, the role of the Fund in low-income countries outside the context of stabilization 
requires examination. We return to this in the thematic discussion. 

The social impact of the program has had both good and bad aspects. The good aspect is that 
there have been few outright losers from the reforms. The main exception would be retrenched 
civil servants, but even here the losses were small because civil service pay was so low that 
households were not reliant upon it. The bad aspect is that parts of the rural population have yet 
to gain substantially from the program. Rural poverty has fallen, but proportionately less than 
urban poverty. The quantitative evide·nce for this from surveys is consistent with the qualitative 
assessments of local and foreign NGOs. Social service provision gradually improved with respect 
to health, but the improvement in education is only very recent. 

The government has recently given much greater attention to poverty reduction through a new 
Poverty Action Plan. A dilemma faced by the government in attempting to target its expenditures 

~ .. 
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more effectively on the poor is that this has to be reconciled with the new decentralization to the 
district level. While it is possible that decentralization will directly improve targeting through 
greater local political participation, early indications are not entirely encouraging. Two initiatives 
which are being considered in order to increase the pressure on district level authorities to deliver 
social services are the promulgation of minimum standards, so that the population might know 
what to demand from its local government, and the use of conditional grants by the central 
government. 

THE OWNERSHIP ISSUES - AN OVERALL ASSESSMENT 

Uganda presents a rather interesting ownership case which much resembles Zimbabwe's in some 
respects and Ghana's in almost every respect. For this reason, it is useful to detail somewhat the 
processes and dynamics that helped the maturation of national ownership. The government of 
the National Resistance Movement (NRM), under President Museveni, which came to power in 
1986, had come out of a protracted guerilla and civil war, had a radical and socialist ideological 
orientation which was decidedly anti-reform and anti-IlvfF, and gradually came round to 
negotiating an ESAF program after a long process of internal debate and consensus-building. 

Museveni had attacked the previous government's economic policies and condemned previous 
stabilization programs as Fund impositions. Accordingly, upon assuming power, he had re
imposed price and foreign exchange controls in the apparent belief that this would help curb 
inflation And a1J this over the vigorous protestations of the bureaucrat reformers in some of the 
technical ministries. But in an early sign of his openness to debate, the President had shielded 
these technicians from political victimization and kept them in their jobs. 

By end-1986 to early 1987, it had become increasingly evident that the new policies of 
interventionism were a failure. By May 1987, inflation had accelerated to 380 percent from 120 
percent in yfay 1986, when the exchange rate was revalued, and aid flows had all but ceased. But 
the apparent failure of these policies, while it did not swing the debate conclusively in favor of 
liberal refonn, discredited the control regime enough to pave the way for a renewed search for 
alternatives. In 1986, the IDRC, including Ugandans, was commissioned to do precisely that, i.e., 
to propose alternatives. The team ended up proposing two models, one based on market reforms 
and the other, on central controls although it advised strongly against controls.133 

Although dissension within the government continued, President Museveni felt confident enough 
about the base of his political support to invite the Fund back in early 1987 for discussion and to 
conclude, in May 1987, a SAF supported by the Bank in the context of a three-year Economic 

1)3 Lamoot, T., 1994,p. 13. 
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Recovery Program (ERP). The President's confidence was well-founded. By 1987, the 
government had gained widespread support for restoring peace to the country and although 
iso lated cases of fighting still continued, the policy of amnesty to the vanquished forces had 
brought about a great deal of reconciliation and improved the security situation, even if it had to 
bear the cost of a vastly increased army whose numbers jumped rapidly from 14,000 at the 
beginning of 1986 to over 100,000 in 1990. 

It is interesting to observe though and, a cross-section of interviewees did indeed confirm this, 
that ownership of the program was still very tentative and partial at this stage. Debates within 
the government still raged and the President himself was not the wholehearted convert that he 
was to become a few years later. 

The government's decision to adopt the 1987-89 SAF was dictated mostly by the need to obtain 
access to donor funds. Indeed, a 1988 Back-to-Office Report does note correctly of this period 
that "the authorities were anxious to rally the support of the donor comrnunity."134 One of the 
most thoroughgoing assessments of the political economy of Uganda' s reform experience by the 
Institute of Development Studies (IDS) confirms this view and adds, in our view, correctly, 
''Given the lack of government conviction, it is not surprising that no progress was made at first 
with structural reforms; the liberalization of agricultural marketing, the reform of the banking 
system, the reform of the civil service, and the reform and privatization of the parastatal sector 
.... The Coffee Marketing Board resisted pressures to introduce coffee auctions; the government
owned commercial banks ignored liquidity and capital ratios while recklessly expanding their 
branch networks. The civil service continued to expand and parastatals continued to declare 
heavy losses. The government persisted with control on the official price of current exchange 6 
and continued to direct the lending of the government-owned banks."135 

Against the background of continuing dissension and debate in goverrunent circles over the 
direction of economic policy between the date of adoption of the SAF in May 1987 and end-
1989, Parliament decided in 1989 to bar further devaluation. The key economic ministries 
themselves were divided, with the Ministry of Finance opposed to market reforms and the 
?\1inistry of Planning and Economic Development arguing for them in a rather unusual reversal 
of roles. In these circumstances, and to help break the impasse and thereby create space for 
corrective action, the President launched a debate under the auspices of the Presidential Economic 
Council (PEC), and under ~s direct chairmanship, in which proponents and adversaries of 
contending alternative policies were invited to canvass their positions ,openly and with written 
presentations which the President himself reportedly read diligently. 

134 Back-to-Office Report, May l 988. 
l3S Harvey and Robinson, Economic Reform and Political Liberalization in Uganda, Institute of Development 

Studies, 1995, p. 7. 
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The high point of the debate was a national conference convened in December 1989 to debate the 
issues of exchange rate policy and management. All members of Parliament, trade unions, 
academics with research interest in the subject, and technocrats in the ministries were invited to 
dispassionately and objectively canvass their positions. 136 The most important outcome of this 
phase of the debate and one which was to prove a major development in the resolution of the 
continuing policy stalemate was the shift in the position of the President who had thus far 
straddled the divide between market and anti-market forces now to the side of the reformers. Of 
particular importance was the decision to legalize exchange rate bureaux. This decision 
conclusively resolved the debate on exchange rate policy, leaving still unresolved the issues of 
fiscal policy and the management of inflation. 

The Ministry of Finance supported an expansionary fiscal stance and continued to resist pressure 
from the Ministry of Planning and Economic Development to curb spending. Once again, the 
President intervened on the side of the Ministry of Planning and Economic Development when 
in April 1992, with the rate of inflation accelerating, he removed the Minister of Finance, merged 
the Ivlinistries of Finance and Planning, and put the merged ministry under the erstwhile Minister 
of Planning and Economic Development. With this, the government's ownership of the program 
of reform deepened as the IDS report correctly observes. 137The relative success of the ESAF 
programs that followed this period, and the government's success in dealing with the fiscal crisis 
of 1992 are largely attributable to this deepening of ownership. At the same time, delays have 
continued to characterize the implementation of those aspects of the program on which 
disagreement between the Fund and the government persists, notably the areas of privatization, 
civil service reforms, and defense expenditure cuts. 

The Scope of ESAF Support 

Although ownership had deepened tremendously by the time of the adoption of the first ESAF 
in 1989, the scope of support for the program naturally was by no means complete. A number 
of key members of government still did not share the President's keen commitment to the 
reforms. This was particularly evident in the first period of the program from 1989 to 1991 
during which, as we have pointed out, tensions continued between the Ministry of Finance on the 
one hand and the Ministry of Planning and Economic Development on the other, especially over 
fiscal policy. Again, many Back-to-Office Reports make references to government indecision. 138 

136 Lamont. 1994: IS. 
137 Harvev :ind Robinson, ibid. 
138 A Jun~ 1989 Back-to-Office Report noted that "the authorities were not able to commit themselves to any 

specific measures" and also makes reference to a draft Memorandum on Economic Policies "which was extensively 
discussed with the authorities but is not yet fully agreed". 
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Beyond this phase though, it would seem that the program now enjoyed a broad measure of 
support well beyond the small circle of highly committed and unusually forceful technocrats in 
the Ministry of Finance and Economic Planning (MFEP), who had initially carried it with the 
support of the President. This was due in part to the greater degree of political openness that 
characterized the political economy of the reform process, especially since the mid- l 990s. There 
is currently a growing perception that government is much more open to dialogue and debate. 139 

But this general assessment requires some important clarifications. First, there are new, as well 
as continuing, tensions within government which have been fueled especially by the re-separation 
of the N1inistry of Finance and that of Planning and Economic Development. Moreover, thanks 
to this very process of political liberalization, powerful interest groups have emerged that are now 
capable of influencing policies in significant ways. Pockets of opposition to various aspects of 
the program undoubtedly still remain. One such grouping is the Uganda Manufacturers' 
Association (UMA), a group which was largely moribund through the 1970s and early 1980s but 
which has been revived and now represents a large cross-section of business associations and 
includes about 400 members. 

Thanks to financial support from the USA.ID and technical assistance from Canada, the UMA is 
a well-organized group with a credible policy unit that submits policy recommendations and 
position papers to government regularly. The Association can be a fairly effective lobby as it 
demonstrated in 1993 when it mounted a campaign against increases in excise duty rates 
introduced in the 1993-94 budget which took the intervention of the President, and a compromise 
in the way of a reduction in some of the proposed rates, to resolve. The Association enjoys the 
patronage and support of the President to whom they have ready access. For this reason, they 
separate the President from the Minister of Finance and senior officials of his ministry; the 
President, in their view, consults while the implementers, i.e., the Minister of Finance and his 
advisors, do not. 1

"'
0 They have often used this access to great advantage and by their own 

admission, were instrumental in getting the President to once again separate the Ministries of 
Finance and Planning because in their words, "the [incumbent) Minister of Finance and his 
Principal Secretary came from Planning to Finance, and promptly forgot all about plannning." 141 

The future direction of the program and the sustainability of the government's conunitment to the 
program, especially in the areas of fiscal policy, privatization, and financial sector reforms will be 
influenced significantly by the effectiveness, or otherwise, of the UMA lobby and the outlook of 
the Minister of Planning whose support for these aspects of the reforms is far from whole-hearted. 
Another grouping, the Uganda National Chamber of Commerce and Industry (UNCCI), is not 
quite as well organized and lacks the policy analysis capability of the UMA. For this reason, it 

139 Interviews, August I 997. 
140 In . 99 terv1ews, August I 7. 
141 Interviews, August 1997. 
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is not as effective a policy lobby although it has some political influence, especially with members 
of Parliament. 

The Uganda Exporters' Association (UEA), on the other hand, although not quite as organized 
as the UMA, is more effective than the UNCCI and is capable of militant agitation. In 1994, it 
organized a short-lived but disruptive protest by coffee exporters against a newly introduced 
graduated coffee tax. The Association's technical capabilities appear to be improving and their 
attitude to government would seem to be more positive and less antagonistic than that of the 
UMA. Th.is disposition, if nurtured by government through active dialogue, can be turned into 
a useful counterweight to the protectionist pressures from the UMA. 

Uganda also has a fairly large number of non-governmental organizations (some estimates put the 
number at over 800), mostly formed apparently after the NRM government came to power. It 
would seem that in spite of their numbers, the NGOs are as yet not very influential as a policy 
lobby, except perhaps in the area of human rights advocacy, a notable exception being OXF AM 
which, in the past, has campaigned for debt relief Moreover, tensions between local and foreign
based NGOs have tended to dampen the effectiveness of the NGO community in policy advocacy 
and if not resolved, will continue to undermine their potential impact on policy. 142 

:\.nether institution whose support for the program is increasingly becomingly crucial is 
Parliament. In the initial stages of Parliamentary practice, Parliament's role in economic policy 
making was limited and the ?vlinister of Finance usually got his budget passed by lobbying 
influential members of Parliament before bringing budget proposals to the full house for debate. 
It would seem that this has now changed and with the exception of monetary and exchange rate 
policy, which is left more or less exclusively to the central bank, major economic policy changes, 
especially those affecting the budget and structural changes like privatization, civil service reform 
a.nd financial sector refonns, are now subject to much fuller Parliamentary oversight through the 
work of various Parliamentary committees which review major policy reform proposals and 
report to the full house which then adopts the proposals through reports of the Parliamentary 
committee chairmen. Parliament has been particularly active in the implementation of the 
privatization program; in March 1993, it effectively stopped the implementation of the program 
on a private member's bill when government sought to implement the program without obtaining 
the prior approval, by Parliament, of appropriate legislation in the form of a parastatal enterprise 
reform and divestiture bill. The bill was later to be passed in August 1993 in a closed session of 
Parliament, under the chairmanship of the President himself and at his prodding. Two members 
of Parliament sit alongside ministers and others on the Divestiture Implementation Committee 
which oversees the implementation of the divestiture program generally while Parliament as a 

Pi lnterviews, August 1997. 
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whole participates in decisions affecting the privatization of large enterprises, such as the Uganda 
Commercial Bank. Indeed, Parliament's extraordinary interest in the privatization of this 
particular bank was brilliantly caricatured in one of the local newspapers while we were visiting 
Kampala; the cartoon had a number of Parliamentarians standing in front of the Parliament 
building and threatening that Parliament would not pass a bill sanctioning the privatization of the 
Uganda Commercial Bank unless the bill contained provisions obliging the government to 
intervene if the new owners of the bank should attempt to seize the properties of loan defaulters, 
many of whom apparently were members of Parliament! 

Finally, through its Committee on Social Services, Parliament also gets involved in issues of 
poverty alleviation. Interestingly, the two issues that appear to occupy the majority of members 
of Parliament are: (1) the sustainability of the reforms when formal arrangements with the Bretton 
Woods institutions come to an end, and (2) ways of ensuring that poverty alleviation is 
mainstreamed into the reform program itself rather than through more or less adventitious safety 
netting. Finally, the most significant, even if unorganized, source of opposition to these reforms 
are middle to senior level civil servants, and staff of state-owned enterprises who have either lost 
income from scarcity premia and the perks that came with the administration of economic 
controls, or are threatened by potential job losses from privatization. In the end, therefore, the 
sustainability of the reforms will depend crucially on greater consultation by government with 
business and political leaders and with trade unions whose power is bound to increase with better 
organization, and also with middle to senior level public sector employees who, for now, feel 
some dis-affection on account of their marginalization from the gains of the recovery. In this 
way, the program's longer-term sustainability can be better safeguarded by a reduction of its 
undue dependence on the role of the President himself 

Authorship of Policies and Agenda Setting 

The government's role in setting the policy agenda and authoring major policy documents, 
especially those in the area of exchange rate reform and to some extent, the area of fiscal policy, 
has been reasonably strong, especially from the beginning of the nineties when the dissension 
"within government subsided with the conversion of the President to the side of the reformers. In 
other areas that were essentially products of compromise, areas such as military spending, 
privatization, and civil service reforms after the initial round of layoffs, the government's 
leadership in setting the policy agendii and the pace of implementation does not appear to have 
been as strong. Moreover, given the usual asynunetry in teclmical expertise between the Fund 
and ESAF governments, not excluding Uganda, Fund staff input into technical work, especially 
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in the initial stages of the program, was much larger the government' s.143 Even so, the general 
policy framework of the SAF had been under discussion within government long before the Fund 
was invited, in early 1987, to negotiate the SAF. 144 

The Promotion of Ownership 

The Uganda reform experience, as we have seen, benefited from a great deal of public education 
and consensus-building initiatives by government. Mention has already been made about the 
debates and the culminating National Conference that took place in December 1989. Another 
distinguishing feature of the Uganda refonn program in this regard is the role of President 
Musebeni himself in canvassing support for the program through public speeches, addresses and 
seminars. Many of these initiatives are reported in various staff reports. Of particular importance 
is the President's role in defending policies, even in the face of popular opposition and protest 
rather than opt for the path of political expediency as most presidents are wont to do in such 
circumstances. Without his personal intervention, for instance, the Value-Added Tax would not 
have been passed. 

On the part of the Fund, a notable initiative for promoting ownership was its proposal to, and 
acceptance by, government to publish the PFP in 1995, according to the September 1995 Back
to-Office Report. 

The Resident Representative 

A resident representative has been stationed in Kampala since 1982. Government private sector 
and NGO representatives interviewed generally had a favorable impression of the role and 
effectiveness of the incumbent resident representative and the office of the representative mission. 
In the first years of the program period, Fund missions tended to interact, as is customary, mostly 
with the government, particularly iv!inistry of Finance and central bank officials, and importantly, 
with the President, with whom (according to some staff reports) they had even more extensive 
meetings on occasion than they had with technical staff. In recent years, however, the mission 
has met a broader range of people, again as noted in staff reports and as con.finned by our field 

143 1n November 1988, for instance, a Fund mission reported that it "prepared several technical notes at the 
request of the Minister of finance - e.g., requirements for crop finance, impact of exchange rate changes on the 
budget, and on domestic prices; revenue enhancement from corporate taxes". (Back-to-Office Report, November 
1988) Similarly, a 1992 report states "the authorities welcomed the mission' s proposal that the Fund staff would 
prepare for the authorities ' consideration, an outline of the main elements of the exchange rate system to be 
imp,lemented." (Back-to-Office Report, November 1992). 

44 
Interviews, August 1997 . 
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interviews. These include other ministries than the economic rrurustries, committees of 
Parliament, NGOs, private sector organizations, and UN agencies. Finally, donors appear to be 
satisfied with briefings by Fund missions. 
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VIETNAM 

Vietnam represents a particularly interesting case from the point of view of its general reform 
experience, but particularly for the lessons it offers on the issues of ownership, for a number of 
reasons. 

First, market reforms were started long before the Bank and the Fund resumed operations in the 
country following the termination, in October 1993, of Vietnam's ineligibility to use the general 
resources of the Fund.145 Secondly, these reforms took place in a largely war-torn economy. 
Thirdly, the reforms were started and have continued largely without accompanying political 
liberalization. And fourthly, the country benefited from a remarkably large program of technical 
assistance under two UNDP/IMF programs spanning the period 1990 through 1996, with a total 
of some 25 person-years, 146 and this evidently without any real loss of ownership over the 
direction of its policy refonns. 

The first three-year ESAF program, approved by the Board in November 1994, was preceded by 
a 12-rnonth stand-by arrangement which was canceled and replaced by the ESAF. 

The Ownership and Governance Issues 

The first period of reform - which entailed largely stabilization measures - and the follow-up 
program under ESAF which entailed a larger measure of structural refonn - have both been 
conducted under a highly centralized decision-making system that characterizes Vietnam's one
party political system. Accordingly, Party Congresses have been an important forum for policy 
making and consensus-building, and contrary to the teachings of conventional (Western) political 
theory, this has meant, in practice, that decisions are taken after lengthy periods of internal 
debate, especially at the upper echelons of the party. The decisive landmark in the government' s 
liberalization effort was the decisions taken by the Sixth Party Congress held in 1986 which 
recognized the need for a fundamental modification of the socialist model of development. These 
paved the way for the adoption in the ensuing years, of comprehensive measures of stabilization 
and structural reform. 

145 
EBS/93/163, I 0/5/93. The ineligibility was lifted after Vietnam settled its arrears with the Fund, totalling 

SOR I 00.2 million, wilh funds arranged by I.he Support Group for Vietnam and supplementary bridge finance from 
conventional sources. 

146 
EBS/96/173, p 38. 
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The stabilization measures of the 1980s and early 1990s brought about a rapid transformation of 
the economy and thanks to accompanying structural reforms, and expanding flows of foreign 
direct investment (FDI), have helped to achieve spectacularly high rates of growth with an 
expanding and increasingly diversified export base. 

The first phase of the go-it-alone reforms was characterized by a high level of government 
support and commitment although, of course, there were some in the party leadership who were 
less than enthusiastic in their support.147 

Government leadership in setting the agenda and determining the pace of reforms was clearly 
decisive in this initial phase. Policies were adopted by government after thoroughgoing debate 
and without any external pressures although government sought technical assistance from varied 
sources, including the Fund, whose technical opinion it often sought in the framework of the 
intensive collaborative approach. Such technical assistance and advice merely aided the process 
of decision-making without determining its outcome as such. 

In contrast, the second phase of reforms has been characterized by an unmistakable slowing down 
in the pace of implementation and this, against the background of an equally unmistakable erosion 
of ownership and commitment on the part of the government to the reforms. First, there is a 
widespread view in government circles that govenunent has lost the initiative in setting the agenda 
and determining the speed of change. Government officials and key functionaries, interviewed 
on the occasion of our visit to Hanoi, were at pains to explain that while no policies had been 
imposed on the government as such, there have been many instances in which government felt it 
had surrendered to compromises, so as to conclude agreements with the Bank and the Fund in 
the full knowledge that they risked the prospect that opponents would maintain their reservations 
through the implementation period.148 

147 In 1990, a leading Vietnamese official expressed his hope, in a letter to the Managing Director, that the 
successful implementation of the intensified collaborative approach "will disperse suspicion of the Fund among 
various circles in our country". (EBS/90/44, Sup. 3, 4/5/90 {Attachment}) 

143 1n an interview with the Governor of the State Bank of Vietnam, a leading figure in government relations with 
the Fund (who, unfortunately, lost his position a day after we interviewed him but for reasons, we were assured, that 
had nothing to do with our interview!), we were told that whereas in negotiations with the Fund, consensus was 
always quickly reached on the general objectives, disagreements invariably arose on specifics, among which he 
cited tariffs and state-owned enterprises (SOEs) where government often felt that Fund staff came with fixed 
positions which they merely wished to impose without sufficient understanding of the specific conditions prevailing 
in Vietnam, especially its long period of state controls in economic management He added that in these areas of 
disagreement, there often were "compromises which then run into difficulties in implementation because not 
everybody is convinced". 
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There is the added factor that the refonns in the ESAF period have been largely in the nature of 
structural changes - privatization, tax refonn, trade liberalization - whose political economy is 
usually more difficult to manage in any political situation than purely macroeconomic refonns. 
Naturally, in a country that had had no previous experience whatever with market refonns, and 
in which the closed economy had developed such strong political and ideological roots, it was 
bound to be even more difficult. Predictably in these areas, the government preferred a more 
gradualist approach to what it perceived as the Fund's unreasonably fast pace. 149 

It is probable also that the building of support for the reforms and the deepening of the 
governrnent's commitment to the program may have been compromised by some incompatibility 
between the tortuous and often protracted nature of the decision-making process and the 
negotiating style of the Vietnamese goverrunent150 on the one hand, and the time frame and 
negotiating strategy of the Fund on the other. Vietnamese negotiating teams would typically 
negotiate after obtaining a mandate from the party on key issues to be negotiated. They would 
then begin negotiations and in the course of the negotiations, provide briefings as required to the 
party, and when necessary, seek fresh mandates for such concessions as needed to be made. The 
internal negotiating process is thus often protracted and rather unhurried and, as the Fund 
missions for their pan, are always unavoidably time-bound and also mandate-constrained, there 
is often a rush to conclude discussions which then result in compromises that have little support 
within goverrunent. 

ln the area of privatization which is perhaps the most difficult in the policy agenda for the 
continuing reform, 151 the pace of reform has been hampered, not only by opposition from workers 
and management for the usual reasons, but also by the absence of a clear legal framework. For 
so me reason, in Vietnam, and in most other ESAF countries undertaking programs of public 
sector reform, the privatization process has always begun before an appropriate legal framework 
in the form of a divestiture implementation or state enterprise law is passed, clarifying not only 
the institutional framework but also ownership rights in the case of Vietnam. Indeed, a number 
of officials interviewed pointed out that one of the reasons for the difficulties encountered in the 
public sector reform program was precisely that the governrnent's own guidelines for the program 
were unclear. 152 

149 The government's preference for a more gradual approach to privatization and for the transfer of user rights 
rather than of property rights to private citizen.s, was not lost on the staff as this was alluded to in a number of staff 
documents. (EBS/92/214, Sup. I, 12/29/92) But this did not stop the staff from maintaining pressure on the 
government to accelerate the pace ofrefonn. (SUR/93/9, 1/21/93, p. 2) The result inevitably was delay in policy 
implementation (Back-to-Office Report, 6/6/95, p. 2). 

50 It is a negotiating strategy that has been influenced, not only by the centralized nature of decision-making in 
Vietnam but also by the long h.istory of Vietnam's participation in the COMIC OM system wh.ich is notorious for 
interminable horse-trading. 

151 There are over 6,000 state-owned enterprises on the agenda of the reform. 
152 Interview with the Governor of the State Bank of Vietnam, Hanoi, September 27, 1997. 
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Our sense is that the implementation of the privatization program will now move more smoothly, 
as a number of officials pointed out, because these initial difficulties have been mostly overcome. 
First, there is broader support among management and workers of the affected enterprises, thanks 
to initiatives by government to explain the objectives and allay their concerns. Second, there are 
more specific and clearer guidelines from government on the program. And third, the program 
which used to be under an Enterprise Reform Committee before, is now under the Ministry of 
Finance which has greater experience in managing state assets and probably has a keen eye on the 
resources that can be mobilized from their privatization. 153 

The Consensus-Building Process 

The effectiveness of the processes of consensus-building is obviously an important factor 
influencing the extent of government commitment and public support for policy reform. In 
Vietnam, the process is played through the various layers of the party, culminating in debates in 
the Party Congress and in the National Assembly. The two main contending forces within the 
party structure are the old guard who were trained and lived under the communist system and 
have their power base mostly in the north, and the younger generation of reform-minded 
technocrats, some of them also trained in the east but with greater exposure to liberal philosophy 
and the workings of the market economy. Between these forces, there is the electorate whose 
voice and leverage is becoming increasingly important in the politics of the party. There is a 
growing incidence of social and political protest. In the rural north, there have been recent 
protests among the party faithful against what they see as petty corruption and the neglect of the 
rural areas in the allocation of development resources. For the moment, it would seem that the 
technocrat reformers and their political representatives in the party leadership have regained the 
upper hand as the l 0th National Assembly elections indicate.1

S4 In these recent elections held in 
the last week of September I 997, a new leadership representing this tendency and headed by 
President Tran Due Luong and Prime Minister Phan Van Khai, was elected. This change in 
leadership holds great potential for an acceleration in the pace of reforms, and a strengthening of 
the government's commitment to the Fund-supported reforms, provided it is understood that the 
new leadership· s credibility and therefore its space for action would depend on its ability to 
demonstrate its leadership and ownership of the policy reform agenda and process. It would be 
a grave mistake, in our view, if this change in leadership should be perceived as an unfettered 
opportunity for speedier reform. 

153 interviews with officials with the Ministry of Planning and Investment, September 29, I 997. 
154 A leading national newspaper corrunenting on the election of this new team noted correctly that "t.mlike their 

predecessors who spent most of their lives in an atmosphere of battle. with the two wars going on, first between 
Vietnam and France, then between Vietnam and the United States, most members of the newly elected leadership 
have been carefully trained at professional institutions at home and abroad." (Nguyen Tri Dung, "Lawmakers 
prepare for the tough times to come", Vietnam Investment Review, 29 September - 5 October 1997, p 2). 
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Authorship of Program Documents and Policy Initiatives 

As we have already noted, government ownership of the reform agenda was particularly strong 
in the first years of the program of reform, with the government itself clearly defining the agenda, 
in spite of the extensive technical assistance which it sought and used in the development of the 
policy framework in many areas. iss 

Indeed, the government's management of technical assistance and the way it ensured government 
o wnership, even with such extensive reliance on external technical assistance, was especially 
skilful as a 1995 Back-to-Office Report duly noted. According to this report, "Partly stemming 
from the authorities ' desire for 'ownership' of the program, and the emphasis on institution 
building, proposals requested from the [Fund's) advisors are usually compared with those made 
by other donor-assisted technical assistance programs before any action is taken." 156 

Thanks to this same concern for national ownership, the government's participation in the 
negotiation of the PFP has been particularly active and detailed.157 

The Resident Representative and Fund Cooperation with Donors and the Bank 

The Fund has had a resident mission in Hanoi since 1992. The present resident representative is 
fairly new. We d id not have the opportunity to assess how well established the mission is since 
our meetings in Vietnam were arranged and coordinated entirely by the State Bank of Vietnam. 

Regardi ng the Fund 's relationship with the Bank, although the staff documents describe this 
cooperation as close. and although numerous documents refer to joint work and the participation 
of the Bank in di scussions with the authorities, there have been conflicts, especially in the 
coordination of po licy on state-owned enterprise reform and banking sector reform, as we have 
already noted. On a more general level, it would seem that Fund missions have not always fully 
invoh·ed Bank resident mission staff and consulted them adequately on issues of mutual interest 
such as, for instance, those of privatization and banking sector reforms.158 

1 ss In 1990, for instance, the Vietnamese g~vemment sought the views of the Fund on proposed financial sector 
reform measures which it planned to put before the Council of Ministers. (EBD/90/87, 3/ 16/90). 

1s6 
J 995 Back-to-Office Report, p 28. 

157 
Interviews, Vietnam, September 1997 . 

1 ss Al though the Bank staff we interviewed were understandably cautious in their reactions, they cited one recent 
example in which a Fund mission ignored the Bank ' s comments and handed in policy recommendations which were 
at variance with the Bank's position. 
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In the view of some staff members, the asymmetry in the levels of authority exercisable by Bank 
and Fund resident missions - Bank resident missions have greater decision-making authority than 
Fund resident representatives - makes it difficult to conduct proper dialogue on, and coordinate, 
policy discussions in the field as conflicts often have to refer to Washington where they are not 
always resolved satisfactorily. Any strain in relations would be unfortunate as the Bank has been 
in Vietnam longer and has more in-depth knowledge of the country' s economic and political 
profile which can only be beneficial both to the Fund' s resident mission and to visiting missions. 

. . .. 



- 157 -

ZAMBIA 

Introduction 

During the first decade of independence, the government built a controlled, state-owned economy 
with high social spending financed by a booming copper sector. This system was probably the 
most extreme example on the continent of state involvement in the economy, and was 
unsustainable except in the context of rising copper prices. The state sector (the civil service and 
state-owned industries) had little incentive to be efficient and was used as the basis for a massive 
patronage system. 

This inherently unviable system was hit by a large deterioration in the tenns of trade. By 1976, 
the government was seeking assistance from the Fund. Since then, Fund involvement in the 
economy has been almost continuous. 

Program Design 

The First Phase of Fund Involvement: 1976-91 

Between 1976 and 1986 there were five stand-by arrangements and one extended arrangement, 
all in support of adjustment. The last two of these programs aimed at limited structural 
reforms centered on the liberalization of exchange rate and pricing policies. These 
liberalizations began to be reversed in 1986 and collapsed completely in 1987. By 1987, the 
economy was subject to intense rationing over a wide range of activities and the budget deficit 
reached 18 percent of GDP. Between 1976 and 1986, per capita GDP declined by about 25 
percent. Within the same period external debt rose by $3 billion. 

Between 1987 and 1989 there was no program. The government again began dismantling some 
aspects of the control regime which it had restored in 1987. By 1989, the Kaunda government 
again approached the Fund. 

The Fund described the Kaunda govemment's strategy as follows: "In 1989 Zambia embarked 
upon an economic adjustment program that was designed to create a diversified and market
oriented economy ... The Zambian authorities set out to end administrative controls in both 
financial markets and markets for goods, diversify the economy's export base, rebuild its 
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infrastructure, and exert control over domestic finances. "159 Given the record, this 
characterization of government intentions was implausible. Formally, most price controls were 
lifted, but informally they continued. Parastatals were restructured but little role was accorded 
to the private sector. "Rather, the authorities intended that the Government would remain the 
dominant participant in the economy."160 There is little reason to believe that this program would 
have been more successful than its six predecessors. Economic events were overtaken by political 
events and the Kaunda government was heavily defeated in the elections of late 1991. In the run
up to the election the government had increased expenditures considerably, leaving a large fiscal 
deficit. 

The ESAF Phase of Fund Involvement: 1991-97 

The new government was elected on a program of radical structural adjustment, but faced an 
immediate stabilization task. It negotiated a Rights Accumulation Program with the Fund which 
began in 1992. The program envisaged a reduction in expenditure from 31 percent of GDP in 
1991 to 27 percent in 1992. Revenue was to rise from 16 percent to· 17 percent and total 
resources (revenue and grants) from 24 percent to 32 percent, largely on account of additional 
aid. A complicating factor was the severe drought of 1992. The government devoted 4 percent 
of GDP to drought-related expenditures, but these were more than covered by an increase in aid 
of 6 percent of GDP. These plans envisaged a transformation in net borrowing from the banking 
system from S percent of GDP in 1991 to -2 percent in 1992 despite the drought. 161 

The actual expenditure reductions implemented during 1992 were considerably more draconian 
than had been planned. Non-drought recurrent expenditure excluding interest payments fell from 
18 percent in 1991 to 12 percent in 1992. However, this reduction in expenditure occurred in the 
context of very high inflation and very weak accounting systems. As a result, the government did 
not recognize the severity of its own expenditure reduction and interpreted the inflation as a 
symptom of loss of fiscal control. Indeed, in 1993, it introduced a cash budget to regain control. 

Contemporaneous with this fiscal adjustment, the government liberalized the foreign exchange 
market in October 1992 and shortly afterwards the domestic financial market. It has been shown 
that this resulted in a large, one-off reduction in the demand for money, resulting in the inflation 
which the government mis-attributed to loss of fiscal control. 162 

IS9 S!v1/93/174, p. I. 
160 Ib id .. p. 3. 
161 

EBS/92/114, Table 4. 
162 C.S. Adam, "Fiscal Adjustment, Financial Liberalization and the Dynamics of Inflation: Some Evidence from 

Zambia", World Development, Vol. 23, 1995, pp. 735-750. 

. "·. 
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Hence, while the fiscal adjustment was dramatic, as a result of the sequencing of structural 
reforms it did not succeed in reducing inflation. In the first half of 1992, the tight fiscal position 
had succeeded in reducing annualized inflation from close to 400 percent to less than 50 percent. 
However, following the liberalization, inflation rose again to nearly 500 percent. Such a level of 
inflation poses two problems. First, with an open capital account there was a severe danger of 
hyper-inflation driven by falling real money demand. The introduction of the cash budget 
effectively removed this potential danger by stabilizing expectations: inflation fell to zero within 
four months. Second, very high inflation erodes the real value of tax receipts. This indeed 
happened: non-drought revenue collapsed from 18 percent of GDP in 1992 to only 13 percent 
in 1 993. This collapse in revenue when combined with the cash budget, led to a further drastic 
reduction in expenditure: non-drought expenditure fell from 17 percent to 12 percent of GDP .163 

There is thus evidence that the sequencing of the stabilization and the macroeconomic 
components of structural adjustment was mistaken. The exchange rate and financial 
liberalization's undertaken prior to completed stabilization produced a large step-increase in the 
price level. If these reforms had been postponed until the fiscal adjustment had completed the 
process of bringing inflation down they would not in themselves have been inflationary. This is 
because while the reforms would have made capital flight possible there would no longer have 
been an incentive for it. Hence, the demand for money would not have collapsed. 

The consequence for public expenditure was dramatic: between 1991 and 1993 expenditure 
halved as a share of GDP. This was massively deviant from program plans and may be presumed 
to have imposed very high political costs. The problems in achieving stabilization did not prevent 
the government from proceeding rapidly with the microeconomic components of its structural 
adjustment program. It started a massive program of privatization, eliminated subsidies, and 
liberalized trade . 

The domestic budget was intended to be partitioned from both debt service and aid. Aid inflows 
were planned to cover debt service with any surplus aid being used to reduce foreign debt. There 
was no provision for domestic debt service in the cash budget. This created two ways in which 
the overall budget could be in deficit even though the cash budget was balanced, and both became 
important. Due to interruptions in aid inflows the central bank purchased foreign exchange to 
meet the shortfall in debt service payments, thereby increasing the money supply. The net transfer 
to Zambia of external assistance declined sharply from $407 million in 1992 to $48 million by 
1996. 164 This reflected a fall in debt relief and in balance of payments support partly offset by 
reduced debt service. The reduction in aid inflows was the result of the dissatisfaction of donors 
with political developments. Although the initial stock of domestic debt was very small, extremely 

163 World Bank, Public Expenditure Review, 1995, Arulex Table 5. 
164 

Republic of Zambia, Economic Report, 1996, Table 2.9 . The figures exclude maize provided as drought relief. 
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high interest rates made domestic debt service increasingly significant, amounting to 4.4 percent 
of GDP by 1994. A third inflationary factor was a bail-out of a failing domestic bank. Between 
them these three factors maintained inflation at high levels until 1997 despite continued fiscal 
stringency. 

A corollary of the rise in inflation, given that interest rates were liberalized, was that there was 
a squeeze on private sector liquidity. This drove real interest rates to very high levels and 
appreciated the real exchange rate. 

Until 1996 the effect of the stabilization and adjustment programs on GDP was heavily negative: 
per capita GDP declined over the first four years of the program by 22 percent. However, in 1996 
the economy started to rebound, GDP growing by 10 percent. 165 There is evidence of 
considerable structural change. The growth rate of l O percent is measured at 1994 relative prices~ 
when measured at 1977 relative prices, GDP growth is much lower (6 percent). This implies that 
growth has been concentrated in activities which have been favored by the relative price changes 
brought about by liberalization. Within manufacturing there was a large switch from import
substitute sectors, such as fabricated metal products, to agro-processing activities such as food, 
beverages, and tobacco. Within agriculture, resource reallocation has been slower but there is 
evidence of considerable recent crop diversification. In 1997 the area devoted to maize declined 
by 4 percent, offset by expansions of 52 percent in cotton, 41 percent in groundnuts, and 32 
percent in cassava. 

The prolonged period of rapid decline must raise questions about program design. However, 
given the initial configuration of the economy, even with an ideally designed program there was 
likely to be an initial phase of decline. 

Agricultural value-added declined by around a quarter in the first four years of the program. 
There were four factors accounting for this decline. First, there were three years of drought. 
Second, the government withdrew public marketing agencies before private agents entered the 
market. This was to a large extent unavoidable since private agents were deterred by the 
expectation of renewed government interference in food marketing. Third, the government 
withdrew the fertilizer subsidy. While at world prices this probably enhanced allocative efficiency, 
the agricultural response is currently only measured at the highly distorted prices prevailing in 
Zambia in 1977. 166 Fourthly, the previous system of pan-territorial pricing of maize and fertilizer 
had encouraged over-production in the remote areas. 

165 This figure is based on provisional National Accounts data, kindly supplied by the Central Statistical Office. 
166 At present only aggregate GDP is available at 1994 relative prices, the sectoral level growth rates are still 

reported at relative 1977 prices. 
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While these factors were reducing the economy, the forces of expansion released by the 
liberalization were initially likely to be atypically weak in Zambia. First, the heritage of the 
Kaunda era was the restricted size of the private sector, with most manufacturing and all rural 
trade in the public sector. Although markets were liberalized, there were initially few agents to 
take advantage of the new opportunities. 167 There were few private traders: even by 1996 only 
40 percent of farmers were within 5 km. of a food market and only about a quarter of farmers 
received satisfactory information on output markets. 168 There was a lack of fanners in the age 
groups likely to innovate: Zambia was unique in Afiica in the extent of its migration to urban 
areas, leaving the rural areas denuded of prime-age, educated adults. Second, the rural road 
network was very poor, having deteriorated through neglect of maintenance. This presented a 
serious constraint upon the switch from food to cash crops. The bus network gradually improved, 
but even by 1996, over 40 percent of the rural population was more than 5 km. from a bus. 
Where the transport network was well-developed, particularly along the line of rail, a substantial 
switch to new crops occurred. Third, the initial situation was one in which few crops other than 
maize were grown. Hence, the agricultural sector was producing at a 'corner solution'. This 
specialization implied that there were neither existing growers for the newly profitable crops from 
\vhom techniques could be diffused, nor the necessary market institutions. Some coordination was 
therefore needed between potential growers and potential buyers. 

In the event, there were several respects in which the program was not ideal. As we have 
discussed, there were in our view sequencing errors which delayed the attainment of stabilization. 
The delay in stabilization produced an avoidable credit crunch which had two serious 
consequences for the private sector. First, and probably most important, it delayed the emergence 
of private trading in rural areas, an activity which was vital in view of the removal of public 
trading, the limited extent of on-fann storage, and the need for changes in the production mix. 
Secondly, the credit crunch squeezed private investment. A survey of manufacturing firms in 1995 
found that three quarters faced liquidity problems.169 Private investment was also deterred by lack 
of credibility.170 In one sense a lack of credibility would be surprising in view of the sweeping 
structural reforms and massive expenditure reductions. However, the continuing inflation could 
well be mis-interpreted as a lack of commitment, while the large debt overhang potentially 
constituted a future tax liability for the economy. 

167 In this respect Zambia was similar to transition economies. However, it did not have the other characteristic of 
such economies: a large sector which was intrinsically uncompetitive at world prices. Zimbabwe was just the opposite, 
having private agents but a large, uncompetitive manufacturing sector. 

168 Central Statistical Office. University of Zambia and World Bank. "Rural Poverty and Performance of the Agricultural 
Sector", June 1997. p. 10. 

169 
V. Seshamani, "Economic Policy Refonns, Economic Growth and Sustainable Human Development: a Comparative 

Study of India and Zambia", Institute of Developing Economies, Tokyo, April 1997, p. 50. The data are from the RPED 
Survey. Comparable data for other African countries show a much lower incidence of liquidity problems. 

170 
World Bank, "Zambia: Prospects for Sustainable Growth, 1995-2005", August, 1996. 
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The delay in stabilization also uIU1ecessari1y squeezed public expenditures, in particular on 
maintenance and investment. This reduced the road program which, as we have seen, should have 
been a high priority in terms of the critical path to renewed agricultural growth. A further error 
of sequencing was the failure to privatize ZCCM early in the program. The cost of continued 
mismanagement of the copper sector was foreseeably high. Fund staff justify program sequencing 
as follows. What we regard as premature financial liberalization is defended as "the urgent need 
for liberalizing the economy which had been stifled by controls was so great that the potential 
short run costs were probably unavoidable' . Conversely, what we regard as unwarranted delay 
in privatizing the export sector, is defended as "a reflection of the Fund's flexibility to allow the 
authorities more time to deal with this highly sensitive issue". 

Distributional EfTects 

The First Phase of Fund Involvement: 1976-91 

We consider in tum the two routes by which a Fund program might have a social impact, changes 
in incomes and changes in social expenditures. 

During thi s phase per capita GDP declined by a quarter. Against this background, it is to be 
expected that most social groups would face severe declines in income. Real wages in the formal 
sector declined to around one fifth of their initial level. 171 Urban household incomes halved while 
rural household incomes were protected. 172 Since wage earners were much better off than 
smallholders, and since within the formal sector there was powerful wage compression, there was 
a considerable reduction in inequality. The ratio of income in the top quintile to that in the 
bottom, initially very high at 18, narrowed to 9.173 

By 1991, despite the increased equity, Zambia had a severe poverty problem. The two major 
socio-economic groups among which poverty was concentrated were smallholders and urban 
wage earners. The two groups were of similar size and accounted for around 87 percent of the 
population. The incidence of poverty among smallholders was double that among wage earners: 

171 Source: UNFPA, Lusaka, ' Background lnfonnation on Population and Development Issues in Zambia', 1997. 
m Central Statistical Office, Household Budget Survey 1993/94, Vol. I, Table 1.3. We have compared data from 

the l 974nS Household Budget Survey with the 1991 Prices and Incomes Commission Survey, asswniog that the ratio 
of metropolitan/urban households and of non-metropolitan/rural households was the same in 1991 as in the 1993/94 
Household Budget Survey. 

173 World Development Report. 
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81 percent as against 42 percent. 174 Although urban wage earners had borne the brunt of the 
income decline during the period, the poverty problem remained concentrated among smallholders 
who accounted for two-thirds of the poor. 

Health and education spending sharply declined even relative to GDP (Table 1). In conjunction 
with the decline in incomes, this produced a deterioration in most of the health-related social 
indicators. Whereas at the beginning of the period the social indicators for Zambia had been much 
superior to the African average, by 1991 they had deteriorated to below the average. 

In summary, during the first period of Fund involvement there was a severe fall in income and a 
deterioration in social indicators. Poverty was concentrated among the rural population. 

17
" Source: Central Statistical Office, Social Dimensions of Adjustment, Priority Survey 1, 1991 Report, 1993, 

Table: 11.4. The poverty line is nutritionally based. 

. ' · 



Health 

heallh spending 
quality of hospital care 

srunting 
underweight 

wasting 

infant mortality 

child mortality 

life expectancy 

Education 

education spending 

primary school enrollment 

Sources and definitions: 
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Table 1: Social lndicaton, 1976-91 

1976 (or nearest) 

100 (1981-85) 

12 ( 1978) 

37% (1970-72) 

23% (1970-72) 

5% (1970-72) 

135 

180 

50 (1980) 

100 (1980) 

80% 

1991 ( ornearest) 

45 

44 
40% 

25% 

5% 

107 

190 

47 

60 

70% 

(1992) 

(1992) 

(1992) 

( 1992) 

(1992) 

health spending: index of spending in constant prices per capita, from World Bank, Zambia Poverty Assessment, Vol. 
I. p. 95. 

education spending: index of spending in constant prices per capita, from Government of Zambia and United Nations, 
Prospects for Sustainable Human Development in Zambia, 1996, Fig. 5.8. 

quality of hospital care: malaria deaths per 1000 hospital admissions, from Prospects for Sustainable Human 
Development in Zambia. Fig. 5.6. 

primary school enrollment: for 1976, percentage of children aged 7-14 attending school, from Ministry of Education, 
Educational Staustics, 1976, Table A 13; for 199 1, pcrcemagc of children aged 7-13 attending school, from Social 
Dimensions of Adjustment, op. cit., Table 7. I. 

The ESAF Phase of Fund Involvement: 1991-97 

The program explicitly considered the social consequences both of the reforms and of the 
contemporaneous drought. The measures envisaged included the distribution of maize, largely 
in rural areas, either at a 50 percent discount or free. Part of the savings from the removal of 
urban consumer subsidies were earmarked for welfare programs for the rural poor. There were 
also labor-intensive public works programs for the creation of infrastructure in poverty-targeted 
rural public services. The share of health and education expenditures in the budget was raised. 
However, in view of the scale of the reduction in public expenditure, the protection of social 
expenditures was inevitably going to be difficult. 
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Again we first consider the impact of the program on incomes. Per capita GDP declined by 22 
percent between 1991 and 1995, rising by 7 percent in 1996. We focus mainly upon snapshots 
of the economy in 1991 and 1996 over which period it declined by 16 percent. 

Recall that as of 1991 the major poverty group was smallholders. Somewhat surprisingly, real 
wages in the formal sector appear not to have declined between 1991 and 1996.175 However, 
urban household incomes nevertheless declined because of the reduction in formal sector 
employment opporrunities. Urban formal sector jobs declined by around a quarter relative to the 
urban workforce. 176 Formal sector employment was atypically important as a component of 
income in Zambia because of the suppression of informal economic activity. We estimate that in 
1991 it accounted for around 56 percent of urban household incomes.177Hence, had per capita 
infonnal sector income been constant, mean urban household income would have fallen by around 
14 percent. This may exaggerate the decline in urban incomes because the informal sector rapidly 
expanded. 

Smallholder value-added per capita declined by 13 percent during 1991-96. Hence, comparing 
the two major social groups in the two snapshot years, 1991 and 1996, both appear to have 
experienced income losses of around 13-14 percent, a magnitude which is corroborated by the 
national accounts. However, the path between these snapshot years was probably very different 
for the two groups. Smallholder income was markedly lower than in 1991 and 1996 partly 
because of three droughts. Between 1991 and 1994, rural household incomes fell by around 30 
percent whereas urban incomes rose slightly. 178 

This picture of fairly equally shared losses by the end of the period with rural households bearing 
the brunt of the larger intervening losses is broadly supported by the evidence from self
assessment. Asked whether living standards were higher, the same, or lower in 1996 than in 1991, 

175 Real mean earnings of central government workers remained constant between December 1991 and June 1996. 
In local goverrunent, parastatals and the private sector real mean earnings rose, but this may be a statistical artefact 
because of compositional changes, notably the privatisation of parastatals. Compositional changes are unlikely to 
account for the constancy of central government wages. However, it should be noted that calculations of real wages over 
periods of very rapid inflation are liable to be subject to wide margins of error. 

176 In absolute terms, formal, non-agricultural employment declined by 12 percent. There are no data on urban 
population growth over the period and we assume, conservatively, that it grew only in line with the national population, 
at 3 .percent per annum. 

17 Urban employment in 1991 is taken from the Quarterly Digest of Statistics, 1996, Table 47 (excluding 
agriculture). Average earnings in December J 991 are from the Quarterly Employment and Earnings Statistics, June 
1992, Table 2. This gives an estimate of the urban wage bill at the end of 1991 ofK 3721 million per month. Mean 
urban household income and the number of urban households for 1991 is from Social Dimensions of Adjustment, 1991, 
Priority Survey Report, Table 9 .1. This gives monthly urban household income as K 6700 million. 

178 Household Budget Survey /993194, Table 1.3. 
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urban respondents split 36 percent-27 percent-37 percent, whereas rural respondents split 23 
percent-28 percent-49 percent. 

We now turn to the provision of social services. Government spending on health and education 
increased as a share of GDP. As a result, per capita spending on health and education increased 
in value terms (i.e., deflated by the GDP deflater) despite the fall in per capita GDP. However, 
the cost of providing the services rose relative to the GDP deflater. These services were labor
intensive and by protecting the real incomes ofits workers at a time when productivity across the 
economy was falling in terms of consumption goods, the government increased their cost. Table 
2 shows these divergent effects. The volume measure is derived by deflating expenditure by its 
own GDP deflater, which is dominated by government wages. The value measure is derived by 
deflating by the aggregate GDP deflater. Table 2 presents a third measure, namely, value-added 
(rather than goverrunent spending) in the health and education sectors, deflated by the sector
specific GDP deflators, as in the case of the volume measure. 

For health care, both volume measures decline. However, the value series shows a substantial 
increase, hence, the government was devoting more of the economy's resources to the health 
sector but this was producing less. As elsewhere in Central Africa, over the period, the need for 
health care was rising because of the incidence of AIDS and by 1992, AIDS-related illnesses 
accounted for 43 percent of in-patient days in hospitals .179 The evidence on the indicators is 
mixed. The access of the rural population to health facilities, drinking water, and latrines 
improved. but there is evidence of increasing malnutrition. This is not surprising given the fall in 
incomes. 

Cost recovery had started in 1989 and was extended in 1993 . In rural areas this was not a good 
time to implement cost recovery. The rural population had faced a depletion of its real cash 
balances as a result of inflation, and was not in a good position to replenish them in view of the 
drough t and the breakdown of the marketing system. 

For education the two volume measures also show a decline, but in this case there is considerable 
divergence between them. The most likely reason for this is that expenditure for school books and 
other materials fell relative to the wage bill. This would reduce the expenditure measure (a gross 
output concept) relative to the value-added measure. Pupil textbook ratios in primary education 

179 Foster. · Cost and Burden of AIDS in the Zambian Health Care System', 1993, cited in O.S. Saasa, · Capacity 
Building for Economic Development in Zambia: Challenges and Prospects', consultancy study for the World Bank, 
1996. 
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currently range between 5 and 50.180 As with health care, the government was devoting more of 
the economy's resources to the sector, reflected in a substantial increase in the value measure, but 
this was purchasing reduced services. 

The outcome measures show that enrollment was stable in urban areas and increased a little in 
rural areas. Although we lack quality indicators, there must be a presumption that in view of the 
decline in material inputs the quality deteriorated. 

In surnrnary, there was in this period a sharp fall in per capita income. While urban wages were 
protected, formal sector employment contracted. Both urban and smallholder incomes fell in per 
capita terms by about 13-14 percent. Government spending on health and education increased as 
intended, but the output of these services fell. Although all major social groups appear to have 
lost, since poverty was initially concentrated in the smallholder sector, it is the losses in this sector 
that are of particular concern for the design of safety nets. Malnutrition worsened among 
smallholders and this at least raises the question as to whether safety nets were adequate. Part of 
the increase in malnutrition was presumably due to the series of droughts during the adjustment 
period. However, drought relief programs were quite effective. and there are identifiable failures 
in safety net design for those adversely affected by the adjustment. 

There were several channels through which these adverse effects arose. First, the removal of the 
fertilizer subsidy reduced food production. While in the long term this will improve allocative 
efficiency and thereby income, in the short term it reduced food consumption. There was no 
automatic mechanism directing the resources released from the removal of the subsidy to rural 
households. Second, the removal of pan-territorial pricing abolished the implicit subsidy on maize 
production in the remote areas. Third, the previous subsidy system had implicitly discouraged on
farm storage: fanners could purchase milled grain for less than they could sell their unrnilled grain. 
Fourthly. the removal of the public marketing system created an interval in which there were too 
few private marketing agents. 

180 Saasa et al., op. cit., p. 59. 
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Table 2: Social Indicators, 1991-96 

1991 

Health 

budget actuals per capita (volume) 100 

budget actuals per capita (value) 100 

health value-added per capita (volwne) 100 

Rural 

households within 5 km. of health facility 42% 

households with clean drinking water 20% 

households with pit latrines 50% 

incidence of srunting 46% 

children under-weight 25% 

incidence of wasting 5% 

Urban 

households within 5 km. of health facility 92% 

households with clean drinking water 90% 

households with pit latrines 49% 

incidence of stunting 35% 

children under-weight 20% 

incidence of wasting 7% 

National 1994 

vaccinations: BCG 96 100 

DPT3 91 86 
OPV3 90 90 

measles 89 89 
full 67 (1992) 78 

Education 
budget actuals per capita (volume) 100 

budget actuals per capita (value) 100 

education value-added per capita (volume) 100 

rural primary school attendance aged 7-13 

boys 60% 

girls 59% 

urban primary school attendance aged 7- I 3 

boys 82% 

girls 82% 

' ·-

1996 

91 

127 

85 

52% 

31% 

63% 

52% 

27% 

5% 

100% 

88% 

51% 

41% 

19% 

6% 

72 
124 

85 

62% 

63% 

81% 

81% 
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Sources: Central Statistical Office, "Some Major Changes in Living Conditions in Zambia, 1991-96"; vaccinations: 
Government of Zambia and United Nations, Prospect.s for Sustainable Human Development in Zambia, 1996, and 
Central Statistical Office, Ministry of Health and Macro International Incorporated, Zambia Demographic and Health 
Survey, 1996, 1997; health and education volume measures from National Accounts data on GDP in education and 
health (m 1994 prices), corrected for population growth assumed at 3 percent per annum. 

These changes affected particular groups of farmers differently. The loss of the fertilizer subsidy 
affected all farmers. Farmers in remote areas had to adjust to a situation in which maize was only 
economic as a subsistence crop, but as a subsistence crop it required on-farm storage, which was 
lacking. For them, the absence of grain traders was not a temporary phenomenon but a new 
permanent feature. In other areas maize would remain economic as a cash crop so that the 
absence of private traders would be only temporary. During the phase in which markets were 
developing in these areas, market access would be unreliable and so they also would face a 
storage problem. These effects were predictable and hence had implications for program design. 
ln the remote areas there was a clear policy problem: more on-farm storage was required than 
was initially available. There was a need for a targeted program supplying these farmers with on
farm storage facilities. In other areas the best that the government could do was to facilitate the 
emergence of private marketing, and the concomitant commercialization of smallholdings through 
diversification into new crops. This would involve road repair and targeted extension advice. The 
first step in improving extension advice would be to retrain extension workers. The focus of the 
service was initially the maximization of maize yields and needed to be switched to the 
maximization of agricultural income. 

Conclusion 

Zambia has had an unusually long relationship with the Fund in the area of adjustment. We have 
grouped the various programs into two phases, corresponding to the previous and current 
governments ( 1976 -91 and from 1991 to the present). 

In the first phase the economic philosophy of the government was fundamentally antipathetic to 
the liberalization of the economy. As a result, Fund and donor involvement led to the 
accumulation of massive debts and a record of failure in both stabilization and adjustment. 
Although the present reform program was begun in the final years of the Kaunda regime, there 
seems little reason to expect that it would have been sustained had it not been for a change of 
government. 

The debt overhang has had consequences for the current program. While at the time the new 
government took office there was an understanding that the donors would meet debt service 
obligations, political concerns have led to sporadic interruptions in donor support, worsening the 
stabilization problem. 
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There have been three weaknesses in the design of the current program. First, the move to capital 
account convertibility and interest rate liberalization prior to the attainment of stabilization 
created an avoidable bout of inflation which had multiple adverse effects. It created a credit 
crunch in the private sector, delaying the emergence of rural food markets and reducing the 
private investment required for structural change. It induced the government to reduce 
expenditures far in excess of program plans, while creating the impression that it was fiscally 
irresponsible. Secondly, the structural reforms needed to be sequenced in a particular way in order 
to produce growth. Two important sectors, copper and agriculture, needed early policy attention. 
Refonn of the copper sector required the privatization ofZCCM, a policy which has still not been 
implemented. Given the fundamental importance of the copper sector this was a major error. 
Agricultural growth required early improvement of rural roads and the refocusing of the extension 
service to new crops. 

Finally, although there was some discussion of safety nets in program design, the scale of 
resources was not commensurate with the problem. Further, insufficient analytic attention was 
paid to the identification of target groups. In the health sector, user charges were extended at just 
the time when the rural population was facing a serious liquidity problem. In the education sector, 
the squeeze imposed through the cash budget reduced non-salary relative to salary expenditures, 
as a result of which the availability of teaching materials declined. Identifiable groups of 
smallholders were adversely affected in ways which could have been better offset. Smallholders 
in remote areas had to make a transition into maize subsistence and urgently required assistance 
in build ing up on-farm storage capacity. In more accessible areas the transition to the private 
market could have been accelerated by increased road maintenance and refocusing of extension. 
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ZIMBABWE 

Introduction 

By the late 1980s, the government of Zimbabwe had come to regard its development strategy as 
unsustainable. This strategy had two core components. One, inherited from the UDI regime, was 
an extensive system of economic controls to support industrial autarky. The other, initiated by 
the post-independence government, was a massive redistributive system of social expenditures: 
notably high levels of health and education expenditures. The former strategy was condemning 
the economy to slow growth. As a result, the latter strategy was seen as becoming fiscally 
unsustainable. 

The control regime had resulted in a very large and diversified industrial sector serving largely the 
domestic market. By 1990, manufacturing accounted for a quarter of GDP. The export sector had 
stagnated because the same control regime which sustained the industrial sector implicitly heavily 
taxed the export activities. Since there was no scope for further import substitution, industrial 
growth depended upon growth elsewhere in the economy. However, since the export sector was 
handicapped by the policy regime, the only dynamic component of the economy during the 1980s 
had been the public sector which became fiscally constrained. Hence, the government was in our 
view correct to regard economic policy change as being necessary for faster growth. 

Many of the existing industrial firms produced inputs which would be needed by potential export 
acti\.itics Many of these firms were producing at high cost and were intrinsically uncompetitive 
at world prices. Hence, export expansion required the demise of these activities. The peculiar 
industrial structure of Zimbabwe thus left no option for continued protection: in order to make 
viable the activities with the potential for growth, the existing industrial sector had to contract. 
This made the reform process in Zimbabwe more analogous to that in the transition economies 
than that in the rest of Africa: the first years of reform would be Likely to be contractionary. In 
the event, between 199 l and 1996, manufacturing output contracted by 14 percent. 

The economic control regime inherited from the UDI period had been extended to cover the labor 
market by the post-independence government for redistributive purposes by means of minimum 
wage rates and employee rights. Minir:num wages were sharply increased in the early 1980s. To 
prevent firms shedding labor in response to the increase in wages, employee rights were 
introduced with severe restrictions upon firing. While these changes redressed an inherited 
imbalance of power in the workplace, over time they reduced employment. There is evidence that 
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employment declined significantly as a result both of higher wages and of restrictions on firing. 181 

Hence, reform was necessary for enhanced growth. However, the short-term effects of removing 
employee rights was likely to be a reduction in employment as firms shed workers that were 
surplus to existing requirements. Therefore, as with trade policy, the effect of reform on 
employment while ultimately positive was likely to be negative in the short run. 

The core of the government's redistributive agenda was through increased public expenditures 
on education, health and public sector employment. During the 1980s much was achieved, both 
in terms of an expansion of these expenditures and in terms of measurable indicators of 
performance. In the process, government expenditure rose rapidly to around 47 percent of GDP. 
This was financed partly through high explicit taxation, at around 37 percent of GDP, with the 
remaining large fiscal deficit of 10 percent financed by domestic borrowing. This borrowing was 
done at heavily negative real interest rates as a by-product of financial repression, so that the 
allocation of credit was part of the economic control regime. 

Program Design 

The program had in effect two components, fiscal adjustment and economic liberalization. Since 
some aspects of economic liberalization had large fiscal consequences the two were connected. 

The fiscal aspects of the reform program had three elements. 

First, as noted, the fiscal stance had come to be seen as unsustainable since it depended upon 
rising indebtedness. There was seen to be a need to reduce the fiscal deficit from 10 percent to 
5 percent of GDP. One potential option would have been to increase explicit taxation to reduce 
the implicit taxation of forced savings. However, this was not considered. 

Second, there was a perception that taxation was already dysfunctionally high. Part of the reform 
program was, therefore, to reduce explicit taxation rates. It was hoped that lower tax rates would 
sufficiently stimulate activity so that revenue would be at least somewhat protected. The original 
agreement with the Fund (requested in December 1991) envisaged reducing the "high tax burden" 
but targeted the revenue/GDP ratio at 34 percent for 1994/95 which had been the average for the 

181 Sc:e e.g. P. Fallon and R.E.B. Lucas,· Job Security Regulations and the Dynamic Demand for Industrial Labor 
in India and Zimbabwe",Journal of Development Economics, vol. 40, 1993, pp. 241-275; C. Jenkins and J. Knight, 
"Post-Independence Economic Policies and Outcomes in Zimbabwe: Lessons for South Afiica", mimeo, Centre for the 
Study of African Economies, Ox:f ord, 1997. 
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1986-89 period. The actual revenue/GDP ratio in that year was 28.3 percent. This was a point 
of contention between Fund and Bank advice. The Fund supported the Ministry of Finance in its 
proposals for reductions in tax rates whereas the Bank tended to oppose them, partly on the 
grounds of equity and partly because of the likely revenue impact. In the event, revenues as a 
share of GDP, declined by 5 percentage points. 

Third, the government wished to dismantle the system of non-market credit allocation. In the 
December 1991 request, it announced that there would be a "complete deregulation of interest 
rate". However, the liberalization of financial markets would be fiscally costly. As of 1991 
domestic debt of the central government was 26 percent of GDP. In 1990, the government was 
paying around 9.5 percent nominal interest on its domestic debt with an inflation rate of 23 
percent so that its real interest rate was heavily negative. By 1996, the Fund and the Bank were 
projecting a real interest rate of 8 percent on domestic debt. Hence, even if domestic debt 
remained constant as a percentage of GDP, the eventual cost of financial liberalization would have 
been about 5 percentage points of GDP although the cost would be phased according to the 
maturity of the existing debt. In the event, by 1995/96 the interest bill on government debt had 
already risen by the full 5 percentage points of GDP.132 This was because, although not all the 
low-interest stock had matured, the failure to meet fiscal targets had necessitated further domestic 
borrowing so that the domestic debt burden had increased to around 55 percent of GDP. 

Thus, the fiscal aspects of the refonn program presupposed an astonishing contraction of non
interest expenditu res. The three policies noted above required a combined reduction in non
interest expendirures of 15 percentage points of GDP over the four years 1992-95. The program 
itself estimated that the reduction would have to be 7 .5 percent of GDP. Ofthis, the · excessive 
burden' of public sector enterprises was estimated at 3 percent of GDP. The program, thus, 
radically underestimated the fiscal implications of its policies. Since non-interest expenditures 
amounted initially to 3 7 percent of GDP they would (in the absence of GDP growth) have to be 
cut by 40 percent. In the absence of growth, this would involve expenditure reductions of 40 
percent. With expenditure reductions on anything like this scale it would be inevitable that social 
and redistributive expenditures would be massively curtailed. Nor, as we have noted, was it likely 
that in the first years of the refonn program there would be rapid growth. In the event, GDP per 
capita declined by 9 percent over the period 1990-96. Hence, the macroeconomic decline 
compounded the fiscal problem: to meet the fiscal goals real per capita non-interest expenditures 
would have needed to be reduced by 46 percent. 

112 World Bank, Zimbabwe Public Expenditure Review, 1996, Vol. 1, Table 1.1. 
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Such a severe reduction in social and redistributive expenditures would inevitably have put the 
reform program under great political strain. Arguably, this would have been feasible only had 
there been wide consensus in the government, the party, and civil society on the need for such 
drastic change. That no such consensus was built reflected two miscalculations. First, there was 
an economic miscalculation: the government was not fully aware of the aggregate implications 
of the three desired components of fiscal adjustment. The scenarios envisaged by both the 
government and the IFis were unduly optimistic. We should note that this goes beyond the failure 
to build in the risk of drought. While the 1991/92 drought derailed the program, the likely 
political unsustainability of the program could have been anticipated. The second miscalculation 
was political. The above fiscal adjustments proved to be politically unfeasible: in particular, the 
fiscal deficit actually increased and this was the reason for the 1995 interruption in the Program. 
The reformers in the govenunent failed to campaign for a sufficiently broad-based consensus to 
sustain the program, although it must be doubted whether any political campaign could have 
sustained such a drastic reduction in social expenditures as that required to meet the fiscal 
objectives. 

The core of the economic liberalization program involved dismantling the system of non-market 
allocation of foreign exchange, including comprehensive protection of the large manufacturing 
sector. This was very substantially accomplished by 1996. Similarly, the financial sector was 
decontrolled with interest rates market-determined and many new banks established. The labor 
market was deregulated , with free collective bargaining replacing centralized wage setting, and 
firing restrictions removed. Reform of the parastatal enterprises was much slower, but by 1996 
the monopoly of the Grain Marketing Board had been ended and a start had been made on 
privatization of state enterprises. 

As noted above, Zimbabwe had many of the characteristics of a transition economy, so that the 
likely initial consequences of economic liberalization were negative. Thus the decline in 
manufacturing by 14 percent between 1991 and 1996 was broadly predictable. Since 
manufacturing was a quarter of GDP it was unlikely that other components would offset this 
decline in the short run. The program agreed between the government and the Fund made no 
allowance for these short term effects of liberalization. The staff report of January 1992 envisaged 
an 18 percent growth of GDP between 1991 and 1995. In the event, growth over this period was 
I percent. This very large mis-forecast clearly had the effect of making the fiscal adjustment 
appear more feasible than was actually the case. 

Of the two components of the reform program, the economic liberalization was ahnost fully 
implemented whereas the fiscal adjustment, though massive, seriously missed its goals. That the 
fiscal goals were missed reflected not primarily the droughts but that goals were unrealistic. 
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Macroeconomic Consequences of Fiscal Incompatibility 

The fiscal objectives of the program implied such a draconian reduction in non-interest 
expenditures that it was unsurprising that they were not fully attained. The government made a 
huge fiscal adjustment, reducing non-interest expenditures by 7 percentage points of GDP. 
However, not only was this insufficient to close the original deficit, it was insufficient to meet the 
new fiscal costs of tax reduction and financial liberalization. As a result the deficit increased from 
10 percent to 12 percent of GDP. With such a large and indeed variable deficit, both nominal and 
real interest rates were high and volatile. Nominal rates at times exceeded 40 percent. There is 
evidence that these high real interest rates had a strong negative effect on private investment.183 

In the event, total fixed investment (public and private) declined by 9 percent in real tenns 
between 1991 and 1996. Although the breakdown between public and private investment is not 
known precisely, there is clear evidence that public investment declined sharply. Private 
investment is likely to have declined both because of the interest rate effect noted above, and 
because of the uncertainties arising from the unsustainable fiscal deficit and the intenuption of the 
Fund program. 

The decline in investment has repercussions for the path of the economy during adjustment. The 
shift in relative prices is designed to generate growth in newly profitable activities, generating 
both employment and investment opportunities. Evidence from tracking surveys over the period 
1993-95 in the manufacturing sector suggests that, to date, there has been little reallocation of 
investment in favor of export activities. 184 The lack of investment exacerbated the employment 
problem. 

The other consequence of the insufficiency of fiscal adjustment was that the government entered 
a debt trap . Since the real interest rate considerably exceeded the growth rate, the ratio of debt 
to GDP rose rapidly. By 1996, it had reached 80 percent and was projected to rise to over 100 
percent within the next decade. m 

Hence, the macroeconomic consequences of fiscal incompatibility were severe. Given the highly 
ambitious nature of the original program, some risk assessment of what proved to be the actual 

183 F. Marande and K. Schmidt-Hebbel, "Zimbabwe: Fiscal Disequilibria and Low Growth", in W. Easterly et al. 
(eds.), Public Sector Deficits and Macroeconomic Performance, New York: Oxford University Press, 1994. 

184 M. Ncube, P . Collier, J.W. Gunning and K. Mlarnbo, "Trade Liberalisation in Zimbabwe", in A. Oyejide, B . 
Ndulu and J.W. Gwming (eds.), Regional Integration and Trade Liberalisation in Sub-Saharan Africa, Volume 2: 
Country Case Studies, London: Macmillan. 1997. 

185 World Bank, Zimbabwe Public Expenditure Review, 1996, Vol. I, Table 1.3. 



- 176 -

scenario should have been undertaken. However, a much more effective way of introducing a 
realistic degree of caution into the program would have been to have changed its sequencing. 
When the Board discussed the original program in January 1992, no consideration was given to 
sequencing. Yet, both the financial liberalization and the reductions in tax rates, had the potential 
for being phased-in gradually, behind the implementation of deficit reduction measures rather than 
anticipating them. Politically, the most difficult reforms proved to be the containment and 
privatization of public enterprises, which in the event took around six years. The fiscally costly 
elements of the reform program could have been sequenced to follow public enterprise reform 
rather than anticipate it. Financial liberalization would have been achieved automatically had the 
deficit been brought under control because the decline in inflation would have permitted real 
interest rates to be positive. As it was, the abrupt decontrol of nominal interest rates created fiscal 
crisis. Similarly, the reductions in tax rates could have proceeded on a more limited and 
experimental basis, rather than being implemented despite the evidence of continuing and 
substantial reduction in tax receipts. 

From the start, outcomes were very different from program targets. By August 1992, the full 
magnitude of the drought was apparent: in the staff report GDP was projected to decline in 1992 
by 9 percent as against a program projection of +4 percent. However, the longer run projections 
became more optimistic, so that for 1995 the anticipated fiscal deficit was reduced from 4 percent 
to 3 percent. Thus, the evidence of program divergence was interpreted as being due entirely to 
the drought. The drought was so severe that it was indeed not feasible to disentangle its effects 
from those of the reform program so that there were genuinely acute difficulties of monitoring 
program performance. By January 1994, following an increase in the deficit to around 12 percent, 
the deficit for 1993/94 was projected to contract to 5 percent (its outtum was 8 percent). 
Government expenditure was forecast to decline by 6 percentage points of GDP in two years to 
reach 32 percent in 1995/96 (the outtum was an increase of3 percentage points to 41 percent).186 

By July 1994, staff reports began to sound a note of warning on fiscal policy and delays in public 
enterprise reform. It was stressed that budget deficits led to high interest rates and thereby held 
back private investment. There appears to have been no concern about the distributional 
consequences of the program: implicitly, adverse effects were attributed to the drought. 

Distributional Effects 

As noted, during the 1980s, the government had placed considerable priority on redistribution. 
The reform program potentially changed distributional outcomes both through its effect upon 
public service delivery and through its effect on personal incomes. 

186 B E 0 /94/ 14, p. 5. 
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The program agreed between the government and the Fund discussed the likely social impact of 
policy change. 187 The program was expected to result in per capita consumption growth of 1.5 
percent per annum. These gains were expected to be 'broadly shared'. It was anticipated that 
some groups would suffer from the program, but only relatively small minorities. These were 
identified as those retrenched (implicitly from the public sector), those affected by price decontrol, 
and those who would have to start paying for health and education. A Social Development Fund 
was established to offset these effects. Its strategy was to offer pension and retraining 
arrangements for retrenched civil servants, to introduce labor-intensive public works, to support 
informal enterprises, to finance rural resettlement, and to introduce a targeted food subsidy. 
Reflecting the modest scale of the problem envisaged, few resources were devoted to the Social 
Development Fund. 133 For example, the SDF allocation for 1993/94 was only Z$ 100 
million.There were also targeting problems; a large number of eligible households did not receive 
the benefits intended for them and there was confusion about the definition of the targeted 
groups_ 1s9 

The expectations proved to be a massive underestimation of the social costs of the program. 
Much higher costs could reasonably have been anticipated. 

Whereas the program envisaged that between 1991 and 1996 per capita private consumption 
would rise by around 8 percent, in the event it declined by 37 percent. 190 This alone transformed 
the group of those who lost from the refonns from a minority to a majority. Further, the program 
failed to recognize that even had mean per capita consumption not declined, there would have 
been large groups oflosers consequent upon the large resource reallocations, which would result 
from liberalizing such a highly controlled economy. The decontrol of manufacturing was likely 
to lead to an initial phase of contraction. Combined with the deregulation of the labor market it 
was therefore reasonable to anticipate that both, employment and wages, would decline quite 
sharply in the manufacturing sector. 

187 EBS/92/3, p. 11. 
tts In April 1993, Fund staff expressed concern about the slow implementation of the Social Dimensions of Adjustment 

pr?J;c tSee M Chisvo and L. Munro, A Review of Social Dimension.s of Adjustment in Zimababwe, 1990-94, Harare: 
UNICEF, 1994; E. Kaseke, "A Siruation Analysis of the Social Development Fund", Ministry of Public Service, Labour 
and Social Welfare and UNICEF, Harare, 1993. 

190 This was partly because private consumption was atypically high in 199 1 as a result of import liberalisation. 
If the base is taken as 1990, a normal year for private consumption, the decline is 26 percent 
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Public Service Delivery 

Recall that in order to meet its fiscal objectives the government would have needed to reduce its 
non-interest expenditures by 15 percentage points of GDP. In the event, it reduced them by 7 
percentage points. Because the economy grew by only 12 percent between 1990 and 1996, even 
this reduction implied a decline in absolute terms: growth was insufficient to offset the reduced 
share in GDP, so that non-interest expenditures fell by 9 percent in units of GDP.191 This is 
corroborated by the National Accounts: between 1990 and 1996, government consumption 
(which excludes both interest payments and capital expenditures) fell in units of GDP by 10 
percent. However, this was made up of a large increase in the volume of government 
consumption which was more than offset by a large decrease in its unit price: the volume of 
government consumption increased by 20 percent, with its unit price falling by 25 percent. The 
unit price fall reflected the reduction in public sector wages. In effect, the government was 
employing more people but paying them so much less that its expenditure fell in units of GDP. 
As we will see, the large divergence between changes in the volume and the value of public 
consumption complicate statements about changes in service delivery. 

This pattern applied not only to government consumption in aggregate but also to its key social 
components. Between 1990/91 and 1995/96, health spending (recurrent plus investment) declined 
as a share of the budget from 6.4 percent to 4 .3 percent and as a share of GDP from 3 .1 percent 
to 2.1 percent. tn However, the unit cost of health services fell by a third relative to GDP. As a 
consequence, the volume of health services (public plus private) increased by 45 percent whereas 
its value in units of GDP declined by 6 percent. Taking into account population growth over the 
period, there was a substantial increase in the volume of health services per capita, and a 
substantial decrease in the value of health services per capita. There are two reasons why despite 
the large volume increase in health services, there may have been a reduction in health care 
delivery. First, the measures of volume used in the national accounts make no allowance for 
changes in quality. It is most unlikely that quality would have remained constant when health 
workers suffered such large reductions in real wages. The reductions in wages in the public health 
sector have led to many doctors leaving for the private sector. Over 90 percent of the doctors in 
rural areas are now non-Zimbabwean. Second, there was a shift from public to private provision. 
This tended to make the service Jess accessible to the poorer part of the population. The 
population certainly received less valuable public health services: in per capita terms government 

191 Recall that non-interest expenditures were initially 37 percent of GDP. The required reduction is therefore to 
30 percent of the new level of GDP, which was 1.12 times its initial level. Hence, the reduction is 37 - 30(1.12)/37 = 
9 percent. 

192 World Bank, Zimbabwe Public Expenditure Review, 1996, Vol. 2, Annex 3. There are now indications that data 
revisions may change this picture, so that the decline shown in the PER may turn out to be spurious. 
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health spending fell in units of GDP by a third. Non-wage spending has declined even more 
dramatically than wages, so that shortages of drugs are becoming common. Health indicators are 
deteriorating rapidly. 

There is no doubt that the previous trend of improving health outcomes was reversed during the 
period of the reform program. 

During the 1980s health outcomes had improved remarkably. For example, the infant mortality 
rate declined from 100 to 50 between 1980 and 1988 and life expectancy increased from 56 to 
64 years. Since then several health indicators have deteriorated. Between 1988 and 1994 wasting 
in children quadrupled and maternal mortality rates appear to have increased. After many years 
of decline, the number of TB cases began to rise in 1986 and by 1995 had quadrupled. 

However, while health outcomes deteriorated during the phase in which the public health budget 
was severely squeezed, it is not straightforward to attribute the former to the latter. This is 
because of the rising problem of AIDS. Zimbabwe has amongst the most serious A.IDS problems 
in the world \vith about 30 percent of pregnant women and about l O percent of new-born children 
now being HIV positive. AIDS alone will therefore soon account for an under-five mortality rate 
of I 00 per 1000. whereas in 1994 its rate from all causes was only 77 .193 The stunting and wasting 
evidence is consistent with the child health problem being AIDS-driven: while wasting 
quadrupled, stunting fell. Stunting refl ects the long-run effects of food shortages, whereas AIDS 
often leads to wasting. 

Hence, there have been four large changes in the health sector. First, the volume of health care 
services increased by more than the population. Second, the value of these services decreased 
very substantially, so that quality is likely to have deteriorated. Third, the demand for health care 
increased dramatically because of the rising incidence of AIDS. Fourth, health outcomes 
deteriorated whereas they had previously been improving. Unfortunately, the attribution of the 
deterioration in outcomes as between A.IDS and quality deterioration is not possible. What is, 
however, evident is that during a period in which the demand for health care was rising 
enormously and predictably, the resources devoted to public health care were dramatically 
reduced. Given the present unit cost of treating A.IDS patients, the total cost of treating those 
already infected will be four times the present annual health budget. 194 

193 World Bank., Zimbabwe Public Expenditure Review, 1996, Vol. I, p. 86. 
19

~ Human Development Group, World Bank, "Understanding Poverty and Human Resources in Zimbabwe", 
Decc.:mber 1996, p. 64 . 
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Education was given a very high priority by the government. During the 1980s, there was a 
remarkable increase in educational attainments. During the 1990s, as with health, education 
services increased in volume but decreased in value in units of GDP. Between 1990 and 1996, 
the volume of education services increased by 7 percent and their unit price in terms of GDP 
declined by one quarter. However, unlike in health care, the volume increase was insufficient to 
keep up with population growth so that the per capita volume of services declined. While 
teachers' salaries declined by around one third in real terms, their quality appears not to have 
declined unlike in health. Student-teacher ratios were maintained and the proportion of qualified 
teachers actually increased, both for primary and secondary schools. Educational outcomes 
provide a mixed picture: 0 Level pass rates increased, but completion rates for primary schools 
have fallen slightly. In effect, the government managed to pass on the effects of its expenditure 
reductions in education to teachers rather than to children. 

Incomes 

The deregulation of the labor market together with the reduced protection of manufacturing and 
the reduction in public expenditure produced a severe squeeze in the labor market. Both 
employment and real wages declined sharply. During 1991-96, formal sector employment in 
manufacturing fell by 9 percent and real wages declined by 26 percent. In public administration 
employment declined by 23 percent and real wages fell by 40 percent. 

At the same time agriculture benefited both from exchange rate adjustment and marketing 
deregulation. One indicator of this is that the implicit GDP deflater for agriculture increased by 
15 percent relative to the aggregate GDP deflater between 1990 and 1996. These developments 
led to large changes in income distribution. 

The major redistribution in the economy was from formal sector wage earners to farmers. This 
can be seen from the National Accounts which show the share of wages and salaries in gross 
national income declining from 51 percent in 1990 to 35 percent in 1996. During the same period, 
the share of unincorporated gross operating surplus (a category which is dominated by the 
inco mes of small farmers) rose from 20 percent to 32 percent: farmers gained almost all the share 
that wage earners lost. 

Unfortunately, there are no nation-wide panel survey data available to assess changes in rural 
incomes. However, panel data are available for an interesting and important subset, the 
"resettlement farmers". This group consisted originally of landless poor who were given land by 
the government shortly after independence. Income data for a sample of these households who 

'·. 
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have been followed since their resettlement are shown in Table 1. 195 The interpretation of this 
series is complicated by the fact that two out of the four years for which data are shown are 
drought years. Two points stand out. First, rural incomes are extremely vulnerable to climatic 
shocks. The very large income drop shown for 1994/95 shows that the effect of drought is so 
large that it swamps any effect of structural adjustment. Secondly, the resettlement farmers have 
realized rapid growth and this was maintained through the period of adjustment. 196 This group 
is certainly not representative for the rural population: it is much better able to handle shocks, 
having built up assets for consumption smoothing. In this case, the resettlement policy, initiated 
almost a decade before structural adjustment started, may well have been more effective in 
protecting the poor than the short-run, targeted policies adopted in the context of structural 
adjustment. 

Table 1. Changes in real income per household, 

baseline and three most recent growing seasons 

}Growing season No. of Mean income' Coefficient of Minimum-maximum 

I 9S2/83b 

1993/94< 

I 994/95b 

1995196d 

households 

356 

397 

393 

397 

(in 1990 ZS) 

765 

3,219 

1,778 

4.324 

variation 

1.51 0 - 8,428 

1.08 120 - 26,083 

1.16 0 - 20,829 

0.97 17 - 35,553 

Source: B. H. Kinsey, "Growth-friendly poverty reduction? Long-term, household-level outcomes of land reform in 
Zimbabwe". paper presented at the Development Studies Association Conference, 11 - 13 September 1997, Norwich, 
UK. Table I 0. 

'Income is defined as the sum of the market value of crops harvested, revenue from the sales of livestock and livestock 
products and services, remittances and income from off-fann or nonagricultural employment Excluded are other 
transfers, aid and drought relief. 
bSeason was badly affected by drought; rainfall was less than two-thirds of the long-term mean. 
•season was drought-affected; rainfall was some 80 percent of the long-term mean. 
dSeason was normal; rainfall was within one percent of the long-term mean. 

19S 
We are grateful to Bill Kinsey for making these unpublished data available to us. 

196 Comparing the endpoints in the Table overstates the point since the first year was a drought year. However, other 
e,,idence, in particular the rapid accumulation of assets (mainly livestock) over this period, supports the conclusion of rapid 
growth. See B. Kinsey, K. Burger and J.W. Gunning, "Coping with Drought in Zimbabwe: Survey Evidence of Responses 

of Rural Households to Risk", forthcoming in World Development. 
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Recall that overall, per capita private consumption declined by 26 percent between 1990 and 
1996. Since the share of small fanners in national income rose by 60 percent, if their consumption 
had tracked their farm income then their per capita consumption would have risen by around 18 
percent. However, there are two reason to expect that consumption will not have tracked farm 
income. First, as of 1990, remittances amounted to some 12 percent of consumption in rural 
households. 197 Much of these were probably from wage earners in urban areas and would have 
fallen, probably in percentage terms, by more than the decline in urban wages themselves. 
Secondly, food prices rose by around 36 percent relative to overall consumer prices. Rural 
households have almost double the share of food in their consumption bundle of that of urban 
households. The increase in the relative price of food thus raises both the income and the cost of 
expenditure of rural households. The former is picked up in the rising income share of rural 
households but exaggerates the increase in their welfare. The rise in the price of food raised the 
cost of living of rural households by 7 percent relative to that of urban households. 

Despite this differential change in the cost of living, it is evident that there was a large 
redistribution from urban wage earners to rural households. This was a progressive redistribution 
because as of 1990 urban households had been considerably better off: mean per capita 
consumption of urban households was some 3. 6 times that in rural households. 19

& 

A second but much smaller redistribution was between private sector non-financial companies and 
the financial sector. Over the same period the share of the former declined from 14.5 percent to 
13 .5 percent while that of the latter increased from 4 .6 percent to 5.9 percent. In addition there 
is anecdotal evidence that within the private sector non-financial companies, agriculture gained 
while manufacturing lost. 

Against the large reductions in the mean level of consumption and the large changes in 
distribution the government's targeted programs for offsetting social costs were liable to prove 
inadequate An evaluation indeed found them ineffective: there were delays in getting the program 
started, over-centralization and reliance upon an already over-worked staff, inadequate funding, 
urban bias, and poor targeting. 199 

197 CSO. Income, Consumption and Expenditure Survey Report, 1990191, July 1994, Tables 3.1 and 3.5. 
198 Calculated from CSO. lncome, Consumprion and Expenditure Survey Report, 1990191 , July 1994. Table 3.6(a) 

gives mean household figures. Per capita figures were estimated using the household size information in Table 2.2, 
assuming a mean household size of 12 for households with nine people or more. The comparison makes no allowance 
for differences in the cost of living. 

199 Perfonnance Audit Report, Zimbabwe Structural Adjustment Program, Report 147 51, Operations Evaluation 
Department, World Bank, 1995. 
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Conclusion 

The social impact of ESAF to date has been considerable. During the period, average private 
consumption levels have declined by around a quarter. There has been a powerful redistribution 
from urban wage earners to the rural population, to the extent that consumption levels of rural 
households may have been fully protected and indeed may even have risen a little. Conversely, 
urban households have suffered severely: there are fewer jobs and real wages are very much 
lower. In addition to these changes in private incomes, household welfare has also been affected 
by the decline in public expenditures on social services. The brunt of the fall in these expenditures 
has been borne by those working in the social services. However, the reduction in their real wages 
are likely to have resulted in reductions in service quality. There is some evidence that this was 
much more pronounced in health care than in education. 

In describing these large changes we have compared snapshots of the economy around 1990 and 
1996. These changes owe little to the intervening droughts and were consequently reasonably 
predictable by economic analysis. As with other structural adjustment programs, the ESAP 
involved relative price changes in favor of agriculture and at the expense of the formerly protected 
urban sector. However, unlike most other African adjusters, Zimbabwe had a very large industrial 
sector producing not only final goods but also intermediate goods. In this it resembled the 
transition economies. As in the transition economies, liberalization inflicted an initial phase of 
contraction. the manufacturing sector, accounting for over a quarter of the economy, has 
contracted by 14 percent. The analysis underlying the program design did not take either of these 
features into account. It therefore radically underestimated the social consequences of the 
program. 

In addition to this neglect of the likely social impact, the program was remarkably ambitious in 
its fiscal objectives. The share of non-interest government expenditures in GDP would have 
needed to fall by 40 percent over a period of six years. The government could only have achieved 
this by expenditure cuts which would have massively compounded the negative social impact on 
the urban population noted above. This implication of th~ fiscal objectives was not recognized. 

The core political achievement of the government had been a redistribution in favor of the 
indigenous population. In our view, the program as designed was manifestly politically . 
unsustainable since it would have required the government to dismantle these distribution 
achievements. The program indeed proved unsustainable, in that although there was sufficient 
political will to persist with the structural policy reforms the envisaged fiscal adjustments were 
only partially attained. This in turn inflicted considerable damage on the economy. The fiscal 
crises which characterized the period caused both high and volatile interest rates and a climate 
of policy uncertainty which presumably reduced private investment. 

. ... 
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This political unsustainability could have been avoided. The financial and tax reduction 
liberalization which were fiscally very costly should have been sequenced after the politically 
difficult expenditure reductions coming from parastatal refonn and public employment reductions. 
This would have obviated the need for reductions in per capita expenditures on health and 
education. It would also have accelerated the recovery of employment in manufacturing and 
reduced the decline in real wages which was partly driven by high inflation. Some of the social 
hardship was doubtless unavoidable, as in other transition economies. However, because the scale 
of the costs in urban areas was radically underestimated, the safety net operations put in place 
were inadequate. Further, the social hardship was avoidably severe because of poor program 
design. The drought made it more difficult to recognize the design error and obviously added to 
the social costs. 

The design of the program originated with the government. The role of the Fund in design was 
limited. However, some responsibility must be taken by the Fund for supporting the government 
in a fiscal strategy which was clearly implausible. 

THE SCOPE OF POLITICAL SUPPORT 

Although some of the literature portrays Zimbabwe as a repressive one-party state in which 
decisions are taken centrally and handed down without discussion,2°0 the reality bears closer 
resemblance to what has been called a system of "societal corporatism" which in fact, permits 
fairly active democratic participation and in which therefore, competing political groupings 
operate to exert considerable influence on government policy.201 Consequently, the failure to 
factor in an appropriate measure of consensus-building was a particularly grave miscalculation. 

Two phases in the program period may be distinguished in a general assessment of the scope of 
government and national suppon for the program, the first covering roughly the first year of the 
program through 1993, and the second covering the ensuing period right through 1995 when the 
program was interrupted. 

From the very beginning of the program, there were naturally forces within the government and 
pany leadership that opposed the program. This is of course normal in politics. What 
distinguished the Zimbabwe situation, however, was the extent of polarization and the strong 
ideological lines that marked the divide202 

- on the one side, those committed to market-based 
reforms and economic liberalization, and on the other, those committed to a socialist strategy of 
development. The former included Dr. Chidzero, senior minister responsible for finance, who 

200 Munkonoweshuro, 1992. 
201 Skalnes, 1995. 
202 Skalnes, p. 132. 

... 
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was the leading proponent of reform, Reserve Bank ·officials and teclmical officials of the 
economic ministries in the main. The latter group of anti-market reformers, in Zimbabwe's case, 
were not the bunch of slogan-mongering ideologues that one often finds in these situations but 
trained and committed intellectuals including the President himself and other senior members of 
the party leadership who simply did not share the reformers' belief in the efficacy of the market; 
the difference was that they were open to debate and were not given to mere polemical 
denunciation. This is an important distinction to bear in mind for it explains how and why the 
reform program came to be adopted at all, given the polarization in ideological positions in the 
leadership, and provides a foundation, not only for the Fund's continuing relationship with 
Zimbabwe in the long run, but also for resolving in the near term, the lingering stalemate in its 
relations with Zimbabwe. 

In the first phase of the program period, the proponents of reform clearly dominated the 
government position. By mid-1989, President Mugabe had been persuaded that a change in 
policy was necessary if faster economic growth was to be achieved. As we have noted, this was, 
in our view, a correct position given that the export sector was weighed down by the control 
regime while the only other dynamic sector of the economy, the public sector, had become fiscally 
constrained. The government also, at this time, showed a willingness to discuss major structural 
issues. This shift in the policy stance was aided by the World Bank's comprehensive study on the 
Zimbabwe economy, issued in 1987, which formed the basis for wide-ranging discussion between 
the government and the Bank, as well as by studies conducted by foreign consultants at the 
government' s request. 

But by far, the most critical link in the chain of government commitment was undoubtedly the 
personal role of the Senior Minister of Finance, Dr. Chidzero. Indeed, the fragility of government 
commitment to the program resided in the fact that it hinged much too crucially on his personal 
role. The result, as a number of staff documents point out, was that whenever Dr. Chidzero was 
not available for discussions with Fund missions, the government appeared rather unprepared and 
unable to present a credible and consistent viewpoint. For instance, a 1993 Back-to-Office 
Report notes that "the authorities did not clearly state their position with regard to exchange rate 
reform, partly because of the imminent departure of both the Governor of the Reserve Bank and 
the Senior Secretary of the Finance Ministry (i.e., Dr. Chidzero). This also contributed to a slow 
start to the discussions and an initial lack of preparedness of officials to discuss the issues. "203 

Again, in 1993, a mission reported that " in the absence of Senior Minister of Finance Chidzero 
during the last week of discussions in Harare, the authority's position with respect to some of the 
accompanying measures remained unclear."204 

203 Back-to-Office Report, 8/93, p. I. 
2°"' Back-to-Office Report, 5/94, p. 4. 
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But the weakening of government's corrunitment from 1993 amid a general stiffening of 
opposition within government to the refonn program was not attributable entirely or perhaps, 
even mainly, to Dr. Chidzero's deteriorating health and his consequent inability to participate as 
fully in meetings with Fund missions. 

The more fundamental point is that clearly, not enough had been done to create a sufficiently 
strong and broad-based fund of support for the program, given the drastic fiscal adjustment that 
it entailed. Indeed, in a situation of such widespread and often violent protest, such as prevailed 
in 1993, it is doubtful that Dr. Chidzero could have done much by himself at that stage to tum 
the tide. In 1992, students at the National University embarked on violent demonstrations and 
boycotted classes to back demands for increases in student grants to offset rising costs resulting 
from devaluation and inflation. More ominously, in 1993, a wave of bread riots shook the lower 
income suburbs of Harare as demonstrators smashed bakeries and engaged in widespread looting 
to protest recently-announced price increases for bread and flour. 

At the same time, although in the initial stages of the refonn, some important business groups had 
strongly supported trade liberalization measures despite the increasing competition it was to entail 
- and this is true especially of the Engineering Employers' Association (EEA) and the 
Confederation of Zimbabwean Industries (CZI) - the private sector's support for, and 
commitment to, the program had by 1993 loosened considerably in part as a perfectly 
understandable reaction to the steady erosion of the substantial regime of protection to which they 
had long become accustomed, and also partly as a result of a breach in the channels of 
communication and dialogue with government resulting from the sudden death of the Minister 
of Commerce and Industry, Chris Ushewokunze who, together with Bernard Chidzero, had been 
the main proponents of market reforms; interestingly his position was to remain vacant until after 
the elections in April 1995. 

Increasing pressure from business groups to which Fund reports make references from 1992, 
predictably led to a slackening of the program of import liberalization with the granting of 
additional tariff protection to a number of industries including the motor, textiles, clothing, and 
shoe industries. 205 

These gestures of accommodation failed to restore business confidence in the reforms, however. 
As late as 1996, Fund reports were noting that the government's policy making processes were 
characterized by " inadequate consultation with the private sector and social partners", 206 a view 
which was also expressed in interviews with officials of the CZI. 

205 Skalnes, p. 144. 
206 

Country Strategy Paper, 10/21/96, p. 33. 
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Political support for the program was further shaken by increasing agitation among civil servants 
against retrenchment and other civil service refonns. In the midst of a general recession in the 
economy and widespread unemployment, the government had by June 1993, abolished over 
10,000 civil service positions and reduced the number of ministries from 27 to 22 - results which 
Fund missions found "disappointing'' even as they acknowledged that the slippages in compliance 
were attributable to " the government's concerns about aggravating unemployment and social 
dislocation at a time of severe economic downturn and contraction by private employers" .207 

Rising calls for indigenization also undermined the pace of implementation of the privatization 
program and by implication, the fiscal program. While the Fund and the Ministry of Finance saw 
privatization as a critical means of raising funds for budgetary support in a bid to reduce costly 
bank financing, the advocates of privatization - a policy which the President himself favored -
saw privatization as a means of promoting indigenous ownership of productive assets, a political 
objective whose importance the Fund's 1996 country study paper explicitly acknowledges 
evidently only in word. 

As the pressures mounted, the government began to perceive the Fund's continuing counseling 
of fiscal restraint and public sector retrenchment as politically insensitive. In 1994, in a speech 
given to the South African Parliament in Cape Town, the President reportedly called for a 
democratization of the Fund and accused the Bretton Woods institutions of "financial 
imperialism" and "dictatorship".208 In 1995, he was also reported as speaking of "disastrous" 
reforms imposed by the World Bank and the Fund and adding ominously "we are wiser than we 
were three years ago and we will not listen willy-nilly to what the international institutions will 
tell us to do ."209 

The Ownership Issues 

Zimbabwe is, in our view, a classic case of a reasonably strong national commitment to refonn 
gone sour from economic and political miscalculation in the sequencing of economic refonns. 
As we have already noted, the tremendous fiscal crunch and the drastic reduction in social 
expcndirures which the program objectives entailed, made the task of consensus-building difficult 
enough. In the event, the political economy of the program was further strained by a failure to 
deepen suppon for the program within government itself and more importantly, a failure to 
broaden its scope to cover the highly politicized ranks of the political parties, especially the ruling 
party and civil society at large. 

207 
EBS/94/5, Sup. I, I /24/94, p. 4. 

208 
Annual Meetings Brief. 9/94. 

209 Africa Research Bullerin: Economic, Financial and Technical Services, 32.1, 1995: 12018. 
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In general, however, given the tremendous social costs of the program thus far, the goverrunent' s 
commitment to the reform has been reasonable. The major structural reforms have now largely 
been implemented. 

'·-
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STATISTICAL CHARTS AND TABLES 

I. . External Viability 

1. Comparative Analysis (Pre-ESAF and Mid-& Post-ESAF) 

1. Comparison of some external debt indicators among six ESAF countries 1 
2 . Comparison of the two of the indicators (pre-ES AF) 

(1) Debt Service Ratio and Debt Service GDP Ratio 2 
(2) Debt Export Ratio and Debt GDP Ratio 3 
(3) Debt Service Ratio and Real External Debt Burdens 4 
( 4) Debt Service Ratio and Debt Deepening Index 5 
(5) Real External Debt Burdens and Debt Deepening Index 6 

3 . Comparison of the two of the indicators·(mid-& post-ES AF) 
(1) Debt Service Ratio and Deb_t Service GDP Ratio 7 
(2) Debt Export Ratio and Debt GDP Ratio 8 
(3) Debt Service Ratio and Real External Debt Burdens 9 
( 4) Debt Service Ratio and Debt Deepening Index 10 
(5) Real External Debt Burdens and Debt Deepening Index 11 

2. Individual Country's Analysis 

l. Bangladesh a) Data Sheet 12 
b) Several Indicators for External Debt 13 

2. Vietnam a) Data Sheet 14 
b) Several Indicators for External Debt 15 

3. Cote d' Ivoire a) Data Sheet 16 
b) Several Indicators for External Debt 17 

4 . Malawi a) Data Sheet 18 
b) Several Indicators for External Debt 19 

5. Uganda a) Data Sheet 20 
b) Several Indicators for External Debt 21 

6. Zimbabwe a) Data Sheet 22 
b) Several Indicators for External Debt 23 

O:\DRAFTS\IA\TABLE.COV January 6, 1998 (8:34am) 
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Comparative Analysis for External Viability 
(Pre- and Mid-&Post- ESAF) 

Debt Service ratio 1/ Debt Service GDP ratio 2/ 

pre-ESAF mid-&post-ESAF pre-ESAF mid-&post-ESAF 

Bangladesh 31.5% 34.0% 2.0% 2.7% 

Vietnam 15.3% 8.6% 3.9°/., 2.2% 

Cote d'Ivoire 53.90/o 35.1% 16.4% 13.5% 
Malawi 39.5•/. 24.7% 8.7% 6.5°/o 
Uganda 33.3%, 65.5% 3.4% 3.6°/o 
Zimbabwe 2s.1•.1. 33.0% 7.l°lo 10.s•1o 

Average 33.7% .. 33.5% 6.9% 6.5% 

Debt Export ratio 3/ Debt GDP ratio 4/ 

pre-ESAF mid-&post-ESAF pre-ESAF mid-&post-ESAF 

Bangladesh 662.4% 708.0°I. 41.7% 58.5% 

Vietnam 1131.9% 570.2% 296.8% 148.1 o;. 

Cote d'Ivoire 452.80/o 545.4°/. 132.40/. 210.so;. 
Malawi 395.3% 457.8% 85.90/. 129.60/. 
Uganda 314.60/o 1178.30/o 2s.0•1. 67.20/o 
Zimbabwe 175.0% 235.6°/. 43.3% 75.1% 

Average 522.0% 615.9% 104.7°!. 114.9% 

Real External Debt Burdens 5/ 
pre-ESAF ~·1. 6/ mid-&post-ESAF ~% 6/ 

Bangladesh --0.60/o 1.8% -1.s•1. 2.3% 
Vietnam -19.8"/. 3.0% -12.1•1. -1.7% 
Cote d'Ivoire 7.2°10 8.5% -u.1•1. -2.4°/. 
Malawi 2.1°/o s.0•1. 3.2% 10.0•/. 
Uganda 0.2°/o 1.3•;. -3.8% 0.6% 
Zimbabwe 1.4°/o 2.1% t.9·1. 4.1 o;. 

Average -1.6% 3.6% -4.5% 2.2% 

Debt Deepening Index 7/ 
pre-ESAF mid-&post-ESAF 

Bangladesh 2.6°/o -1.3% 
Vietnam -17.4°/o -4.3°1. 
Cote d'Ivoire 7.7°/o -18.3% 
Malawi 7.3% 15.3% 
Uganda --0.S°lo --0.2-;. 
Zimbabwe 2.2°/o 3.1•1. 

Average 0.3°10 -1.0% 

(Source) 

Author's calculation based upon IFS, Recent Economic Development, World Debt Tabel and Global Development Finance. 

(Note) 

1/ I ervice r2tio = (interest payment+ pricipal repayment)/ export 

2/ I ~ce GDP ratio = (interest payment+ pricipal repayment)/ GDP 
3/ Debt Export ntio = debt stock/ export 

4/ Debt GDP r2tio ... debt stock / GDP 

5/ Real External Debt Burdens "" (real interest rat~ growth rate of GDP)• debt stock/ GDP 

6/ Obsfeld(l996) uses a real interest rate of8 percent. and states that the rate ofretum on equities is probably a better approximation. 

7/ Debt Deepening Index= (real interest rat~ growth r.ite of GDP) • debt stock/ GDP+ CA deficit excluding interest payment / GDP 
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76177 

nns 
1am 
79/111 

981/lU 
81/Sl 9 
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98 
9 

82/83 
3/8-4 

84185 
>85186 
)86187 

>87188 
88,S, 
89/9f 
91/91 
91/92 
92/93 
!Jl /94 
>4/95 
>5/96 

/SO 9 

l/81 
182 

!/ '83 

!/34 

185 
' /86 
,/87 

1'88 
/89 
/90 
'91 
92 

93 
)4 

95 
96 

0 

I 

= 
! 

~ 

s 
5 
7 

l 
) 

) 

I 
! 
1 

: 
; 

GDP 
bil ofoc 

71.1 
125.7 
107.5 
10.S.4 
146.4 
172.8 
19~.o 
233.3 
265.1 
288.4 
349.9 
405.4 
465.6 

539.2 
597.1 

659.6 
737.6 
834.4 

906.S 
948. J 

l.QJ0.4 
1,170.3 

debt 
mil of$ 

4.035 
4,464 

5,056 
5.414 
5,601 
6.535 
7 ,865 

9,718 
10,693 

11.1 19 
12,757 
13.470 

13.898 
14.619 
16.223 
16.370 

DS-GDP·R 
% 

1.5¥, 
1.5¥. 
1.8", 
1.8", 
2.0¥, 
2.3 'Ye 
2.9", 

3.2'Y, 

2.7'Ye 
2.6'Y, 
3.7Y, 

2.SY• 
2.5% 
2.4'Y, 

2.4Y, 
2.5% 

(Source) 
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SAFI - m (1986/87· 1989/90) 

e GDP oominalg rgdp r,:al g EX X 113 TB/GDP CA excluding 
oc/S ccil ofS y. bil ofoc % milofS % milo(S % int.c:n:st pa ymc:nl 

8. 11 8 ,762.4 376.5 (973.4) (973.4) -11.1% 

12.02 10,461.9 19.4% 389.2 3.4% (1,170.4) -20.2% (1 ,170.4) -11.lY. 

1.S.3.S 7,002.0 -33.1% 437.0 12.3% 400 . .S 134.2% (419.5) -6.0% 

l.S.38 6,852.6 -2.1% 442.8 1.3% 476.4 19.0% (542.6) -7.9% 

15.02 9,141.5 42.2% 471.6 6 . .SY. 549.3 15.3% (790.3) -8.1% 

1.S.55 11,112 . .S 14.0% 493.1 4.6% 655.6 19.4% (1 ,070.2) -9.6% 

1.S.45 12,811..S l.S.3% 499.6 1.3% 793.2 21.0% (1.559.6) ·12.2% (629) -4.9% 
17.99 12,968.5 1.2% $33.4 6.8% 790.5 --0.3% (1,644.3) ·12.7% (925) •7.1% 
n.12 11,987.6 -7.6% $37.8 0.8% 768.4 -2.8% (1,452.6) ·12.1% (390) ·3.3% 
24.62 11,717.1 -2.3% $51.2 3 .6% 723.9 -5.8"• (1,206.8) -10.3% 70 0.6% 
'2.S.35 13,801.4 17.8% 580.7 4.2% 931.7 28.7% {1,408.3) ·10.2% (357) •2.6% 
27.99 14,481.7 4.9% 602.3 3 .7% 999.5 7.3% (1,287.0) -8.9% (322) •2.2% 
30.41 15,312.6 5.1% 630.7 4.7% 880.0 ·12.0Y, (1,420.7) ·9.3% (472) -3.1% 

30.95 17,421.8 13.8% 655.8 4.0% 1,076.9 22.4Y, (1,368.8) -7.9% (54) --0.3% 
31.73 18,817.5 8.0% 674.7 2.9% 1,291.0 19.9% (1,443.4) -7.7% (88) -0.5% 
32.27 20,440.0 8.6% 691.7 2.5% 1,304.8 1.1% (1,995.3) · -9.8% (899) -4.4% 

34.57 21,336.3 4.4% 737.6 6.6% J,672.4 28.2% (1.587.0) -7.4% (180) --0.8% 
36.60 22,799.9 6.9% 762.7 3.4% 1,688.7 1.0Y, (1.385.8) -6.1% 262 1.1% 

38.95 23,272.9 1.1% 794.9 4.2% 2,097.9 24.2% (1,.255.9) -5.4% 353 1.5% 

39.51 23,960.7 3.0% 830.5 .4.5% 2.$44.7 21.3% (1,112.6) -4.6% 535 2.2% 
40.21 25,623.4 6.9% 865.5 4.2% 2,934.4 l.S.3% (1,416.1) -5.5% 397· 1.5% 
40.28 29,054.4 13.4% 904.0 4 .4Y, 3,733.3 27.2% (2.324.1) •8.0% (638) -2.2'Y, 

avg (l) interest r repayment dcbl JICTVice• d- avg DSR avg 
payment 

15 1.9% 122 

95 2.JY, 96 
115 2.3% · 100 

. 119 2.2% 89 
124 2.2Y, 155 

136 2.lY, 201 
5.571 155 2.0Y, 294 

184 1.9% 380 
18S 1.7% 320 

201 1.8% 323 
218 l.7Y, 513 
197 l.5Y, 433 

172 l.2'Y, 402 
176 1.2% 391 
197 1.2% 406 

13.207 186 1.1 'Y, 543 

avg debt-EX avg REDB 1/ 
'Y, % 

.508.7% 
564.1% 
6.58.0% 
756.2% 
601.SY, 
653.8% 

2.0% 893.8% 662.4% 

902.<(% 

828.3% 
8.52.2% 
762.8". 
797.7% 
662 • .SY, 
514.SY, 
552.9% 

2.7% 438.5% 708.0% 

lnltmational Financial S~cs (IFS) 
Recent Ecoaomic Devclopmcnls, various issues 
World Debi Tables, World Bank. 1989-90 
G lobal Development Finance, World Banlc.. 1997 

2.1% 
0.4% 
3.CW. 

2.0% 
I.SY. 
1.9% 
1.7% 

2.2% 
2.9'Y. 
3.0% 

0.8% 
2.7% 

2.3% 
2.1% 

2.4% 
2.0Y. 

avg 

dcb1/GDP . Y, 

197 31.5% 24.8% 
191 34.4% 24.2% 
215 42.2Ye 28.0% 
208 46.7% 28.7% 
279 40.6% 29.9% 
337 45. 1% 33.7% 
449 51.4% 41.7Ye S l.0% 31.5% 

564 55.8"· 52.4% 
so.s .56.8% 39. 1% 
S24 54.4% 40.2% 
791 59.8% 47.3% 
630 59. 1% 37.3% 
514 59.1% 27.4% 
561 61.0% 22.3% 
603 63.3% 20.5% 
729 56.3Y, 58.5% 19.5% 34.CW. 

R.EDB 21 avg DOI 3.1 avg 

% 

0.2% 5. 1% 
•l.6'Ye S.5% 
0.6% 3.9% 

--0.7% ·1.3% 
--0.8% 1.8% 
--0.7% 1.5% 

1.8% -1.4% -0.6'Y, l.7Ye 2.6% 

· l.2% -0.9", 
--0.7% -0.2Ye 
-0.4Y, 4.CW. 
-2.9% •2.!Ye 

•l.1% -2.3% 

·l.8% ·3.3% 
-2.0% -4.2% 

·l.9% -3-"% 
2.3Y, •1.9% •l.5% 0.3% -1.3% 

(Not.c) 1/ Real External Dcbl Burdem- (r-g)O/Y, v.bcn: r-8% 
l/ Real External Debt Bu~ (r-g)O/Y, v.bcrc r- int.cre:sl payment /debt 
3/ Dcbl Occpcning Index • (r-g)O/ Y + non-interest CA ddicit/Y 
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1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
199S 

1986 

1987 
1988 
1989 

1990 
1991 
1992 
1993 

1994 
J99S 

Sta1isdcal App«1du 

! Viemam _____ _.I ESAF I (1994-95) 

GDP 
bil oC:oc 

14,428 

28.093 
41.9.S.S 
76,7(17 

110,53.S 
136,571 
170.258 
222,840 

debt 
mil oCS 

---
19,498 

22.253 
22.435 
23.891 
24.856 

25.571 
26.495 

C 

:oc:/S 
90 

368 
3 ,100 
4,41.S 
6,689 

13,252 
11,179 
10,640 
10.978 
11.037 

avg (1) 

22.587 

26.033 

GDP :oaamial g 
mil oCS % 

. 

. 
4,654.2 
6,363.1 36.7% 
6).72.2 -1.4% 
5,788.3 -7.7% 
9,887.7 70.8% 

12,83.S.6 29.8% 
15,509.0 20.8% 
20,190.3 30.2% 

in1.crcst r 
paymcot 

89 0..5% 
73 0.3% 
47 0.2% 
64 0.3% 

126 0.5% 

127 0.5% 
169 0.6% 

rgdp 
bi] oC:oc 

25,885 
28,039 

29,526 
31,286 
33,991 
36,735 
39.982 
43,797 

rq,aymcnt 

190 
129 
161 
347 
374 

266 
217 

- 204 -

real g EX X TB TB/GDP CA cxc:!udi:og 
% mil oCS % miloCS % int.acst payment 

8.3% 1,320 -350 -.S.5% -495 -7.se/o 
5.3% 1,731 31.1% -41 .0.7o/, -186 -3.00/o 
6.00/o 2,042 18.00/o -63 -1.1% -86 -1.5% 
8.6% 2,41.S 21.2% -60 .0.6% 56 0.6% 
8.1% 2,985 20.6% -547 -4.3o/o -639 .j.0% 

8.8% 4,054 35.8% -1 ,190 -7.7% -l<nO -6.9% 
9..5% .S,198 28.2% ..:1,868 -9.3% -1699 ~ .4% 

dd:il services DSR avg d (debt-GDP) avg NPV of Public aid 
% Publicly Gwnatccd 

Debt as P=t 
. . 

oCGDP 

279 21.1% 306.4% 
202 l l.7o/, 354.8% 
208 10.2% 387.6% 
411 16.6% 241.6% 
500 16.8% 15.3% 193.6% 296.8% 

393 9.7% 164.9% 
386 7.4% 86% 131.lo/, 148.1% 29.4% 

DS-ODP-R avg debt-EX a vg NPV 1.0 Exports ~o REDB I/ avg REDB2/ avg DD13/ avg 
% 

1986 
!987 
!988 
1989 4.4o/, 1477.1% 

1990 3.2% 1285.6% 
99 1 3.6~. 1098.7o/o 

· 992 4.2Yo 96.S.3°!. 
993 3.9"/o 3.9% 831.7% 1131.9% 

994 2.59/, 630.8"/o 
'19S J.9o/o 2.2% 509.7% 570.2% 

:rec) 
Rcoail Ec:ooomic Dcvclcpmcol. IMF, various issues 
Global Dcvclcpmcol Fiozcc. World Bank. 1997 
Debt Relic£ fa- 1...ow-Iooomc Countries. IMF, 199 7 

% 

-1.0% -24.1% -l&.6% 
9.6% -17.7% -17.00/o 
7.9% -22.3% -21.2% 

-1.6% •20.l o/o -19.6% 
~ . IY, 3.0% -14.7% -19.8o/, -10.4Y, -17.4% 

-l.4o/o -13.8o/, -6. l "· 
271.1% -2.0% -1.7% -11.7% -12.7% -2.4% -4.3% 

(Nct.c) 1/ Real Extan.al Debt Burd.ens= (r~)D/Y, where r=8% 
2/ Real Extan.a1 Debt Bunlm,,o (r-g)D/Y, where r= mtcrC\t paymmt /dtb. 
3/Dcbl Decpco.iDg l:odcx .. (r~D/Y + 1100-i:olaClt CA ddicit/Y 
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1974 
1975 
1976 
1977 
1978 
1979 
1981 
1911 
1981 
191:J 
1984 
1915 
1986 
1987 
1983 
19S9 
199t 
1991 
199! 
1993 
199-4 
1995 

1978 
1979 
1980 
1981 
1982 
1983 

198-1 
1985 
1986 
1987 
1988 
1989 
1990 
' 991 
. 992 
1993 

1994 
:995 

978 
979 
980 
981 
?8: 
)83 
)8.C 

85 
•86 
87 

188 

189 
190 

91 
92 
? 3 

14 

'IS 

Suddial Ap,-.lh 

f Ceu cl 'lwli-e ·1 

GDP C GDP 
bil ofo.e. nc/S mil ofS 

739.0 240.7 3.070 
834...S 214.3 3 ,894 

1,120.4 239.0 4 ,689 

1.S90.4 :24S.7 6 ,473 

1,783.0 225.7 7,901 
1,.944.7 2 12.7 9,142 
2,149.9 211.3 10 ,176 

2.291.4 271.7 8,433 
2,486.S 328.6 7.567 
2,605.9 381.1 6,838 
2,989.4 437.0 6,841 
3,134.8 449.3 6,978 
3 ,171.7 346.3 9,159 
3,031.7 300.S 10,088 
3,067.2 297.9 10..298 
2.987...S 319.0 9,365 
2,695.1 272.3 9,899 
2.960. 1 282. 1 10,493 
2,903.9 264.7 10.971 
2,946.5 283.2 10,406 
4,136.2 SSS.2 7,4.50 
5,031.2 499.2 10,080 

d.cbl avg (1) llllcrcSl 

mil ofS paymcnl 

.S.801 1.133 
6,608 1.122 
1.r.o 1,618 
7,802 683 
7,892 969 
9,794 772 

11.l:?O 43S 
13.608 J,050 
13,342 489 
14,8:! I S81 
17.259 6-11 
18,174 662 
18..547 S6S 
19.07 1 1: .269 .S09 

17,395 457 
18.9.S: 18.174 421 

ESAF J. D (1994-96) 

nomwl3 
% 

r 

I 

26.8% 
20.4Yt 

38. 1% 
22.1% 
1.5.7% 
11.3% 

-17.1% 
-10.3% 
-9.6% 
0.0% 
2.0% 

31.3% 
10. 1% 

2.1% 
-9. 1% 
S.1% 
6.<W, 
4.6% 

-S.2% 
-28.4% 
35.3% 

19.5% 
17.0% 
20.7% 

8.8% 
12.3% 
7.9¥, 
3.9¥, 
7.7Y, 

3.7% 

3.9% 
3.7% 
3.6% 
3.0Y, 
2.1Y, 

2.6Y, 
2.2Y. 

rgdp 
bil ofnc 

2934.3 
2973.4 
3S61.8 
3967.9 
3928.3 
3682.8 
3549.6 
3477.3 
3.507.S 
3479.6 
3827.9 
3940.8 
363S.3 
32-49.3 
3074.3 

2963.3 
269.5. 1 
2911.2 
2740.0 
3718.4 
4 140.0 
440.S.8 

n:paymcnl 

S.58 
612 
608 
611 
499 
666 
899 
926 
586 
496 
621 
618 
594 
S8.S 
7ff7 
62.S 

real g ,,. 
1.3% 

19.8% 
11.4% 
-UW, 
~.2Y, 

-3.6% 
-2.0% 
0.9% 

-0.8% 
10.0% 
2.9% 

-7.8% 

- 10.6% 
-.S.4Y, 
-3 .6% 
-9. IY, 
8.0% 

-5.9", 
35.7% 
11.3% 
6 .4% 

d.cbl service 

1,691 
1,734 

2.126 
1.294 
1.-468 
1,438 
l.J,4 
1.976 
1.07S 
1,077 

1.262 
1.280 
1,159 
1,094 

1.244 
1,046 

OS-GDP·R avg d.cbt-EX · NPV t.o Ex:poru R>.110 
,.i Y, 

16.6Y, 192.6Y, 
20.6Y, 27 l.4Y, 
29.4Y, 333.2Y, 
18.91', 377.6ti 
2 1..s~·. 300.7% 
20.6Y, 354.7% 
14.6% 3 .S2.0V. 
19 .6% 461.JY, 
10.4% 49.S.7% 
I I.SY, 549.6% 
12.7% 592.6% 
12.2% 61 l.9Y, 

10.6Y. 629.4% 
10 . .SY, 16.4% 757.2% 452.BY, 

16.7% 609.6Y. 
10.4% 13.SY. 481.1% S4.S.4Y. 

(Source) lnt.cm~on.il Financial Sl.a.tistia (IFS), IMF 
Glo~l Ixvelopmcnl Finance, World Banlc., 1997 
World Debi Tables, World Bank. 1989-90 

Debi Relief for Lov.,.lncome Countries, IMF, 1997 

340.2% 

- 206 -

EX Jt TB TB/GDP CA excluding 
mil ofS % mil ofS % inlcn:sl p,ayme111 

1238.8 226.8 

173S. l S73.8 
:2412.1 814.9 12.6% 
261S.9 8.4% S13.0 7.3Y, 

2722.8 4.1% 489.4 S.4% 
3012.6 10 .6% 399.0 3 .9% (694) -6.8% 
243S.l -19.2% 367.3 4.4% {289) -3.4% 
2347.l -3.6% SS1.S 7 .4% 601 7 .9% 
2066.3 - 12.0% 4 31.2 6.3% (:248) -3.6% 
26:24.7 27.0% 1,137.4 16.6% 892 13.0% 

2761 S.2% 1,351.1 19.4% 836 12.0% 
3187.4 1.5.4% 1..547.S 16.9% 13.S l.SY. 
2949.7 -1.SY. 1.086.4 10.8% 80 0.11% 
2691.3 -8.8% 921.9 9 .0% (7.52) -7.JY. 
2696.8 0.2% 919.7 9.8% (386) - 1.1% 
2.9 12.6 8.0% 1,093.8 11.0% (.573) -S.W. 

270.5 -7.1% 923.4 8.8% (412) -3.9% 
2946.8 8.9% 994.7 9 .1% - (448) -4. lY. 
2518.7 -14.SY. 748.3 7.2% {383) -3. 7Y, 

28.53.7 13.3% 1.216.1 16.3% S12 6.9% 
3938.9 38.0% 1.470 . .S 14.6% 1.52 I.SY. 

d (d.cbl-GDP) avg NPV of Public and DSR avg 
% Publicly Guarantud Y, 

Debi as Pm::cnl 
ofGDP 

S7.CW. 56. 1% 
78.4% 71.2% 

103.JY, 94.BY, 

114. 1% 62.6Y, 
11.S.4% .S.S.9", 
140.4% .52.1% 
122..5% 41.9", 
134.9", 61.0% 
129.6% 39.9Y, 

158.3% 39.9% 
174.4% 43.3% 
173.2% 47.JY, 
169. l Y, 39.J Y, 
183.3Y, 132.4% 43.4Y, 53.9% 

2J3.S% 43.6~. 
188.0% 210.8% 143 . .5% 26.6Y• 35.1% 

REDS I/ avs REDB 21 avg DD! 3/ avg 
% % 

6.6% 13.2Y, 20.0Y, 
7 .9% 14.9", 18.3Y, 
7.4% 20.SY, 12 . .SY, 

10.0% 10.9% 14.SY, 
•2.3% 2.6Y, ·10.4Y, 

7 . !Yt 6 .9% -S.IY, 
19.3% 14.2% 12.BY, 

25.1% 24.7% 23.9% 
17.3% 11.7% 19.0% 
18.4% 11.9% 16.0% 
29.7% 22.3% 28.<W, 

0.0% -1.6% -3.7% 
23.5% 1.5.1 Y, 19.2% 

-.50.8", 8.5% -60 . .SY, 7.2% -56.9% 7.7% 

-7.8% -20.3% -27.2% . 
3.0% -2.4% -1.9Y, -14. 1% •9.4% -18.JY. 

(Nol.c) 1/ Real External Debi Burd.cn,a (r-g)O/Y, wicrc r-SY, 
1J Real External Debi Burd.cn,a (r-g)D/Y, wicrc i- int.crest p,aymcnl /debt 
3/ Debt Dci:pcning lnde,: - (r-g)O/Y + noo-int.crcst CA ddicil/Y 
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1974 
1975 
1976 
1977 
1978 
1979 
lffl 
1981 
1m 
198J 
1984 
1915 
19'6 
1987 
1918 
1989 
1991 
1991 
1992 
1993 
1994 
1m 

1978 
1979 
1980 
1981 
1982 
1983 
1984 
198S 
1986 
1987 
1988 
1989 
l 99t 
1991 
1992 
1993 
1994 
l 99S 

1971 
1979 
1980 
1981 
1981 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1991 
1991 
1992 
1993 
1994 
1995 

Stadlldnl Ap,-1.h 

I Malawi ESAF I - m (1988-94) 

GDP C GDP 
mil of n.c. oc/S mil o(S 

462 0.840.5 549 
.530 0.!998 .589 
612 0.9074 674 
728 0.8678 839 
801 0.8091 990 
86.5 0.7996 1,081 

100.5 0.82S8 1.217 
1108 0.9074 1,221 
12AS 1.0970 l,13S 
1437 1.2992 1,106 
1707 l.5649 1.091 
194.5 1.6792 1.1.58 
2198 1.9S24 1,126 
2613 2.0S38 1,272 
34 18 2..53S5 1.,348 
4199 2.6788 1.S68 
5070 2.6469 1.915 
6106 2.6638 2.292 
6694 4.39S8 l .S23 
8942 4.4944 1.990 

11209 15.2986 733 
22472 l S.3031 1,468 

debt avg (1) int.cn:st 
mil ofS payment 

82 1 .53 
812 67 
8S7 so 
88S 4S 
876 4S 

1.0 18 4S 
1.156 .52 
1.369 43 
1.361 4 1 
1.419 1,057 40 

1,579 43 
1,670 49 
1,697 36 
1.812 28 
2.009 25 
2.140 1.8 18 40 

DS-CDP·R avg debt-EX 
Y, Y, 

1.2Y, 292.4Y, 
9.3% 298.0% 
8.3Y, 3.51.SY. 
1.2Y, 3.59 . .5% 
9.6Yo 280.9% 
9.5% 414.7% 

13. 1% 465.4% 
8.W. 493.2% 
7.9% 463.7% 
6. IY• 8.7% .527.9Y, 

5.6% 388 . .5% 
.5.7% 3Sl.2Y, 
6.9% 424.4Y, 
3.8Ye 570.7% 
9.1Yo 554.1% 
7.4Ye 6.5% 

nom.in.al g 
y. 

r 

• . 
• 
I 

7.2% 
14.6Yt 
24.4Yt 
18.<w. 
9.3Yt 

12.6% 
0.3% 

-7. 1% 
-2.6Yt • 
-1 .3Yt • 
6.2% 

-2.BYt 
13.0% 

I 

5.9% 
16.3 % 
22.2% 
19.7% 

-33.6% 
30.7% 

-63.2% 
100.4% 

6.5% 
8.3% 
5.8% 
S. 1% 
5. l Y, 
4.4% 
4 . .5% 
3. 1% 
3.<W, 
2.SY, 

2.7% 
2.9% 
2.1 % 
I.SY. 
1.2Y, 
1.9", 

395.3% 

457.8% 

rsc!p 
bil o(oc 

3034 
3202 
3401 
3549 
3844 
3972 
39S7 
3750 
3856 
3992 
4170 
4356 
4403 
4497 
4650 
4839 
5010 
S465 
5032 
SS16 
.5060 

repayment 

3.5 
47 
44 
35 
60 
65 
96 
70 
6.5 
56 

6S 
82 
69 
47 
46 
68 

REDS II 
% 

.5.7Ye 
8.8% 
3.W• 
3.6Yo 
2.w. 
3.!Y. 
7. !Y, 
6.3% 
4.6% 
3.6Ye 

2.1Y, 
0.1% 

17.8% 
-2.6% 
47.3% 

(Source) lnlCTTULional Financial Suli.stics (IFS). IMF 
Recent Economic O~clopments, IMF 
Global Ocvclopmcnt Finance, World Bank, 1997 
Wo rld Debt Tables, World Bank. 1989-90 

- 208 -

real g EX .x TB TB/GDP CA excluding ,,. mil of$ % mil oC S % in1a1:st paym cut 

5.5% 
6.2% 
4.3% 200 17 2.0% 
8.3% 1SS -7 .1% -79 -8.()% 

3.3% m 20.5% -95 -8.8% 
--0.4% 281 26.3% -21 -2.2% (207) -17.0% 
-5.2% 273 -3.W. 28 2.3% (80) -6.5% 
2.8% 240 -12.W. 26 2.3% (63) -.5..SY. 
3.5% 246 2.1% 30 2.1% (87) -7.SY, 
4.4% 3 12 26.6% 150 13.7% 2 0.2Ye 
4.5% 246 -21.3% 69 5.9% (82) -7.1% 
I . 1% 248 1.2 % 94 8.4% (33) -3.0% 
2.1% 278 11.8% 101 7.9% (18) -l.4Y, 
3.4% 294 5 .1% 40 3.0% (46) -3.4% 
4.1% 269 -8.4% 64 4.1% ( 11) -<l.7Y, 
4.8% 406 5 1.2% 126 6.6% (43) -2.3% 
7.8% 476 17.W. 60 2.6% (179) -7.8% 

-7.9% 400 - 1.5.9% -IS -1.0% (249) · 16.3% 
10.8% 31 8 -20.6% -23 -1.1% {138) -6.W, 
-9.3% 363 14.2% . -276 -37.7% (42.S) -S1.9Y, 

debt IICMCC d (debt-GDP) .avg DSR avg 
% ,,. 

88 67.5% 3I.3Ye 
114 66.5% 41.8% 
94 15..SY, 39.2% 
80 80.0% 32.5% 

105 80.3% 33.7% 
110 81.W• 44.8% 
148 102.7Ye 59.6% 
113 107.6% 40.7Y, 
106 101.0% 36. 1% 
96 90 . .SY, 85.9Yo 3S.1Y, 39.5% 

108 82.4% 26.6Y, 
13 1 72.9% 21.SY. 
10.5 11 l.4Ye 26.3% 
7.5 91.1% 23.6Y, 
7 1 274.2% 19.6Y, 

108 14.5.7% 129.6% 24.7% 

avg REDS 2/ avg 0 01 3/ avg ,,. 

4.6% 2 1.6% 
9.0% 15 . .SY, 

. 2.3% 7.8"• 
1.2% 9. 1% 
0.6% 0.3% 
0.0% 7. 1% 
3.5% 6.5% 
1.1% 2..5% 

-<l.4% 3.0% 
5.0% -1.!Ye 2.1% -0.4% 7.3% 

- 1.7% 0.6% 
-3.5% 0% 
1 l.2Ye 27..5% 
-8.4% -1..5% 
28.11% 86.7Ye 

10 .W. 3 .2% 1S.3% 

(Note) 1/ Real Ex1.ernal Debt Burdctl3"' (r-g)O/Y, wi= ,-8% 
2/ Real Extcm.al Debt Burdctl3"' (r-g)O/Y, \lohc:n: r- intcrCSI. payment /debt 
3/ Debt Dccpcning Index • (r-g)O/Y + non•inlal:st CA dcficit/Y 
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! U~a SAF 1- D (1987- 1989), ESA.F I -IV (1989. 94) 

GDP C 

bil o{n.c. nc/S 

0.o7 
o.so 
0.94 

6 l..S4 
15 3.60 
26 6.72 
65 14.00 

224 42.114 
635 106.14 

1178 223.09 
1602 428.85 
2223 734.01 
3688 1,133.83 
4024 1,195.02 
5130 979.4S 
5814 968.92 

GOP 
milofS 

3,896 
4,167 
3,869 
-4,643 

5.229 

.5.983 
5,.280 
3,736 
3,029 
3,.2.53 
3,367 

.5.238 
6,000 

n~lg 
% 

6.9% 
-7.IY. 
20.0% 
12.6% 
14.4% 

-11.7% 
-29.3% 

·18.9%. 
7.4% 

3 . .SY.j 
55 . .SY., 
14.6Y.I 

rgdp 
bil 0{11.c. 

1259 
1233 
1242 
1262 
1193 
1061 
102.S 
1065 
1128 
1216 
1159 
1161 
1230 
1309 
1411 
1.509 
1602 
1690 
1769 
18:93 
2094 
2303 

- 210 -

re.a.I g EX 
% milofS 

·2.lY. 
0.7% 
1.6% 

-5 . .5% 
·11.I,,. 

-3.4% 319.4 
3.9% 228..8 
5.9% 347. 1 
7.11% 367.7 

-4.7% . 407.3 
0.2% 3-47.8 
5.9% 406.8 
6.4'1, 333.6 
7.8% 266.3 
6.9% 277.7 
6.2% 177.8 
.S.SY. 173.2 
4.7% 151.2 
7.0% 200.0 

10.6% 4-40.9 
10.0% ~8.9 

X TB TB/GDP CA excluding 

~~ mil ofS "· in!.cl"c:Sl payment 

1.8 (72) 

-28.4% (55.5) 14 
.51.7% 9.S (42) 

5.9% 25.2 0.6% (31) -0.8% 
10.8% 120.S 2.9% 169 4.0% 

-14.6% 109.S 2.8% 58 UY. 
17.0% 45.9 1.0'1, (0) 0.0% 

-18.0% (142.0) -2.7% (75) -1.4% 
-20.2% (257.2) -4.3% (1.52) .z.sy, 

.UY. (310.6) •S.9% (214) -4.0% 
-36.0'1, (313.2) -8.4% (226) -6.1% 

-2.6'1, (203.9) -6.7% _(124) -4.1% 
-12.7'1, (270.7) -8.3Y, (66) -2.0% 
32.3% (241.7) -7.2% (134) -4.0% 

120.$'1, ('231.3) -4.4% (120) -2.3Y, 
24.$% (317.8) · S.3% ('238) -4.0'Y. 

debt avg (1) int.crest r repayment debt acrvic:e d (debt-GOP) avg NPV of Public and DSR avg 
mil of$ payment 

733 II UY. 33 
794 13 l.6Yo 67 
933 28 3.0% 46 

1,016 41 4.0'1, 73 
1.031 6S 6.3% 97 
1,171 .'3 4.SY, 112 
1.287 43 3.3'1, 119 
1.632 1.015 37 2.3% 91 

1.923 43 2.2Y, IS8 
2. 177 46 2. IY, 141 
2.583 37 l.4Y, Ill 
2,777 46 1.7'1, 102 
2.928 34 1.2% 80 
3.029 37 1.2Y, 119 
3..369 38 I.I Yo 112 
3 .56-i 2 .794 38 I.I y, 99 

OS-GDP·R avg debt-EX NPV t.o Exports Rat.io ~- ,,, 

229 . .SY, 
347.0Y, 
268.8% 

2.9Y, 276.3Y, 
3.9% 253. 1% 
4.3Y, 336.7% 

3.5% 316.4% 
2.4'1, 3.4Y, 489.2% 314.6Yo 

3.4% 722 .. IY. 
3.5% 783.9% 
4.0% 1452 .. 8% 
4.9", 1603.3Yo 
3 . .5% 1936 . .5% 
4.6% 1514 . .SY. 

2.9% 764.1% 
2.3'1, 3.6% 649.3% 1178.3% 

(Source) !n=ti<>Nl Financial Suot.istics (IFS). IMF 
Global Ocvelopmc:nl Fi.naocc, World &nk, 1997 
World Debt Tables, Wodd Bank. 1989-90 

Debt Relief for Lo-Income Countries, IMF, 1997 

% Publicly Guarant.cc4 ,,, 
Debt as Percent 
ofGDP 

4,4 13.8% 
80 35.0% 
74 21.3% 

114 26.1% 31.0% 
162 24.7% 39.8% 
16.5 30.3% 47.4% 
162 27.7% 39.8% 
128 31.2% 28.0% 38.4% 33.3% 

201 32.IY, 1S.SY. 
187 41.2'1, 67.JY, 
148 69. 1% 83.2% 
148 91.7% 85.S% 
114 90.0% 15.4Y, 
1.56 90.0% 18.0¥, 

I.SO 64.3'1, 34.0'Y, 
137 59.4% 67.2Y, 32. SY, 2.S.0% 6S • .SY, 

REDB 1/ avg R.EDB 2/ avg DOI 3/ avg ,,. ,,, 

0.1'1, .1.()% -0.2% 

3.1% 2. ,,,, .1.3y. 

2.4% 1.3% -0.2% 

0.6Y, --0.7% --0.7% 
O . .SY, 1.3% -1.3% 0.2% 0.1% --0.SY, 

0.1% •1.SY, 0.8% 

0.4% -2.0% 2.1'1, 

1.3% -3.3'1, 2.SY, 

2.3% -3.SY, 0.6% 

3.0% -3.2% ·I. IY, 
0.9% -.S.2% •l.2Y, 

-1.7'1, ~.lY. -3.8% 
271.1% -1.2% 0.6% -.S.3'1, -3.8% -1.3% --0.2% 

(Nole) 1/ Real ExtcmaJ Debt Burdcm- (r-g)D/Y, v.bcrc r-8'1, 
2/ .Real Ex1crn.il Debt Bu~ (r·g)D/Y, v.bc:Tc r- int.crest payment /debt 
3/ Debt Dccpeaing Index• (r·g)D/Y + aon-inl.cTc:st CA dcficit/Y 
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J974 
J97S 
1976 
1977 
197' 
1979 
J9H 
1981 
1912 
1983 
1984 
J985 
1986 
J987 
19U 
1989 
''>9t 

' 91 

' ! 
IJ 
14 

1995 

1978 
1979 
19H 
1981 
1982 
1983 
1984 
1985 
1986 

1987 
1988 
1989 
990 
991 
992 
993 
994 
995 

978 
179 
qso 
)81 
' 82 
•SJ 
84 
85 
86 

>87 
188 
' 89 

90 
91 
9l 

Jl 
)4 

>5 

Sadldcal Ap,.,...UX 

! 7.imbai.-

GOP e 

m.il o( n.c. oc/S 
1,832 0.6 
1,99.S 0.6 
2,166 0.6 
2,198 0.6 
2.359 0.7 
2,822 0.7 
3.441 0.6 
4.433 0.7 
5,211 0.8 
5,990 1.0 
6,4-07 1.2 
7,.363 1.6 
8,274 1.7 
9,217 1.7 

11,439 1.8 
13,708 2.1 
16,883 2.4 
22.347 3.4 
27,833 5.1 
36,073 6.5 
47,426 8.1 
51,196 8.7 

dd,( avg ( ! ) 
mil o{ S 

786 
1.250 
1.846 
2.311 
2.256 
2.464 
2.70.S 
2.912 
2.668 
2.791 
3.147 
3,436 
4,006 2..51 4 

-4.110 
4.411 
-4.88.S 4..502 

DS-CDP·R avg 

"· 
1.2% 
l.1Y, 
3.0'Y, 
8.6Y. 
6.9", 
9.9", 

10. lY. 
10.7Y, 
8.4% 
6.8% 
6.8% 
7.1% 

10.9% 7.1% 

11.IY• 
10.4% 
9.8", 10.SY, 

t 

GOP 
mil ofS 

3,105 
3,512 
3,462 
3.499 
3.483 
4,1.S I 
5,355 
6,436 
6,889 
5:;21 
5.149 
4,568 
4.969 
5,548 
6.349 
6,487 
6.896 
6,518 
5,464 
5,514 
5,820 
6,608 

inLcT't::Sl 
payment 

26 
73 

160 
166 
184 
174 
169 
167 
178 
175 
201 
195 
207 

211 
228 
240 

dcbl· EX 
y. 

54 . .SY, 
86.W, 

140.7% 
200.3% 
192.2Y, 
220.lY. 
204.5% 
200.6% 
160.2% 
164.8% 
185.8% 
202.9% 
262.2% 
261.6Y, 
224.9¥, 
220.JY, 

ESAF (. D (lm-94) 

nom~g 
y. 

r 

• 
• 

13. lY. 
-1.4Y. 

• . 
• 
• 

1.IY. 
-0 . .5Y. 
19.2Y. 
29.0Yt 
20.2% 

7.0% 
·14.0% 
·13.1% 
-11.3% 

8.8% 
11.7% 
14.4% 
2.2% 
6.3% 

-5.5% 
-16.2% 

2.0% 
.C.4% 

13.5% 

3.3% 
5.8% 
8.7% 
7.2% 
8.2% 
7.1% 
6.2% 
5.1% 
6.7% 
6.3Y, 
6.2% 
.S.1Y, 
5.2% 
5.0% 
5.2% 
4.9% 

115.0% 

23.S.6Y, 

rgdp 
mil ofru. 

10.332 
9:;57 
9,847 
9,341 
9.140 
9,487 

10,490 
11 ,804 
12,115 
12,307 
12.072 
12.844 
12,966 
13:;84 
15,209 
16.968 
16,883 
16,404 
15.885 
16,136 
17,352 
17.070 

~yn,cnt 

40 

3.S 
47 

3,43 
172 
278 
33-4 
425 
356 
264 
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Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin' s signature or Acting ESDVP). 

Comments: 

Information Copies: 

I Assigned To: r 
Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
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Dear Mr. Serageldin: 

April 17, 1998 
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- I AN 8: '4 / 

Es u 
VP'S OFFICE 

The Central Asia Institute of SAIS and the Aga Khan Development Network invite you to a 
dinner on Thursday, April 30 in honor of members of the Commission on the Establishment of a New 
Institution of Higher Education at Khorog, Tajikistan, which is meeting in Washington that week. The 
Commission, appointed by His Highness the Aga Khan and President Imamali Rakhmonov of Tajikistan, 
has been working since 1996 to plan a private regional university that will be devoted to fostering 
economic and social development in Tajikistan, the mountain zones of the other new states of Central 
Asia, and also the Northern Areas of Pakistan and the mountain regions of western China. The 
Commission will complete its report early this summer. 

We would like you to join us to hear the Commission ' s co-chairs, Dr. Munira lnoyatova, Minister 
of Education of Tajikistan, and Dr. Shamsh Kassim-Lakha, President of the Aga Khan University in 
Karachi, discuss their work to date and to meet other members of the multi-national group. We are sure 
you will be intrigued by some of the thinking that has gone into what could become one of the most 
ambitious projects in higher education in the entire Central Asia region. 

The dinner will be held at the Lincoln Room of the Embassy Row Hotel, 2015 Massachusetts Ave. 
- N. W. at 6:30pm. Please call the Central Asia Institute at (202)663-7721 by April 23, 1998 to indicate 

whether or not you will be able to attend. 

Yours sincerely, 

Iqbal Noor Ali 
Chief Executive Officer 
Aga Khan Foundation U.S.A. 
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ESD 
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Note to All Vice Presidents 

MASOOD AHMED 

DECLASSIFIED 

MAY 2 3 2019 

WBG ARCHIVES 

April 17, 1998 

CONFIDENTIAL 

Background Material for Spring Meetings 

. 
I am attaching a number of notes that were prepared for the Spring 

Meetings relating to the Bank's response to the East Asia crisis, its role in the 
financial sector, and plans for better and more regular assessment of structural 
policies. 

These notes were prepared for internal use, and should be treated 
confidentially, but hopefully they will provide you with useful background for 
your discussions. 

Please do not hesitate to give me a call if you have any queries. 

Attachments 

cc: Messrs./Mmes. Einhorn, Koch-Weser, Sandstrom, Zhang, Stiglitz, Shiliata, 
Khalilzadeh-Shirazi, Salop, Fiechter, McNaughton, Iskander, 
Squire, Bhattacharya, Rice, PREM Council. 

Poverty Reduction and Economic Management 
ROOM:MC4-175 TEL: (202) 473-3800 FACSIMILE: (202) 522-3562 



OSEPH E. STJGLITZ 
eni« Vice President 

Development Economics and Chief Economist 

Mr. James D. Wolfensohn 

Jim, 

The World Bank 
Washington, O.C . 2043J 

U.S.A. 

April 14, 1998 

I wanted to provide you with some thoughts on key issues to supplement the 
briefing notes you have already received for the meeting of the Interim Committee, the 
G22 meeting organized by Secretary Rubin and Governor Rivlin, and the other discussions 
this week. By focusing on the broader issues, this note complements Masood Ahmed's 

• 
note on the Implications of the Asian Crisis for the Role of the Bank. 

Prevention of crises 

• Information. There is now a broad consensus that we need more timely, 
comprehensive, and accurate information. This is an important and relatively costless 
step that brings widespread benefits, especially if it leads to enhanced information and 

. understanding about suucrural issues. Too often, however, people describe bener 
information as a panacea to prevent all crises. The financial crises in the Scandinavian 
countries, the United Scares and other places - countries with a degree of transparency 
and data quality that can be matched by few developing countries - have shown that 
information is not suificie:1t to prevent a crisis. In fact, the evidence from the 
favorable credit ratings and low loan spreads to East Asia in the runup co the crisis 
suggest that all of the available information was not being used well. 

• Regulation. There is also a broad consensus that prudential financial regulation is an 
important step to prevent financial crises. For most people, this means prudential 
regulation not only of the domestic banking system, but also of international capital 
flows. Malaysia's Central Bank, for instance, had regulations that prevented a buildup 
of short-term, dollar-denominated external debt. Importantly, these regulations 
covered not just debt incurred by financial institutions, but also external borrowing by 
corporations. But even v.ith these rules, Malaysia has seen its exchange rate and stock 
market plummet, and may suffer an economic contraction this year. 

• Further restraints on capital flows. The magnitudes of the benefits of capital account 
liberalization are widely debated by economists and others. There is, however, a 
consensus about the large risks they can bring. This observation has motivated many 
people to argue that any movements toward capital account liberalization should be 
slow, careful, and only come after other reforms. It has also motivated people to 
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study other options to restrain short-term capital flows, while continuing to encourage 
long-term flows and foreign direct investment. As a matter of economic theory, the 
case for these restraints is very clear. Bailouts, both domestically and internationally, 
are already an "interference" in the workings of the free market. It may well be that 
these are best offset by another "interference," just like deposit insurance is funded by 
premiums. The important question is what restraints on capital flows are possible in 
practice. One simple mechanism for discouraging short-term flows is to use the tax 
code, by for instance reducing or eliminating the deduction on interest on short-term 
debt. Taxes on shor.-term flows, akin to Chile's system, or the regulation of short
term borrowing are ether potential options. 

Management of crises 

• Flexibility in policy prescriptions. By now, you are very familiar with my views on 
the response to this c:isis. In thinking ahead to future crises, I think that the most 
important ·1esson of the response to the East Asian crisis is that we need to be flexible, 
and adapt the policy prescriptions to the specific situation. Every crisis is different. 
The East Asian countries, for instance, had a long track record of low and stable 
inflation and fiscal prudence. The benefits of additional steps to shore up their anti
inflationary credibility, like tight inflation targets, high interest rates, anci steps to 
change the mandate of their central banks, are likely to be small. In contrast, the 
benefits of such steps could well be larger in a country like Turkey whe:-e they would 
potentially signal a change in government policy. 

• Noc every problem merics an immediate solution. Another general lesson for the 
future is that we should not try to solve every alleged and genuine struc:ural problem 
in a country in the midst of crisis. Trying to do so undermines market confidence by 
making the solution of the c:isis itself seem more difficult. However ge:1uine the 
problems are ( e.g. impediments to international trade), they are often unrelated to 
solving the crisis at hand. Furthermore, structural reform is a long and diffiC'..ilt 
process. Attempting to undertake these reforms quickly and in the mid.st of the crisis 
is unlikely to lead to good policies, and will often lead to "quick fixes·· like the 
overnight deregulation of financial markets that was responsible for so many of the 
problems in the first place. Finally, even if the reforms are done well, in many cases 
they may enhance the long-run productivity of the economy, but at the expense of its 
short-run recovery. For example, if the United Stares had reduced agricultural 
subsidies, which are ge:1erally seen as a serious distortion, in the midst of the savings 
and loan crisis, the result would have bee:1 falling !and prices, exacerba!ing the banking 
crisis. The bottom line, in the midst of crises we need to avoid the temptation to try to 
solve every problem. 

Resolution of crises 

• Orderly workouts. In principle, most people are in favor of orderly workout 
arrangements. In practice, however, many have noted the large difficulties in 
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organizing them. These have only gotten more difficult with the large numbers of 
dispersed lenders to developing countries. 

• Cost sharing. Given the current institutions, the most severe costs of resolving crises 
are borne by workers and the poor in the afflicted countries. To be sure, creditors to 
East Asia have also lost money - but they did not lose nearly as much as they would 
have without the bailout. This situation is not just manifestly inequitable, it is also 
inefficient because it anenuates the incentives of the those who are the source of the 
problem (lenders), while providing the severest punishment for those who could not 
have done anything to avoid the crisis (workers). This point is, unforrunately, often 
neglected in these discussions. Even if we are not sure of the solution, continuing to 
place this question high on the agenda is an important contribution in itself 

Overall, I think that we should resist simply drawing the standard lessons from the 
crisis in East Asia (greater rransparency, better financial regulation, etc.) These are all 
important lessons, but if we are to put in place policies and institutions to prevent, 
manage, and resolve the next set of crises, we will need to think beyond these lessons. 
The current international arrangements are undesirable in many ways, especially when it 
comes to protecting the poor and the vulnerable. I think that the Bank has a responsibility 
to ensure that their interests are not neglected in discussions of the new imernarional 
financial architecrure. 

Best regards, 
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cc: Messrs./Mrne. Aluned, Einhorn, Koch-Weser, Sandstrom, Severino, Shiliata, Squire, 
Thomas, Zhang 
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April 13, 1998 

CONFIDENTIAL 

Mr. James D. Wolfensohn 

Jim, 

Implications of the Asian Crisis for the Role of the Bank 

Attached for your review are some talking points that lay out a storyline that we 
might want to follow in dealing with this issue in the various bilateral meetings that you 
and other senior managers will have with shareholders next week. In using these points, 
you should be aware of the following additional information: 

(i) We have highlighted the importance of corporate governance and business 
environment issues partly because they are in fact a neglected building block of the 
structural work that lies ahead. But partly also because the link between the 
financial and corporate sector demonstrates the difficulty of "carving out'' the 
financial sector frotn the structural agenda and grouping it with other macro issues 
in any redesign of the international economic architecture. (In addition, as Joe 
pointed out, the financial sector itself is a key area for development policy and not 
just macro stabilization.) You should know, however, that the Bank's work on 
business environment issues needs to be considerably strengthened and built up if 
we are to take this on as a core line of business. 

(ii) On the so-called Structural Policy Reviews, as background when we discussed this 
with EDs two weeks ago in the context of the Asian Crisis lessons paper, there 
was broad support for the idea of strengthening the treatment of structural issues as 
part of our regular economic and sector work and as a background to the CASs. 
But there was also considerable disquiet amongst Part II Executive Directors about 
introducing a new formal mechanism of Structural Policy Reviews to parallel the 
IW''s Article IV Consultations. Some of this is a matter of providing more 
information and explanation on the objectives and modalities of how we propose 
to go about this (voluntary not mandatory, helping countries to take the leadership 
in dealing with this important set of issues, not a new "instrument," etc.) Some of 
it is also a question of getting less enthusiastic support from the Part I chairs, 

POVERTY REDUCTION AND ECONOMIC MANAGEMENT 
ROOM: MC4-175 TELEPHONE: (202) 473-3800 FACSIMILE: (202) 522-3562 



whose strong endorsement of the proposal has triggered a little bit of a backlash. 
There is also a great deal of sensitivity that the issue not be put forward to 
ministers before it has been adequately discussed by the Board. Our bottom line is 
that what matters is stepping up our support to countries in identifying the priority 
agenda for structural reform and using this to discipline and focus our own lending 
and advisory work. The form for this review is less important. 

A second point on the Structural Policy Reviews is whether and how they would 
be linked to lending. This is a discussion for some way down the road, but some 
Part I shareholders are attracted by the idea of having some kind of incentive for 
countries to engage in this type of consultation with the Bank on a regular basis. 
One way to do this would be to make the speed or terms of our financial support to 
countries experiencing a crisis, partly dependent on whether or not they had 
previously been engaged in a serious partnership with us in trying to identify and 
preempt the vulnerabilities leading up to the crisis. At this stage, our suggested 
line is that we are open to ideas on how to link this support to lending, but feel that 
this must be thought through in a second phase and that in any event all this will 
get tied in with the discussions on income dynamics. 

Attachment 
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Talking Points 

Implications of the Asian Crisis for the Role of the Bank 

+ The Asian Crisis has underscored the increasing importance of structural issues 
in both precipitating and resolving financial crises. There is now a broad 
consensus that strengthening structural policies and institutions is an essential 
feature of successfully managing the integration of emerging markets into the 
global financial economy. This applies not only to East Asi~ but many other 
developing countries that are becoming increasingly integrated with 
international capital markets. 

+ The elements of the structural reform agenda will vary from country to country 
but the three main pillars are interrelated: first, the financial sector-covering 
both banks and capital markets, ranging from supervision of financial 
institutions and deposit insurance to the strengthening of portfolios and 
management of individual institutions; second, the business environment
ranging from trade and competition policy, to corporate governance, which 
itself includes accounting and auditing standards and practices, the legal 
framework, bankruptcy laws, disclosure requirements, the role of Board 
Directors, shareholders and the like; and, third, social safety nets-that respond 
quickly and flexibly to increased unemployment, collapsing real wages and 
incomes, and the squeeze on public spending in the face of a crisis. 

• The World Bank has already stepped up its efforts in the financial sector, and 
in helping countries develop better social safety nets and improve poverty 
targeting. On the business environment, while the Bank has been quite 
involved in some aspects ( such as advice on trade policy, investment regimes 
and privatization), it needs to strengthen and expand its capacity in corporate 
restructuring, corporate governance and competition policy. Given the 
importance of this issue, and its link with the financial sector, we intend to give 
this work high priority in the coming months. 

• In addition to building up expertise in the different elements of structural 
refo~ there is also a need to assist countries with timely, regular and in-depth 
diagnosis of structural policy areas to address urgent weaknesses and identify 
priorities for policy and institutional reform. At the moment, the Bank does 
this in some cases as part of the CAS preparation process, but this effort needs 
to be made more systematic and comprehensive, and, in some cases, more 
frequent. The precise ways in which the Bank can assist countries address 



structural policies and strengthen key institutions will be discussed by the 
Bank's Board in the coming weeks. 

. + Toe increased demands on the Bank for support on crisis response and 
increased efforts on crisis prevention have important implications for the 
Bank's financial capacity and strategic tradeoffs with other institutional 
priorities. Large volumes of liquidity support from the Bank is constrained by 
the need to keep a prudent level of reserves relative to assets, and therefore has 
implications for all our shareholders. Similarly, strengthened focus on crisis 
prevention, while yielding large development benefits in vulnerable countries, 
will entail tradeoffs with other objectives. A wide range of options for 
improving the Bank's income balance and enhancing its risk-bearing capacity 
are under active discussion. It is important to note that the imperative for 
action on improving the Bank's net incoxrte dynamics is there regardless of the 
financial support we provide in crisis management. 

+ The magnitude and complexity of the crisis have highlighted the importance of 
effective coordination and partnership among the international financial 
institutions, building on their respective mandates and comparative advantages. 
In particular, strengthened Bank/Fund collaboration is essential in order to help 
developing countries better anticipate, prevent and manage crises. This 
partnership has become even more important in view of the growing 
importance of snuctural issues and the increased demands on both institutions. 
The Bank and the F~d have a long tradition of working together and 
Management of the two institutions are considering how to strengthen and 
reinforce our partnership. For our part, we think it important to base this on 
the core principles of synergy and symmetry and to move forcefully and 
rapidly to bring this work to completion. 

M Ahmed 
4/16/98 
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THE 'woRLD aANK/IFC/M.I.G.A 

OFFICE MEMORANDUM 

DATE: April 15, 1998 

TO: Mr. Shengman Zhang, Managing Director and Corporate Secretary, NIDS 

FROM: . Sven Sandstrom, Manag~g Director, MDCMD ~ 

EXTENSION: 8113 8 

SUBJECT: Bank Activities and Capacity in the Financial and Corporate Sectors 

I attach an informal overview of our activities and capacities in the financial and 
corporate sectors. The Executive Directors may find it helpful. 

Attachment 

cc: Messrs. Wolfensohn, Koch-Weser, Rischard, Ab.med 



A Brief Overview of 'World Bank Activities and Capacitv 
in the Financial and Corporate Sectors 

• The Bank has been actively involved in the reform, restructuring and financing of the 
financial sector in a large number of borrower countries since the 1960 's. The focus, content, 
and intensity of its assistance programs have changed over time in response to changes in the 
needs of the member counnies. At present, the Bank is actively assisting some 50 borrower 
countries through technical assistance, policy advice, instirutional development, and/or 
lending. The Bank' s current portfolio includes over 100 projects, involving about $15 billion 
of loans/credits that are aimed at financial sector development. This large portfolio means 
that the Bank has a continuing and deep involvement both at the policy and instirutional level 
in most borrower countries. (See Attachment l : summary of a recent OED review of past 
Bank support for financial sector reforms.) 

• This Bank support for long-term financial sector development covers both banking and non
banking (capital markets) aspects, deploys a wide array oflending instruments and non
lending services: (i) adjusnnent loans to support policy reforms and broad instirutional 
development; (ii) financial intermediary loans to promote strengthening of individual 
financial instirutions, increase competition, and promote private sector development; (iii) 
technical assistance loans to help reform legislation, develop financial infrastructure, large 
scale training program for central banks, regulatory agencies, and support for establishment 
of money, bond. and equity market; (iv) non-lending services to assess the starus of the 
financial sector in order to provide policy dialogue to countries; and (v) training through EDI 
and partner instirutions of bank regulators, supervisors, banking sector executives and other 
financial professionals. 

• Since last year, in response to the request by the Development Committee and to the financial 
crisis in Asia, the Bank has added two other dimensions to its work in the Sector. First, 
urgent financial and policy assistance to the three countries in East Asia (Thailand, Korea, 
and Indonesia) most effected by the financial crisis. Details of the work in these countries are 
given in Attachment 2 and Attachment 3 summarizes the Bank's financial and corporate 
sector work in non-crisis Asian countries. In general, Bank assistance to these countries has 
focused on the restructuring of the financial sector, asset management, strengthening of the 
regulatory and supervisory capacities, and large financial assistance as part of the financial 
packages organized by IMF. Second, assistance to a number of other vulnerable countries in 
all regions to help them reduce the risks of financial crises and contagion. We have already 
initiated such work in a number of countries. During the next year or so, such work is 
expected to cover between 15-18 countries. 

• Toe Bank's work in the financial sector in all three categories of countries recognizes two 
major lessons of past experience. One that financial sector development is a long term and 
very complex process. There are no quick or ready made solutions. The strategy for each 
country must be tailor-made to its specific circwnstances and institutional capacities. And 



two that financial sector issues are intimately intertwined with the health and performance of 
the corporate sector. The Bank's past work in Europe, Latin America, as well as other parts 
of the world has traditionally involved both financial sector reforms and corporate 
restructuring. The Bank has already developed capacity in certain areas of corporate 
restructuring/competition policy, privatization, and regulation (Attachment 4). Most recently, 
we have increased our focus on issues concerning corporate governance: corporate 
ownership, and shareholders' and creditors· rights. This area will need a further buildup in 
capacity. In addition, IFC has had an active program supporting financial intermediation and 
building up capital market institutions. The current portfolio is $2.3 billion (Attachment 5). 

• Since the request by the Development Committee last year, the Bank has very substantially 
increased the resources devoted to the financial sector. In FY97 the Bank allocated roughly 
$30 million to its financial sector work, with focus primarily on the longer term development 
issues. In the current FY. the resources devoted to the sector are projected to increase by 
50% to $45 million. with most of the increase devoted to the crisis management and crisis 
prevention work. Next year. which will be the first full year to use the additional resources 
made available through the Strategic Compact and the Special Spending Authority approved 
by the Board in January, the Bank will devote $65 - 70 million to its work in the financial 
sector. This will mean an increase of over I 00% from the FY97 base. 

• To support this dramatic increase in the Bank in the sector, the Bank has launched a crash 
program to increase staff capacity in the financial sector, including through secondments 
from member countries. and to update the skills base of its existing staff. At the time of the 
Hong Kong meetings, the Bank had about 120 financial sector experts. Since then, we have 
recruited or made offers to another 3 8 staff. This will mean an increase in the sector staff of 
one-third before June 1998: By June 1999, the Bank's plans are to increase total staff in the 
sector to 205-220. The major areas of recruitment are specialists in bank restrucruring, bank 
supervision, capital markets development, and financial economics. Details are provided in 
Attachment 6. In the corporate Restructuring and governance field, the Bank currently has 
25 specialists. Depending on country demands, the Bank would significantly enhance its 
staff capacity in this field too. 

Attachments 
I. Swnrnary of Past Bank Support for Financial Sector Reforms through Adjustment Related 

Lending (1996 OED Review) 
2. Crisis Management work in the Financial Sector in Thailand, Korea, and Indonesia 
3. Financial and Corporate Sector Work in Non-Crisis East Asian Countries 
4. Bank Experience and Capacity in Corporate Restructuring 
5. IFC Capital Market Operations - FY97 
6. Buildup in Bank Staff Capacity in the Financial Sector 
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Region Counlry lnslr. 

I 
AFR Ocnin SAL 

AFR Burkina Faso SIL 

AFR Cole D'Ivoire SAD 

AFR Ghana SAD 

SAD II 

Summ.iry of Past Dank Support for Financial Sector Reforms through Atljuslmenl Hduled I.ending (1996 O ED Review) 

Remove Dislortions Enhance Competi1ion Financial lnfras1ruc1ure 
Rights/ohligalions of financial agents. 

Dank Privatization. Rights/obligalions of financial agenls 
Removal of diffen:nlial 1axation/regulu1ion 
of banks; changes in reservi: ri:4uircmcnts 
in Oanking laxes, and in capi1al 
Requirements, res1ric1ions on allowi:d 
Banking praclices and on asset portfolios 
of the banks. 

Indirect Monetary Instruments Changes in prudi:111ial Regulalions, Danking 
(Discount window, open markel law. Accounting slandards. nonbanks 
Operalions, Treasury Bill regulation (invc)tlllent funds, Mortgage 
sales/auc1ion, Central Dank bill houses, leasing, Ins., h111kcrugc houses, 
sales/auction, repurchase). pension funds, savings/loan Coopcra1ives.). 
Interest Rale Changes in prudential Regula1ions, Banking 
Liberalization/Disman1le law, Accoun1i11g standards. nonbanks 
Subsidized Credit Dismantle Regulul ions (invi:slmenl funds, Mortgage 
Directed Credit houses, leasing, Ins., brokerage houses, 

pension funds, savings/loan Coops). Money 
murki:1 development. 

Interest Rale Bank Privatization Changes in Central bank Law. nonbanks 
Liberaliznlion/Dismanlle Regulations (invcstment funds, Mortgage 
Subsidized Credit. Indirect houses, leasing, Ins., brokerage houses, 
Mone1ary lnstrumenls pension funds, savings/loan Coopera1ives.). 
(Discount window, open market 
Operations, Treasury Bill 
sales/auction, Central Bank bill 
sales/auction, repurchase). 

Suenglhen Oanks 

Allachment I 
Page I of8 

nank supervision practice. rlank 
I( C)I n11:111ri ng/H cc.:u pit u I izut ion 

Dank supervision prac1ice. Dank 
res1ruc1uring/Recapi1aliza1ion 

Bank 
Restruc1uring/Recapi1aliza1ion. 
Bank lnslilUlional Reforms. 

nank 
Hestructuring/Rccapitulizution. 
Bank lnslilulional Reforms. 



Summnry of Past Bank Sup pore for Financial Seclor Reform:. mrough A1ljuslme111 Uelace1I l.cn,ling (1996 0£0 Hevicw) 

Region Country Instr. Remove Distortions Enhance Competition Fina111:ial lnfrastructun: 
AFR Guinea SAD Interest Rote 

l.iberalization/Dismantle 
Subsidized Credit. Indirect 
Monetary Instruments 
(Discount window, open 
market Operations, Treasury 
Bill sales/auction, Central 
bank bill sales/auction, 
repurchase). 

SAL Indirect Monetary Instruments Companies, bankruptcy, Changes in Central Dank Law. 
(Discount, window, open An1itrust/Cons11111cr Protection. Laws. Changes in prntlential Rcgulations, llanl.ing 
markets Operations, Treasury Remodt of difforential law, Accounting standards. Nonbanb 
bill sales/auction, Ccntral taxation/regulation of baul.s: changcs in ltegulation (investrm:nt funds, Mongagi: 
Oank bill sales/auction, reserve requirements in llanl.ing taxes, houses, leasing, l11s .• brokerage houses, 
repurchase.) and in capital 1te11uiremc111s, rcstrii.:tio11s pensio11 funJs, savi11gs/loa11 Cooper ativ..:s.). 
Capitol Account on allowed 11anking practiei:s a11d on Money marl.ct Jcvclopment. Rights/ 
Liberalization. asset portfolios of the banks. 

AFR Guinea Bissau SAL Interest Rate Changes in Central Dank Law. 
I .ibcralizntion/Oismantlc: 
Subsidized Cn:dit. 

AFR Kenya SAD Interest Rate Changes in prudential Regulations, Danking 
l.ibi:rnliz.ation/Oismantlc: law, Accounting standards. Nonbanks 
Subsidized Credit. Indirect Regulation (investment funds, Mortgage 
Monetary Instruments houses, leasing, Ins .• brokerage houses, 
(Discount window, open pension funds, savings/loan Cooperatives. 
market Operations, Treasury 
bill sales/auction, Central 
Bank bill sales/action, 
repurchase. 

AFR Madagascar SAD Dank Privatiution 

Strengthen nanks 

Allachmcnl I 
Paagc 2 of8 

nank supervision practice. 

Dank supt:rvision practice. 
Bank 
Hestructuring/Recapitalization. 
Bank Institutional Hi:forms. 

Dank supervision practice. Bank 
It est ruct uring/ lt ccapi ta l iza t ion. 

Dank 
Restructuring/Recapitalization. 

. 

. . 



Region Counlry 
AFR Madagascar 

I 

AFR Malawi 

AFR Mauritania 

AFR Mozambique 

AFR Senegal 

Summary of Past Dank Sup11or1 for Financial Seclor Reforms lhrough A<ljuslmenl llel»le<l Lending (1996 OED Review) 

Instr. Remove Dislortions Enhance Compel ii ion Fina111:ii1l lnfras1ruc1urc 
SIM ln<lirec1 Monc1ary lns1rumen1s Removal of Jifferenlial Changes in pru<lenlial Rc:gula1ions, Oanking 

(Discounl winJow, opcn la>.alin11/rcgula1iun of h,111!-s: d1angcs in law. Accounling slamlarJs. 
mnrkel Opernlions, Treasury reserve rcquiremcnls in Banking laxes, Righ1s/uhliga1in11~ of financial agenls. 
Bill salcs/auclion, Ccn1ral un<l in capillll Rcquircmenls, res1ric1io11s 
Hank bill sales/a11c1ion, on allowed llanking prac1ices and non 
r.:purchasc. 11sse1 portfolios of 1hc banks. 

FIL Indirect Monetary lnslruments Companies, bankruptcy, Nonbanks Rcgula1ion (inveslmenl funds, 
(Discount window, open Antilrust/Consumc:r Protec1ion. Laws. Mor1gagc houses. leasing, Ins., brokerage: 
marlcet Operations, Treasury houses, pension funds, savings/loan 
bill sales/auction, Cenlral Coopcn11ivcs.). 
Danie bill sales/auction, 
repurchase). 

SAD Interest Ra1c Changes in pruJenlial Rcg11la1ions, Banking . . 
Liberalization/Dismantle law, Accounling slnndarJs. 
Subsidized Credit. Indirect 
Monelary lnslruments 
(Discount window, open 
market Operalions, Treasury 
llill sales/auction, Ccnlral 
Oank hill snles/auction, 
repurchase). 

TAL Changes in prudcnlial Regulalions, Oanking 
law, Accounling slandards. Nonbanks 
ltegulnlion (investmenl funds, Mortgage 
houses, leasing, Ins., brokerage houses, 
pension funds, savings/loan Cooperatives.). 

SAL Changes in prudential Regula1ions, Banking 
law, Accounting slandards. 

S1rc:ngthen n anks 

nank 

Attachment I 
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Rcs1ruc1uring/Recapi1nlization. 

nank lnslilutional Reforms. 

Dank supervision prac1ice. Bank 
Restructuring/Recapi1aliza1ion. 



Summary of Past Dank Support for Financial Sector Reforms through Adjuscment Related Lending (1996 OED Review) 

Region Country Instr. Remove Distortions Enhance Competit ion financial Infrastructure 
AFR Scni:gal SAD Interest Rati: Libcralizalion/ Oank Privati.rulion. Removal of Changes in prudenlial Regula1ions, Danking 

Disman1le Subsidized Cri:dil. dini:rential taxation/regulJtion of banks: law, Accounling standards. Nonbanks 
Dismantle Directed Credit. changes in ri:ceive requiremenls in Regulation (investment fund s, Mortgage 

n anking taxes, and in capital houses, lea~ing, Ins., brokerage houses, 
ltequ ire111en1s, restdct ions on ullmved pension funds, savings/loan Cooperatives.). 

II Uanking practices and on asset portfolios 
of the: banks. 

AFR Tanzania SAD Interest Rate Dank Privatiiation Changes in prudential Regulations, Danking 
Liberalization/Dismantle law, Accounting standards. 
Subsidized Credit. Dismantle 
Directed Credit. 

SIL . Nonbanks. Rc:gulation (investment funds, 
Mortgage housi:s, leasing. Ins., brokcr.ige 
houses, pension funds, savings/loan 
Cooperatives.). 

AFR Uganda SAD Interest Rate Dank Privatization. Changes in Central Dank Law. 
Liberalization/Dismantle Changes in prudential Regulations, Banking 

I Subsidized Credit. Dismanlle law, Accounting standards. Nonbanks 
Direcled Credil. Regulation (investment funds, Mortgage 

houses, leasing, Ins., brokerage houscs, . 
pension funds, savings/loan Cooperatives.). 

EAP China TAL Interest Rate Liberalization/ Companies, bankruptcy, Changes in prudential Regulations, Banking 
Dismanlle Subsidized Credit. Antitrust/Consumer protcclion. Laws. law, Accountini; standards. Nonbanks 
Indirect Monelary Instruments Hc:gulation (investment funds, Mortgage 
(Discount window, open houses, leasing, Ins., brokerage housc:s, 
market Operacions, Treasury pension funds, savings/loan Cooperatives.). 
Bill sales/auction, Central Rights/obligations of financial agents. 
Oanlc bill soles/auction, 
repurchase). Dismanllc: 
Directed Credit. 

Strengthen Oanks 

Attachment I 
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nank supervision praclice. 
Dank Res1ructuring/ 
Recapitalization. 

Dank supervision practice. 
Dank Restructuring/ 
Recapi talization 

Dank supervision practice. 
Dank Restructuring/ 
Recapitalization. Dank 
Institutional Reforms. 
Dank supervision practice. 
Dank Restructuring/ 
Recapitalization. Dank 
Institutional Rcfom1s. 

nank supervision practice. Dank 
Institutional Refonns. 

. 

. 



Summary of Past Dank Support for Fi1111ncial Sector Reforms through Atljustment Hel11te1l l.en,Jing ( 1996 OEO lleview) 

Region Country Instr. Remove Distortions Enhance Competition Financial Infrastructure 

EAP Indonesia SAD Nonbanks. Regulation (investment funds, 
Mortgage houses, leasing, Ins., brokerage 
houses, pension funds, savings/loan 
Cooperatives.). 

SAL Interest Rate Oank Privatization. Changes in prudential Regulations, Oanking 

Liberalization/Dismantle ron:ign (bank) ownership laws. law, Accounting standartls. Nonbanks 

Subsidized Credit. Indirect Regulation (investment funds, Mortgage 

Monetary Instruments houses, leasing, Ins., brokerage houses, 

(Discount window, open pension funds, savings/loan Cooperatives.). 

market Operations, Treasury Rights/ubliga1ions of financial agents. 
Dill sales/auction, Central 
Dank bill sales/auction, .. 
repurchase). Dismantle 
Directed Credit. 

FIL Removal of differential Changes in prudential Regula1ions, Oanking 
1axa1ion/regula1ion or banks: changes in law, Accounling standards. 
reserve requirements in Banking taxes, llights/ohligations of financial agenls. 
and in capital Requirements, restrictions 
on allowed Oanking practices and on 
assc:t portfolios of the hanks. 

EAP Lao, P.O.R SAL Interest Rate Changes in Central Dank Law. 

Liberalization/Dismantle 
Subsidized Credit. Indirect 
Monetary Instruments 
(Discount window, open 
market Operations, Treasury 
Bill sales/auction, Central 
Dank bill sales/auction, 
repurchase). 

EAP Philippines SAD Companies, bankruptcy, Changes in Central Bank Law. Changes in 
Antitrust/Consumer Protection. Laws. prudential Regulations, Banking law, 
Removal of differential Accounting standards. Nonbanks Regulation 
taxation/regulation of banks: changes in (inves1mr:11t funds, Mongagc houses, leasing, 
reserve requirements in Oanking taxes, Ins., brokerage houses, pension fonds, 
and in capital Requirements, restrictions savings/loan Cooperatives.). 
on allowed llanking practices and on 
asset portfolios of the banks. 

Streng1hen Danks 

Attachment I 
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Oank supervision practice. 

Oank supervision practice. Bank 
It esl ruct u ring/ llecapil a Ii za1 ion. 

Oank supervision practice. Bank 
Restructuring/Recapitalization. 

Dank 
Restructuring/Recapitalization 

-



Summary of Past Bank Support for Financial Sector Reforms 111rough Adjustment ltelate,I I.ending ( 1996 OED Review) 
Region Country Instr. Remove Distortions Enhance Competition financial Infrastructure 
ECA Albania SAD Companies, bankruptcy, Changes in Central Oank I.aw. 

Antitrust/Consumer Protect ion. Luws. 

ECA Annenia TAL Rights/obligations of financial agents. 

ECA Oulgariu SAL Interest Rate Companies, bankruptcy, Changes in Central Oank Law. 
Liberalization/Dismantle Antitrust/Consumer Protection. Laws. 
Subsidized Credit. Indirect 
Monetary Instruments 
(Discount window, open 
market Operations, Treasury 
bill sales/auction, Central 
Dank bill sales/auction, 
repurchase). ' .. 

ECA Estonia FIL 

ECA FYR SAD Dismantle Directed Credit. Dank Privatization. Companies, Changes in prudential Regulations, Banking 
Macedonia bankruptcy, Antitrust/Consumer law, Accounting standards. 

Protect ion. Laws. 
ECA Hungary SAL Foreign (bank) ownership laws. Changes in Central Bank law. Changes in 

prudential Regulations, Banking law, 
Accounting standards. 

SIM Changes in prudential Regulations, Banking 
law. Accounting standards. Nonbanks 
Regulation (investment funds, Mortgage 
houses, leasing, Ins., brokerage houses, 
pension funds, savings/loan Cooperatives.). 

ECA K a.znk hst oo SIL Rights/obligations of financial agents. 

ECA Latvia FIL Rights/obligations of financial agents. 

ECA Lithuania FIL Companies, bankruptcy, Changes in prudential Regulations, Banking 
Antitrust/Consumer Protection. Laws. law. Accounting standards. 

ECA Poland SAD Interest Rate Companies, bankruptcy, Changes in prudential Regulations, Banking 
Liberalization/Dismantle Antitrust/Consumer Protection. l.uws. law. Accounting standards. 
Subsidized Credit. Dismantle ltights/obligations of linnncial agents. 
Directed Credit. Capital 
Account Liberalization. 

Allachmcnt I 
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Strengthen Oanks 
nank 
Hc~tructuring/Hccapitalization. · 
Bank Institutional Refonns. 
Dank supervision practice. Bank 
lnslituti,)nal lkfonns. . 

Bank 
Rcstructuring/Recapltalization. 
Dank Institut ional Reforms. 

Dank Restructuring/ 

. 

. 

Recapitalizati<>n. Oank Institutional 
He forms. 
Bank supervision practice. Dank 
Restructuring/Recapitali zation. 

Dank supervision practice. 

Bank supervision practice. 
Dank Restructuring/ 
Recapitalization. Dank 
Institutional Refom1s. 

Oank supervision practice. Bank 
Restructuring/ Recapitalization. 
Oank 
Restructuring/Recapitalization. 
Dank Institutional Refonns. 
Dank supervision practice. Bank 
Restructuring/Recapitali zation. 



Summary of Past Dank Support for Financial Sector Reforms through Adjustment Hdated Lending ( 1996 OED Review) 

lkgio11 Country Instr. Ri:movi: Oistortinns Enham:i: C11111pclitio11 Financial 111 frastruchm: 

ECA Poland SAL l11lcrc:sl Rate Hi:moval of diffcri:ntial Changes in prudcnlial Regulations, Banking 

I .ihi:ruli,nt io11/[)is111,111t le taxatin11/regulatin1111f hanb: changes in law, i\ccou11ti11g sw11danls. Nonhanks 

Subsidized Crc:dit. Indirect rc:servi: re11uire111i:nts in l\anl..ing taxes, lli:g11latio11 (investment funds, Mortgage 

Monetary Instruments and in capitul Hcquiri:menls, rcslrictio11s houses, kusing, Ins., brokerage houses, 

(Discount window, open on allowed Oanking practices and on pension fund s, savings/loan Cooperatives.). 

market Operations, Treasury asset portfolios of the banks. 
Bill sales/auction, Central 
Dank bill sales/auction, 
repurchase). 
Capital Account 
Liberalization. 

SAL II 
. Changes in pnidential Regulations, Oanking . 

law, i\ccounting standards. 

ECA Russia SIL Changes in prudential Regulations. Banking 
law, Accounting slandards. 

ECA Slovak Rep. SAL lndirecl Monetary Instruments Rank Privatization Nonbanks Regulation (investment funds, 

(Discount window, open Mortgage Regulation (investment funds. 

market Operations, Treasury Mortgage houses. leasing, Insurance, 

Bill sales/auction, Central brol..eragc houses. pension funds, 

Oank bill sales/auction, savings/loan Cooperatives.). Money market 

repurchase). development. Rights/obligations of financial 
agents. 

ECA Slovenia SAD Dank Privatization. Changes in prudential Regulations, Danking 
Laws, Accounting s111ndards. 
Rights/obligations of financial agents. 

ECA Turkey SAD Interest rate Nonbanks Regulation (investment funds, 

Liberalizalion/Dismantle Mortgage houses, leasing. Insurance, 

subsidized Credit. Indirect brokerage houses, pension funds, 

Monetary Instruments savings/loan cooperatives.). Money market 

(Discount window, open development. 

market Operations, Treasury 
Dill sales/auction, Central 
Dank bill sales/auction, 
repurchase). Dismantle 
Directed Credit. 

S1rcng1hcn flank s 
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Bank supervision practice. 
lla11k Restructuring/ 
ltccapitaliLat ion. 

Oank Restnicturing/ 
nccapitali,ati1111 
Dank supervision practice. 
Rank Institutional Refonns. 
Oank supervision practice. 
Bank Restructuring/ 
Recapitalization. 

Oank supervision practice. 
lla11k Restructuring/ 
Recapitalization. 
Dank supervision practice. 
Dank Institutional lleforms. 



Region Cou111ry 
ECA Turkc:y 

LAC Argenlina 
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Summary of Past 811nk Support for Financial Si:clor He for ···- ... rough Adjuslmcnl ltclalcc.l I.enc.ling ( 1996 Ot::O Review) 

Jnslr. lkmovc Dislortions Enham:e Ct1111re1i1 ion r:in.11u.:i:1 l l11fras1ruct11rc 
SAD II lnterc:st Rnte Nonbanks lkgulation (investment funds, 

l.ibcrnlizntion/Oismontlc Mortgage houses, leasing, Insurance, 
Subsidized Credit. lntlirccl brul..erage houses, pension funds, 
Monelory Instruments. savings/loan Cooperatives.). Money market 
(Discounl window, open tlcvclopment. 
markcl Operations, Treasury 
Dill sales/auction, Ccnlral 
Bank bill sales/auction, 
repurchase. Dismantle 
Directed Credit. 

SAL ln1erest Rate Dank Privatization. Removal of Changes in Central Dank law. Changes in 
Liberalization/Dismantle diffcn:n1ial taxation/regulJlion of banks; prudential Reg11la1ions, Banking law, 
Subsidized Credit. Dismanlk changes. in reserve requirements in Accou111 ing s1amlartls. Nonbanks Regula1ion 
Direc1ed Credit. Banking, taxes, anJ in capi1al (investmc111 funds, Mongage houses, lc:asing; 

Requirements, res1ric1ions on allowed ins , brokerage houscs, pension filnds, 
Banking prac1ices and on 11sse1 portfolios savings/loan Cooperatives.). 
of1hc banks. 

FIL Removal of diffc:rcntial Nonbanl..s Regulation (investment funds, 
taxation/n:gulation of banl..s: i:hanges in Mortgage houses, lea~ing, Insurance, 
reserve requiremen1s in Banking, taxes, brul..crage houses, pension funds, 
anti in capital Requirements, restrictions savings/loan Cooperatives.). 
Ill\ ullmvetl llank ing 11rn1:tices nntl 0 11 

usscl portfolios of the hanl..s. 

TAL Nonbanks Regulation (investment funds, 
Mortgage houses, leasing, Insurance, 
brokerage houses, pension funds, 
savings/loan Cooperatives.). 

SAD lnteresl Rate Changes in prudential Regulations, Banking 
Liberalization/Dismantle law, Accounling standards. 
Subsidized Credit. Dismanlle lligh1s/obligations of financial agents. 
Directed Credit. 

S1n:11g1hcn Oanks 
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Oank supervision practice. 
Bank Institutional llefonns. 

Dank supervision practice. Bank 
res1ructuring/Hecapitalization. 

Dank supcrvi~ion prac1icc. 
nank Insti tutional Ht:forms. 

Dank Institutional Reforms. 

Dank supervision practice. Bank 
Res1ruc1uring/Recapi1alization. 

-

-



C risis Managemt!nt Work in the Financial Sector 
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Thailand 

Staffing an_tl missions 

• Six Bank missions focusing on the financial sector have 
taken place in Thailand over the period July 97 - April 98. The 
next mission is planned fo r May 98. 

• The res ident 1.::ipacicy of the decentralized Bangkok Office 
has been strengthened. with two full-t ime financ ial sector Bank 
staff working in Bangkok since November 97. 

• Some 150 consultants financed under a Bank technical 
assistance loan have been involved in the financial institution 
reso lution process since Nov. 97. The majoriry of them have 
assisted the Financial Sector Restructuring Authoriry (FRA). 

Financial policy reforms and directions. 

• The Government's rough stance in closing 56 out of 58 
suspended tinance companies in early Dec. was well received by 
the market. The :iuthonc1es are now in the process of auctioning 
orf the assets of the 56 closed finance compan ies. 

• Thailand is on the right track and should stay the course by 
carrying out financial reforms. Financial sector distress should 
continue to be addressed resolutely and in a transparent fashion. 

• Central Bank intervention in 4 undercapicalized banks and 
the writing off ot' existing shareholders is a step in the right 
direction. 

• A new bank ing law has been enacted. 

Lending programs for the financial sector 

Tt!cl111icui assiwmce 

• TA loan (S 15 mn) approved in 9/97. 

liquidity u11d other policy support 

• first adjustment loan: Financial Companies Restructuring 
($350 mn) approved in 12/97. 

• second adjustment loan: Economic and Financial 
Adjustment (S3 50-400 mn) - expected Board presentation 
summer. 

Tru.'it fun ti .mpport 

• IDF grant ($0.4 mn) approved in 2/98: 

• PHRD grant (S 1.2 mn) approved in 2/98. 

Near-term assistance to financial sector reform 

• Financial secwr restructuring: facilitate recapitalization of 
non-intervened banks and finance companies through stricter 
loan classification and provisioning requirements. Develop a 
resolution and privatization strategy for the 4 intervened banks. 

• Corporate rl!structurin,:: fac ilitate and monitor debt 
restructuring in tinancially distressed corporations. 

• Resol11rio11 of ~uspentied Jinanc:e c:ompwries: assist the 
authorities in disposing of the assets of the 56 fi nance companies 
tak<!n over. Auction of non financial assets is ongoing; auction of 
core assets expected to start shortly. 

• Enhanced supervision: strengthen the supervisory capacity 
of the Bank of Thailand and the Ministry of Finance. Develop a 
comprehensive framework for the supervision of all financial 
institutions and activities. 

• Stronger rl!gulurory and lt!g11/ frum l!w11rk: review and 
upgrade existing framework: change foreclosure and bankruptcy 
process further co facil itate resolut ion of the tinancial cns1s. 
improve governance. and encourage prudent risk taking. 

• Ratio11alizatio11 of liquidity support: establ ish a new pol icy 
framework fo r liquidity support (via FIDF) to restrain fiscal 
coses. Introduce transition plan to depos it insurance. 

• Improved guvernunce: upgrade Jccouncing and auditing 
standards. improve disclosure to encourage market discipline 

Coordination with IMF 

• WB: focus on finance companies. supervisory framework; 
governance: analyncal work on corporate restrt1cruring, 
development of government bond markets. and long-term 
strategy for financ ial system development 

• IMF: focus on commercial banks and strengthening 
supervision with \V B. WB/IMF discussions are ongoing to 
develop a plan for government assistance for the recapitalizing 
non-intervened banks. 



is is M anagement Work in the Financial Sector 
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Korea 

Staffing and Missions 

• Fi"e Bank missions focusing on the financial sector 
have taken place in Korea over the period Dec 97 -
April 98 . .-\ mission is presently in Seoul. 

• An office in Seoul is being established and 
recruitment of I and possibly 2 resident fi nancial 
sector specialists is underway. 

• The Financial Sector team working on Korea 
involves 9 WB staff. I staff member liaising with 
the corporate restructuring team. and 6 consultants. 

Financial policy reforms and directio ns 

• The financial structure of the Korean economy 
remains fragile. GOK has instructed chaebols to 
agree co debt reduction and restructuring plans with 
their main banks. Government is putting in place 
appropriate incentives to drive the necessary 
restructuring. 

• The ne\\. ly created Financial Superv.isory Board 
( FSB) \\ ill coordinate crisis-related actions. 
working with the Blue House. central bank and 
finance ministry. FSB is proceeding aggressive ly 
and has asketl for assistance in the design and 
implementation of a new supervisory structure 
(consolidating banking, securities and insurance 
supervision). 

• A number of merchant banks have had thei r 
licenses revoked and the government is working to 
resolve these institutions. 

Lending programs for the financial sector 

liquidity und other policy support 
• Economic Rc!structuring Loan ($3 billion approved 

in 12/97) 

• Structural adjustment loan ($2 billion approved in 
3/98) 

Trusr fund support 
• PHRD grant (51.4 mn) approved in 3/98 

Near-term assistance to financia l sec tor refo rm 

• Recapiwli=cuicm of intervened hunh: Bank is 
supporting FSB in privatization of Korea First 
Bank and Sc!oulBank. Proposals from six. 
investment banks have been received and an 
international audit tirm has initiated pre
privatization due diligence and valuation. Bank 
has three experts working to support these 
privatizations. 

• Review of other bank rehabilitallon plans: Bank is . 
supporting selection of consultants to assist in the 
rev iew of commercial bank rehabilitation and 
recapitalization plans. 

• Developmenr ufrestntcturing strwegy: Bank held 
full-dav workin2 session with FSB mana!.!ement on . - -
April 15. which included outside experu involved 
in the crisis resolution strategies of Chile ( 1981-
86). Mexico ( 1982-85. 1994-presenc) and Sweden 
( 1990-93), co review their experience. The 
presentations will be followed by discussions on 
alternative me:ins of resolving the Korean situation 
to assist in refining an overall strategy. 

• Chaebul debt reduction: Bank (and IMF) are 
supporting FS B · s program of reviewing debt 
reduction plans submitted by chaebols to their main 
bank. 

• Capital market develvpment: Bank performing 
diagnostic work to support development of capital 
markets. including the elimination of impediments 
to a comprehensive crisis resolution program. A 
public/private cask force has bet:n formed for bond 
market development. with direct support of Bank 
team. 

Coordination with IMF 
• Bank is working closely with the IMF to develop 

with FSB a program of support for the institutional 
development of the supervisory agency and 
upgrading of prudential regulations. 

• Bank is also working with IMF on developing a 
similar program for KAMCO. the asset resolution 
agency. 

• Bank and IMF missions include shared staff. 
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Indonesia 

Staffing and miss ions 

• Eight Sc!p:.ir:ue bank missions since July 97: two full- time 
staff :iltc!rn:iting betwc::c::n Washington and Jakarta: one full-t ime 
staff assigned .to RSI as of ~/l 4/98. 

• Use to dace of one:: in-house attorney, three outside attor-
neys. two of the Big Si:-: accounting firms. 

Overview 

The Thailand crisis provided a ··wake-up·· call for market par
ticipants in Indonesia. As creditors and investors focused on the 
c::conomy's micro-underpinnings. the result was capital flight 
:ind currency depreciation. Key causes of the crisis were: 

• Poor u11tler-wriri11g criteria and lax supervision and regu
lation had resulted in (a) heavily impaired loan portfolios: (b) 
excessive exposure co exchange rate risk: and (c) property expo
sure for in excess of the! market's absorption capacity. 

• Persiste11f lack of transparency in policy fo rmulation and 
impleme11fatio11. together with a slowdown in policy reform 
undermined contidence and credibility. 

Financial policy reforms and directions 

• In 11/97. 16 banks were liquidated: in 2/98. 54 banks were 
placc::d under the newly created IBRA. In 4/98. !BRA suspended 
7 banks and assumc::d control of 7 others. 

• Priorities are to determine the level of insolvency. whether 
owners have the c:ipacity to fix existing problems. and whether 
co recapitalize. merge. or liquidate problem ba~. 

Programs for Financial Sector Support 

• PHRD Grunt- S.'J47,920 approved. 

• Banki11g Reform Assistance Project - S20 million. Provides 
TA for implementation of banking reforms (approved December 4, 

1997 and made effective on April 8. 1998). 

• Structural At/jmtme11t luu,r - SJ billion. Documents the re
form program on a broad range of issues and details progress and 
expectations in the tinancial sector. (Board date: April _ ,98). 

• Bunking Reform Assistance Project II (possible) - S2S mil
lion. To provide additional technical assistance for implementation 
of banking reforms. especially debt-recovery activities (Board date: 
July - September, 1998). 

• Prcscrw! 11 c:ore b1111ki11g l_YStem that 1::111 t:oncinue co pro
vide credit. ldc::nti fy and assist viable institutions. Find foreign 
strategic invc::stors :ind fore ign banks who might co provide as
sistance via :i man:igemenc contract. 

• Resolve tlte problems of privme und srute-hank.r. Identify 
the weak institutions which are th reaten ing monec.iry stability 
and/or the soundnc!ss of the financial system: transfer the assets 
and liabilities of thc!se institutions co other more sound banks or 
place them under !BRA to get control and to limit potential 
losses. Use mergers. down-sizing and transfer of assets and li
abilities to more sound institutions to strengthen the financial 
system. 

• Minimizej1Scul impuc:t by maximizing debt recovuy. Cre
ate an AMC co focus on debt collection of banks shown to be 
insolvent and non, iable. 

• Develop the legal u11d regulatory infrastructure and attract 
strategic invel·tors.. Establish the le;al and instituuonal infra
structure for contract enforcement. collateral perfection .ind debt 
recovery. Recruit fore ign institutions to enter mto management 
contracts and strategic investments. Accelerate the process of 
privatization and eliminate all impediments co foreign ownership 
of both private and scare-banks. 

Assistance to the Financial Sector 

• Slrcuegic Advfa·ory Services. Provide I BRA and Bl with 
advisory services. recruitment of teams of international consul
tancy tirms. coordination of the work of these consultants. 

• Portfolio Review.~ . Engage internationally recognized 
finns co conduct Portfolio Reviews of state and private banks. 

• Merging Stare Banks. Advise !BRA on priorities and se
quencing of actions to merge. resolve problem debts and ulti
mately privatize the state banks. 

• Reltabili1atio11 of Problem Bunks. Assist IBRA in reha
bilitating/resolving problem banks: designing regulatory. man
agement and performance contracts. 

• Diagnostic Revie111:r of the li:;:ul Fmmew{}rk. An action 
plan for legislative. regulatory and institutional chang~ to im
prove financial sector legal infrastrucrure. 

• Supervisory Capabilities. Advise in strengthening Bi's ex
amination and enforcement capabilities. and in its overall or
ganizational structure. 

Coordination with IMF and ADB 
• Financial Secwr Adjustment Loan (possible) - S600 million. 
To support financial sector refonns (Board: July-September, l 998). • Beyond initial crisis stages. the Fund will work to 

strengthen Bl: the ADS is focusing on the Regional Develop-

Financial St:ctor Str . .uegy 

• !11creu.w: ccmjide,,ce. A full government guarantee to all 
depositors and creditors of locally-incorporated commercial 
banks. 

• lucreuse tram1p11rency. Initiate international audits. 

ment Banks and on private banks that remain under Bl: and the 
Bank will focus on building capacity at !BRA. resolving IBRA 
banks. and assisting in long-term sectoral development 

• The Bank/Fund relationship has evolved into a constructive 
relationship with good information-sharing and true te:un work. 
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Financial anc.f Corporate Sector Work in Non-Crisis East Asian Countries 

China 

• A financial sector technical assistance credit is being implemented under which the Bank is 
financing central bank capacity building for monetary policy formulation. management. and 
supervision of financial institutions. 

• Numerous studies have been prepared for the Chinese on financial sector development: state 
bank reform. capital market developments, trust and investment companies. non-bank 
financial institutions. 

• The Bank has been working on diagnostics of two major SoCBs to identify the problems they 
face : corporate governance, financial management. human resources. 

• Several workshops have been organized to update the Chinese on lessons of East Asia crisis. 
• An EDl banking skills program and a PHRD funds to assist commercial banks: 
• An ongoing accounting project for developing financial infrastructure 
• Financial sector work in rural area through several operations to the agricultural sector. 
• The Bank has been doing substantial work in enterprise reform. most recently Ch ina·s 

Mana!Zement of Enterprise Assets: the State as Shareholder. issued in June 1997. 

Malavsia 

• Recent Bank CEM mission has reviewed the financial sector and corporate governance: and 
proposed policy reform measures ( e.g., supervision and regulation. war room strategy to deal 
wi th downside risks). Th.e CEM mission had extensive discussions with the Central Bank 
before a major package was announced on March 25 

• After extensive consultation with the IMF staff and in agreement with the IMF senior 
management. the Bank will take the lead in follow-up TA for the financial sector. The areas 
of possible assistance include (a) early warning system (in collaboration with IMF). (b) 
liquidity management. (c) deposit insurance, and (d) deepening capital mru-kets. Bank staff 
participated in IMF MAE mission. 

Monu:olia 

• A proposed line of credit operation to Mongolia banks to help finance and provide TA for 
good commercial banking practices. 
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• Funded by a PHRD grant. the Bank has been providing technical assistance to help 
:itrengthen the regulatory and supervisory frame,,ork. bank management. and financial sector 
development. . 

• The Bank conducted a joint'mission with the IMF MAE to review the financial sector 
conditions. This is being followed up with a Banking Sector Enhancement Loan co support a 
program of financial sector reform. TI1e program focuses on strengthening prudential 
regulation. improving market-based incentives for bank operations. 

• A separate loan to address issues for contractual savings (housing and pension reforms) is 
being discussed. 

• A housing financing TA loan is under preparation. 

Vietnam 

• Financial sector has been priority for the Bank assistance: the Bank approved a banking 
paymem system and modernization credit in 1995. and prepared a study .. Agenda for 
Financial Sector Development in the same year. 

• The Bank has been providing assistance in training of commercial bankers. 
• Proposed SAC II contain financial sector reform 
• A proposed PHRD for financ ial sector strengthening. 
• >letherlands grant for audit of SoCBs is implemented by the Bank. 
• Government accounting and ministry of Finance modernization TA assistance project is 

being prepared. 

:-.;: s1a1fdir'ldiana1:utachJ.Lloc 
0~/1 5, 911 9 ·~0 AM 
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Bank Experience and Capacitv in Corporate Res tructuring 

The 8:mk h:is contributed to corp9rn.ce restructuring in a large number of countries over the past 
ten yt!ars. 

• The! most important work towards the end of the 1980s was in Latin America. where we were 

involved in restructuring such activities as fertilizer and steel in Mexico. steel and cement in 
Brazil. forest industries in Chile and Argentina This work has continued in the large scale 
privaciz::uion in tradable sectors as part of structural adjustment undertaken in the context of 
the debt crisis. More recently, this work has expanded into infrastructure where we have 
bet!n heavi ly involved in deregulation and increased private panicipacion in almost ::ill of the 
L::itin .-\merican countries. 

• [n Eurooe. Central Asia. we began corporate restructuring work in Hungary and Pol::ind well 
berore the break-up of the Soviet Union. Very quickly, the importance of bank-enterprise 
linkages became an integral part of the structural adjustment. privatization and fi nancial 
secror reform in almost all of the cwency-six counmes that now comprise this region. 

• In .-\frica. South Asia and the Middle East our engagement has been in restructuring public 
t!nterprises and privatization in conjunction with adjustment programs and financial st!ctor 
reform. \Ve are also starting to work on the policy. legal and regulatory reform that is 
nect!ssary co underpin increased private participation in infrastructure. 

• Finally. in East Asia. we have had some involvement in some sec tors over a number of years. 
In the Philippines in particular. we have been involved in the tradable sectors for a number of 
years. and more recently are actively assisting with aspects of corporate restructuring in the 
infrastructure sectors. We have also been involved with advising on various aspects of 
private infrastructure provision in Indonesia and in Thailand. We are heavily committed to 
work on the current crisis. 

As a result of this long-standing engagement in work of this rype across all regions and in a wide 
variety of sectors, we have a significant pool of experienced staff who have capacity to 
contribute co this work as indicated below. 

Broad Area of Expertise 

Corporate Restructuring 
Corporate Governance 
Business environment, regulatory 

framework and privatization 

N:l!.1:11lilin.l1ana au.:ich4.t.loc 
0-111 51911 11 ·55 .n1 

No. of Experiencc::d Staff 

15 
10 

75-90 
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IFC .Capital Market Operations - FY97 
(US$ millions) 

By Product 

Loans 
Quasi-Equity 
Equity 

Total 

1.425 
119 
801 

2.344 

By Institution 

Banking Institutions 926 
Insurance companies 23 
Housing/Mortgage Banks 64 
Leasing and Non-Bank Financial Institutions 648 
Collective Invesonent Vehicles 607 
Securities Markets Institutions 77 

Total 2.344 

Other Indicators 

N:\s~tluir\c.Ji.in:i\.ittacl!S.doc 
04/IS/98 11 :56 AM 

Staff (HL + LTC) 
Number of Projects in Held Portfolio 
Number of Countries 

96 
494 
76 
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BIIILDl 'P l.'i BA:'lh: ST,\FF C.\P.\ CITY I~ TIIE Fl:'l,\~f'I.\ L SECTOR 

(as of April I ./th. 1998) 

Financial Secto r Recruitment Activitv • 

STrlFF CAPACITY I OFFERS UNDER REVIEW I PIPELJNE 

Status New hires 

I 
Total :;tajf Under In the Total r~iew I 

Special~v 9/97 luffers ** ,:apac:ity ,...,. review pipeline pipeline 

Bank Restructuring / Resolution 10 9 19 .30 ..,~ 
_ .) 

Bank Supervision 10 4 14 21 22 
Capital Markers 10 4 14 .3 10 
Financial Economics ..,~ 

_ J 6 29 18 27 
Managers i Sector Le:iders 7 4 11 2 4 
Other Tech. Specialists 58 11 69 6 17 
Total 118 38 156 80 103 

• Includes long-term secondments from memoer countries 
•• New hires offers since Hong Kong Annual meetings 
• • • Staff capac ity ac the time of Spring meetings 1998 - including offers made 

Financial Sector Staff Capacity at the Time of Hong Kong Annual Meetings 

:i Out of total financial sector staff of 118 the top .30 financial sector experts had between them altogether 
• some 450 years of financial sector expertise, 
• averaging 15 years of experience in a financial institution. supervisory authority, central bank or 

comparable institution. and 
• ranging from 5 co 32 years of practical hands-on experience 

:i TI1e skill base of the World Bank tinancial sector staff covered 
• banking, bank restructuring and financial institution resolution 
• tinancial sector supervision 
• investment banking and capital markets 
• tinancial economics 
• other technical expertise. such as insurance, housing finance, payment systems. micro-. rural and SME· 

finance 

11 New Financial Sector Recruitment since Hong Kong Annual Meetings 

:i Financial sector staff capacity has increased in six (6) months by 32% from I 18 to 156, and is expected to 
be increased by the Fall Annual Meetings total by 50% up co about 180 staff. 

:i The new hires have on average cen to fifteen years of hands on financial sector experience in a tinancial 
institution. supervisory authority, central bank or comparable institution. 

a The recruitment effort is heavily weighted towards bank restructuring, asset/ financial institution 
resolution and banking supervision skills. 

a Of the new recruitment eight (8) or 21 % arc long-term secondments from member country authorities. 
Lon~-cerm secondments and other recruitment are complemented by use experts from member country_ 
authorities on short-term secondments. 

:i Recruitment effort covers worldwide markets - at this stage of new hires 1.3% come from Asia. 29% from 
Europe. 8% from Latin America. and 50% from the US. 

N:\s~lloir\cli~a·.1incpc1y.doc· 
04/ I S/98 I I :57 ,\:.I 

53 
43 
13 
45 
6 

23 
183 
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Executive Summary 

I. This paper has been prepared as background for the Spring 1998 meeting of the Development 
Committee. It looks briefly at the causes of the East Asia crisis, its impact, and lessons learned. It 
describes the Bank Group's response to date, and considers the implications of the crisis for the 
Bank's role going forward. 

2. Lessons Learned. Among the key lessons highlighted in the paper are the critical role of 
structural issues in precipitating and resolving financial crises-including the linkages between 
macroeconomic and microeconomic issues and the increasing synergies between short-term 
stabilization policies and longer-term development policies in addressing financial crises. These 
lessons indicate that response efforts must focus not only on financial and corporate structures, but 
also on issues related to social and environmental sustainability. 

3. Bank Response Strategy. While the crisis has raised different problems in each affected 
country, the need to address major weaknesses in the financial, corporate, and social sectors cuts 
across them all. Hence, these have formed the three pillars of the Bank's response strategy. Going 
forward, the Bank is strengthening its capacity to help countries prevent, anticipate, and manage 
crises. It has already taken steps to enhance its skills and expertise in the financial and social sectors; 
it also needs to focus on building its capacity to help clients deal with corporate sector issues, 
particularly those related to governance and transparency. These and other structural issues will be 
given increased emphasis in the analytical assessments that underpin the Bank' s Country Assistance 
Strategies. 

4. International Partnerships. The crisis has further highlighted the need for the Bank to work 
closely with a broad range of partners especially the IMF, in providing services to its clients. The 
Bank and the Fund have a long tradition of working together. However, the growing importance of 
structural factors and increased demands and constraints on both institutions require even closer 
coordination, building on the principles of synergy and symmetry. The structural issues where the 
Bank has primary responsibility need to be more closely linked with the macroeconomic issues where 
the Fund has primary responsibility. In certain areas, including areas of overlapping responsibility
such as the HIPC debt initiative, financial sector work, and data improvements-more coordinated 
work programs, greater cross-participation in missions, and joint documents and teams would be 
helpful. Bank and Fund management will prepare specific proposals for consideration by the Boards 
of the two institutions. 

5. Financial and Strategic Tradeoffs. Increased involvement in crisis-related work-including 
the possible need for large volumes of financial support-carries implications for the Bank' s financial 
capacity, and there are strategic tradeoffs with other institutional and development priorities. A wide 
range of options for improving the Bank's income balance and enhancing its risk-bearing capacity 
have been raised; these are being discussed with a view to reaching agreement on a series of measures 
by mid-1998. 
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I. Introduction 

1. Over the last three decades, no region of the world has experienced and sustained more 
rapid economic growth than East Asia. This growth has brought with it extended lifespans, 
increased educational opportunities, and a dramatic reduction in poverty. Thirty years ago, 6 out 
of 10 East Asians lived on less than one dollar per day; today, that proportion has been reduced 
to 2 out of 10. 1 Among the most serious threats posed by the recent financial crisis-in addition 
to the risks to the region's economic, social, and political stability-is that huge numbers of 
people brought above the poverty line over the last several decades will now begin to fall below 
it. As an institution whose core mandate is poverty reduction, the World Bank Group is active in 
supporting the international effort to restore confidence and sustainable growth to the region, and 
to protect the gains in poverty reduction. 

Il. The Crisis, Its Impact, and Lessons Learned 

2. There is broad consensus that the East Asia crisis differs from the financial crises of the 
1980s. Those crises had their roots in traditional macroeconomic problems-high fiscal deficits, 
overvalued currencies, and rapid money creation. By contrast, in most East Asian countries, the 
macroeconomic framework appeared broadly satisfactory when the crisis struck. 

3. From Miracle to Crisis. The investment boom and the surge in capital flows that 
preceded the crisis were based on East Asia's success-particularly its strong economic 
fundamentals and the structural reforms of the 1980s. But the pace and pattern of investment in 
recent years, and the way in which it was financed, made some countries vulnerable to a loss of 
investor confidence and a reversal of capital flows. This growing vulnerability was largely the 
result of private sector decisions; but these decisions took place in the context of government 
policies that provided too little prudential supervision and regulation of financial institutions and 
corporations for markets to operate knowledgeably and efficiently. Macroeconomic policies 
were generally sound. But pegged exchange rates, implicit guarantees, and non-market-based 
relationships among banks, corporations, and public sector agencies created strong incentives 
toward excessive short-term borrowing and risk-taking. These weaknesses in the policy 
framework were aggravated by undisciplined foreign lending and volatile international capital 
flows. 

4. Economic Impact. The same factors that caused the cns1s also meant that its 
consequences have been more severe than first anticipated. The loss of confidence had a large 
and immediate impact on domestic demand-both investment and consumption. Financial 
institutions and corporations were severely affected because of their high degree of leverage and 
the unhedged and short-term nature of their foreign liabilities. When the crisis struck, it eroded 
confidence in government ability to manage external payments and the financial system. The 

Vinod Ahuja, Benu Bidani, Francisco Ferreira, and Michael Walton, Everyone's Miracle? Revisiting Poverty 
and Inequality in East Asia, Directions in Development (World Bank, Washington, D.C.), 1997. 
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lack of transparency in the corporate sector made it difficult to distinguish good firms from bad, 
resulting in a severe extemaI2 and domestic liquidity crunch across the board. The three 
countries most affected by the crisis (Indonesia, Korea, and Thailand) have seen their near-term 
growth prospects collapse; Malaysia and the Philippines also face sharp slowdowns in economic 
activity.3 

5. Social Impact. The economic slowdown has meant massive layoffs. In Thailand, 
unemployment is expected to increase to about 6 percent or 1. 7 million people; in Indonesia, 
where some 4.5 million people were already unemployed, the number could reach 9 million; and 
in Korea, unemployment is projected to affect 1.2 million people this year (up from 0.5 million 
last year). The burden is particularly heavy on women, who are typically in the front line of job 
cuts. Dramatic currency depreciations and skyrocketing prices have shrunk real wages, with 
large poverty effects. Although the percentage of East Asia's population below the poverty line 
fell from 58 to 21 percent between 1975 and 1995, large segments of the populations of Thailand 
and Indonesia still live just above the poverty line. These people are especially vulnerable to the 
impact of the crisis, given the region's weak social safety nets and declining fiscal revenues for 
social programs. 

6. Environmental Impact. The environment also is at risk. Budget cutbacks for 
infrastructure and urban services carry serious implications for the urban environment. 
Deforestation is a major issue, given the devastation caused by last year's forest fires in 
Indonesia. East Asia has much of the world' s remaining tropical moist forest, but the large 
currency depreciations over the past year may have tilted incentives even further toward the 
logging of tropical hardwoods for export. This situation warrants a very close watch. 

7. Impact Outside the Region. While the crisis threatened to spill over to other developing 
countries, it has so far been contained. Emerging markets from Russia to Brazil came under 
pressure following the sharp decline in the Hong Kong stock market last October. These 
countries suffered sharp drops in stock prices, pressure on foreign exchange reserves, and rising 
interest rate spreads. Most countries responded to these pressures by tightening macroeconomic 
policies, and some-such as Argentina and Brazil-by accelerating structural reforms (see 
Box 1 ). Although growth prospects in the short term have been affected, the measures taken 
have so far been successful in avoiding a spillover of the crisis to countries outside the region. 
But risks remain. The external environment for developing countries is less favorable than it was 
12 months ago. 

2 

3 

Private capital flows shifted from an inflow of $93 billion in 1996 to an outflow estimated at $1 2 billion for 
1997 and projected at $ 10 billion for 1998. Public inflows have partly compensated for these outflows, 
increasing by $27 billion in 1997 and by a projected $24 billion in 1998. See International Institute of 
Finance, Capital Flows to Emerging Market Economies, January 29, 1998; includes Indonesia, Malaysia, the 
Philippines, Korea, and Thailand. 

For the region as a whole, l998's growth prospects have declined from 7.6 to 5.7 percent. See Global 
Economic Prospects and the Developing Countries: Short-Term Update 1998 (SecM98-74), January 30, 
1998. 
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Box 1: How Have Latin American Economies Avoided the Crisis? 

Latin American economies, which suffered from the December 1994 Mexican peso crisis, 
have withstood the recent East Asia crisis relatively well. What accounts for the difference and 
what are the lessons? The answer lies largely in policies. Latin American economies have 
generally been on a positive policy trajectory in recent years. They have taken steps to 
strengthen their financial systems, including establishing improved prudential regulation and 
supervision. Public banks have been privatized, restrictions on foreign participation have been 
eased, and weak institutions have been closed or absorbed by stronger institutions. Chile, 
Colombia, and Brazil have used taxes and reserve requirements to discourage short-term 
indebtedness in their corporate sectors. Mexico and Argentina have used active debt 
management policies to improve the maturity structures of their external debt. While 
competitiveness has been a long-standing concern in Latin America, macroeconomic restraint 
has moderated real exchange rate appreciation. Anc,ther factor that has helped Latin American 
economies maintain market confidence has been the authorities' timely policy response to the 
events in East Asia. In Brazil, for example, the government doubled overnight interest rates to 
more than 40 percent and introduced emergency measures amounting to a fiscal correction of 
about 2.5 percent of GDP. Other Latin American countries also have adopted prompt 
macroeconomic measures to preserve confidence and stem capital outflows. 

8. Lessons Learned. The East Asia crisis has underlined important gaps in development 
approaches, information, and analysis. Four broad lessons have emerged so far. 

• First, structural issues and governance are critical East Asia demonstrates that 
even in countries with apparently satisfactory macroeconomic performance, 
microeconomic weaknesses can undercut economic achievements. The elements of 
the structural reform agenda will vary from country to country, but the main pillars 
are interrelated: the financial sector, the business/corporate sector, and the social 
sectors. Hence, governments and international financial organizations need to focus 
much more strongly on these structural issues. 

• Second, the issue of transparency in economic policy decision-making, including the 
need for better information and data, has emerged as an urgent lesson for all 
countries. The crisis has also shown the need for a stronger competitive environment, 
characterized in part by a clearer arms-length separation between the public, private, 
and corporate sectors and timely information on the relationships among those 
sectors. 

• Third, the crisis demonstrates the linkages between short-term stabilization policies 
and longer-term development policies. Programs dealing with financial crisis must 
take into account both the immediate measures needed to restore confidence and the 
longer-term measures needed to ensure balance and sustainability beyond the crisis 
period. Thus, while crisis programs must include reform of financial and corporate 
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structures, they must also give sufficient emphasis to social and environmental 
sustainability. 

• Fourth, the crisis underscores the greater risks posed by excessive reliance on short
term capital flows. Good policies and institutions can reduce countries' vulnerability 
to sharp reversals in such short-term capital flows. But establishing these rigorous 
prerequisites takes time, and financial integration can expose countries to unforeseen 
shocks and amplify the effects of external or domestic disturbances. In this light, the 
risks stemming from some forms of external capital, especially short-term borrowing, 
need to be carefully assessed and, if appropriate, mitigated through stronger policies. 

III. The Bank Group's Response 

9. That the East Asia crisis had its roots in structural features has important implications for 
the World Bank Group, with its core mandate of poverty reduction and sustainable development. 
The Bank responded rapidly with a broad program supporting the emerging needs, including a 
pledge of up to $16 billion in incremental financing to support structural reforms and programs 
of assistance in key countries and sectors. (The speed of the Bank's response in East Asia is all 
the more important given that the slowness of its response was a concern in the 1994 Mexico 
crisis; reflecting on that lesson, the Bank took several steps to improve its ability to anticipate 
financial crises.) In addition, the Bank is working to improve its capacity to assist countries in 
preventing and managing financial crises, reaching out to partners to ensure a well-coordinated 
and effective response, and strengthening its analysis of financial crises and their implications for 
developing countries at large. IFC has been coordinating with the Bank in its efforts to respond 
to the crisis, particularly in the financial sectors and on corporate restructuring. 

A. The Bank 

10. The Bank's response has consisted of four major elements: immediate action on the 
ground-particularly in the financial, corporate, and social sectors; strengthening the Bank's 
capacity for farther action; collaborating with partners; and focusing the analytical agenda. 
These elements are considered in tum below and are summarized in Annex 1. 

1. Immediate Action on the Ground 

11. The affected countries require technical assistance, advice, and finapcial support to help 
manage the crisis and deal with structural reforms. This is especially the case in the financial , 
corporate, and social sectors-the main pillars of the Bank's crisis response strategy. The Bank 
is providing substantial assistance to address these needs, particularly in the three countries 
facing the most serious problems: Thailand, Indonesia, and Korea. 

12. Supporting Financial and Corporate Restructuring. The Bank's support for the design 
and implementation of financial and corporate restructuring has been tailored to the needs of 
each country. In Thailand, the Bank helped the government establish a financial restructuring 
agency to deal with creditors and depositors of suspended finance companies, set up an asset 
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management company to recover assets, and design policies to facilitate corporate recovery and 
financial sector reform.4 In Indonesia, the Bank's work has included designing measures to deal 
with nonperforming portfolios and insolvent banks; strengthen credit appraisal and risk 
management; and improve bank supervision, financial disclosure, and bankruptcy resolution.5 It 
also has included assistance on corporate financial restructuring with foreign creditor banks. In 
Korea, the Bank's $3 billion emergency reconstruction loan (ERL) has focused on support for 
corporate governance and competition policy, as well as the resolution of bankrupt merchant 
banks.6 In addition, the Bank is assisting the government in financial and corporate restructuring, 
including workouts for the large and heavily indebted corporate groups (chaebols) , financial 
restructuring assistance for the SME sector, and bank privatization. 

13. Enhancing Country Capacity for Economic Management.. The Bank also has been 
providing a large amount of technical assistance to Indonesia, Korea, and Thailand-as well as to 
China, Malaysia, the Philippines, Vietnam, and other countries-to help them deepen their 
policy and institutional capacity for economic management in an increasingly globalized 
environment. This assistance has included dedicated technical assistance operations (such as a 
banking loan to Indonesia, and financial and economic assistance to Thailand'); economic 
missions and special workshops and conferences (such as the Country Economic Memorandum 
mission to Malaysia, seminars in China8 and Vietnam, and the Asia Regional Economic Forum 
jointly sponsored by the Bank and the Asian Development Bank9); and the preparation and 
implementation of structural adjustment operations. 

14. Addressing Social Sustainability Issues. A further major element of the Bank' s response 
entails helping governments to manage the social consequences of the crisis (see Annex 2). The 
Bank has from the outset stressed the human and environmental dimensions in its dialogue with 
member countries, bilateral and multilateral institutions, labor unions, corporate bank groups, 
and NGOs. The Bank's concern has translated into action to help protect public expenditure 
targeted to the poor, enhance the quality of social services, improve the design and financing of 
social funds, strengthen social security systems for the unemployed and the elderly, and promote 
sustainable environmental management. For example: 

4 

s 

6 

7 

8 

9 

Thailand Financial Sector Implementation Assistance (R97-214), September 11, 1997; and Thailand Finance 
Company Restructuring loan (R97-287), December 23, 1997. 

Indonesia Banking Reforms Assistance (R97-266), December 4, 1997. 

Korea Economic Reconstruction loan (R97-289), December 23 , 1997. 

Thailand Economic Management Assistance (R98-23), February 26, 1998; and Thailand Economic and 
Financial Adjustment loan (under preparation). 

For example, The East Asia Crisis and Its Implications for China, Beijing, February 14, 1998, and several 
follow-up sessions. 

For example, the Seminar on Managing Financial Integration in Asia: Emerging Lessons and Prospective 
Challenges, Manila, March 10-12, 1998. 
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• In Thailand, the Bank is supporting a social action program to create jobs in rural 
areas and is preparing a $300 million loan for a social investment project that will 
provide income support, employment, and health and education benefits for the 
poor.10 

• In Indonesia, the Bank has committed over $360 million for rural development and 
the social sectors and restructured some of its existing portfolio to redirect funding 
toward employment and support for health and basic education; the Bank also chaired 
a special donor meeting on social implications of the crisis and support for the social 
sectors. 

• In Korea, the Bank' s $2 billion structural adjustment loan11 (which followed the $3 
billion ERL) includes a component on social protection. The measures in this 
program aim at increasing flexibility in the labor market while extending the 
unemployment insurance scheme to cover employees in small-scale enterprises. The 
Bank is also working with the government to reform the pension system and, more 
generally, to design a modem social safety net. 

2. Strengthening the Bank's Capacity for Further Action 

a. Bank Developmental Capacity 

15. The East Asia crisis has made clear the importance of timely and regular diagnosis of 
structural issues. The Bank has been focusing on these issues through its economic and sector 
work and Country Assistance Strategies (CASs). In addition, in the wake of the 1994 Mexico 
crisis, the Bank had already begun strengthening its crisis identification and response capacity by 
creating a Short-Term Risk Monitoring Group to identify emerging problems. 12 These efforts 
need to be stepped up in light of recent experience. In the context of the CAS, efforts are under 
way to improve the quality of the Bank's economic and sector work and to focus on structural 
issues of vital concern to clients. One element of this effort is a more systematic and regular 
assessment of structural policy concerns~specially in emerging markets. 

16. Financial Sector. Key to the Bank's response in East Asia has been the recent 
reinforcement of its financial sector capacity. At the Annual Meetings in Hong Kong-against 
the background of the emerging crisis-the Bank highlighted the need to further strengthen its 
capacity both to cope with the financial sector crisis and to assist its client countries with longer-

10 

II 

12 

Thailand Social Investment Project (under fast-track preparation to reach the Board before the end ofFY98). 

Korea Structural Adjustment Loan (R98-63), approved by the Board on March 26, 1998. 

See Strengthening the Bank's Response to Economic Crisis (SecM97-344), May 2, 1997. 
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term development of sound financial sectors. 13 To this end, in January 1998, the Bank set aside a 
special budget of up to $25 million per year, initially for the next two years, to support a broad 
strategy to reinforce its financial sector program14-including setting up and funding a Special 
Financial Operations Unit (SFO) to work closely with the Regions in assisting the financial 
sector in countries facing crisis situations (see Box 2). It is projected that, through an expedited 
recruitment program, there will be an increase of about 50 percent in the Bank's financial sector 
staff over the period of a year (that is, September 1997-September 1998)-with a focus on key 
skills such as bank reconstruction/resolution, banking supervision, and financial economics (see 
Annex 3). 

17. Corporate Governance and Restructuring. The East Asia crisis has highlighted the 
importance of institutions that promote accountability and transparency in the functioning of 
complex market economies. The Bank has already developed capacity in certain areas of 
corporate restructuring and govemance15--competition policy, privatization, and infrastructure 
ownership and regulation. This capacity has underpinned technical assistance to a number of 
countries, and has contributed to the design of corporate reform policies in the structural 
adjustment loan for Korea16 and in the upcoming economic and financial adjustment loan for 
Thailand.

17 
The Bank has done less work, however, in detailed issues of corporate ownership 

and shareholders and creditors' rights. Thus, in the coming months, the Bank will work to build 
its expertise (in terms of staff and skills), accord higher priority in CASs, and strengthen its 
research and analytical agenda in the area of corporate governance. 

18. Social and Environmental Sustainability. The crisis is surfacing concerns about the 
vulnerabilities of the poor and near-poor, the absence of formal safety nets to assist households in 
managing risks, the overall distribution of the burden of economic adjustment, and the interplay 
between social and environmental impacts. As part of the Bank' s overall financial sector 
reinforcement program, additional resources ($3 million) have been set aside to help address the 
social ramifications of the crisis. At the same time, the Bank is focusing on the longer-term 
social issues-such as labor market distortions, the quality of social services, and weaknesses in 

13 

14 

15 

16 

17 

"Background Note for Development Committee Lunch: Financial Sector Work as a Strategic Priority for the 
World Bank," and Bank-Fund Collaboration on Strengthening Financial Sectors (R97-0I91), August 5, 1997. 

President's Memorandum, Reinforcement of the Bank's Financial Sector Programs (R98-0006), January 13, 
1998. 

The mechanisms governing the corporate sector in an economy (including rules, norms, and organizations) 
guide the behavior of managers and define their accountability to investors. Since investments in companies 
can be in the form of either equity or debt, effective corporate governance needs to encompass both. On the 
equity side, corporate governance mechanisms include ownership rules, shareholder rights, accounting and 
disclosure requirements, and takeover rules; on the debt side, corporate governance mechanisms include the 
institutions that empower creditors to ensure that their credits are repaid-including credit information and 
rules governing debt contract enforcement, collateral, and bankruptcy. 

Korea Structural Adjustment Loan (R98-63), approved by the Board on March 26, 1998. 

Thailand Economic and Financial Adjustment Loan (under preparation). 
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social protection systems-many of which have been magnified by the crisis. The Bank is also 
looking at the environmental implications of the crisis, reflecting lessons learned from past 
experience about the links among macroeconomic policies, adjustment programs, and the 
environment. 

Box 2: Special Financial Operations Unit 

The SFO was created in February 1998 to develop long-term strategies and programs to 
strengthen the financial sectors of countries experiencing major financial distress and provide 
dedicated teams to assist in the design and implementation of reform. Indonesia, Korea, and 
Thailand have already been included in the program. It is anticipated that, over time, the SFO 
will have the capacity to cope with up to six crisis countries concurrently. The SFO can provide 
the full range of Bank support in the financial sector in those countries-financial sector 
adjustment loans, financial components of structural adjustment loans, technical assistance 
loans in the financial sector, and advisory services. The SFO works closely with other financial 
sector-related units across the Bank Group. 

For the near term, SFO programs in crisis countries are working to stabilize financial 
systems and restore confidence in them, and to build an institutional framework to restructure 
nonviable financial institutions and resolve their major debtor relationships. The unit is giving 
high priority to formulating and delivering technical assistance and nonlending programs to 
respond to a country's most immediate needs. Over the longer term, the SFO's goal is to help 
strengthen the financial sector through assisting with sound legal, accounting, and regulatory 
frameworks, improving the corporate governance of financial institutions, and building the 
capacity of financial supervisory authorities. 

The SFO has a core staff of experts in the financial sector, established by drawing from 
units across the Bank Group and by recruiting more specialized talent from outside. An 
informal, high-level external advisory group helps to guide the unit's operation and offers 
advice on the Bank's overall work in the financial sector. 

b. Bank Role and Financial Capacity 

19. The crisis has important financial implications for the Bank. It is the major factor behind 
the expansion in the IBRD loan portfolio this year. This growth, at a time when disbursements 
elsewhere are also relatively strong, is placing significant pressures on the Bank's financial 
structure and policies. This in tum raises questions about the Bank's role in crisis management 
and liquidity support, particularly vis-a-vis other institutions such as the IMF. 

20. Income Dynamics. In this context, the East Asia crisis has raised difficult issues for the 
Bank: its ability to increase its scale of lending rapidly and provide liquidity to countries in 
crisis is limited by the need to keep a prudent level of reserves relative to its assets; this also 
reinforces the urgent need to put the Bank's net income on a sustainable basis. These and other 
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financial implications of the crisis for IBRD have been discussed with the Executive Directors as 
part of the ongoing work on income dynamics. 18 In the context of these discussions, a wide 
range of options for improving the Bank's income balance and enhancing its risk-bearing 
capacity have been raised. The dialogue is continuing, with a view to reaching agreement on a 
series of measures by mid-1998. Solutions are being sought primarily in three areas: 
(a) enhancing the cost-effectiveness of Bank operations (as is being done in the context of the 
Strategic Compact); (b) increasing Bank revenues; and (c) reassessing the demands on Bank net 
income. 

3. Collaborating with Partners 

21. A further important element of the Bank's response has been its efforts to reach out to its 
partners and thus help ensure effective coordination and management of international support for 
the East Asian countries. For example: 

18 

19 

20 

21 

22 

• The IMF. Collaboration with the Fund has been crucial, particularly in the financial 
sector, where both institutions have responsibilities. Joint notes on collaboration in 
the financial sector went to the Bank and Fund Boards on April 27 and August 1, 
1997.19 The crisis has underlined the need for even stronger Bank/Fund 
collaboration-both within and beyond the financial sector, and particularly in 
ensuring that structural and macroeconomic linkages are fully taken into account. 
The need for greater collaboration was also highlighted in the external evaluation of 
the Enhanced Structural Adjustment Facility2° and in the recent IMF Board discussion 
of surveillance.21 

• Regional Development Banks. The Bank has been coordinating with the Asian 
Development Bank (ADB) in preparing rescue packages for the countries in crisis and 
dividing responsibilities to ensure maximum impact without duplication of effort (for 
example, in the coordination of food aid in Indonesia and in the social sectors in 
Thailand). A number of special meetings and forums have been organized-for 
example, the recent seminar on the Asian crisis sponsored jointly with the ADB.22 In 
addition, as part of the Bank's overall effort to strengthen the nonlending component 

See IBRD Income Dynamics: Revenue Enhancing Alternatives (SecM98- l 8 l ), March 10, 1998. 

Collaboration in Strengthening Financial Sectors (SecM97-0328), April 27, 1997; and Bank/Fund 
Collaboration on Strengthening Financial Sectors (R97-l 9 l ), August 5, 1997. 

See IMF, External Evaluation of the Enhanced Structural Adjustment Facility (ESAF), EBAP/98/8. 

See Summing Up by the Acting Chairman: Members ' Policies in Context of Surveillance-Review-Lessons 
from Asian Crisis (SUR/98/39), April l , 1998; and Review of Members· Policies in the Context of 
Surveillance-Lessons for Surveillance from the Asian Crisis (EBS/98/44), March 9, 1998. 

Seminar on Managing Financial Integration in Asia: Emerging Lessons and Prospective Challenges, Manila, 

March 10-12, 1998. 
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24 

IO 

of its response to the crisis, a series of national workshops is being planned in 
collaboration with various partners, to exchange views, review lessons learned, and 
discuss future strategies. 

• Trust Funds. The Government of Japan-through the PHRD Fund-has allocated 
$11.5 million in funding to support the Bank's technical assistance programs in East 
Asia to facilitate financial sector reform.23 The Bank has also been collaborating with 
the UK and other members of the Asia-Europe Meeting (ASEM) process to establish 
an ASEM · Trust Fund-initially of about $30 million-which the Bank will 
administer. This trust fund will support work in crisis and vulnerable countries in the 
two key areas of financial sector strengthening and poverty/social impact.24 

• Trade Finance. Trade finance constraints are part of the wider financial and 
corporate crisis. Thus the Bank Group is trying to help ensure that, while structural 
reforms are taking effect, potentially viable firms are not starved of working finance 
in the short run, and export-led recovery is not hampered by a breakdown of normal 
trade finance relationships. To this end, the Bank and IFC are collaborating with 
governments and export credit agencies to review the changing credit conditions in 
the crisis countries and to work on a menu of responses. The Bank has helped define 
the specific needs for trade finance facilities in both Korea and Indonesia. The 
Korean authorities are using Bank funds from the recent structural adjustment loan to 
augment trade financing for critical imports of raw materials in support of exports. 

• Staff Secondments and Joint Initiatives. The Bank has approached some 20 member 
countries with a request for long-term and mission-related secondments; the response 
has been positive, although some authorities have noted a shortage of staff with the 
necessary experience. The Bank has also begun building a global roster of financial 
sector consultants, and is working with private banks and accounting firms to forge 
more effective relationships and to tap their expertise. In addition, the Bank and the 
Government of Canada have jointly established the Toronto Center, which offers 
specialized training for senior financial sector managers from member countries and 
partner institutions. 

Japan to Support World Bank 's East Asia Financial Sector Advisory Service Program, World Bank News 
Release No. 98/ 1679S, March 10, 1998. The original amount of $4.6 million was later increased to $1 l.5 
million. 

"Asian Financial Crises: ASEM Initiative," Office Memorandum from Myles Wickstead to EU EDs and 
Alternates (March 3, 1998), forwarding Paper by the UK Presidency: Asian Financial Crisis: ASEM 
Initiative. 
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4. Focusing the Analytical Agenda 

22. The crisis has raised questions about certain aspects of the East Asia "miracle"
particularly public/private/corporate relationships and issues related to governance and 
transparency. Given the breadth and potential importance of the questions raised, the Bank
working with its partners-has embarked on a program of analytical work to underpin its policy 
advice and help strengthen the international response in a more crisis-prone environment. A 
feature of this program is the strengthening of the Bank's efforts to address key macro/structural 
linkages in both country analytic work and research. Specific efforts of a cross-country nature 
include the following. 

• The Global Development Finance Reporf-5 and the Global Economic Prospects 
Update26 have provided a first examination of the causes and impacts of the crisis, 
including the implications for other developing countries. In addition, the next 
Global Economic Prospects Report, to be issued before the Annual Meetings, will 
examine developing country prospects after the crisis and will take stock of the 
lessons on responding to and avoiding future crises. 

• Two other studies are in an advanced stage and should be released shortly: first, a 
study on Managing Financial Integration in Asia: Emerging Lessons and 
Prospective Challenges, undertaken jointly with the Asian Development Bank; and 
second, a study on Options to Manage Capital Flow Volatility. 

• The Bank has also prepared a study on East Asia 's Social Model After the Crisis,27 

and is planning further analytical work on the social and poverty implications and the 
agenda for action. 

B. IFC 

23. IFC has begun to play an active role in helping to restore the health of the corporate and 
financial sectors in East Asia. It has been coordinating with the Bank in its efforts to respond to 
the crisis, particularly in the financial sectors and corporate restructurings, mindful of the 
different confidentiality needs, disclosure requirements, and mandates of the two institutions (see 
Box 3). 

24. The initial focus of IFC' s response has been to assist companies in its portfolio with 
restructuring and, where appropriate, additional finance. Substantial resources have already been 

25 

26 

27 

Global Development Finance Report (World Bank, Washington, D.C.), March 1998. 

Global Economic Prospects and the Developing Countries: Short-Term Update 1998 (SecM98-74), January 
30, 1998. 

Michael Walton and Tamar Manuelyan, East Asia's Social Model after the Crisis (Washington, D.C. : World 
Bank), 1998. 
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dedicated to this effort. IFC will also be looking at longer-term approaches targeted toward 
restructurings and the provision of working capital. In addition, the Corporation is pursuing its 
traditional role as provider of long-term finance for viable new clients and projects in the region: 
for example, new investments in Korea and Malaysia, countries in which, until the onset of the 
crisis, IFC had limited operations.28 This endorsement of both existing and new projects should 
signal to other investors IFC's continuing confidence in the long-term prospects of the Asian 
economies. 

Box 3: Bank Group Coordination: Confidentiality Issues 

IFC has a fiduciary responsibility to protect and enhance the interests of its clients, 
including those that may have to undergo restructuring or merger in a financial reform. The 
Bank may, in the course of helping design a reform program, gain access to information of 
material value to IFC clients in these circumstances. To maintain the Bank' s credibility and 
access to confidential information by its staff, and at the same time to protect IFC' s fiduciary 
integrity, it is important that there be a firewall between the Bank and IFC concerning this 
information. Against this background, Bank management-in consultation with IFC 
management-has issued to Bank staff instructions on classifying information as Strictly 
Confidential or Confidential ( as appropriate) and to appropriately restrict access of Bank and 
IFC staff to each type of classified document.!! This instruction augments existing Bank policy 
and instructions to staff on confidentiality and disclosure.!!{ 

~ See Administrative Manual Statement (AMS) 10.20, Annex 8, Confidentiality in Financial Sector Work. 
~ See BP 17.50, Disclosure of Operational Information. 

IV. Implications and Issues for Discussion 

25. The East Asia crisis as described in Section II and the Bank' s response to it as described 
in Section III raise a number of issues for the Bank. The following discussion addresses these 
issues, and the challenges they pose. 

26. Strengthening Country Analysis. The increasing importance of structural factors as a 
source of macroeconomic vulnerability, and the rapid changes that can occur in a more 
financially integrated world, suggest that the Bank needs to focus more frequently and 
intensively on key structural policies and institutions. As previously mentioned, CASs already 
address structural issues. But the crisis has made clear that the underlying analysis needs to be 
strengthened and made more systematic-especially in emerging market economies-to help 
country clients identify and deal with structural weaknesses at an early stage. Such strengthened 
structural assessments, focused particularly on the three pillars of the Bank's crisis response 
strategy-financial sector, corporate governance, and social sustainability-will enhance the 

28 
See IFC's Response to the Asian Crisis (IFC/R98-23), February 23, 1998. For reasons of confidentiality, this 
paper has limited circulation. 
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quality of the CAS and enable more effective customizing of Bank support for client goals. 
These assessments will also complement IMF staff work. 

27. Building Bank Capacity. While the Bank has long-standing expertise in many of the 
structural areas highlighted by the East Asia crisis, it also needs to augment its skills and capacity 
in key areas. The Bank has taken important steps recently to strengthen its capacity in the 
financial sector, and it is strengthening its ability to conduct social and environmental analysis in 
the context of the Networks. But the crisis makes clear the need for the Bank to build skills and 
internal capacity to deal with the corporate sector-particularly issues related to governance and 
transparency. Much work needs to be done to scope out both the dimensions of these issues and 
how the Bank might best gear up to help clients address it. 

28. Improving Partnerships. The crisis has highlighted the need for the Bank to work 
closely with a broad range of partners in providing services to its clients, especially the IMF. 
The Bank and the Fund have a long tradition of working together, and the 1989 "concordat"29 

continues to provide the basic framework for collaboration and division of responsibilities. 
However, the growing importance of structural factors, and increased demands and constraints 
on both institutions, require even closer coordination-building on the principles of synergy and 
symmetry. The structural issues in which the Bank has primary responsibility need to be more 
closely linked with the macroeconomic issues in which the Fund has primary responsibility. 
This linkage would enhance effectiveness in assisting countries to reduce their vulnerability to 
crises and in shaping their responses in the face of crises. In certain areas, including areas of 
overlapping responsibility-such as the HIPC debt initiative, financial sector work, and data 
improvements-more coordinated work programs, greater cross-participation in missions, and 
joint documents and teams would be helpful. Bank and Fund management will prepare specific 
proposals in these and other areas for consideration by the Boards of the two institutions. 

29. Managing Financial Tradeoffs. Increased involvement in crisis-related work
including the possible need for large volumes of financial support-carries implications for the 
Bank's financial capacity, and there are strategic tradeoffs with other institutional and 
development priorities. A wide range of options for improving the Bank's income balance and 
enhancing its risk-bearing capacity have been raised; these are being discussed with a view to 
reaching agreement on a series of measures by mid-1998. 

30. Issues for Discussion. Against this background, the following issues are posed for 
discussion: 

29 

• How should the Bank's Country Assistance Strategies be strengthened to make it 
more likely that structural weaknesses-including those that affect the financial 
sector, corporate governance, and poverty reduction and social sustainability-will 
be diagnosed and addressed in a timely manner? 

Bank-Fund Collaboration in Assisting Member Countries (R89-45), March 31, 1989. 
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• How should the Bank collaborate with the IMF and other international agencies in 
light of the lessons learned.from the crisis? 

• How should the Bank's role in crisis management, particularly in terms of liquidity 
support, be determined, taking account of (a) its mandate as a long-term
development institution and (b) the strategic tradeoffs to be made vis-a-vis other 
institutional and developmental priorities? 
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Responding to the Crisis: Key Bank Group Activities in East Asia 

Amt. 
Country Operation/Technical Assistance (Sm) Oblectives 

1. LENDING OPERATIONS 

Indonesia Policy Reform Support Loan 1,000 • Reforms in trade/transparency/social safety net/environment 
Agriculture Sector Loan tbd • Improve efficiency via deregulation and privatization 
Rural Poverty Reduction 275 • Improve rural incomes{jobs-programs of community-based work 
Urban Poverty Reduction tbd • Improve urban incomes{jobs-programs of community-based work 
Financial Sector Adjustment/SAL II tbd • Deregulation and institutional reforms for banks and financial sector 
Banking sector TA Loan 20 • Support efforts in bank restructuring, supervision and regulation 

Korea Emergency Reconstruction Loan 3,000 • Provide emergency support to develop policy reforms 
Structural Adjustment Loan (SAL) 2,000 • Support reforms in financial and corporate restructuring 
SALi! tbd • Deepen structural reforms initiated under first SAL 
Technical Assistance Loan tbd • Support implementation of financial and corporate restructuring 

Malaysia Social Sector Program Loan tbd • Support programs for the poor and the unemployed 
Economic/Social Sector Loan tbd • Financial/technical assistance for economic/social reforms 
Economic Management TA Loan tbd • Financing/TA to key economic management institutes 

Philippines Banking Sector Enhancement Loan tbd • Strengthen prudential regulation and market-based incentives 
Structural Adjustment Loan tbd • Support public sector and financial sector reforms 

Thailand Finance Companies Restructuring 350 • Support for program to restructure finance companies 
Economic & Financial Adjustment tbd • Deepen financial sector reform and assist corporate recovery 
Social Sector Investment Loan 300 • Provide assistance to unemployed and poor affected by the crisis 
Financial Sector TA Loan 15 • Enhance capacity to address financial sector problems 
Economic Management TA Loan 15 • For public administration/public enterprise reform 

2. ADVISORY SERVICES 

Regional Asia Economic Forum on the Crisis • Exchange views/information among countries on the crisis/response 
Global Lessons in Banking Crisis • Forum on banking system distress/resolution in East Asia 

China Workshops on crisis and implications • Help policymakers better understand crisis and develop policies 
Indonesia Social and poverty assessment • Better understanding of the social consequences of the crisis 

Conference on food and social sector • Exchange information on implications of the crisis and donor support 
Public Expenditure Review • Evaluate priorities for public expenditure in light of the crisis 
Corporate Debt Restructuring • Help alleviate debt overhang and improve corporate financing 

Korea Financial Sector Restructuring • Focus on problem institutions/regulation/supervision 
Corporate restructuring • Assess alternatives for corporate restructuring 
SME financing • Promote financing of small-scale enterprises 
Social Safety Net and Pension reform • Improve social safety nets and better target assistance 

Malaysia Country Economic Memorandum • Assess consequences of the crisis and reform options 
Philippines Social and poverty assessment • Better understanding of social consequences of the crisis 

Financial Sector TA • TA and training program to strengthen banks and supervision 
Thailand Social and poverty assessment • Better understanding of the social consequences of the crisis 

Competitiveness study/conference • Help policy-makers with ' best practices• 
Vietnam Workshop on EA crisis • Help authorities better understand crisis/develop reform options 

3. IFC 

IFC focus on corporate/ financial • Combination of shorter and longer-term approaches 
sectors • Initial focus on corporate restructuring and provision of liquidity 

• Priority to assist portfolio companies with restructurings 
• Restructuring of non-portfolio companies with good fundamentals 
• New investments to focus on second tier companies 

1, • Increasing emphasis on SMEs and the social sectors 
• Investing in Korea/Malaysia, countries with low IFC activity 
• Providing technical assistance to banks and financial intermediaries 

11 P = preparation; I = implementation; C = completed; 0 = ongoing. 
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!(ey Themes Activities ,. .. -
4. STRENGTHENING THE BANK'S CAPACITY 

Strengthen assessment of structural • More systematic and regular assessment of structural policy concerns to underpin and enhance 
issues the GAS-especially in emerging markets 

• Will help Bank and clients anticipate and deal with crises 
Reinforce financial sector capacity • Up to $25 million per year in additional spending to reinforce Bank's financial sector program 

• Special Financial Operations Unit (SFO) established to work on crisis countries 
• Systematic financial sector assessments and strengthening in non-crisis countries 
• Expedited recruitment program to expand Bank's financial sector staff by 50 percent (9/97-9/98) 
• Stepping up financial sector training for staff 

Corporate Restructuring • Assist in the financial restructuring of the corporate sector 
• Linked to bank restructuring efforts 

Strengthen focus on corporate • Continued strong focus on addressing corruption 
governance • Improving expertise and skills in transparency/governance issues 
Strengthen Social/Environmental • Additional resources ($3 million) set aside for social ramifications of crisis 
Sustainability Focus • Household analysis of effects on poor/vulnerable groups 

• Focus on longer-term issues of social protection/quality of social services 
• Work on environmental implications of crisis in Indonesia, Korea, and Thailand 

Ensure capacity to provide crisis Options include: enhancing the cost effectiveness of operations; increasing revenues; reassessing 
financing the demands on net income 

5. COLLABORATING WITH PARTNERS 

. 
The IMF • Joint notes on the financial sector to the Bank and Fund Boards (April and August, 1997) 

• Joint missions; e.g. recent mission to the Philippines to assess the banking sector 
Regional Development Banks • Sectoral coordination with the Asian Development Bank in crisis countries 

• Recent seminar on the Asian crisis sponsored jointly by the ADB and EDI 
rrust funds to support work in crisis • PHRD Fund-$11 .5 million provided by Japan to support the Bank's TA programs 
countries • ASEM Trust Fund initially of about $30 million to support work in crisis/vulnerable countries 
Stabilizing trade finance • Bank and IFC collaborating with governments and export credit agencies to review changing 

credit conditions in crisis/vulnerable countries and work on a menu of responses 
Staff Secondments and Joint Initiatives • 20 member countries approached for secondment of financial sector experts 

• Global roster of financial sector consultants established 
• Canada/Bank jointly established Toronto Center-training for financial 

6. FOCUSING THE ANALYTICAL AGENDA 

Analysis of lessons learned from the Completed or forthcoming analytic work includes: 
crisis • Global Development Finance Report; 

• Global Economic Prospects Update; 
• Managing Financial Integration in Asia: Emerging Lessons and Prospective Challenges; 
• Options to Manage Capital Flow Volatility; 
• The East Asian Social Model After the Crisis 



SOCIAL ASPECTS OF THE CRISIS 
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1. The financial crisis represents the most significant setback for East Asian 
households in decades. The region entered the crisis after the most extraordinary poverty 
decline in recorded history. In terms of a poverty line of one dollar a day (in 1985 
prices), the proportion of people in poverty fell from about 6 in 10 in the mid- l 970s to 2 
in 10 in the mid-1990s-though many people were still only just above this poverty line. 
Immense progress was also registered in social indicators. However, East Asia still faced 
important issues in the social domain: for example, some 350 million people still in 
poverty, and continuing inequality across regions, between rural and urban areas, and 
between skill groups. 

2. Against this background, the financial crisis raises three critical issues: 

• Who will be hurt? Will past gains be threatened? 

• What can be done in the short run? 

• Does the crisis give heightened urgency to longer-term issues? 

A. Who will be hurt? Will past gains be threatened? 

3. There is limited detailed information as yet on what is actually happening on a 
countrywide basis, but there is already plenty of evidence of broadly adverse effects: job 
losses, price increases, and cutbacks in public services. Most affected countries are going 
from average per capita growth of over 5 percent per annum to negative levels for the 
next year or so. It is hard to predict whether these setbacks will be temporary or long
lasting. If decline is moderate, poverty levels could increase by a few percentage 
points-but not enough to reverse the earlier gains. However, the scale of change is a 
function of distributional shifts that can either magnify or moderate poverty changes, and 
there is no general pattern to distributional changes during periods of decline. Indonesia 
looks particularly vulnerable to a significant increase in poverty. The principal channels 
for the crisis are: 

• Decline in labor demand through the direct impact of corporate problems and 
the general slowdown. In Thailand, unemployment is expected to increase to 
about 6 percent or 1. 7 million people; in Indonesia, where some 4.5 million 
people were already unemployed, the number could reach 9 million; in 
Korea, unemployment in November 1997 showed the highest monthly rise in 
15 years and is projected to affect 1.2 million people this year (up from 0.5 
million last year). 

• Substantial price changes flowing especially from exchange rate changes. 
While some farmers may benefit from higher food prices, many of the urban 
poor and rural wage workers are being hit by sharp increases in the prices of 
food and other wage-goods. 
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• Pressures on public services, through the combination of tight fiscal policy, 
falling revenues, and exchange rate effects on budgets; there have been sharp 
cutbacks in Malaysia, Indonesia, and the Philippines in particular. 

• Drought due to El Nifio, which is hitting parts of Indonesia hard, and may also 
affect parts of the Philippines and Thailand. In the short run, this is the most 
worrying factor for poverty, since it could cause life-threatening declines in 
consumption by the poor. 

• Pressures on communities and social capital, due to the economic impact on 
households. 

• Movements of people among countries as a result of economic pressures. 

4. Formal safety nets are limited (though Korea has recently introduced limited 
unemployment insurance, and is in process of extending it). Households and community
level coping mechanisms are important, but they are likely to be under particular pressure 
in the context of such a widespread shock. Many Filipino and Indonesian households are 
being hit by both domestic decline and the effects of reduced migrant earnings from 
richer parts of East Asia, notably Malaysia. Some households, especially in the eastern 
islands of Indonesia, have already experienced one or more years of drought and are 
acutely vulnerable. Experience from Latin America and elsewhere indicates that women 
and children are likely to bear an especially heavy burden. Women are often first to be 
fired from formal sector jobs; they often take on additional work burdens in the informal 
sector; and they could become victims of heightened domestic violence if societal and 
personal pressures mount. Children may be pulled out of school and put to work (as 
happened in Indonesia in the late 1980s in a much milder recession), and may miss out on 
immunization or needed health care if prices of drugs rise sharply-as is already 
occurring in Indonesia. 

B. What can be done in the short run? 

5. Immediate action, backed by new information-gathering and diagnosis, is crucial. 
Issues vary by country, but the Bank's work in all the crisis countries is guided by two 
principles: 

• Since fiscal resources are scarce, it is crucial to design action so that it targets 
the poor, and to develop feedback mechanisms on its effectiveness. 

• Diagnosing problems and solutions is best undertaken with a mixture of 
quantitative analysis of existing and new information, and participatory 
assessment that directly involves households and communities-giving a 
direct voice to the vulnerable. 
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• Appropriate policy action to assure adequate food supplies. Actions include 
steps to ensure an effective distribution system well focused on needy areas; 
income generation programs to enhance the ability of vulnerable groups to 
purchase essential commodities at a time of rising prices; and appropriate 
subsidies for critical foods, addressing short-term needs while maintaining the 
incentive framework for farm production. 

• Shifts in the composition of public spending. There is now considerable 
country experience on the distributional incidence of spending (in Indonesia 
and Malaysia, for example). These studies are providing the basis for advice 
on which categories of spending to protect; primary education and health care 
are particularly pro-poor. 

• Introduction or expansion of public employment and other transfer schemes 
in urban and rural areas. Public employment is a good mechanism for 
providing a cushion in the context of falling labor demand. Appropriate 
design, especially through below-market wages and geographic targeting, can 
help target the poor. 

7. Another category of action concerns social funds, which generally involve new 
agencies that bypass established governmental structures-and are often linked to 
community-level demands and participation. Social funds have commonly been used in 
Latin America, Africa, and the Middle East. Their use depends on the institutional 
context of the individual country: they can be more effective in the short run than 
established structures, but they are not appropriate in every case. Social funds are most 
appropriate when linked to genuine community participation and longer-term strategies 
for decentralization. 

8. The case of Indonesia has created a special situation, given the double impact of 
the financial crisis and the ongoing severe drought, potentially the worst this century. 
The government is managing imports of rice adequately, and efforts continue to improve 
the food distribution system and to help ensure that needy people can afford food through 
income generation schemes. Special measures for subsidies for critical commodities (rice 
and soybeans, particularly) form part of the government's economic program. The Bank 
and the Asian Development Bank, together with the donor community, are monitoring 
the situation closely and are coordinating their approach to support through bimonthly 
donor meetings. On April 1, the Bank hosted a well-attended donors' meeting to 
exchange up-to-date information and strengthen donor coordination efforts. 

9. The Bank is involved in a number of socially oriented operations in the crisis 
countries. In Thailand, a $300 million loan for a social investment project will fund job 
creation for the poor and the unemployed through existing labor-intensive government 
programs; expand training for the unemployed; and support health insurance schemes for 
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low-income people, small-scale community projects, and larger municipal projects. The 
Bank is also revisiting its environment-related portfolio and is assisting the government 
in the preparation of an environmental management program. In Indonesia, some of the 
existing portfolio has been restructured to redirect savings toward job creation and 
support for health and basic education. A structural adjustment loan, which includes a 
component on social protection, has been prepared and is ready to be presented to the 
Executive Directors by end-April. It also supports measures to reform forestry policies, 
including introducing resource rent royalties for forest use as export taxes are reduced, 
developing transparent procedures for concession awards, and developing a transparent 
system for monitoring the use of forest resources. An agriculture sector operation is 
under preparation. In addition, a planned poverty reduction project for rural areas is 
being brought forward, as is a similar project for the urban poor. In the Philippines, three 
new loans worth $79 million, all aiming to increase incomes of the poor and provide 
basic services, were approved in March 1998. Two other loans totaling $130 million are 
scheduled for approval in the second half of 1998; these projects will finance 
infrastructure development and will increase job opportunities and access to basic 
services for relatively poor local government units. In addition, the next Country 
Assistance Strategy for the Philippines will focus heavily on short- and medium-term 
poverty alleviation through lending, policy advice, and capacity-building activities. For 
Korea, a $2 billion structural adjustment loan-which includes a component on social 
protection-has recently been approved. The Bank is also working with the government 
to develop a new pension system and a social safety net. 

10. Diagnosis. All the affected East Asian economies are rich in information and 
have relatively strong statistical services; however, they have not been strongly oriented 
to tracking short-run changes, which were relatively unimportant during periods of steady 
growth. While more is known than was known in most countries of the former Soviet 
Union, Latin America, or Sub-Saharan Africa in periods of crisis, there is an urgent need 
to refocus information-gathering toward diagnosis of the shifting patterns of 
vulnerability. This kind of work has begun in Indonesia, the Philippines, and Thailand: 

• consultations with a broad range of agents/stakeholders to gather existing 
views and information, and set up a process of sharing information in the 
future; and 

• reviews of readily available quantitative information (e.g., on wage rates and 
prices), along with setting up processes for getting information over the short 
to medium term using new survey instruments, existing statistical offices, and 
information from a range of other agencies-for example on health status, 
school attendance, nutrition, local prices, agricultural activity, and crime. 

These assessments will be followed in the coming months by more in-depth diagnosis, 
measures to provide more structured information, and more detailed design of areas for 
public action. A central cross-cutting issue is making use of monitoring and evaluation 
mechanisms in continuing to redesign and modify action programs. 



.. 
Annex2 

Page 5 of 5 

11. Implementation. The Bank is strengthening its own staff resources and capacity 
to support program design, information gathering, and diagnosis. The Bank has also 
collaborated intensively with the UK and other members of the Asia-Europe Meeting 
(ASEM) process on the establishment of an ASEM Trust Fund, which the Bank will 
administer. This trust fund will support work in crisis and vulnerable countries in the two 
key areas of financial sector strengthening and poverty/social impact. 

C. Does the crisis give heightened urgency to longer-term issues? 

12. While issues of short-run vulnerability are of urgent importance, it is equally 
important to tackle longer-term issues that have been magnified by the crisis ( e.g., labor 
policy in Korea), or have been looming (e.g. , social security and health policy in many 
countries). A structured approach to social and poverty issues in the dialogue and project 
work over the next 18 months can bring great long-term benefits. These are not issues to 
be deferred until after the crisis resolved-but rather are of ongoing priority. 

13 . This longer-term agenda is difficult and complex. It includes: 

• reforming secondary and tertiary education policy to raise quality, improve 
access, and underpin future competitiveness; 

• improving the interplay among the state, local institutions, and the private 
sector on poverty reduction, service delivery, and social development to 
ensure quality services for the poor; 

• improving labor market policy for the formal sector, including the design of 
industrial relations; 

• designing pension, unemployment, disability, and health insurance; and 

• focusing on groups left out of the development process, for example, because 
of geographic location. 
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A. Background 

1. Over the past two decades, the World Bank has committed over $50 billion to 
support almost 600 financial sector operations in 68 countries. The financial sector 
currently represents about 15 percent of Bank lending and roughly 25 percent of IFC 
investment. In terms of respective responsibilities, the Bank focuses on policy issues and 
systemic reform, with an emphasis on the banking sector; IFC focuses on market 
transactions and capital market development. The Bank has about 120 financial sector 
staff; IFC has around 35. 

2. The financial sector is central to the development process; equally, financial 
sector crises have detrimental effects that reach far beyond the sector itself. As 
demonstrated in East Asia, these crises also affect the level of production, income 
distribution, and poverty. Banking crises have led to losses as high as 20 percent of GDP 
in a number of countries-and losses may prove to be even higher in some of the Asian 
countries in crisis. The poor get hurt most. 

3. Financial sector imbalances generally have a long gestation period before they 
emerge as a crisis; crisis resolution and financial sector reform can take many years to 
complete; and the effects of the crisis last for a long time-even after the crisis itself has 
passed. Given the Bank's long-term development mandate, these factors point toward a 
stronger Bank role in the financial sector. 

4. Over the past year, the Bank has been strengthening its capacity and emphasis on 
the financial sector-including committing additional resources under the Strategic 
Compact. This effort notwithstanding, the East Asia crisis made it clear that the Bank 
needed to do much more. Accordingly, in January 1998, a special budget of up to $25 
million per year, initially for two years, was set aside to fund, among other things, the 
Special Financial Operations Unit (SFO}-which is dedicated to supporting the financial 
sector in countries facing critical situations. 

B. Future Strategy 

5. The Bank' s strategy in the financial sector has three core elements: 

• Continuing to develop effective programs in crisis countries. 

• Helping to develop the financial sector in other countries and, in particular, 
seeking to identify early warning signs of financial sector weakness. 

• Providing long-term support-through both advisory services and lending- to 
promote financial sector development and to ensure that financial sector 
reform programs are implemented. 
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6. In terms of the Bank's response to crisis countries, the SFO will play the lead role. 
The unit is off to a quick start: it has recruited a core staff and is actively recruiting more; 
and it is already at work in Indonesia, Korea, and Thailand. 

7. The following measures will help to strengthen the Bank's core work programs in 
the financial sector in other countries-helping to develop effective preventive/early 
warning mechanisms and ensuring implementation of reforms: 

• Country-Specific Work. The Bank is developing a prototype to undertake 
systematic financial sector assessments that would include the policy 
framework, regulations and supervision, transparency issues at both bank and 
corporate level, risk management issues, and financial sector/real sector 
linkages. These assessments will help to inform the country policy dialogue 
and will be reflected in the Country Assistance Strategy (CAS). The CAS, in 
tum, will be underpinned by strengthened reviews of structural policies. 

• Analysis of Financial Sector Vulnerability. The Bank's Short-Term Risk 
Monitoring Group (which monitors countries at risk) has been functioning for 
about a year. Its efforts will be enhanced through the provision of more 
relevant financial sector data and better risk indicators-including information 
on open currency positions, contingent external liabilities, derivative 
exposure, and leverage. Countries at risk will receive confidential reports 
based on this analysis, and advice on measures that could be taken to avoid 
crises. 

• Building Capacity in Countries. EDI is increasing its in-country seminars on 
the financial sector; the Bank is organizing training programs for developing
country clients in collaboration with other expert institutions, including 
Banque de France and the U.S. Federal Reserve; and the Toronto Center for 
training in financial management, located at York University Business School, 
has been established in partnership with the Government of Canada. In 
addition, through the PHRD Fund, the ASEM Trust Fund, and other 
mechanisms, the Bank will help to connect its client countries with a global 
network of experts and consultants in the financial sector. 

C. Building Internal Capacity 

8. To implement its strategy, the Bank clearly needs to reinforce its own capacity. 

• Recruitment. The Bank is recruiting world-class experts through a crash 
program with expedited procedures. It has approached over 20 member 
country governments for possible candidates for recruitment and secondment. 
Since the Hong Kong Annual Meetings, the Bank has reviewed in detail the 
qualifications of some 300 external candidates, hired 14 financial sector 
experts, and made offers to a further 18. Another 135 experts are in the 
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pipeline for closer scrutiny and interview (see Table 1 attached). Projections 
are that an additional 40 financial sector experts will be hired by the end of 
September 1998. The projected result is about a 50 percent increase in the 
Bank' s financial sector staff over the period of a year (i.e., September 1997-
September 1998). In addition, the pipeline of experts to draw on as 
consultants and advisors for specific short-term assignments is being 
strengthened. This achievement should be seen against the background of 
intense competition from the private sector for this caliber of financial sector 
expertise, and the difficulty multilateral institutions have in offering the 
incentives necessary to acquire such talent. 

• Knowledge. The Bank is rapidly expanding its knowledge management 
system in the financial sector: a substantial database has been assembled, 
including information on bank restructuring, macro-financial sector linkages, 
and micro and rural finance; three major research projects on financial crises 
are under way; and a roster of financial sector specialists is being compiled for 
use by the Bank and its clients and partners. In addition, the Bank is 
upgrading the training of its staff in the financial sector: it has added a special 
module to the Executive Development Program for all managers, and it has 
initiated a corporate finance program with MIT's Sloan School of 
Management. 

• Instruments. The Bank is providing more technical assistance loans to ensure 
implementation of financial sector reforms-which require substantial support 
over an extended period of time. The newly approved Adaptable Program 
Loan will also be used to support financial sector reforms over a longer period 
than traditional adjustment lending. In addition, the Bank is providing support 
for judicial reform through advisory activities and loans, and is supporting 
related capital market development activities. 

D. Coordination and Collaboration 

9. Internally, the Bank' s coordination with IFC is crucial in providing effective 
financial sector services to clients. IFC has a comparative advantage at the level of 
individual institutions. It works "bottom-up" to help its clients develop fully competent 
operating standards through its investments, and by bringing in experienced foreign 
partners. IFC also assists in financial workouts, and in facilitating mergers and 
acquisitions to create stronger banks and financial institutions. Overall, IFC plays an 
important catalytic role in helping to develop aspects of financial markets and their 
institutional framework. The Bank has also started to work in some of these areas
though at the systemic level ( e.g., bond market development, contractual savings, housing 
finance, market regulation, and infrastructure). Clearly, therefore, there are substantial 
potential Bank-lFC synergies in financial sector development-and steps are now being 
taken to ensure that these materialize. 
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10. Externally, collaboration with the IMF is crucial in the financial sector-because 
both institutions have responsibilities in that area. In the context of the East Asia crisis, 
the Bank and the Fund have been collaborating intensively over the past year-and this 
led to the joint notes to the Bank and Fund Boards of April 27 and August 1, 1997, on 
collaboration in the financial sector. 

Table 1. Financial Sector Recruitment Activity 
(as of March 20, 1998) 

New recruitment pipeline 

9/97 Offers Under 
Specialty baseline Hired made review 

Bank restructuring/asset resolution 10 2 5 33 

Bank supervision 10 2 1 45 

Capital markets 10 3 2 8 

Financial economics 23 3 3 37 

Managers/sector leaders 7 2 2 1 

Payment system, other technical areas 58 2 5 11 

Total 118 14 18 135 

a Includes secondments from member countries. 
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Dear Sir/Madam, 

,...,. . . 
' ' ·\/Cr" ·y (J' v '. j , L 

. 
n)· 
\J.. • ' ~ Secretariat 

11 March 1998 

Pursuant to decision 111/25 of the third meeting of the Conference of the Parties to the Convention 
on Biological Diversity and in accordance with Rule 5 of the Rules of Procedure for meetings of the 
Conference of the Parties, I am pleased to infonn you that, at the kind invitation of the Government of the 
Slovak Republic, the fourth meeting of the Conference of the Parties to the Convention on Biological 
Diversity will be held in Bratislava, Slovakia, from 4 to 15 May 1998. A Ministerial Roundtable on 
Biological Diversity will take place on 4 and 5 May 1998 (note attached). 

I have the honour of inviting you to attend the fourth meeting of the Conference of the Parties. I am, 
sure that your participation will further facilitate co-operation between our organisations within the general 
framework of co-operation with biodiversity-related Conventions and organisations. 

Attached please find a copy of the Provisional Agenda, Annotations, and Organisation of Work. 
Please note that the documents of the fourth meeting of the Conference of the Parties are posted on the 
Internet and are accessible at the Secretariat's home page at: http://www.biodiv.org. 

I w...9uld be grateful if you could infonn the Secretariat, at your earliest convenience, of your 
attend~nce jnd/or of the name(s) and contact address(s) of your designated representative(s). 

C' '- J 

; __ ' 
.· ~ Aciept, Sir/Madam, the assurances of my h ;ghest consideration. 

: 1 
l.) 
L· . ' • 

' C:: 
. ) 

·-
' 

Yours sincerely, 

Calestous Juma 
Executive Secretary 

To: UN Organisations, UN Specialised Agencies a1:d Internationa l Organ isations 
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ANNOUNCEMENT 

1 QTH- Session· of the · 
. . . ~ ~ --~ . .. . 

GLOBAL BIODIVERSITY.FORUM __ 
1- 3 May 1998 

Sprava ucelovych zariadeni MZV SR (SUZA) 
Drotarska cesta 46 
Bratislava, Slovakia 

Convenors: 
Ministry of the Environment of the S lovak Republic 

The Regional Environmental Center for Central and Eastern Europe, Local Office Slovakia 
Slovak Union of Nature and Landscape Protectors (SZOPK) 

IUCN - The World Conservation Union 
World Resources Institute (WR!) 

African Centre for Technology Studies (ACTS) 
United Nations Environment Programme (UNEP) 

Biodiversity Action Network (BIONET) 
Indigenous Peoples Biodiversity Network (IPBN) 

in collaboration with the Secretariat to the Convention on Biological Diversity (SCBD) 

The 1/Jh session of the Global Biodiversity Forum (GBF10-Bratislava) will be convened in Bratislava, 
Slovakia, on 1-3 May 1998, immediately prior to the 4t11 meeting of the Conference of the Parties to the 
Convention on Biological Diversity (CBD) (Bratislava, 4-15 May 1998). It is currently proposed that 
GBF10-Bratislava focus on the following themes: Sharing the Benefits arising from the Utilization of 
Genetic Resources; Traditional Knowledge and Article 8j; CBD Clearing-house Mechanism: Building a 
Network of Networks; Sustainable Use; Financial Innovations for Biodiversity; An Ecosystem 
Approach to the Management of Inland Water Systems and Biodiversity; Public Education and 
Awareness: How to put it into Practice; Trade and Biodiversity; and the Role of the Private Sector in 
Biodiversity Conservation - Coastal Management. 

Purpose of the GBF 

The Global Biodiversity Forum (GBF) provides for an independent, open and strategic mechanism to 
foster analysis and unencumbered dialogue and debate among those interested in priority ecological, 
economic, institutional and social issues related to the options for action to conserve biodiversity. and 
use biological resources sustainably and equitably. It is designed to contribute to the further 
development and implementation of the Convention on Biological Diversity (CBD) and other 
biodiversity-related instruments at the international, regional and national levels. It complements 
intergovernmental processes by: 1) providing a broad spectrum of perspectives, proposals and 
experrences from all stakeholders; 2) building diverse partnerships among stakeholders (including 
governments, indigenous groups, local communities, NGOs and the private sector); and 3) providing 
an impetus to key issues and areas that require further development and attention. 

Workshop descriptions 

Sharing the Benefits Arising from the Utilization of Genetic Resources (Oraanizers: 
World Resources Institute, Global Environment Facility, IUCN). The CBD calls for benefits arising from 
the utilization of genetic resources to be shared equitably. This workshop is intended to assist in 
developing a better understanding of what benefit-sharing in the real world might look like. and how 



., -- .) --

An Ecosystem Approach to the Management of_ Inland Water Systems and 
Biodiversity (Oroanizers: IUCN Commission on Ecosystem Management, Ramsar Bureau, IUCN 
Species Survival Commission, ICLARM, and IUCN Environmental Law Programme.) The workshop 
will discuss key issues in taking an "ecosystem approach" to the management of inland water 
ecosystems and their biodiversity. Key issues are still to be defined but those suggested include: the 
impact of management of natural resources in ecosystems linked to inland water ecosystems, such as 
forestry and mining, on inland water ecosystems and their biodiversity; freshwater species under 
threat; legal, institutional and economic implications of an ecosystem based approach to management; 
stake-holder participation; and capacity-building. (focal contact: Trijntje Luiten , IUCN - CEM, Rue 
Mauverney 28, 1196 Gland, Switzerland. Tel: +41.22.999-0251; fax: +41 .22.999-0025; email: 
trl@hq.iucn.org). 

Public Education and Awareness - How to p1,1t it into Practice (Organ izer. IUCN 
Comm·~:;on on Education and Communication). For the first time, the Parties will discuss their 
obligations on Article 13 on public education and awareness at the fourth Conference of the Parties, 
May 1998. Since many of the threats to biodiversity are a result of human action, public awareness 
and education is critical to successfully implement the Convention. Although there is general 
agreement about the importanc.~Ji'! education and awareness there are many obstacles to creating 
effective public education programmes to deal with the complex array of issues and groups involved. 
Tnis workshop could provide an opportunity to clarify views in relation to the important 
recommendations to the COP, such as in what areas should financial support be given, what steps are 
the most important to take;'--how can cooperation with other states and international organisations 
(13b) on educational,programmes be put into place, and how can impact be monitored and evaluated? 
The workshop could also plan concrete steps to overcome obstacles and work on the elements of a 
project to support governments in taking their education/communication work forward. (focal contact: 
Wendy Goldstein, IUCN Education and Communication Programme, Rue Mauverney 28, 1196 
Gland, Switzerland. Tel: +41.22.999-0282; fax: +41.22.999-0025; email: wjg@hw.iucn.org) 

Trade and Biodiversity (Oraanizers: JUCN, /ISO, FIELD, ICTSD, plus one or two from the 
developing world, to be named). The international trade regime imposes disciplines and restrictions 
on governments that severely limit their scope to pursue environmental aims, including those of 
biodiversity conservation. The biodiversity regime, represented by the CBD, calls for action that could 
can create conflict with the trade regime. Clearly it is in everybody's interest to find ways to make the 
two regimes as complementary as possible, and to avoid conflict breaking out between them. This 
workshop will begin by examining aspects of both regimes relevant to the other. It will then examine 
three issues in greater detail and in light of the two regimes: trade in forest products, trade in fisheries, 
and intellectual property rights. · National experiences in addressing these issues will be highlighted. 
The workshop will seek to formulate recommendations for COP4 as well as relevant trade-related 
events. (focal contact: Mark Halle. Global Policy and Partnerships, IUCN, Rue Mauverney 28, 1196 
Gland, Switzerland. Tel: +41 .22.999-0001 ; fax: +41 .22.999-0020; email: mah@hq.iucn.org) 

FURTHER INFORMATJON ON GBF10-8ratislava can be found at htto://iucn.oro/themes/abf/10/ 
and by contacting: 

Caroline Martinet 
Global Biodiversity Forum 1 O - Bratis:ava 
IUCN.-The World Conservation Union. 28 Rue Mauverney, CH-1196 Gland. Switzerland. 
Tel: +41 .22.999-0001 ; Fax: +41.22.999-0025; e-mail: ccm@hq.iucn.org 

Peter Sabo 
·:Global Biodiversity Forum 10 - Bratislava 
lUCN Slo"vakia Special Projects Unit. Vysoka 18, 811 06 Bratislava, Slovakia 
te!/fax: +421 7 536-1175; e-mail: iucn.ca@internet.sk 
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Canada Canada 

To .3 p:iges March 11. 1998 
Ref. Biodiversity Solutions E.:tltibition. COP ~' B1·a tisl:1va, Ma)· 4-15 

On behalf of the Goverr.rne:-irs or Slovaki11nd Canada and the Se~re~riar of the Convention on 
Biological Diversity, we are \vriring to invite your orga.,ization to be an exhibitor ir. th~ 
BiodiYersiry Solutions Exhibition bc:ing hdJ in conce:. wirh the fourth m:!~ri.ng of the 
Confon;!nC;;! of the Parri:s m rhe Conveniion on Biologic1I Dive:-sity (COP 4). Branslava, 
Slova.kja, May 4 - 15. 

We believe the biodiversity in.iriarives supporre<l by your org~ation exemplify rhe type of s,ory 
thar we wish to profile in the Exhibition. We would, therefore. welcome vour inre:-esr in beinc- an 

' ~ 

exhibitor. AJremative!y, you may wish to pass this invirarion on iO appropriat:;;! organizations. 

As tfrn~ is short, your urgenr artention to this invitation is appreciated. Can you plensc di.rccr your 
response to: 

Purpose 

Roy Woodbridge 
Biodiversity Exhibition Projecr Office 
78 George Street, Orrawa, Canad..1. Kl :'I° SW l 
tel : (613) 789-1660 
fax: (613) 789-0539 
er::12.il: woodbridge@bnei.ca 

b the ve:!rs since the co111ta2. into furct! of lhe Biccive,sm; C0:-.Yenrion. enor.::ous ~;forts hav-;: 
J - ' 

bt!:::!n made in all comers of r.1-i~ world to ma~:.strea.m biodi,·~rs:i)' co11ce.:1s i:, :::nior...::! and pra_iccr 
p larm..i.ng. 

Through th~ Exhibition we wanr rn demons;rare wh::t has been accomplished a.-:d wh:!t is poss:ble 
in ihe funire by pro.filing ti1e best examples cf successful a?pronchc.; to the p,cre.:rio1:.. 
ccnservarion and regener~tion of the worlc' s biologic~! rc:~our<.::s. 

The Exhihirion will do L~is by cre:i.ring an 0;9orrunHy for CO? -t d2!eg!l,es. c-os.::;Y~rs :!nd tbe 
mtem~rional media to U1te,acr directly \viL1 0rg!niz2.rioi1S cl.Ji~<:! succc::-sfuH~ i:::;,k;::e:ni.,-:g 
solutions to biodiversii;I rnan~gerncnc pr...lbk::is . 

Description 

Ti1.: Exh.ibitiL,n \,ill consisi of rwo, on:! v-:e/, s::ssio1!S of u; co 15 booths e:1ch ( i Om ;.; I Orn). Thi:; 
wiil allow for up to 50 org11-jzatior.s ro ex.-::°:'ii 

~001 
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i'~c:-,i: R:iy Woodbncgee To: .!c.·.:-. n e:-.:1 

The exhibits the::isdv~s wiil b:: primaril:,.· of a c:iesk-rop narur~ and more in L~= :::ode o: 
'networking booths, as oppos::~ to fall reci:nology exrubir.s. Pup up t::Xhibits ~= r::commended. 
A.lremarivelv, exhibit mara:.als Cln be hun~ from !he booth 1,,va!ls or '·QJt::d" ;o rhe;n usinQ double ., - - -
sided Velcro raoe. 

There i'3 a booth rental fee per one week scs:sion of F S S 1,000. Doubie bcot':s (3 r.: x 6 m) 
may also be booked. 

This fo~ covers the provision of the following se:-vices: 
• space rental and boorh dividers (as described above) 
• electrici"ty ( one outlet per boorh) and tv.:o spor lighrs 
• table (2 m x 3 m, wJ,jte skirting) and tv.:o ch.airs 
• signage (panel across rh: front of rhe exhibit booth) 
• carpeting (meciiurn.:cark blue) 
• promotion of Exhi.i:::irion to delegates and press 
• compreht!nsive ~:&ibitor se:-vices e1:i.nu1l 
• cleaning, security 2nd. on-site stor~ge 

Reeistr:ition 

Please forward the followi:1g irJonnation to 
11,e Biodiversity Ex.1ibi tion Proje:.:r Office. 
7~ George St., Onawa, Canada KlN 5Wl 
Tel. (613) 789-1660 · Fax (613) 789-0539 
Email woodbridge.'4br.e~.ca 

Tirle Organiznrion: ---- ----

Full m3iling address: 

Coni!ct person -------- -----

T~l. ( __ ) ___ ___ F!x ( __ ) _______ Email: ________ _ 

Spac~ requiremenrs - 1 booth (10' x 10') _more th.:!.11 I boom(#.)_ 
s~ssion 1 (\fay 4-8) __ Session 2 (:'\lay 11-15) _ _ 

\Yill you r eq uire Internet access or r ental equipment (ple:1se describe) 

Plea.St! a tra ch 

• .'.!. brief d:::scri?i:~':! of you; organ1z2::on, and 
• a:; exp);!,;.! rior. : I the proposec COnt:n r Cf yot:; eX..~ :' ;: 

4: 011.; 
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II. ANNOTATIONS 

ITEM 1: OPENING OF THE MEETING 

A. General information 

UNEP/CBD/COP/4/1 
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1. In its decision III/25 on the date and venue of its fourth meeting, the 
Conference of the Parties welcomed and accepted the offer of the Government 
of the Slovak Republic to host the fourth meeting of the Conference of the 
Parties from 4 to 15 May 1998 in Bratislava. 

2. The meeting will be held at the following venue: 

Incheba a.s. 
Viedenska cesta 5 
852 51 Bratislava 

Slovakia 

3 . The meeting will open at 10 a.m. on Monday, 4 May 1998. Registration 
of participants will commence at the venue of the meeting at 3 p.m. on 
Saturday, 2 May 1998. 

Logistical arrangements 

4. The Secretariat will distribute an information note containing details 
of registration and logistical arrangements for the meeting, including 
information on travel, visa requirements, accommodation and other matters. 

Particioants 

5 . In accordance with Article 36, paragraph 3 of the Convention, for each 
Contracting Party which ratifies, accepts or approves the Convention or 
accedes thereto after the deposit of the thirtieth instrument of 
ratification, acceptance, approval or accession, the Convention shall enter 
into force on the ninetieth day after the date of deposit by such Contracting 
Party of its instrument of ratification, acceptance, approval or accession. 
Consequently, the Parties to the Convention at the opening of the fourth 
meeting of the Conference of the Parties on 4 May 1998 will be those States 
and regional economic integration organizations that have deposited their 
instruments by 3 February 1998. Those which deposit their instruments after 
3 February but before 14 February 1998 will become Parties during the fourth 
meeting. Those that do so after 14 February 1998 will not become Parties 
during the fourth meeting but may participate in the meeting as observers. 

Observers 

6. In accordance with Rule 6 of the rules of procedure for meetings of the 
Conference of the Parties, the Secretariat will notify the United Nations; 
its specialized agencies and the International Atomic Energy Agency as well 
as any State not Party to the Convention of this meeting so that they may be 
represented as observers. 

7. In accordance with rule 7 of the rules of procedure, the Secretariat 
will also notify any body or agency, whether governmental or . 
non-governmental, qualified in fields relating to the conservation and 
sustainable use of biological diversity, which has informed the Secretariat 
of its wish to be represented at this meeting, so that they may be 

I ... 



Ms. Zuzana Guziova 
National Secretariat for the 
Convention on Biological 
Diversity 
Ministry of the Environment 
Hanulova 5/d 
841 02 Bratislava 
Slovak Republic 
Tel: +421-7-786-581 
Fax: +421-7-786-568 
Email: zuzana_g@ba.gef.sanet.sk 

UNEP/ CBD/ COP/ 4 / 1 
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2.2 Adoption of the agenda 

22. The draft provisional agenda contained in section I of the 
present document has been prepared by the Executive Secretary in the 
light of the provisions of rule 8 of the rules of procedure for 
meetings of the Conference of the Parties, and taking into account 
the medium-term programme of work and other relevant decisions 
adopted by the third meeting of the Conference of the Parties. In 
preparing the draft provisional agenda, the Executive Secretary has 
benefited from guidance of the Bureau of the third meeting of the 
Conference of the Parties. 

2.3 Organization of work 

23. Suggestions for the organization of work are contained in Annex 
1 of the present document. In preparing these suggestions, the 
Executive Secretary has been guided by the Bureau of the third 
meeting of the Conference of the Parties. 

24. The Government of the Slovak Republic will convene a 
Ministerial Roundtable on Biological Diversity on 4 and 5 May 1998. 
It is suggested that plenary sessions could take place 
simultaneously. 

25. In light of the number and complexity of the matters to be 
addressed at the fourth meeting, the Conference of the Parties may 
wish to establish two working groups. A timetable and division of 
responsibilities between two working groups is proposed. 

26. Interpretation will be available for two working groups at 
normal morning and afternoon sessions. Interpretation will not, 
however, be available for evening sessions, should these be 
necessary. 

ITEM 3: REPORTS OF THE REGIONAL PREPARATORY MEETINGS 

27. In its decision III / 26 on regional and subregional meetings, 
the Conference of the Parties requested the Executiv e Secretary to 
seek voluntary contribu tions to meet the administrative c osts of 
regional and sub-regional meetings o f Parties and to facilitate the 
participation of developing country Parties, in particular the 
least-developed countries and small-island developing States . 

28. Regional meetings will have been held in Lima, Peru (4 to 6 
March 1 998 ), Nairobi , Kenya (9 to 11 March 1998 ) , Almaty , Kazakhstan 
(23 t o 26 March 1998), and Hainan , China (26 to 29 March 1998. The 
reports o f these meetings , which wi ll be availabl e for i nformation, 
will be int r oduced by the Chairperson of each meeting . 

29. The Conference of the Parties will be invited to take note of 
and to i ncorporate, as appropriate, the conclusions o f the regional 
meetings into its consideration of the corresponding items on the 
agenda of t he fourth meeting. 

I -



4.3 Matters relating to the operations of the SBSTTA 
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37. In its decision III/2, on the report of the second meeting of 
SBSTTA, the Conference of the Parties decided to consider 
recommendation II / 11 of the SBSTTA on the proposed revised elements 
of the modus operandi of the SBSTTA at its fourth meeting. 

38. Annex 3 of the report of the third meeting of the SBSTTA 
contains a report on an informal meeting on issues dealing with the 
operation of the SSTTA. 

39. Under item 13 of the agenda of the present meeting, the 
Conference of the Parties will review the operations of the 
Convention. The meeting may wish to consider the operations of the 
SBSTTA under the present item of the agenda, with a view to 
contributing to the overall review to be conducted under item 13 . 
Decisions to be reached concerning the operations and modus operandi 
of the SBSTTA will thus form part of a wider decision to be adopted 
by the Conference of the Part i es in light of its consideration of 
agenda item 13 . 

4.4 Matters relating to the participation of Parties in the 
Convention process 

40. In its recommendation III /7, the SBSTTA recommended that the 
Conference of the Parties give urgent consideration to the issues 
that the SBSTTA has identified concerning the participation of 
Parties in the Convention process. As these i ssues are relevant to 
the consideration by the Conference of the Parties of the operations 
of the Convention (item 13 of the agenda) and of the budget of the 
Trust Fund ( item 17.2 of the agenda), the Conference of the Parties 
may wish to consider this recommendation under these agenda items. 

4.5 Date, venue and provisional agenda of the fourth meet ing 
of the SBSTTA 

41 . In annex 2 of the report of i ts third meeting, the SBSTTA has 
proposed a draft provisional agenda for its fourth meeting. Since 
this matter is related to the review of the operations of the 
Convention and to the future programme of work of the Conference of 
the Parties, the Conference of the Parties may wish to consider the 
agenda of the next meeting of the SBSTTA under item 13 of the agenda. 

42 . Under items 13 and 19 (date and venue of the f ifth meeting of 
the Conference of the Parties ), the Conference of the Parties will 
consider the frequency of its meetings and determine the dates of its 
fifth meeting. A decision by the Conference of the Parties to hold 
its fifth meeting in early 1999 would suggest that the fourth meeting 
of the SBSTTA should be held no later than October 1998. 

43. At the third meeting of the SBSTTA, the representative of 
Germany stated that, if a decision were taken to hold the fou rth 
meeting of the SBSTTA in early 1999, his Government would be pleased 
to offer co host the meeting. 

44. The Conference of the Parties should therefore decide upon the 
date and venue of the fourth meeting of the SBSTTA. 
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51. Furthermore, the same decision instructed the SBSTTA to further 
review methodologies for assessment of biological diversity, through 
its thematic work on ecosystems, and to make recommendations to the 
fourth meeting of the Conference of the Parties for their 
application. A note by the Executive Secretary (document 
UNEP/CBD/SBSTTA/3/8) was prepared for this purpose. 

52. At its third meeting, the SBSTTA considered these issues and 
adopted recommendation III/1 (contained in document UNEP/ CBD/COP / 4 / 2, 
as noted under item 4 above). The recommendation contains advice on 
four areas: assessment of the status and trends of the biological 
diversity of inland water ecosystems; guidance to assist in the 
national elaboration of Annex 1 of the Convention, as pertaining to 
inland water ecosystems; review of methodologies for assessment of 
the biological diversity of inland water ecosystems; and the urgency 
of needed action on taxonomy. 

53. The meeting will have before it a note prepared by the 
Executive Secretary (contained in document UNEP/ CBD/COP/ 4 / 4), which 
synthesizes the three documents considered by the SBSTTA and 
transmits its recommendation III / 1. 

54. The recommendation of the SBSTTA constitutes a programme of 
work on the biological diversity of inland waters,.which the 
Conference of the Parties is invited to consider and to include in 
the longer-term programme of work to be considered under item 13 of 
the agenda. The Conference of the Parties will note that, in 
addition to identifying information gaps that need to be addressed in 
order to obtain a global assessment of the biological diversity of 
inland waters and to developing regional guidelines for assessments, 
the programme of work includes elements relating to the application 
of the ecosystem approach, integration of considerations of the 
biological diversity of inland waters into sectoral planning, 
restoration and rehabilitation of ecosystems, valuation and 
incentives, environmental impact assessments, education and public 
awareness, traditional knowledge, and the development of indicators. 

55. These matters will be addressed under other items of the agenda 
of the meeting. The recommendation of the SBSTTA also addresses the 
roles of the financial mechanism and of the clearing-house mechanism 
of the Convention in the implementation o f the programme of work. 
The Conference of the Parties will thus wish to recall these specific 
elements of the proposed programme of work on the conservation and 
sustainable use of the biological diversity of inland water 
ecosystems when considering these other items on the agenda and 
developing its longer-term programme o f work . 

ITEM 7: REPORTS ON PROGRAMMES OF WORK 

7.1 Jakarta Mandate on marine and coastal biological 
diversity 

56. In its decision II / 10, on conservation and sustainable use o f 
marine and coastal biological diversity, the Conference of the 
Parties requested the Executive Secretary to produce annual reports 
to the SBSTTA and also reques ted that the first annual report include 
a three -year work plan. 
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65. Accordingly, the Executive Secretary has prepared document 
UNEP/ CBD/COP/ 4 / 6, which contains a report on progress in implementing 
the work programme on agricultural biological diversity . 

66. The report has been prepared on the basis of contributions by 
Parties, Governments, and relevant international and regional 
organizations regarding their assessment of ongoing activities and 
existing instruments on agricultural biodiversity at national and 
international levels. With regard to Annex 2 of decision III / 11, the 
document describes ongoing work to identify areas of relevance to the 
objectives of the Convention and further identifies priority thematic 
areas and issues that need to be addressed . Reference is made to 
SBSTTA recommendation III/4 on its review of ongoing activities on 
agricultural biological diversity, contained in document 
UNEP/ CBD/COP/ 4 / 2 (see agenda item 4 above) . 

67. The Conference of the Parties is requested to note progress 
made in the initial review of activities and instruments, and to 
consider mechanisms for the further development, implementation and 
review of the multi-year work programme . This will thus form part of 
the longer-term programme of work to be considered under item 13 of 
the agenda. 

68. In particular, the Conference of the Parties is invited to 
identify intersessional activities necessary to advance the first 
phase of the work programme, and to request the SBSTTA to provide 
further advice in light of its consideration of the initial review of 
ongoing activities and existing instruments . 

69. The Conference of the Parties is also requested to consider the 
need for a global assessment of agricultural biological diversity, 
building upon ongoing activities in international organizations, as 
well as on contributions by Parties and Governments, and to request 
the SBSTTA to provide appropriate advice. 

7.3 Forest biological diversity 

70. In its decision III / 12, the Conference of the Parties requested 
the Executive Secretary to develop a focused work programme for 
forest biological diversity . Optional elements for such a work 
programme should initially focus on research, cooperation and the 
development of technologies necessary for the conservation and 
sustainable use of forest biological diversity. 

71. At its third meeting, the SBSTTA considered scientific, 
technical and technological advice on forest biological diversity, 
taking account of research and technical priorities previously 
identified. Its recommendation III /3 is contained in document 
UNEP/CBD/COP/4/2 (see agenda item 4 above). 

72. The meeting will have before it the report of the Executive 
Secretary on the draft programme of work on forest biological 
diversity . The report is contained in document mrEP/CBD/COP/4/7. 

73. In developing this work programme , the Executive Secretary has 
drawn upon the assistance of Parties and countries, intergovernmental 
organizations and processes, major groups and other relevant 
stakeholders . The report recalls the mandate for the work, including 

/_, 
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82. The Conference of the Parties is invited to approve the 
programme of work for the next phase, which will form part of the 
longer-term programme of work which will be considered under item 13 
of the agenda. 

ITEM 9: ISSUES RELATED TO BIOSAFETY 

83. In its decision II/5, the Conference of the Parties established 
an Open-ended Ad Hoc Working Group on Biosafety. By the fourth 
meeting of the Conference of the Parties, the Working Group will have 
met four times (Aarhus, Denmark, in July 1996 and Montreal, Canada, · 
in May 1997, October 1997, and February 1998). The reports of the 
second, third and fourth meetings of the Working Group will be 
available at the meeting for information. 

84. The meeting will have before it a note by the Executive 
Secretary, contained in document UNEP/CBD/COP/ 4 / 9, informing the 
Conference of the Parties of progress made by the Working Group and 
identifying two matters on which decisions of the Conference of the 
Parties are required at the fourth meeting. 

85. In its decision III/20, the Conference of the Parties decided 
that the Bureau of the Working Group should remain in office, under 
the chairmanship of Mr. Veit Koester (Denmark) I until the fourth 
meeting of the Conference of the Parties. The meeting will therefore 
need to decide upon the Bureau for the remaining meetings of the 
Working Group. 

86. Decision II / 5 states that the Working Group should endeavour to 
complete its work in 1998. At its third meeting, the Working Group 
identified the need for three meetings in 1998 in order to do this 
and decided to hold its fifth meeting in July 1998 and its sixth 
meeting in December 1998. It also recommended that its sixth meeting 
be followed by a two-day extraordinary meeting of the Conference of 
the Parties, in order that the Conference of the Parties adopt the 
Protocol on Biosafety in accordance with Article 28 of the 
Convention. 

87. Under items 13 (review of the operations of the Convention) and 
19 (date and venue of the fifth meeting ) of the agenda, the 
Conference of the Parties will consider the frequency of its ordinary 
meetings . 

88. The Conference of the Parties may therefore wish to consider 
holding an extraordinary meeting at the end of 1998 for the purpose 
of adopting the Protocol, in accordance with paragraphs 3 and 4 of 
Rule 4 of the rules of procedure for meetings and extraordinary 
meetings of the Conference of the Parties. 

ITEM 10: IMPLEMENTATION OF ARTICLE 8 AND RELATED PROVISIONS 

89. I n its decision III / 14 on the implementation of Article 8 ( j) on 
traditional knowledge, the Conference of the Parties decided that an 
intersessional process be established to advance further work on the 
implementation of Article 8 ( j ) and related provisions with a view to 
produci ng a report for consideration at the fourth meeting of the 
Conference of the Parties. 
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measures taken for the implementation of Article 6. In its decision 
III/9, on the implementation of Articles 6 and 8 of the Convention, 
the Conference of the Parties decided that the first national reports 
should be submitted no later than l January 1998. 

96. Decision II/17 also urged the financial mechanism to make 
available financial resources to developing country Parties to assist 
in the preparation of their national reports. The report of the 
interim financial mechansim is contained in document 
UNEP/CBD/COP/4 / 15. As at January 1998, 93 developing country Parties 
had received assistance through the biodiversity-enabling activities 
of the Global Environment Facility. 

97. As at 31 January 1998, the Secretariat had received 51 reports 
{final, interim and/or summary reports). A further 46 Parties, not 
in a position to submit their national reports within the deadline, 
had provided information to the Secretariat on the status of 
preparation and/or expected date of completion of the report. 

98. Decision II / 17 requested the Executive Secretary to prepare a 
report based on the synthesis of information contained in the 
national reports and other relevant information, and also containing 
suggested next steps. This report is contained in document 
UNEP /CBD/COP/4/11. 

99. The report notes that the development of national biodiversity 
strategies and action plans has begun or is about to begin in the 
majority of countries; that many countries have identified 
constraints in the development of their strategies and action plans; 
and it identifies needs to be addressed and ways in which further 
assistance can be provided to such countries. 

100 . The report also notes that, as the majority of the reports were 
submitted after the deadline, it has not been possible to undertake 
more than a summary analysis of the information they contain and 
therefore a more detailed analysis should be prepared for the fourth 
meeting of the SBSTTA. 

101. The Conference of the Parties is invited to request the 
Executive Secretary to provide a report, based on the synthesis of 
information contained in the national reports received and other 
relevant information, and containing suggested next steps, to the 
SBSTTA at its fourth meeting; to request the SBSTTA to provide advice 
to the fifth meeting of the Conference of the Parties on guidelines 
for the preparation of future national reports in light of ics 
analysis of the first national reports and of its ongoing work on the 
developmenc of a core set of indicators, in order that the fifth 
meeting may determine che intervals and form of subsequent national 

reports. 

102. The Conference of the Parties is also invited to urge Parties 
and countries to further share information on their experiences of 
developing and implementing biodiversity strategies and action plans , 
and to call upon all Parties and countries and, as appropriate, the 
financial mechanism , its implementing agencies and other relevant 
organizacions, to provide all necessary support for che completion of 
the strategy and planning cycle by all Parties. 
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Desertification under agenda items 11 (na tional reporting), 13 
(review of the operations of the Convention) and 17 (administrative 
and budgetary matters). 

110. The Conference of the Parties is also invited to n ote the 
recommendation by the special session that arrangements for the 
election of the Bureau of the CSD be changed in order to allow the 
same Bureau to provide guidance for and lead work during the annual 
sessions of the Commission, and to consider whether similar 
arrangements would be appropriate for the election of its Bureau. 

111. The Conference of the Parties is invited to request the SBSTTA 
to further elaborate the principles underlying the ecosystem approach 
into guidelines that would assist Parties to integrate the 
conservation and sustainable use of biological diversity into 
sectoral activities. 

12.2 Cooperation with other agreements, institutions and 
processes relevant to insitu conservation (Article 8) 

112. In its decision III/ 9, o n the implementation of Articles 6 and 
8 of the Convention, the Conference of the Parties requested the 
Executive Secretary to prepare a paper for consideration by the next 
meeting of the SBSTTA, identifying existing conventions and other 
international agreements relevant to the implementation of the 
various paragraphs of Article 8. The Bureau of the SBSTTA, seeking 
to focus the agenda of the third meeting of the SBSTTA, decided to 
defer consideration of this item. The Bureau of the third meeting of 
the Conference of the Parties, in its guidance to the Executive 
Secretary concerning the agenda for the present meeting, was of the 
view that the paper called for under decision III / 9 could be 
considered by the fourth meeting of the Conference of the Parties 
under the standing item on cooperation. 

113. Accordingly, the Executive Secretary has prepared a note on 
cooperation with other agreements, institutions and processes 
relevant to insitu conservation. The note, which is contained in 
document UNEP/ CBD/ COP / 4 / 13, reports on relevant cooperation since the 
third meeting of the Conference of the Parties, describes the key 
instruments relevant to the implementation of Article 8, notes that 
some provisions of Article B (for example, traditional knowledge 
(Article B(j)) and alien species (Article 8(h)) are the subject of 
specific processes, considers the overall institutional requirements 
of the Convention for further promoting effective cooperation, and 
identifies priorities for the longer-term programme of work. 

114. The Conference of the Parties is invited to request Parties, 
Governments and relevant international organizations to submit case 
studies to the Secretariat with the aim of sharing i nformation , inter 
alia through the clearing-house mechanism, and t o request the SBSTTA 
to prepare guidelines on the basis of such submissions for the 
implementatio n of Article 8, with particular emphasis on protected 
areas and the rehabilitation of degraded ecosy stems. 
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l?l. The Council of the Global Environment Facility, at its ninth 
meeting in May 1997, approved the Memorandum of Understanding, 
thereby bringing it into effect, in accordance with its paragraph 
10.1 . 

122. The Conference of the Parties is invited to take note of the 
entry into effect of the Memorandum of Understanding. 

14 . 2 Activities of the Global Environment Facility 

123 . The Conference of the Parties has determined that matters 
relating to the financial mechanism, including a report from the 
institutional structure entrusted with its operation, will be a 
standing item at its ordinary meetings. Paragraph 3.1 of the 
Memorandum of Understanding states that the Council of the Global 
Environment Facility will prepare and submit a report for each 
ordinary meeting of the Conference of the Parties. 

124. The report of the Council is transmitted by the Executive 
Secretary to the Conference of the Parties in document 
UNEP / CBD/ COP/ 4 / 15. The report of the Council is made available in 
the languages of submission . 

125 . The Conference of the Parties is invited to take note of the 
report of the Council and to consider the information contained 
therein when deciding upon the need for further guidance to the 
financial mechanism under item 14.5 below. 

14 .3 Review of the effectiveness of the financial mechanism 

126. Article 21 of the Convention states that the Conference of the 
Parties shall review the effectiveness of the financial mechanism 
and, based on such review, take appropriate action to improve the 
effectiveness of the mechanism, if necessary. 

127 . In its decision III / 7, the Conference of Parties decided the 
objectives and criteria for the first review of the effectiveness of 
the financial mechanism to be conducted in time for its fourth 
meeting. It further decided that the review should be conducted 
under its authority and established a methodology and procedures for 
the first review. 

128 . In accordance with these procedures, the Executive Secretary 
has prepared the synthesis report referred to in paragraph 8 of the 
Annex to decision III / 7. This synthesis report is contained in 
document UNEP / CBD/ COP/ 4 / 16. 

129. On the basis of its review of the synthesis report, the 
Conference of the Parties should deci de whether action is required to 
improve the effectiveness of the financial mechanism and should 
consider methodologies for future reviews. 

14.4 Additional financial resources 

13 0. In i ts decision III / 6 , on addi t ional financial resources, the 
Conf erenc e o f the Parties requested the Executive Secretary to 
explore ways of collaborating with funding institutions in order to 
facilitate making their activities more supportive o f the Convention 
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135. On the basis of its consideration of the report of the Council 
on the activities of the Global Environment Facility (i tem 14.2 
above), its review of the effectiveness of the financial mechanism 
(item 14.3}, and its consideration of matters relating to indicators 
(item 4), inland water ecosystems (item 6), marine and coastal 
biological diversi ty (item 7.1}, agricultural biological diversity 
(item 7.2}, forest biological diversity (item 7.3}, clea ring- house 

mechanism (item 8}, traditional knowledge (item 10}, biodiversity 
strategies and action plans and national reports (item 11), incentive 
measures (item 15.1} and benefit- sharing (item 16} , the Conference 
of the Parties will need to consider whether it wishes to provide 
further guidance to the Global Environment facility in accordance 
with Article 21 and the Memorandum of Understanding. 

136. The Conference of the Parties is invited to consolidate its 
guidance to the Global Environment Facility. 

ITEM 15: MEASURES FOR IMPLEMENTING THE CONVENTION 

15.1 Incentive measures : consideration of measures for the 
i mplementation of Article 11 

137. In its decision III /1 8 on incentive measures, the Conference of 
the Parties invited Parties to share their expe riences and exchange 
information through the Secretariat in order to foster understanding 
of incentive measures and enhance their implementation. The decision 
also reqJested the Secretariat to provide a background document, 
providing guidance to the Parties on design and implementation of 
incentiv e measures. 

138. Accordingly, several Parties have provided information and case 
studies on incentive measures. The Executive Secretary has prepared 
a note on the design and implementation of incentive measures, 
contained in document UNEP/ CBD/ COP/ 4 / 18. The note presents several 
case studies, following a structure developed by the Secretariat. 
From the analysis of these, as well as from other studies that are 
available, several factors are identified as important for design and 
implementation of incentive measures. First, the importance of 
assessment of the status of biological diversity and the causes of 
threats is noted. Second, it is observed there are three major 
categories of incentive measures (economic, social and institutional) 
and that incentive measures are normally a combination of all three 
categories. Third, the importance o f assessing the requirements for 
implementation of incentive measures during the design stage is 
pointed out. Fourth, the effectiveness of part icipatory process of 
implementation is highlighted. Lastly, economic benefits resulting 
o f incentive measures are identified as one of the factors for 
success. 

139. The Conference of the Parties is invited to recommend that the 
exchange of information be continued and t o further encourage Parties 
to provide case studies, using the outline developed by the 
Secretariat. 

/ ~. 
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146. The Conference of the Parties may wish to request the SBSTTA to 
provide advice on ways and means to assist Parties with the 
i mplementation of Article 14, including examining existing EIA 
guidelines and advising on the need for guidelines specific to the 
provisions of the Convention. 

147. In order to assist the preparation of this advice from SBSTTA 
and to facilitate the sharing of experiences on the implementation of 
Article 14, the Conference of the Parties may wish to request the 
Executive Secretary to prepare a questionnaire to be distributed to 
Parties, countries and relevant international organizations 
requesting information on legislative and regulatory frameworks for 
EIA and liability. The Conference of the Parties is also requested 
to urge Parties, countries and relevant international organizations 
to make such information available to the Secretariat in a timely 
fashion . 

148 . The Conference of the Parties is also invited to request 
Parties, countries and relevant international organizations to submit 
case studies to the Secretariat, with the aim of sharing information, 
inter alia, through the clearing-house mechanism. 

ITEM 16: MATTERS RELATED TO BENEFIT-SHARING 

16.1 Measures to promote and advance the distribution of 
benefits from biotechnology in accordance with Article 19 
("Handling of Biotechnology and Distribution of 
Benefits") 

149. In its decision II /18 on the medium-term programme of work for 
1996-1997, the Conference of the Parties decided that the issue of 
benefit-sharing would be considered at its fourth meeting. 

150. To assist the discussions under this item of the agenda, the 
Executive Secretary has prepared a background document 
(UNEP/ CBD/ COP/ 4 / 21) which considers measures to promote and advance 
the distribution of benefits from biotechnology, in accordance with 
Article 19. The note recalls that the first two paragraphs of 
Article 19 address the issue of biotechnology and benefit-sharing. 
The note identifies a wide range of biotechnologies and the benefits 
deriving from genetic resources. Possible mechanisms for sharing 
benefits are considered, including the role of the private sector . 
Some examples of bioprospecting arrangements are presented. The 
importance of capacity-building and industrial policies targeted at 
biotechnology is also highlighted. A synthesis of case studies on 
benefit-sharing received by the Secretariat is contained in document 
UNEP/ CBD/ COP / 4 / Inf.7 . 

151. The Conference of the Parties is invited to recommend that 
Parties enact the necessary legislation. Pending the implementation 
of such measures, the Conference of the Parties should recommend the 
adoption of interi m mechanisms to promote benefit-sharing 
arrangements and the continued exchange of information regarding 
benefit-sharing arrangements. 
152. The Conference of the Parties may wish to consider convening an 
open-ended intersessional workshop to promote the involvement of the 
private sector in promoting benefit-sharing arrangements. 

/ ... 



UNEP/CBD/ COP/4/1 
Page 29 

policy and to indicate preliminary standards to be adopted by users 
in cases where the country providing the resources has no provisions 
on access. 

159 . The note concludes that development of an access and 
benefit - sharing regime under the Convention is at an early stage and 
that the Conference of the Parties should review the implementation 
of Article 15 on a regular basis. 

160. The Conference of the Parties is invited to urge Governments 
and other organizations to continue to provide the information 
requested in decision III /15 and to include information on 
legislation and policy in respect of access to genetic resources in 
future national reports. It should request the Executive Secretary 
to seek information from Governments, the private sector and relevant 
scientific bodies on bioprospecting arrangements, material transfer 
agreements and other relevant arrangements, with a view to making 
this information available to the Conference of the Parties in the 
form of guidelines based on practices. 

ITEM 17: ADMINISTRATIVE AND BUDGETARY MATTERS 

17.l Administration of the Convention 

161. The Conference of the Parties has decided that consideration of 
a report from the Executive Secretary on the administration of the 
Convention will be a standing item at its meetings. 

162. Accordingly, the Executive Secretary has prepared a report on 
the administration of the Convention for the period January 1997 to 
January 1998, which is contained in document UNEP /CBD/COP/4/24. 

163. The Conference of the Parties is invi ted to take note of this 
report. 

17.2 Budget of the Trust Fund for the Convention on Biological 
Diversity 

164. The meeting will have before it , for consideration and 
approval, a proposed budget of the Trust Fund for the Convention on 
Biological Diversity for 1999-2000. The proposed budget is contained 
in document UNEP/CBD/ COP/4 /2 5. 

165. In accordance with paragraph 11 of decision III / 24 on the 
budget of the Trust Fund, the documents prepared for consideration by 
the meeting under relevant agenda items above contain estimates of 
likely costs of the recommendations they contain, where these have 
significant implications for the budget of the Convention. These 
estimates are reflected in the proposed budget contained in document 
UNEP / CBD/ COP/ 4 /25. 
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173 . The Conference of the Parties may wish to consider the possible 
benefits of holding its meetings before the annual sessions of the 
CSD, in order to facilitate the early consideration by the 
Commission of the outcome of meetings of the Conference of the 
Parties . The Conference of the Parties may therefore wish to consider 
holding its fifth meeting in early 1999 . 

ITEM 20 : OTHER MATTERS 

174. At its fourth meeting, the Conference of the Parties will 
consider other items raised and accepted for discussion in accordance 
with rule 12 of the rules of procedure for meetings of the Conference 
of the Parties. 

ITEM 21: ADOPTION OF THE REPORT 

1 75. The Conference of the Parties, at its fourth meeting, will 
consider and adopt its report. 

ITEM 22: CLOSURE OF THE MEETING 

176. The fourth meeting will close on Friday, 15 May 1998 at 6 p.m . 
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Design and implementation of incentive measures: 
implementation of Article 11. 

Public education and awareness: implementation 
of Article 13. 

Impact assessment and minimizing adverse 
effects: implementation of Article 14. 

Measures to promote and advance the distribution 
of benefits from biotechnology in accordancewith 
Article 19. 

Means to addr ess the fair and equitable ·sharing 
of benefits. 

Review of national, regional and sectoral 
measures and guidelines on access to genetic 
resources. 

Administration of Convention. 

Proposed budget for the Trust Fund of the 
Convention. 

Information for participants. 

Review of the operations of the Convention: 
submission by the Government of the United 
Kingdom. 

Ratification of the Convention on Biological 
Diversity. 

Report of the regional preparatory meetings. 

List of national focal points and clearing-house 
mechanism focal points . 

Reports o f the regional workshops on the 
clearing-house mechanism. 

Synthesis of case studies on benefit-sharing. 
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effectiveness of the financial mechanism and/or the 
effectiveness of the review procedure. 

Endorse proposed further work on additional financial 
resour ces. 

Transmit further guidance to the Global Environment 
Facility. 

Recommend further exchange of information on incentive 
measures and submission of case studies. 

Urge Parties, major groups, and international and national 
bodies to promote public education and awareness on 
biological diversity. 

Request the SBSTTA to provide advice on impact assessment 
and minimizing adverse effects on the basis of information 
and case studies to be provided to the Secretariat. 

Recommend that Parties enact legislatfon to promote the 
distribution of benefits from biotechnology and adopt 
appropriate interim measures. 

Approve programme priorities for assistance to developing 
country Parties through the financial mechanism in respect 
o f benefit-sharing. 

Urge Governments and others to continue to provide 
information on matters relating to access; request the 
Executive Secretary to prepare guidelines on best practices. 

Approve budget of Trust Fund for 1999-2000. 

Adopt its report on credentials. 

Approve the date and venue of the fifth meeting. 

Adopt its report of the fourth meeting. 
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Correspondence. 

Ref: 
EXC-28360 
ESD-98-4530 



AYR-International 

World Bank 
Attn. James Wolfenshon 
1818 H Street NW 
20433 Washington DC 
USA 

Subject: HAZARDOUS WASTE DISPOSAL 

Rotterdam, 08 April 1998 

Dear Mister Wolfenshon, 

AVR-lnternational B.V. 

Oude Maasweg s 
3179 Kl Rotterdam-Botlek 

P.O. Box 149 

3190 AC Hoogvliet-Rt. 

The Netherlands 

Harbournumber 4020 

tel. : ( •31) 010-472 62 70 

fax : ( •31) 010-472 62 71 

e-mail: int.desk@avr.nl 

We are a major and responsible company in the business of hazardous chemical waste 
collection and disposal and we are writing to you because we are aware that you have an 
interest in this difficult issue and may, therefore, find our services of value. 

A VR International is part of the major Netherlands group A VR-Companies, of which the 
Netherlands Government owns 30% and the City of Rotterdam 25%. A VR International bas 
special expertise and facilities for the international collection, shipping and high temperature 
incineration (and other treatment) of hazardous chemical waste and contaminated soil, and also 
for the cleaning up of contaminated sites. Our modem rotary kiln incinerators near to 
Rotterdam operate to the highest environmental standards in Europe. They are conveniently 
located near to the port, on a purpose-built site that is in an industrial area away from private 
communities. We are seeking to expand our international business and are currently involved 
in a number of projects embracing the collection and incineration and/or treatment of obsolete 
pesticides, and contaminated soil. We are experienced and well acquainted with the necessary 
operating conditions and procedures for such exercises and for other chemicals . 

One of our principal focuses is the hazardous waste disposal needs of governments and the 
private sector companies in those countries which have no local environmentally acceptable 
capability. The services we offer include: 

• the expert risk assessment of hazardous chemical stocks and contaminated sites, and 
production of inventories, particularly when stored in a dangerous condition 

• laboratory analysis of waste and contaminated soil, both to determine composition and 
concentration 

• design of projects for, inter a/ia, site rehabilitation, waste repacking and the subsequent 
transport and incineration/treatment 

• full or partial execution of projects 
• completion of documentation such as international labelling, Basel procedures, import 

approvals etc 
• certification of safe and complete disposal 

AYR-International B. V. Company Regis trat ion Chamber of Commerce Number 242982 Rotterdam 
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AVR-lnter~o.tJH 

Our large scale of operations enables us to offer highly competitive rates for the disposal of 
hazardous waste. We also benefit from the humanitarian policy of the Netherlands · 
Government in allowing the importation of hazardous waste for incineration/treatment from 
developing nations not having their own disposal expertise or capability. 

If you have either existing projects, or anticipate future projects, where our services might 
prove of value we should be pleased to meet you to detennine how we might be able to help. 
Furthermore, at the same time you or your colleagues may wish to take the opportunity of 
visiting our facilities in the Netherlands to reassure yourselves that we operate to a fully 
acceptable standard. 

We look forward to hearing from you. 

Yours Sincerely, 

E.J.M.J. Eymans 



THE WORLD BANK GROUP 

ROUTING SLIP I DATE: May 18, 1998 

NAME ROOM. NO. 
Elvira Scott 
Victor Arias I 

URGENT ffi PER YOUR REQUEST 

FOR COMMENT PER OUR CONVERSATION 

FOR ACTION NOTE AND FILE 

FOR APPROVAL/CLEARANCE FOR INFORMATION 

FOR SIGNATURE PREPARE REPLY 

NOTE AND CIRCULATE NOTE AND RETURN 

RE: 
EXC28678 

REMARKS: 

We have not prepared a response to this letter because it was essentially a rectification of a 
mailing error, as noted, and a response did not seem necessary. 

The new letter was forwarded to David Hanrahan. 

FROM ROOM NO. EXTENSION 
Allison Cook for Isabel Alegre MCS-124 31590 



No.: EXC-28678 

CORRESPONDENCE MANAGEMENT FOR THE PRESIDENT'S OFFICE 

CHORUS 
External Correspondence Profile 

FOR ACTION: Ian Johnson STATUS: Open 

VPU: Room#: MCS-123 

Telephone: ••• 

CORRESPONDENCE DESCRIPTION: 

From : E. J. M. J. Eymans 
Organization: AVR International, The Netherlands 

To : Mr. Wolfensohn 
Dated: 04/08/98 
Topic: Rectificat ion of mailing error 

ACTION INSTRUCTIONS: 

Log Date: 
Logged in by: 
Response 
Date: 

04/21 /98 02:54:54 PM 
David Fischer 

Due Date: 05/05/98 
2. PLEASE HANDLE AND PROVIDE ONE COPY OF THE REPLY TO THE CORRESPONDENCE UNIT WITH THE EXC 

REFERENCE NUMBER MARKED UNDER THE SANK COPY RECIPIENTS . 

If the action marked is incorrect, or an item of correspondence has been overtaken by events, please send an 
E-Mail to the " Correspondence Unit" All-in-One account. 

Thank you. 

SPECIAL INSTRUCTIONS: 
This is replacing 28360 

INFORMATION COPIES: 

Please return to: 
Correspondence Unit, Room M~ 12-800 (Ext. 82441) 
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Attn. James Wolfenshon 
1818 H Street NW 
20433 Washington DC 
USA 

Subject: RECTIFICATION 6 F MAILING ERROR 

Rotterdam, 08 April 1998 

Dear Mister Wolfhenson, 

AYR-International 

AVR-lnternational B.V. 

Oude Maasweg s 
3179 KJ Rotterdam-Botlek 

P.O. Box 149 

3190 AC Hoogvliet-Rt. 
The Netherlands 

Harbournumber 4020 

tel.: ( •31) 010-472 62 70 

fax: ( •31) 010- 472 62 71 

e-mail: int.desk@avr.nl 

We have been informed that a mailing error resulted in you receiving an incorrect letter from 
us on the subject of hazardous waste (dated 31st March 1998). 
We apologise and would kindly request you to treat the attached letter as the one you should 
have received. 

Yours Sincerely, 

~ ~mational 

E.J.M.J. Eymans 

AYR-International B.V. Company Registration Chamber of Commerce Number 242982 Rotterdam 
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AYR-International 

World Bank 
Attn. James Wolfenshon 
1818 H Street NW 
20433 Washington DC 
USA 

Subject: HAZARDOUS WASTE DISPOSAL 

Rotterdam, 08 April 1998 

Dear Mister Wolfenshon, 

AYR-International B.V. 

Oude Maasweg s 
3179 KJ Rotterdam- Botlek 

P.O. Box 149 

3190 AC Hoog vliet-Rt. 

The Netherlands 

Harbournumber 4020 

te l.:( •31) 010- 472 62 70 

fax:( •31) 010-472 62 71 

e-mail : int.desk@avr.nl 

We are a major and responsible company in the business of hazardous chemical waste 
collection and disposal and we are writing to you because we are aware that you have an 
interest in this difficult issue and may, therefore, find our services of value. 

A VR International is part of the major Netherlands group A VR-Companies, of which the 
Netherlands Government owns 30% and the City of Rotterdam 25%. A VR International has 
special expertise and facilities for the international collection, shipping and high temperature 
incineration (and other treatment) of hazardous chemical waste and contaminated soil, and also 
for the cleaning up of contaminated sites . Our modem rotary kiln incinerators near to 
Rotterdam operate to the highest environmental standards in Europe. They are conveniently 
located near to the port, on a purpose-built site that is in an industrial area away from private 
communities . We are seeking to expand our international business and are currently involved 
in a number of projects embracing the collection and incineration and/or treatment of obsolete 
pesticides, and contaminated soil. We are experienced and well acquainted with the necessary 
operating conditions and procedures for such exercises and for other chemicals. 

One of our principal focuses is the hazardous waste disposal needs of governments and the 
private sector companies in those countries which have no local environmentally acceptable 
capability. The services we offer include: 

• the expert risk assessment of hazardous chemical stocks and contaminated sites, and 
production of inventories, particularly when stored in a dangerous condition 

• laboratory analysis of waste and contaminated soil, both to determine composition and 
concentration 

• design of projects for, inter alia, site rehabilitation, waste repacking and the subsequent 
transport and incineration/treatment 

• full or partial execution of projects 
• completion of documentation such as international labelling, Basel procedures, import 

approvals etc 
• certification of safe and complete disposal 

AVR-lnternational B.V. Company Registration Chamber of Commerce Number 242982 Rotterdam 
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AVR-lnterao~ 

Our large scale of operations enables us to offer highly competitive rates for the disposal of 
hazardous waste. We also benefit from the humanitarian policy of the Netherlands 
Government in allowing the importation of hazardous waste for incineration/treatment from 
developing nations not having their own disposal expertise or capability. 

If you have either existing projects, or anticipate future projects, where our services might 
prove of value we should be pleased to meet you to detennine how we might be able to help. 
Furthermore, at the same time you or your colleagues may wish to take the opportunity of 
visiting our facilities in the )letherlands to reassure yourselves that we operate to a fully 
acceptable standard. 

We look forward to hearing from you. 

Yours Sincerely, 

E.J.M.J. Eymans 



Cnrrespondence lvlrmagen1ent for ESDVP Log No. 98-4530 

ISI) 

1?espvns~ Due Dnie: OLJ/23/98 

Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Wolfensohn 

Date Received: 04/21/98 

Correspondence Date: 03/31/98 

Date Transmitted: 

From: E. J. M. J. Eymans 

Type: EXC Document EXC Number: 28360 

Topic: Responsible care - hazardous waste disposal 

Action Instructions 

D For information. 

D Please review and advise . 

D !'lease reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

Organization: A VR International 

D Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn 's signature. 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

Information Copies: 

7a 
Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



1 Jo .: £XC-28360 

CORnfSPOi\lDi:i\lCE iV1ANAGEMEl\JT FOR THE PRi:SJDENT'S OFFICE 

CHORUS 
External Corrsspondenc~ Profi}9 

FOR ACTION: I. Johnson (MC5-123) STATUS: Open 

VPU: Room#: 

Telephone: 

CORRESPONDENCE DESCRIPTION: 

From: E. J. M. J . Eymans 
Organization: AVR International, The Netherlands 

To: Mr. Wolfensohn 
Dated: 03/31 /98 

Log Date: 
Logged in by: 
Response 
Date: 

Topic: Responsible care - hazardous waste disposal. 

ACTION INSTRUCTIONS: 

04/14/98 02:43:06 PM 
David Fischer 

Due Date: 04/28/98 
2. PLEASE HANDLE AND PROVIDE ONE COPY OF THE REPLY TO THE CORRESPONDENCE UNIT WITH THE EXC 

REFERENCE NUMBER MARKED UNDER THE BANK COPY RECIPIENTS. 

If the action marked is incorrect, or an item of correspondence has been overtaken by events, please send an 
E-Mail to the "Correspondence Unit" All-in-One account. 

Thank you. 

SPECIAL INSTRUCTIONS: 
None 

INFORMATION COPIES: 

Please return to: 
Correspondence Unit, Room MC12-800 (Ext. 82441} 
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World Bank 
Attn. Mr. Wolfenshon 
1818 H Street NW 
20433 Washington DC 
USA 

o-: .-. -~·'\ I;:· rl 
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RE: RESPONSIBLE CARE - HAZARDOUS WASTE DISPOSAL 

Rotterdam, 31 March 1998 

Dear Mr. Wolfenshon, 

I , "I,...__/ 

AVR-lnt~rnarbnal s.v . 
Oude Maasweg s 
3179 Kl Rotterdam-Botlek 

P.O. Box 149 

3190 AC Hoogvliet-Rt. 

The Netherlands 

Harbournumber 4020 

tel. :(• 31) 010-472 62 70 

fax: ( •31) 010-472 62 71 

e-mail: int.desk@avr.nl 

We have been following with interest the Responsible Care programme of CEFIC and the 
·commitment to it of its member companies and affiliates, and have also...become aware that 
the disposal of hazardous waste and clean-up of sites are common and significant problem 
issues among overseas affiliates of multinational companies. This is particularly the case in 
countries where there are no suitable high temperature incinerators or other facilities that meet 
OECD safety and environmental standards. We are a major and responsible company based 
in the Netherlands and we are confident we would be able to offer you a service for the clean
up of chemical sites and the disposal of any hazardous waste which would both meet your 
demanding standards and be reasonably priced. We should be grateful if you would pass this 
letter to those people and affiliates in your organisation who might benefit from our service so 
that we can enter into djscussion with them. 

A YR-International is a Division of the major Netherlands group A VR-Companies, of which 
the Netherlands Government owns 30% and of which 45% is owned jointly by Industry 
(Akzo Nobel, Dow Benelux, Du Pont de Nemours (Nederland), Hoechst Holland, Hoogovens 
Group, Shell Nederland, DSM and the Nederlandse Unilever Company). A VR has special 
expertise and facilities for the collection, shipping and high temperature incineration (and 
other treatment) of hazardous waste and contaminated soil. Our modem rotary kiln 
incinerators near to Rotterdam operate to the highest environmental standards in Europe. We 
have also recently acquired the Booy Group of Companies, which has given us considerable 
in-house expertise in a wide range of hazardous materials handling and cleaning activities, in 
particular the clean-up of contaminated sites and spills, the repacking and shipping of 
hazardous chemicals, and the provision of emergency response services to port authorities and 
others. 

AVR-Jnternational 8. V. ColT'pany Re~istration Chamber of Commerce Number 2:.~982 ~ct!erdam 
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We are, of course, aware that a number of multinational companies in Europe have their own 
incineration capability within their base country. However, importation into Europe of 
hazardous waste from overseas affiliates is not usually a simple matter and involves much 
documentation and procedural discussions with the exporting and importing authorities. 
Furthermore, for countries that are not yet a signatory to the Basle Convention for the Control 
of the Trans boundary Movements of Hazardous Waste it can be particularly difficult. In such 
cases a bilateral agreement between the exporting and importing governments is required 
before the export/import can take place. As a professional hazardous waste disposal company 
such activities are routine for us. We can also combine the needs of several companies and 
make a joint application and project, thus minimising overall costs considerably. We also 
benefit from the responsible attitude of the Netherlands Government in allowing importation 
of hazardous waste for disposal from countries outside of Europe that do not have their own 
capability. 

A further advantage of using the services of A YR-International is that it lowers the public 
profile for individual companies, because hazardous waste movement can attract adverse 
media attention. Our site near Rotterdam port is ideally located from this standpoint because 
it is an industrial area and the transport-route by road is very short. 

If you have an overseas hazardous waste requirement or are faced with a contaminated site 
that may require rehabilitating, please contact the undersigned and we shall be pleased to 
discuss the matter with you. 

Yours sincerely, 

E.J.M.J. Eymans 



Correspondence Management.for ESD VP Log No. 98-4531 

Response Due Date: 04/28/98 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Wolfensohn 

Date Received: 04/21/98 

Correspondence Date: 04/16/98 

Date Transmitted: 

From: Mahmoud Abu-Zeid Organization: World Water Council 

Type: EXC Document EXC Number: 28568 
Topic: Invitation to the Board of Governors Meeting in Cairo on 05/5-6/98 

Action Instructions 

For information. 
1..J ~se review and advise. 

[ii1" Please reply directly and provide a copy. 

n For your review. Deadlines will be sent via EM. 

D Please prepare a response for Mr. Serageldin's signature. 

n Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn's signature. 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

Information Copies: 

I Assigned To: ~ . J;., ; ~ . - (';).bv./c 
Re-Assigned to: 

Nm:e: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



Correspondence Management for ESD VP Log No. 98-4531 

Response Due Date: 04/28/98 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Wolfensohn 

Date Received: 04/2 I /98 

Correspondence Date: 04/ 16/98 

Date Transmitted: 

From: !Mahmoud Abu-Zeid Organization: World Water Council 

Type: EXC Document EXC Number: 28568 
Topic: lnvitation to the Board of Governors Meeting in Cairo on 05/5-6/98 

Action Instructions 

0 For information. 

0 Please review and advise. 

0 Please reply directly and provide a copy. 

0 For your review. Deadlines will be sent via EM. 

0 Please prepare a response for Mr. Johnson's signature. 

0 Please handle/respond on behalf of Mr. Johnson and provide a copy. 

0 Please prepare a response for Mr. Wolfensohn's signature. 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Johnson's signature or Acting ESDVP). 

Comments: 

Same as EXC-28675: Enclosing copies of the Marrakech Declaration. 

Information Copies: 

I Assigned To: J. Briscoe Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to Hilary Towsey (MC 5-123). The original copy of the correspondence should be filed in 
your office, as appropriate. 



JAMES D. WOLFENSOHN 
President 

His Excellency Mahmoud Abu-Zeid 

The World Bank 
Washington, D.C. 20433 

U.S.A. 

Minister of Public Works and Waters Resources, Egypt 
President of the World Water Council 
Les Docks de la Joliette 
Atrium 10.3 
I 0, Place de la Joliette 
13304 Marseille Cedex 2 
FRANCE 

Dear Mr. Minister, 

May 4, 1998 

Thank you very much for your invitation to attend the World Water Council 
Conference on Long-term Vision for Water, Life and the Environment in the Next Century 
from May 5 to 7, 1998. This is a laudable initiative, and I commend your effort in seeing 
it through. However, I regret that due to previous travel commitments, I will not be able 
to attend this conference. 

Mr. Ismail Serageldin has informed me that he has been in touch with both you 
and Mr. Le Moigne in this regard. He will ensure that the Bank is an active partner in 
this excercise. 

With best wishes for a successful meeting, 

James D. Wolfensohn 



·- His Excellency Mahmoud Abu-Zeid -2-

bee: Messrs. 

EXC Ref: 28568 

Ismail Serageldin 
Ian Johnson, ESDVP 
John Briscoe, ESDGW 

May 4, 1998 



§:.:_L/; • Co:respondence Unit 

1 : ~ 04/28/98 08:20 AM 

Sent by: Elv ira Scott 

Subject: EXC 28568 

Correspondence EXC 28568, letter from Mahmoud Abu-Zeid, World Water Council, Egypt was sent 
to you with a request to handle on behalf of Mr. Wolfensohn. 

Mr. Wolfensohn has seen this letter and said the following: 

Water Group 

Please give me a reply. 

Jim 

I will change the action instructions fr 

Thank you . 

To: Ian Johnson 
cc: Maria-Isabel Alegre 

John Briscoe 
Hilary Towsey 



THE WORLD BANK/IFC/M.I.G.A. 

ROUTING SLIP Date: April 27, 1998 2:23:12 PM 

TO RoomNo. 

IAN JOHNSON I 

URGENT PER YOUR REQUEST 

FOR COMMENT PER OUR CONVERSATION 

FORACTION SEE MY E-MAIL 

FOR APPROV AUGUIDANCE FOR INFORMATION 

FOR SIGNA TORE LET'S DISCUSS 

NOTE & CIRCULATE NOTE AND RETURN 

RE: LETTER TO MR MAHMOUD ABU-ZEID, CAIRO, EGYPT' 

REMARKS: 

-
From: auj?J.,~~ RoomNo. ~ />. oMZ Ext 

~ 



Correspondence JY.la.nar:ernenlfor ESDVP Log No. 98-4532 

Response Due Date: 04/28/98 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Wolfensohn 

Date Received: 04/21/98 

Correspondence Date: 04/06/98 

Date Transmitted: 

From: John Baker Organization: World energy Council 

Type: EXC Document EXC Number: 28566 

Topic: Regretfully infom1ing that Ian Lindsay has passed away 

Action Instructions 

D For information . 

D Please review and advise. 

D Please reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

D Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn's signature. 

D Please prepare a response on behalf of Mr. Wo~fensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

Information Copies: 

Assigned To: if ') , J.~-:' Re-Assigned to: 
_.:..- - , i . ;. ""~ ! ~ .. ,. 

I . 

Note: Please return fms page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



- ; Jo. : EXC-28556 

CORRESPONDENCE MA!\JAGEMEl'JT FOR THE PRESIDENT'S Oi=FICE 

CHORUS 
External Correspondance Profile 

FOR ACTION: Ian Johnson STATUS: Open 

VPU: Room #: MC5-1 23 

Telephone: ••• 

CORRESPONDENCE DESCRIPTION: 

From: John Baker, Chairman 
Organization: World Energy Council (WECI 

To: Mr. Wolfensohn 
Dated: 04/06/98 

Log Date: 
Logged in by: 
Response 
Date: 

Topic: Regretfully informing that Ian Lindsay has passed away. 

ACTION INSTRUCTIONS: 

04/17/98 11 :48:33 AM 
David Fischer 

Due Date: 05/01 /98 
2. PLEASE HANDLE AND PROVIDE ONE COPY OF THE REPLY TO THE CORRESPONDENCE UNIT WITH THE EXC 

REFERENCE NUMBER MARKED UNDER THE BANK COPY RECIPIENTS. 

If the action marked is incorrect, or an item of correspondence has been overt aken by events, please send an 
E-Mail to the "Correspondence Unit" All-in-One account. 

Thank you. 

SPECIAL INSTRUCTIONS: 
None 

INFORMATION COPIES: 

Please return to: 
Correspondence Unit, Room MC1 2-800 (Ext. 82441) 
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oC ('f .\\'. iJJ 
v'Vorld Erlcrgy Council \\'. --

r.· 1 c:-. \.·.o 
CONSEIL MON D!AL UE L'ENERGlE I r '1 \ • 

- ,.. ~ ij ) \ ~·-) \ 

Chairman. WEC 

Executive Assembly 

To: All WEC Officers, 
WEC Member Committee Chairmen and 
Secretaries 
Standing Committee Chairmen and Members 
Study Committee Chairmen and Members 

Ian Douglas Lindsav 

\..,J ·j ,'.\ \\ 

34 S: J;i.mcs·s Street 

London. SW1A 1HD. UK • --
Tel (·44 i7 1) 930 3966 

Fax: (+44 171) 925 0452 

Telex: 264707 WECIHQ G 

E-mail: in fo@wec.co.uk 

Website: http://www.wec.co.uk 

6 April, 1998 

It is with the deepest regret that I have to inform you that Ian died on 5 April, 1998 at the age 
of 63., after a short illness. Our thoughts at this very sad time are of course with Nicola and 
their children Neil and Claire. 

Ian has led the World Energy Council as Secretary General from 1986 with the greatest 
distinction. · 

I would be grateful if Member Committee Secretaries would ensure that those who knew Ian 
well are made aware of this sad event as soon as possible. 

John Baker 

sisa-"""'.:)~ cc: IGO/NGOs 

The objective of the World Energy Council is to promote the sustainable supply and use of energy for the greatest benefit of all. 



Correspondence /ilJ[!nagernen1 for ESDVP Log No. 98-4533 

Response Due Dale: V4/28!9B 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Wolfensohn 

Date Received: 04/21/98 

Correspondence Date: 04/01 /98 

Date Transmitted: 

From: Masao Kamei Organization: IYSH Memorial Fund 

Type: EXC Document EXC Number: 28516 

Topic: The 11th IYSH Memorial Prize: Nom ination Request for Fiscal 1998 

Action Instructions 

D For information. 

D Please review and advise. 

~reply directly and provide a copy . 

D For your review. Deadlines will be sent via EM. 

D Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn's signature . 

D Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin' s signature or Acting ESD VP). 

Comments: 

Information Copies: 

Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



No. : EXC-28516 

CORRESPONDEMCE MANAGEMENT FOR THE PRESIDENT'S OFFICE 

CHORUS 
External Corraspondance Profile 

FOR ACTION: Ian Johnson STATUS : Open 

VPU: Room#: MC5-123 

Telephone: ---

CORRESPONDENCE DESCRIPTION: 

From: 
Organization: 

To: 
Dated: 

IYSH Memorial Fund 

Mr. Wolfensohn 
Undated 

Log Date : 
Logged in by: 
Response 
Date: 

04/ 16/98 01 :30:53 PM 
David Fischer 

Topic: Fiscal 1998 IYSH Memorial Prize: Nomination Form (For Individual Nominee) 

ACTION INSTRUCTIONS: 

Due Date: 04/30/98 
2. PLEASE HANDLE AND PROVIDE ONE COPY OF THE REPLY TO THE CORRESPONDENCE UNIT WITH THE EXC 

REFERENCE NU MBER MARKED UNDER THE BANK COPY RECIPIENTS. 

If the action marked is incorrect, or an item of correspondence has been overtaken by events, please send an 
E-Mail t o the "Correspondence Unit" All-in-One account. 

Thank you. 

SPECIAL INSTRUCTIONS: 
None 

INFORMATION COPIES: 

Please return to: 
Correspondence Unit, Room MC12-800 (Ext. 82441) 
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Dear Sir/ Madam, 

IYSH Memorial Fund 
Japan Housing Association 
3-2 Kojimachi, Chiyoda-ku 
To!.:yo 102-00-3J, J apan 

Apr. 1, 1998 

The 11th IYSH Memorial Prize : 
Nomination Request for fiscal 1998 

The Memorial Fund for the International Year of Shelter for the Homeless, 
founded at our association i n commemoration of the International Year of 
Shelter for the Homeless(IYSH/1987),has been carrying out various activities 
since fiscal 1988 with a view to promoting i nternational exchanges and 
cooperation in human settlements fiel ds. As one of its activities ,the fund 
has established the "IYSH Memorial Prize". The prize is awarded annually to 
hornor individuals and organizations around the world having made great 
contributions to solving housing problems in developing nations,and to 
encourage their future work. 

The prize for fiscal 1998,the 11 th of its kind,will be awarded as described 
in the seperate sheets,and a winner will be selected from among nominees to be 
proposed by related institutions,organizations and knowledgeable persons in 
various countries,through examination by the fund's managing committee 
consisting of experts in relevant fields. 

In this writing,you are sincerely requested to make nomination for fiscal 1998 
using enclosed forms. With apology for intruding on your precious time,we will 
greatly appreciate it if you could send them back by the end of May. 

Respectfully yours, 

Masao Kamei 
President 
Japan Housing Association 



Objective 

Details for fiscal 1998 IYSH Memorial Prize 
Japan Hollsing Associat l on 

With the aim of contributing to the sol ution of housing problems in 
developing countries, the IYSR Memorial Prlze is awarded to honor 
individuals and organizations for thel r contributions to promoting research 
and acti vi ties i n human s ettlements fields,and t o encourage their future 
work. 

2 Subjects of the prize 
The prize will be awarded to individuals and organizat ions in and out of 
Japan,having produced remarkable achievements in the following fields and 
contributing to mitigating housing problems in developing countries.Subjects 
of the prize,however,are limited to research or activities carried out 
during some past 5 years. 
(1) Technological,institutional,cultural and other r esearch on housing and 

living environments 
(2) Social development and other activities on the i mprovement of housing and 

living environments 
Note: The following points are taken into consideration in the 
selection of awardees: 

CD Efforts are made to select nongovermental organizations,community
based organizations,and other groupes or individuals that promote 
activities for the betterment of housing and the residental 
environment so as to improve the inferior residental standards of 
low-income groups. 
(2) Public organizations and individuals who are currently employed 
in public organizations have a low ranking in terms of priority. Also, 
efforts are made as much as possible to avoid elderly people who are 
no longer active at present and people who have received other 
internationally important awards. 

3 Titles of t he prize 
IYSH Matsushita Prize: Only one awardee 

4 Contents of the prize 
Testimonial and a supplementary prize of 1,000,000 yen for each title 

5 Commendation ceremony 
Scheduled for October 5, 1998 in Tokyo. 

6 Selection of awardees 
(1) Nomination 

Nominees to be invited from among related institutions,organizations and 
knowledgeable persons in wider-ranging fields both at home and abroad. 



(2) Selection 
Awardee to be selected from among the nominees,by t he fund's managing 
committee set up at Japan Housing Association. The coremittee consists of 
following me~bers: 
Chairman : Toshia Shishido(P.cesiclent , Toyogakuen University) 
Vice Chairman :Nasahiko Honjo (Director,International Development Center) 
Membars : Ri tsuko Ito (Proiramrning Controller, P:cogr.:i.~ming Dep:irtrr.ent , 

Japan Broadcasting Corporation) 
Tadao Ogawa (Director -general of Housing Bureau, 
the Ministry of Construction) 
Hitoshi Kunigo (Executive Counselor,the Building Center of 
Japan) 
Kiyoshi Sato (Vice-president,Japan International 
Corporation Agency) 
Hiroshi Matsumoto (Senior Executive Director, 
the International House of Japan,Inc.) 
Monte Cassim (Professor of Ritsumeikan University) 

Awardee is to be decided and noticed to the nominators in August. 

Nomination Method 
Please fill in the enclosed form and send it back to the following address 
by the end of May. 

-Japan Housing Association(IYSH Memorial Prize Section) 
Kojirnachi Kyodo Kaikan B1dg.(3th floor) 
3-2 Kojirnachi, Chiyoda-ku,Tokyo 102-0083,Japan 

*Inquiries are also to be directed to the above address. 
(Phone: 03-3652-8201 Fax: 03-3652-8230) 

Winners of the IYSH Memorial Prize (Posts are described at the Prize winning 
time.) 

For fiscal 1988 
Matsushita Prize: Dr. Quratul Ain Bakhteari 

Pakistan,Born in 1949 
Executive Director, Basic Urban Service Katch Abadies 

Yasudakasai Prize :Dr. Eduardo Jorge Anzorena 
the Argentina,Born in 1930 
Asian Representative of Servicio Latino Americana 
Asiatico Vivienda Popular(SELAVIP),Father of Society 
of Jesus,Lecturer at Sophia University 



For fiscal 1989 
Matsushita Prize: Mr. Shunsuke Iwasaki 

Japan,Born in 1937 
President of Japan Internat.Lonal Volunteer Center 
Assistant professor, Tsukuba Univer~ity 

Yasudakasai Pri ze : Ms. Somsook Boonyabancha 
Thailand , Born in 1951 
Secr etary, Asian Coalition for Housing Rights UiCHR) 

For fiscal 1990 
Matsushita Prize: Mr. Arif Hasan 

Pakistan,Born in 1943 
Consultant , the Orangi Pilot Project 

Yasudakasai Prize :Ms. Aniceta Abion 

For fiscal 1991 

the Philippines,Born in 1938 
Secretary General, Center for Housing and Human 
Ecology Development(CHHED) 

Matsushita Prize: Prof. Johan Silas 
the I ndonesia,Born in 1936 
Senior Lecturer, Institute of Technology Surabaya 

Yasudakasai Prize:Mr. Enrique Ortiz 
Mexico,Born in 1937 
Executive Secretary, Habitat International Coalition 

For fiscal 1992 
Matsushita Prize: Fr. Josse van der Rest. 

Belgium,Born in 1924 
Capellan of Hogar de Cristo,President of Servicio 
Latino Americana Asiatico Vivienda Popular(SELAVIP) 

Yasudakasai Prize :SPARC(Society for the Promotion of Area Resource 
Centers,India, Director Ms. Sheela Patel) 

For fiscal 1993 
Matsushita Prize : Well Urban Housing Research Office,China Building 

Technology Development Center(Team leader of Joint 
Research Project with JICA Mr. Kai Yan) 

Yasudakasai Prize:Mr . William J. Keyes 
U. S.A., Born in 1929 
Executive Director, Freedom to Build,Inc. 



For fiscal 1991i 

Matsushita Prize: Habitech Park, Asi an I nstitute of Technol ogy 
( Associ.J.te Professor ~Lr. Bern1ro G. Lefeb·;re) 

Yasudakasai Prize :People's Dial ogue on Land and Shelter 
(the South Africa,Director· M.c. Joel Bolnick) 

For fiscal 1995 
Matsushita Prize : Praja Sahayaka Sewaya(Communi ty Assistance Service, 

Sri Lanka, Director Mr. Nandasiri Gamage ) 

Yasudakasai Prize:Mr. Francisco L. Fernandez 

For fiscal 1996 

the Philippines,Born i n 1950 
President,Pagtarnbayayoon Foundation 

Matsushita Prize: SERVIVIENDA (Fundacion Servicio de Vivi enda Popular, 
Col ombia,Director General Father Alberto Jimenez 
Cadena) 

For fiscal 1997 
Yasudakasai Prize:FUNDASAL(Fundacion Salvadorena de Desarrollo y 

Vivienda Minirna,El Salvador,Executive Director, 
Mr. Edin Martinez) 



Olffl~f\JE OF JJ.\PA~j t-~OlJSh ]G ASSOC~ATgQ~j 

Japan Housing Associat ion (J HA) is a incorporated organization, established in 

1952 for the purpose of solving housng problems and raising housing standard 

through arousing public opinion and influencing pt1blic policy on housing. 

Association membership numbers are a s follows, as of Mar . 31 , I 996. 

Organization members (local public body, 

public service organizations.etc.) · · · · .. · · · · · · · · · .. ·· · ·· · · · · ·· · · ·· · · · · · · ·· · · · · · · · ;. 960 

Individual members ·· · · · · · · ·· · · · · · · · · · · · · · · · · · · · · · ·· · · · · · ·· · · ·· · · ·· ·· · · · · · · ·· · · .. · · · · 527 

Supporting members · · · · · ·· · ·· · · · · · · · · · · · · · · · · · · · · · · · · · .. · .. · .. · · · · · · · · · · · · · ·· · .'. · · · · -·7 43 

Total members· ······ ·· ········ ········ · ······· ····· ···· ···· ·· ······ ·· ·· ·· · ···········2 , ~30 

JHA aims to advance follwing activities: 

(1) Organization of na ti onal meet"ings and submitting of appeals to the parlia

ment and central and local goverments every year with the aim of advancing 

forward housing policy. 

(2) Promoting Housing Month (October) every year together with other organi

zations. 

(3) Dissemination of information and stimulating of public opinion relating to 

housing, including policy, law, finance, construction planning, design, rent and land 

for housing, as follows: 

a) Publication of the monthly magazine (in Jpanese)," Jutaku" (Housing) and" 

Monthly Housing Report" . 

b) Publication of various books concerned with housing, for example " Housing 

and Building in Japan'1 
," Housing and Building Handbook" ,Guidebook on Housing 

Loans and Taxes, " Publicly operated House Mamial" . 

(4) Organizeation of training courses mainly for persons engaged in housing 

works in local governments, public corporations and private companies. 

(5) Conduct of surveys and research activities relating to housing, commissioned 

by various public organizations. 

(6) Provision of informations about public houses and housing loans and discus-



IYSH MEMORIAL FUND 

Objective 

The year 1987 was designated by the United Nations 

as The International Year of Shelter for the Homeless 

(IYSH), designed for each country to develop activities 

in the long term perspective to solve their housing and 

human settlements problems toward the 21st century. It 

is a significant matter for Japan as a developed nation to 

promote international cooperation in solving serious 

human settlements problems in developing countries. 

In commemoration of the IYSH, a "IYSH Memorial 

Fund" was founded at Japan Housing Association in 

1988 based contributions from private companies and 

individuals. The fund is designed to facil itate private

level international cooperation and exchanges for con

tribution to alleviatin·g human settlements problems 

centering on dev'eloping countries. Specifically, the fund 

is to carry out various projects to provide training to 

people engaged in human settlements research and 

related activities, grant subsidies to international ex

changes, and give awards. 

Management 

Projects are inplemented with financing from profits 

on investment. The fund is managed by the managing 

committee of IYSH Memorial Fund (Chairman : Toshio 

Shishido (Director , Research Institute of Construction 

and Economy)) which consists of wise men engaged in 

international cooperation and human settlements 

research. 

Projects of the Fund 

1. Training for Students from Developing Count ries 

A growing number of trainees and students in the field 
of human settlements come to Japan from developing 
countries to learn firsthand technology and systems for 

housing in Japan and utilize them for the development of 
their countries. However, it is not easy for them to have 
opportunities to know widely about Japan's housing and 
urban situation. 

The fund provides training for the.se students and 
tra inees to introduce technology and systems for 

housing and urban redevelopment and exchange views 

on the situation in each country for future activities in 
their own countries. 

2. Subsidies to International Exahange Project in 
Human Settlements. 

In order to make contributions to promoting inter

national exchanges and cooperation in the field of 

human settlements with other nations, centering on 

developing countries, the fund finances part of costs for 

the participation in international exchange project, 

including conference on human settlements problems, 
for organizations or individuals. 
3. IYSH Memorial Prize 

· With the aim of promoting international cooperation 
for solving housing problems in developing countries, 

the IYSH Memorial Prize honors individuals and 
organizations around the \\~orld who have made research 

on technology, institutions, and culture on housing and 

living en\'ironment, and promoted international 

cooperation and other activities for impro\' ing housing 
and living conditions. The prize-IYSH Matsushita 
Prize and JYSH Yasuda Kasai Prize- is also designed to 

encourage the a\\'ardees' future work. 
4. PR Act ivi ties 

The fund carries out PR acti\'ities both at home and 
abroad on housing problems. 
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PARAGUAY - Amendment of Private Sector Development Project to include an El 
Nifio Emergency Project Component: Minutes of Project Review 
Meeting 

1. A review meeting to discuss a proposed amendment to the above project (Lns. 
3774-PA and 3775-PA) to include an El Nino Emergency Project Component took place 
on April 13, 1998. The meeting was chaired by Ms. Noriko lwase, Acting Director, 
LCC6C. Other participants were: Susan Goldmark, '.'vlaria Victoria Lister, Eugene 
McCarthy, Reynaldo Pastor, Charles Di Leva, Jyoti Shukla and Mariluz Cortes. Mr. Luis 
Chang participated in the meeting through teleconferencing from Peru. 

2. The main issues discussed during the meeting were: (i) the impact of El Nino to 
date and the Government' s response; (ii) activities eligible for financing under the new 
component; (iii) environmental and resettlement aspects; (iv) disbursement arrangements; 
(v) up-front conditionality; and (v) implementation arrangements. 

3. Impact of El Nifio and the Government's Response. The participants asked the 
task team to describe in the Memo to the Board what have been the damages caused by El 
Nino up to date, and the expected damages to be caused during the May/June floods. The 
participants also asked the task team to explain in the Memo why Paraguay has been 
unable to take preventive actions and what they will do to be better prepared to face 
similar disasters in the future. The task team indicated that there is little that the 
Government of Paraguay has done or will be able to do to prevent damages caused by this 
El Nino, even for the May/June expected floods, due to a serious lack of treasury funds. 
Most of the works to be financed under this component are to rehabilitate existing 
infrastructure. The only preventive activities that the Paraguayans may take would be 
some river defenses and two temporary platforms to hold populations to be affected by the 
May/June floods in two cities, but that it was unlikely that the Bank funds would become 
available on time to finance any preventive work. The task team also pointed out that the 
objective of the institutional strengthening subcomponent of this operation is to improve 
the capability of Paraguayan institutions to better forecast and take preventive action 
against future disasters. 

4. Activities Eligible for Financing. The participants discussed the activities 
proposed for financing under the new project component and asked the task team to 
explain whether or not these activities involved relief, preventive or resettlement measures. 

--··-.... ·- ----·--- ·· ----- -··-···-·-- ------ -~ -rz:--- · - - - -- --- -------, ·-- - ------o - ---
that the Borrower should be aware of the need to use Bank procurement guidelines. The 

• participants also recommended that the amendment indicate that amounts previously 
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committed under the private sector development component to finance subprojects 
through banks later intervened by the Central Bank of Paraguay, will not be disbursed. 

10. Up-front Conditionality. The participants agreed that the Operating Manual, the 
staffing of the UEP, the design of the main monitoring indicators, and the procurement 
schedule for the first year should be done up-front to ensure that the new component will 
be implemented effectively. They pondered whether these should be conditions of Board 
presentation, effectiveness of the proposed amendment, or disbursement. It was agreed 
that they should be conditions of effectiveness to give time for implementing these 
conditions between approval of the amendment by the Board and its ratification by the 
Paraguayan Congress. However, the task team should explore moving some of these 
actions to serve as disbursement conditions to the extent that it makes sense. 

11 . Implementation Arrangements. Meeting participants requested further 
clarification in the Memo to the Board on the roles of the participating implementing 
agencies and the CEN. 

12. International Waterways and Other Issues. The task team clarified that all the 
proposed activities are ongoing schemes and only minor works that will not affect the 
quality and quantity of the waterways of the Paraguay river, nor any other international 
waterways. The meeting recommended that this statement be confirmed with LCSES and 
be clearly explained in the Memo to the Board. 

13. The meeting confirmed that since the proposed amendment would be approved by 
the Board on a non-objection basis, a Board date would not be necessary. The 
amendment would be presented to the Board as soon as the clearances have been 
provided. 

Distribution: 

Within the Region: 

Messrs.Mmes: lwase, May, (LCC6C); Goldmark Challa McCarthy, Shukla, Lister, 
Grimes (LCSFP); Werbrouck, Partridge, McMahon, M. Koch-Weser, Pini (LCSES); 
Ecevit (LCODR); Jimenez (LCOPR); Hughart (LCOQE); Perry, Hides (LCSPR); Patino, 
Chang (Lima Resident Mission); LAC Files. Project Files. 

Outside the Region 

Messrs./Mmes: Collell, Pastor (LEGLA); Di Leva (LEGEN); Van Praag, Gana 
(LOAEL); Salop (NIDOPS); Picciotto (OED); Rischard, Pellegrini (FPDVP); Serageldin, 
Watson (ESDVP); Araujo (OCSRP). 

MCortes 
L:l.!'\/INO:-.!IN.DOC 
April 20. 1998 8:25 A.\! 
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The World Bank 

Washington, D.C. 20433 
U.S.A. 

IAN JOHNSON 
Acting Vice President 
Environmentally and Socially Sustainable Development 

Mr. Lee C. Gerhard 
Chairman, Convening Committee 
Division of Environmental Geosciences 
The American Association of 
Petroleum Geologists 
Kansas Geological Survey 
193 0 Constant A venue 
Lawrence, KS 6604 7 

Dear Mr. Gerhard, 

May 8, 1998 

Thank you for your recent letter to Ismail Serageldin inviting him to participate in 
the forthcoming conference, Meeting Societal Resource and Environmental Requirements 
for the 21 st Century, planned for October 11-14, 1998. Mr. Serageldin is presently 
serving as Vice President, Special Operations, and I am now the Acting Vice President 
for Environmentally and Socially Sustainable Development. 

While world demand for earth resources, including energy reserves, is of great 
interest to many staff at the World Bank, we regret that we are unable to send a 
representative to the conference, due to scheduling conflicts. 

However, I would like to wish you every success with the event. 

n 
Acting Vice President 

Environmentally and Socially Sustainable Development 



Mr. Lee C. Gerhard -2- May 8, 1998 

bee: Serageldin (SDRVP); ENV Correspondence . 
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Meeting Societal Resource and Environmental Requirements for the 21st Century 

A conference organized by the Division of Environmental Geosciences of 
the American Association of Petroleum Geologists, and sponsored by the 

Division of Environmental Geosciences, the American Association of 
Petroleum Geologists, the AAPG Foundation, the Kansas Geological 

Survey, the U.S. Department of Energy, and the U.S. Geological Survey 

The issue: 

Increasing global population and industrialization create escalating demand for earth resources. 
The United States and other developed countries currently consume the majority of fossil energy 
and minerals, but developing nations are rapidly increasing their per capita consumption, 
intensifying the potential for competition for access to additional resources. At the same time, 
globalization of markets creates new opportunities for resource development and trade, while new 
technologies boost efficiency and broaden options for material substitutions. 

Society demands resources to maintain a standard of living commensurate with people's 
expectations, and a suitable level of environmental quality is inherent to this demand. Tradeoffs 
are inevitably made between the activities that provide energy, minerals, timber, and food, and the 
need and desire to preserve ecosystem services. Such tradeoffs are often highly controversial 
and politically volatile. 

In the United States, for example, federal lands are viewed both as potentially crucial sources of 
new energy and material resources, and as critical areas for preserving biodiversity and ecosystem 
function. These competing perspectives are not only political and economic: they also spill over 
into science. Scientists who study and evaluate energy and mineral resources are in potential 
conflict with those who investigate biological resources. 

Differences between geological and ecological views may reflect real and inherent tensions arising 
from the growth of industrialized society, but scientists must seek common ground in order to 
balance resource and environmental goals. Failure will likely result in alternating extremes of 
exploitation and preservation. The turn of a popular phrase can change the course of public 
opinion, but fundamental geologic and biologic processes are not swayed by polls. If we are not 
careful, true conservation will be lost in rhetoric and scrambling for dominance of perspective. We 
must begin our dialogue. 

The Conference: 

Goals: 

The conference planning committee has identified three major conference goals to initiate a dialog 
about sustaining society: 

Goal 1: To transfer scientific knowledge bases of geology and ecology between each other and 
others involved in resource and environmental issues. 

Goal 2: To identify and prioritize issues and to search for potential common grounds between earth 
and life scientists. As part of this prioritization the program will undertake the following actions: 

1) To quantify societal resource and environmental needs 
2) To address the lack of societal knowledge about resources and environmental science 
3) To address the lack of coordination of policy among the various agencies and organizations 

that are "players" in the issues. 

Goal 3: To find ways to add information and facts to the public discussion about resources and 
environment. 
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Conference topics: 

Within the time allotted for our deliberations, the following topics have been identified as being both 
high priority and possible to address. 

Global standard of living, present and future. 
• Impacts on resource supplies to U.S. 
• Global population growth and demands 
• Geologic process controls on earth and biologic systems 

American resource and environmental demands 
• Defining the earth resource base 
• Environmental quality, identifying env. requirements 
• Access to public lands 

Ecosystem management/Resource extraction relationships 
• Temporal constraints and relative impacts 
• Minimization of impacts 

Conferees will address these issues in a series of keynote presentations and topic summaries, 
panel discussions, group discussions, and a conference summary. Background materials prepared 
by the committee will be provided to conferees. 

Practical matters: 

Schedule and venue: October 11-14, 1998, at the Sagebrush Inn, Taos, New Mexico 

Costs to conferees will include all room and meal charges ($275 double occupancy) and a separate 
cash fee of about $25 for a hospitality suite. Actual conference costs offset by sponsorship 
grants. All meals will be group. 

Dress will be casual. Coats and ties are not encouraged. Jeans and boots are encouraged. 

Conference products: 

Several products are expected to derive from conference activities. "Bullets" papers from summary 
and breakout sessions, a short summary for public distribution, will be distributed to participants, 
and a proceedings or conference report, by conveners, including summaries of position papers 
written by keynoters, panel chairs and participants will be submitted to Environmental 
Geosciences (a formal journal) and Geotimes. If sufficient interest is evident and materials (full 
keynote texts, position papers, etc.) are submitted, a volume of information and discussions can 
be prepared and submitted for publication through professional societies. 

For further information and invitations contact: 

Lee C. Gerhard 
Chair, Conference Planning Committee 
Kansas Geological Survey 
University of Kansas 
1930 Constant Avenue 
Lawrence, KS 66047 

Telephone: 785-864-3965 Fax: 785-864-5317 E-mail: lgerhard@ukans.edu 





A.Sagebrush Inn· V AN D CONFEREN C E CENTER 
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Ski Area : 
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S1papu : 
Ski Area , 

' ----~·--·,..---.... ...,,.. ............. .,..................... _ ......................... .......... _ ....... ~ 

Hotel Features: 
Ii 100 Rooms and Suites, many with fireplaces 
/i 60 additional suites at Comfort Suites 
/i Refrigerator, Coffee Maker, HBO 
/i Seasonal Pool and Two Hot Tu bs 
/i Fine Dining 
/i Live Entertainment Nightly 
Ii Ski, Golf, a nd Rafting Packages 

Meeting Facility: 
/i Conference Facilities for 10 - 800 People 
/i Full Catering and Liquor Service 
/i State-of-the-Art Audio-Visual Equipment • 
/i Teleconferencing 
/i Ample Parking 
/i Professional Meeting Planners 
/i Golf Course and Health Spa Nearby 

Attractions: 
/i Wo rld-famous Taos Ski Valley 
/i St. Francis de Asis Church 
/i Taos Pu eblo 
/i Museums, Art Galleries 
/i National Forests 
/i Hiking, Biking, Snowmobiling, Golfing 
/i Rafting, Rio Grande Gorge 

1508 Paseo del Pueblo Sur • Taos, NM 87571 
fax 505-758-5077 • phone 505-758-2254 

Reservations: 800-428-3626 

- ,n USAOMcCcl<f"1800-32S-49114 
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The Americ.:in Associc}tion of Petr0 leum Geologists 
..\n lnte:~ 1t:onc.!I r:: .. :t' ... io::::-:...11 ,.,... r 2_ • .... ,.. 

Past President 

Lee C. Gerhard 
Kansas Geological Survey 
1930 Constant Avenue 
Lawrence, KS 66047 
Tel: (913) 864-3965 
Fax: (913) 864-53 17 
email: lee@msmail.kgs.ukans.edu 

Mr. Ismail M. Serageldin, Vice President and Head 
Environmentally Sustainable Development Network 
The World Bank, Room MC 4-123 
1818 H Street, N.W. 
Washington, D.C. 20433 

Dear Mr. Serageldin: 

April 9, 1998 

On behalf of the Convening Committee, I invite you to participate in the forthcoming 
conference, Meeting Societal Resource and Environmental Requirements for the 21st 
Century, to be held October 11-14, 1998, in Taos, New Mexico. 

Meeting societal needs for environmental quality and for earth resources has created 
conflicts between science and between science and policy. In order to meet our future 
needs for all resources, we must attempt to resolve these conflicts. This conference is 
a first step in that direction. The attached materials describe the conference more fully . 

Organized by the Division of Environmental Geosciences of the American Association 
of Petroleum Geologists, the conference is sponsored by the DEG, the AAPG, the 
AAPG Foundation, the Kansas Geological Survey, the U.S. Department of Energy, and 
the U.S. Geological Survey, so that participants will pay only housing and meal costs. 

Please let me know by April 30 whether or not you can attend, so that someone else 
may be invited if you are unable to participate. 

We look forward to having you participate in these timely discussions. 

Lee C. Gerhard 
Chairman, Convening Committee 

Enclosure: Conference information 

:.., 
-.....; 





Mest1n9 So~ i-at:1! Resource ann Envjronrnenta~ 
Requirements for the 21 s1 Century 

A conference org2niz9d j y tha Division of Environmental Geosciences of the 
American Association of Petroleum Geologists, and sponsored by the 

Division of Environmental Geosciences, the American Association of Petroleum 
Geologists, the AAPG Foundation, the Kansas Geological Survey, the 

U.S. Department of Energy, and the U.S. Geological Survey 

Convening Committee: 

Dr. Lee Gerhard, Chair 
State Geologist and Director 
Kansas Geological Survey 
1930 Constant Avenue 
Lawrence, KS 66047 
lgerhard@ukans.edu 
785-864-3965; Fax 864-5317 

Dr. David Applegate, Director 
Governmental Affairs Program 
American Geological Institute 
4220 King Street 
Alexandria, VA 22303-1502 

Mr. Erling Brostuen, Director 
Energy and Minerals Field Institute 
Colorado School of Mines 
Golden, CO 80401 

Dr. Dennis Fenn, Chief Biologist 
United States Geological Survey 
MS 911 
U.S. Geological Survey National Center 
Reston, VA 22092 

Dr. Murray Hitzman 
Fogarty Professor of Economic Geology 
Department of Geology and 

Geological Engineering 
Coiorado School of Mines 
Golden, CO 80401 

Dr. Pat Leahy, Chief Geologist 
United States Geological Survey 
MS 911 
U.S. Geological Survey National Center 
Reston, VA 22092 

Dr. W. John O'Brien, Director 
Experimental and Applied Ecology Program 
6010 Haworth Hall 
University of Kansas 
Lawrence, KS 66045 

Dr. Jonathan Price 
Director and State Geologist 
Nevada Bureau of Mines and Geology 
University of Nevada, Reno 
Reno, NV 89557-0088 

Dr. Daniel Sarewitz, Program Manager 
Institute of Environmental Education 
Geological Society of America 
3300 Penrose Place 
Boulder, CO 80301 

Hon. Harrison H. "Jack" Schmitt 
P.O. Box 14338 
Albuquerque, NM 87191-4338 

Mr. David Alleman 
National Petroleum Technology Office 
U.S. Department of Energy 
P.O. Box 3628 
Tulsa, OK 74101 



Pr~liminary Confonrnce Program 

October 11, 1998, Sunday night -- Recept ion and Dinner 

October 12, ivlonday ;1J,1 

8:00 Introductions 

8:30 First Keynote. Environmental Perspectives on the Issue. Questions and answers. 
(Speaker TBA) 

9: 15 Second Keynote. Resource Perspectives. Question and answers. 
(Speaker TBA) 

10:00 Break 

10:30 Third Keynote. Agriculture. Questions and answers. 
Senator Pat Roberts 

11: 15 Fourth Keynote. A Future View. Questions and answers. 
Hon. Harrison "Jack" Schmitt 

12:00 Lunch 

1 :30 Plenary Session. Dr. Richard T. DeGeorge, Conference Facilitator 

2:30 Breakouts 

4:00 Breakouts report back, discussions 

5:00 Break for cocktails and dinner 

Dinner Speaker. A Citizen's View. Mr. Victor John Yannacone, Jr. 

8:00 Panel 1: Global standard of livina, present and future, P. Patrick Leahy, Chair 
• Impacts on resource supplies to U.S. 
• Global population growth and demands 
• Geologic process controls on earth and biologic systems 

9:30 Discussion in hospitality suite 

October 13, Tuesday AM 

8:00 Breakout and discussion of Panel 1 comments 

9:30 Panel 2: American resource and environmental demands, Jon Price, Chair 
• Defining the earth resource base 
• Environmental quality, identifying env. requirements 
• Access to public lands 
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11 :00 Breakout and discussions (continued over lt.:nch) 

1 :00 Panel 3: Ecosvstem manaaement/Resource extraction relationshios, 
Dennis Fenn, Chair 
• Temporal constraints and relative impacts 
• Minimization of impacts 

2:30 Breakouts and discussions 

4:30 Plenary Session, followed by open hospitality room 

7:00 Banquet. The Grandest Field Trip Ever. Hon. Harrison "Jack" Schmitt 

Evening: Hospitality room open 

October 14, Wednesday AM 

8:00 Plenary Session - Comments by participants 

10:15-10:30 Break 

10:30- 12:00 Conference summary. Dr. DeGeorge, Presiding 

12:00 Lunch and farewell comments 
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Meeting Societal Resource and Environmental Requirements for the 21st Century 

A conference organized by the Division of Environmental Geosciences of 
the American Association of Petroleum Geologists, and sponsored by the 

Divis ion of Env ironmental Geosciences, the Ameri can As..soclaiion oi 
Petroleum Geologists, the AAPG Foundation, the Kansas Geological 

Survey, the U.S. Department of Energy, and the U.S. Geological Survey 

The issue: 

Increasing global population and industrialization create escalating demand for earth resources. 
The United States and other developed countries currently consume the majority of fossil energy 
and minerals, but developing nations are rapidly increasing their per capita consumption, 
intensifying the potential for competition for access to additional resources. At the same time, 
globalization of markets creates new opportunities for resource development and trade, while new 
technologies boost efficiency and broaden options for material substitutions. 

Society demands resources to maintain a standard of living commensurate with people's 
expectations, and a suitable level of environmental quality is inherent to this demand. Tradeoffs 
are inevitably made between the activities that provide energy, minerals, timber, and food, and the 
need and desire to preserve ecosystem services. Such tradeoffs are often highly controversial 
and politically volatile. 

In the United States, for example, federal lands are viewed both as potentially crucial sources of 
new energy and material resources, and as critical areas for preserving biodiversity and ecosystem 
function. These competing perspectives are not only political and economic: they also spill over 
into science. Scientists who study and evaluate energy and mineral resources are in potential 
conflict with those who investigate biological resources. 

Differences between geological and ecological views may reflect real and inherent tensions arising 
from the growth of industrialized society, but scientists must seek common ground in order to 
balance resource and environmental goals. Failure will likely result in alternating extremes of 
exploitation and preservation. The tum of a popular phrase can change the course of public 
opinion, but fundamental geologic and biologic processes are not swayed by polls. If we are not 
careful, true conservation will be lost in rhetoric and scrambling for dominance of perspective. We 
must begin our dialogue. 

The Conference: 

Goals: 

The conference planning committee has identified three major conference goals to initiate a dialog 
about sustaining society: 

Goal 1: To transfer scientific knowledge bases of geology and ecology between each other and 
others involved in resource and environmental issues. 

Goal 2: To identify and prioritize issues and to search for potential common grounds between earth 
and life scientists. As part of this prioritization the program will undertake the following actions: 

1) To quantify societal resource and environmental needs 
2) To address the lack of societal knowledge about resources and environmental science 
3) To address the lack of coordination of policy among the various agencies and organizations 

that are "players" in the issues. 

Goal 3: To find ways to add information and facts to the public discussion about resources and 
environment. 
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Conference topics: 

Within the time allotted for our deliberations, the following topics have been identified as being both 
high priority and possible to address. 

Global standard of living, present and futu re. 
• Impacts on resource supplies to U.S. 
• Global population growth and demands 
• Geologic process controls on earth and biologic systems 

American resource and environmental demands 
• Defining the earth resource base 
• Environmental quality, identifying env. requirements 
• Access to public lands 

Ecosystem management/Resource extraction relationships 
• Temporal constraints and relative impacts 
• Minimization of impacts 

Conferees will address these issues in a series of keynote presentations and topic summaries, 
panel discussions, group discussions, and a conference summary. Background materials prepared 
by the committee will be provided to conferees. 

Practical matters: 

Schedule and venue: October 11-14, 1998, at the Sagebrush Inn, Taos, New Mexico 

Costs to conferees will include all room and meal charges ($275 double occupancy) and a separate 
cash fee of about $25 for a hospitality suite. Actual conference costs offset by sponsorship 
grants. All meals will be group. 

Dress will be casual. Coats and ties are not encouraged. Jeans and boots are encouraged. 

Conference products: 

Several products are expected to derive from conference activities. "Bullets" papers from summary 
and breakout sessions, a short summary for public distribution, will be distributed to participants, 
and a proceedings or conference report, by conveners, including summaries of position papers 
written by keynoters, panel chairs and participants will be submitted to Environmental 
Geosciences (a formal journal) and Geotimes. If sufficient interest is evident and materials (full 
keynote texts, position papers, etc.) are submitted, a volume of information and discussions can 
be prepared and submitted for publication through professional societies. 

For further information and invitations contact: 

Lee C. Gerhard 
Chair, Conference Planning Committee 
Kansas Geological Survey 
University of Kansas 
1930 Constant Avenue 
Lawrence, KS 66047 

Telephone: 785-864-3965 Fax: 785-864-5317 E-mail: lgerhard@ukans.edu 
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Jane Lubcheuco · Department of Zoology 

OREGON STATE UNIVERSITY 

3029 Cordley Hall · Corvallis, Oregon 97331 · 29H 

Voice: 5-H ·737 ·5337 · Fax: 541 ·737 ·3360 · Email: lubcheuj@bcc.orst.edu 

6 April 1998 

Dr. Ismail Serageldin 
Vice President, Environmentally Sustainable Development 
The World Bank 
1818 H St., NW 
Washington, DC 20433 

Dear Ismail, 

In view of its relevance to many of your activities, I thought you might like to 
have a copy of my AAAS Presidential Address, as published in SCIENCE. 

Sincerely, 

~ 
Jane Lubchenco 
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Entering the Century of the 
Environment: A ~Jevv Soc~ia] 

Contract for Sc~ence 
Jane Lubchenco 

As the magnitude of human impacts on the ecological systems of the planet becomes 
apparent, there is increased realization of the intimate connections between these 
systems and human health, the economy, social justice, and national security. The 
concept of what constitutes «the environment" is changing rapidly. Urgent and unprec
edented environmental and social changes challenge scientists to define a new social 
contract. This contract represents a commitment on the part of all scientists to devote 
their energies and talents to the most pressing problems of the day, in proportion to their 
importance, in exchange for public funding. The new and unmet needs of society include 
more comprehensive information, understanding, and technologies for society to move 
toward a more sustainable biosphere-one which is ecologically sound, economically 
feasible, and socially just. New fundamental research, faster and more effective trans
mission of new and existing knowledge to policy- and decision-makers, and better 
communication of this knowledge to the public will all be required to meet this challenge. 

S cientists today are privileged co be able co 
indulge their passions for science and simul
taneously to provide something useful to 
society. With these privileges, of course, 
comes serious responsibility. The close of a 
century and a mtllennium provides an oc
casion for reflection on the nature of these 
responsibilities and an evaluation of the 
extent to which we are fulftlling them. 

The scientific enterprise has provided 
phenomenal understanding of our bodies, 
our minds, our world, and our universe. 
The advances that have emerged from 
space, defense, and medical research, 
a mong many ocher areas-all of which 
have depended on basic research across a ll 
disciplines-have been astounding. Space 
exploration, for example, has given us not 
o nly new understanding of the cosmos, 
and wonderful produces and technologies, 
bur also a new sense of our world and 
ourselves: a sense capcureJ forever by chat 
first photograph of the whole Earch taken 
against the black background of space. 
Scientific research is ad,·ancing explosive
ly on all fronts. The benefits include a 
dizzying a rray of new knowledge, econom
ic opportunities, and products-ranging 
from laser surgery to genetic testing, from 
global positioning systems to predictton of 
El Nino events, from the discovery of new 
drugs derived from natural products to 
new information :.yscems. 

In the United Scates. much of the in-

The text is moa1fied from her Pres1dent1al Address at the 
Annual Meeting of lhe American Association or the Ad
vancement or Scrence, 15 February 1997. The author rs 
1n the Department of Zoology, Oregon State University, 
Corvallis, OR 97331-2914. USA. E-mail: lubchen1@bcc. 
orst.edu 

vestment char produced chis wealth was a 
result o f s trong bipartisan political support 
and popular enthusiasm for science chat 
began during World War I! and increased 
substantially in the 1960s. This support 
was predicated in pare upon an (unwrit
ten) social contract between science and 
society, specifically the expectation chat a 
substantial investment in research would 
result in winning the war (initially World 
War II and lacer the Cold War), winning 
the space race, and conquering d iseases 
(bacter ial infections, polio, and cancer). 
The scale of the U.S. investment in sci
ence changed d ramatically Juring this pe
riod. Investment in science in most other 
developed nations is predicated upon a 
similar expectation of a return of knowl
edge and technology co society. The sci
entific enterprise chat has produced this 
wealth is widely admired anJ envied. The 
question I pose is whether che enterprise 
that has met these past challenges is pre
pared for the equally crucial and daunting 
challenges chat lie in our immediate fu
ture. The answer chat I muse give is "no." 
I assert that che immediate anJ real chal
lenges facing us have not been fully appre
ciated nor properly acknowledged by che 
community o f scienrists who~e respo nsibi l
ity 1c is, and will be, to meet chem. 

Pare of o ur collecc1ve responsibility to 
society mu~t include a sc ientific communi
ty-wide periodic reexamination of our goals 
anJ alteration of our course. if appropriate. 
The face chat the scientific community has 
responded co societal need:; everal times in 
the past century-although generally in 
wartime-provides encouragement that it is 
possible to mobili: e and change course rap-

idly in the face of a crisis. As the geologist 
~-1.lrshal !(av w::i~ fond of saying, "Wh::it does 
h·,rr..:n, can h 1rr.:n." 

Despir..: the ph:thuru uf reports ,::xa1 
me the furure ,,f rhe ,c1entific encerrri · 
2), l .,ee rhe nee,! t~>r ;;i Jifforc::nr perspective 
on h,1w the ,c1ence~ can ·m d shDulJ c1d
\'"mce anJ also return benefit co soci.:cy. 
This different perspective is firmly embed
ded in the knowleJge of specific , idencifi
able changes occurring in che natural and 
social worlds around us. These changes are 
so vase, so pervasive, and so important that 
they require our immediate a ttention. Sci
en tific knowledge is urgendy needed co pro
vide the understanding for individuals and 
institutions to make informed policy and 
management decisions and to provide the 
basis for new technologies. 

This paper is o rganized around four key 
questions: How is our world changing? 
What are the implications of these changes 
for society? What 1s the role of science in 
meeting the challenges created by the 
changing world? and How should scientists 
re~pond to these challenges? My goal m 
communicating these thoughts is ro stimu
late a dialogue with in the scientific com
munity on these topics. I hope that che 
result will be a thoughtful reexaminatio n of 
our individual and collective priorities and 
action:.. 

The Board of Directors of AAAS ' 
initiated an electronic discussion of che 
lacionship between science and society. n 

paper summarizing its deliberations along 
with commencs from a number of scientists 
are posted co invite an exchange of ideas on 
the questions posed above. On behalf of the 
Board, I invtce your participation (3) . 

Global Changes and Their Causes 

Ho w is o ur world changing? One major 
way is that we now live o n a human
dominated planet. The growth of the hu
man population anJ che growth in amount 
o f resources used are altering Earth m 
unprecedented ways. Through the activi
ties of agriculture, fisheries, industry, rec
reation. and international commerce , hu
mans cause three general classes of 
change. Human enterprises ( i) transform 
the land and sea- through land clearing, 
fo res try, grazing, urbanization , mining, 
crawling, dredging, and so on; (ii) alter the 
majo r biogeochemical cycles-of carbon, 
nitrogen , water, synthetic chemicals, and 
so o n; and { iii) add or remove species and 
genetically distinct populations-via hab
itat a lteration or loss, hunting, fish ing, 
a nd introductio ns and inva:,ions of spec· 
(4-6). 

The resulting changes are relacivt,y 
well documented but not generally appre-
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ciated in their totality, magn itude, or im
plications. Vicousek and colleagues have 
provided a succinct anJ dramatic summary 
of the extent of h uman domination of 
Earth in che following six conclusions (4 ): 
( i) bern-een one-rhir<l and one-half of the 
land surface ha, bt:en transformed bv hu
man action (7); (ii) the carbon d i;xide 
concencration in the atmosphere has in
creased by nearly 30% since the beginning 
of the Industria l Revolution (8); (iii ) more 
atmospheric nitrogen is fixed by h umanity 
than by all natural terrestrial sources com
bined ( 9); (iv) more than half of all ac
cessible surface fresh water is put to use by 
humanity (J O); ( v) about one-quarter of 
the bi rd species on Earth have been driven 
to extinction ( J l) ; and ( vi) approx imately 
two-thirds of major marine fisheries are 
fully explo ited, overexploited, or depleted 
(12). 

The rates and spacial scales of most of 
these changes are increasing. In addition, 
some of the changes are new. Novel chem
ical compounds-ranging from chlorofluo
rocarbons to persistent organic compounds 
such as DDT and PCBs- are being synthe
sized and released. O nly a few of the thou
sand or so new chemicals released each year 
( 13) are monitored; the biological effects of 
most are unknown, especially synergistic 
interactions of different compounds (14 ), 
and interference with developmental and 
hormonal systems (15 ). 

Many of these physical, chemical, and 
biological changes entrain further alter
atio ns co the functioning of the Earth 
system, most notably causing: ( i) disrup
tions to the global climate (1 6), ( ii) de
pletion of stratospheric ozone ( 17), (ii i) 
irreversible losses of biological diversity 
(1 8, 19), and ( iv) changes in the structure 
and functioning of ecosystems a round the 
world (6, 20). 

The conclusions from chis overview are 
inescapable: during che lase few decades, 
humans have emerged as a new force of 
na ture. We are modifying physical, chem
ical, and biological sys tems in new ways, at 
faste r rates, and over larger spa tial scales 
than ever recorded on Earth. Humans 
have unwittingly embarked upon a grand 
experiment with our planet. The outcome 
of this experiment is unknown, but has 
profound implicat ions for a ll of life on 
Earth. An assessment from the Ecological 
Socie ty of A merica entitled the Sustain 
able Biosphere Ini tiative states that "en
vironmental problems resulting from hu
man activities have begun to threaten the 
sustainability of Earth 's life support sys
tems . ... Among the most critical chal
lenges facing humanity are the conserva
tion , restoration and wise management of 
the Earth's resources" (21) . 

The world is changing in myriad other 
importanr ways as well. Inequity within 
and among all nations has increased; ne\\' 
infectious d iseases have emerged; there are 
dramatically more <lemocracic govern
ments; techno logy. communicarion, and 
mformarion systems have undergone rev
olut ionary changes; marke ts have become 
global; che biot ic and cultural worlds have 
been homogenized; che race of transport of 
people, goods, drugs, and organ isms has 
increased around the globe; multinational 
corporat ions have emerged; and nongov
ernmental organizacions have increased. 
(22 ). Mose of these changes have profound 
implications for our future. Integration of 
the h uman dimensions of these global 
changes with the phys ical-chemical-bio
logical dimensions is clearly needed. 

The individual and collect ive changes 
described above are so different in magn i
tude, scale , and kind from past changes that 
even our best records and models offer little 
guidance concerning the scale or even the 
character of likely responses to these chal
lenges. The future is quite likely co involve 
increasing races of change; greater variance 
in system parameters; greater uncertainty 
about responses of complex biological, eco
logical, social, and poli tical systems; and 
more surprises. The world at the close of the 
20th century is a fundamenta lly different 
world from the one in which the current 
scientific enterprise has developed. The 
challenges for society are formidable and 
will require substantial information , knowl
edge, wisdom, and energy from the scientif
ic community. Business as usual will not 
suffice. 

Changes for Ecosystem Services 
and Humanity 

Many of the environmental changes have 
serious consequences for humanity. C limat
ic disrupt ion , increased ultraviolet (UV)-B 
radiation , or insufficient drinking wate r 
provide examples of undesirable outcomes. 
Many of the most serious consequences are 
less obvious and mediated through the 
function ing of ecological systems. Humans 
and our social and economic systems are 
in timately dependent upon the ecological 
systems now undergoing rapid changes ( 21, 
23). 

Ecological sy ·cems- from wetlands, for
ests, coral reefs, and tundra, co grass lands, 
kelp beds, estuaries, and the open ocean
provide a broad range of essential goods and 
services to humani ty. They are the life
support systems for a ll of life on Earth. 
Ecological goods and services provide a key 
link to understanding how changes in 
biodiversity, climate, land transformation , 
stratospheric ozone, water, nitrogen, and so 

forth have immediate and long-term impli
cations for humanity. The ke\· is simply that 
human \\'ell-being and prosperity depend 
upon d iverse, functioning ecological sys
tems in ways we are only beginning to 
appreciate. 

Most people are well aware that h u
mans extract goods from na ture: seafood , 
game an imals, fodder, fuelwood, timber, 
pharmaceutical products, and genes, for 
example. W e buy, sell, and trade these 
goods. U ntil recen tly, little attention has 
been paid to another benefit provided by 
natura l ecological systems, the fundamen
tal life-support services without which hu
man civilization would cease to thrive 
(24 , 25) . T hese "ecosystem services" in
clude the purification of air and water; 
mitigat ion of floods and droughts; de toxi
ficat ion and decomposition of wastes; gen
erat ion and renewal of soil and soil fertil
ity; pollination of crops and natural vege
tat ion; control of the vast majority of po
tential agricultural pests; dispersal of seeds 
and t ranslocation of n utrients; mainte- · 
nance of biodiversity, from which human
ity has derived key elements of its agricul
tural, medicinal, and industrial en terprise; 
protection from the sun's harmful UV 
rays; partial stabiliza tion of cl imate; mod
erat ion of temperature extremes and the 
force of winds and waves; support of di
verse human cultures; and provision of 
aesthetic beauty and inte llectual stimula
tion that life the human spirit (24 ). 

Although these services a re essential to 
human societies, their continued exis
tence has been taken for granted. Never 
before have human actions so th reatened 
their provision. Because these services are 
not traded in economic markets, society 
has no feedback mechanisms co signal 
changes in their supply or in the de
terioration of underlying ecological sys
tems that generate them. Various attempts 
have been made to calculate the worth of 
global ecosystem serv ices; all estimate ~he 
value to be in the trillions of U .S. dollars 
(24-27). 

As land is transformed globally, as bio
geochemical cycles are modified on a grand 
scale, and as gene tic, population, species, 
and ecosystem diversity are lost, the func
tioning of ecological systems is disrupted 
and the continued provision of ecosystem 
services is threatened (4, 6, 20, 21 , 24). 
Primary threats to ecosystem services in
clude habitat degradat ion or loss, changes 
in biodiversity, and synergistic interact ions 
between these factors and rapid climate 
change, release of toxic substances, and 
stratospheric ozone depletion. 

A recent synthesis of information about 
ecosystem ser\tices from the Ecological So
ciety of America (28) concluded chat: 
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B,1scJ on available scientific evidence, we are 
ccrcai n char: 
Eco::,\·..;ce1n :,t!rvkc:-i ,.ire: e:,"cncial tu ctvili:dtiun. 

Ecosystem services operc1re un such ,l grand ,cale 
,md in ,u.:h inmcm: ,tnJ linl<!-e:-.plureJ way, 
rh,,c nw;c c,1ttkl nut rerlaced bv rechnulo{(y. 
Hum,m ,Ktt\"ltk, ,1re ,1lrcaJy 1mr,urmg the flow 
ot ecos,·;rem servic<!s on a large s.:.:ile. 
If current trends continue, humani ry will dra
martcally .1lcer virtually all of Earth's remaining 
natural ecosystems within a few decades. 
In addition, based on current scientific evidence, 
we are confident chat: 
Many of the human activities chat modify or 
destroy natural ecosystems may cause deteriora
tion of ecological services whose value, in the 
long term. dwarfs the shore-term economic ben
efits society gains from chose activities. 
Considered globally, very large numbers of spe
cies and populations are required to sustain eco
system services. 
The funct ioning of many ecosystems could be 
restored if appropriate actions were taken in 
time. 
We belie\'e chat land use and development 
pol icies ,hould strive co achieve a balance be
tween susraining vital ecosystem services and 
pursuing the worthy short-term goals of eco
nomic development. 

Redefining the Environment 

Recogni:ing the significance of the global 
environmental changes summarized above, 
E. 0. Wilson suggested that humanity is on 
the verge of "Entering the Century of che 
Environment." Based on emerging informa
tion about ecosystem services and other 
environmental issues, I wish to take his 
phrase a seep further an d broaden the dia
logue about what constitutes an "environ
mental issue." As we begin to appreciate che 
intimate fashion in which humans depend 
on the ecological systems of the planet, it is 
becoming increasingly obvious that numer
ous issues that we have previously thought 
of as independent of the environment are 
intimately connected to it. Human health, 
the economy, social justice, and national 
security all have important environmental 
aspects whose magnitude is not generally 
appreciated. 

Human health. Human health is being 
in creasingly recognized as having strong 
environmental compon ents. Obvious ex
amples include the importance co human 
health of good air quality, clean drinking 
water, clean food, and minimal exposure 
co tox ic chemicals and UV-B radiation. 
Less apparent examples include the impact 
of lanJ-use practices, climatic change, and 
population density on emergence and 
transmiss ion of diseases (29-31 ). Recent 
changes in che epidemiology of Lyme dis
ease, hantavirus, ma laria, trypanosomiasis, 
schiscosomiasis, cho lera, and yellow fever 

a re acrriburable to changing land-use prac
tices (29, 31). For example, the consrruc
n on o f roads 111. Ama:onia co access and 
transport timber, coupled with htgher hu
man population densities, has increased 
the mci<lence and srread ,if malaria (32) . 
Roads anJ tht: accompunying crnub of 
stagnant water provide prime conditions 
fo r the numerical increase anJ spat ial ex
pansion of populations of mosquito vec
tors for the malarial parasites. 

G lobal climatic change is predicted co 
have direct and indirect effects on human 
health. Direct effects include increases in 
hear stress, decreases in cold-related mortal
ity, and increases in air pollution-related 
pulmonary and allergic complications. Indi
rect effects, some mediated through inter
actions with land-use practices, include 
increases in the geographic distribution of 
a variety of d iseases including malaria, 
dengue fever, yellow fever, and hancavirus 
(16, 33). 

The full consequences to human hea lth 
of large-scale alterations in biogeochemi
cal cycles are nor yet known. Over the last 
century, human activi ties have more than 
doubled the amount of nitrogen fixed and 
therefore entering the global terrestrial ni
trogen cycle. Nonanthropogenic nicrogen
fixa tion-accomplished by a lgae, bacteria, 
an d lighming-cotals approximately 140 
T g/year. Anthropogenic sources-the 
making of fertilizer, planting of legumes 
(over larger areas t han would naturally 
occur), and burning of foss il fuels-now 
contribute more than an add itional 140 
T g/year. As Vicousek and colleagues state, 
"Serious environmental consequences are 
already apparent. In the atmosphere con
centrations of the greenhouse gas nitrous 
oxide and of the nitrogen-precursors of 
smog and acid rain are increasing. Soils in 
ma ny regions are being acidified and 
stripped of nutrients essentia l for contin
ued ferti lity. T he waters of screams and 
lakes in these region s are also being acid
ified, and excess nitrogen is being trans
porreJ by rive rs in to estuaries and coastal 
waters. lt is quite likely that this unaccus
tomed nitrogen loading has already caused 
long-term declines in coastal fisheries and 
acce lerated losses of plane and animal di
vers ity in both aquatic and land-based 
ecosystems" (34). 

lncreased n utrients in coastal waters 
may a lso trigger population explosions of 
certain taxa of phycoplankcon that con
tribute co human health problems. In
creases in the frequency, spatial exten t, 
and duration of ha rmful a lgal blooms are 
reported from shores around the world 
(35). Many (although not all) harmful 
algal blooms that involve toxic d inoflagel
lates and d iatoms are known co respond co 

increases in nutrients. In one such case , 
outbreaks of the ambush dinoflagellate 
Pfiesceria piscicida in t:~ruanne wart:r~ oi' cl, ... 
middle and southern Atlantic shores 
the U ni ted Scare~ ha,·e re,ulted in ti 
death of btllion, ,if fish. , 3b) and are ,us
p::!cteJ of •.:ausing hunun health problems 
ranging from amne~ia to kidney and livtr 
impairment. Nutrient pollution from up
stream sources is tht: suspected trigger. 
Prevention of furt her nutrient-triggered 
d isruption of terrestrial, freshwater, and 
marine ecosystems and resulting h ealth 
consequences will be a formidable chal
lenge in view of the expected global in
creases in population, sewage, livestock, 
aquaculture, and use of foss il fuels. 

The economy. The economy is more 
interlinked with the environment chan is 
often appreciated (23, 37). The false as
sertion thac society must choose between 
the economy and the environmen t is often 
made. In reality, th is ''jobs Ye rsus the en
vironment'' choice is a false dichotomy: 
the rea l choice is between shore-term gain 
and long-term, sustained prosperity (23, 
37, 38). T he insurance inJustry h as been a 
leader in private sector co ncern about cli
matic change (39) , in pare because its 
business demands a long-term perspective. 
The economic consequences of increases 
in the frequency and severity of extreme 
weather events provide strong motivat1 
to act co decrease the probability of lik 
causes of these anomalies. 

Economic development and prosperity 
hinge upon maintaining an adequate flow 
of essentia l services provided by natural 
ecosystems. Human-engineered sources of 
well-being fos ter the widespread miscon
ception chat affluence is independent of
or possibly even hindered by- the preser
vation of natural ecosystems (40). Howev
er, as humans fill in wetlands, clear-cut 
forests, degrade coral reefs, drive natural 
populations and species to extinction, and 
introduce alien species, we often d isrupt the 
functioning of the systems or lose the eco
system entirely. When we do so, we begin 
to incur unanticipated and occasionally 
staggering costs-having now to manufac
ture, grow, or otherwise proviJe whac we 
once got for free. 

A compelling example is provided by 
Chichilmsky and H eal's ana lyses of op
tions for the provision 0f Jrinkmg water 
for New York City (27). Historically, the 
watershed of the Catskill Mountains pro
vided the ecosystem service of water fil
tration and purification. Over time, this 
watershed system became overwhelmed by 
sewage and agricultural runoff co the p< 
that the water quali ty was impai 
Chichilnisky and Heal calculated and 
compared the costs of purchasing and re-
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storing the watersheJ so rh::i c it coulJ con
-',u" tu ri ,, idt! tht: 1::.:1h\ ,tern ,t:n ice:, ul 

1ca punttcacion and hlcration ($1 bd
.... m) ver,u, cht: co,ts ,if budJmg anJ 
m,11nraintn'.c ,1 water punhcanon and fil
tr;iri.m ri mr ($6 billion co $8 bdl10n in 

capital c .. ,,c,, plus annual uperacing co:.cs 
of $3CO million). Thi, comparison pro
v1Jes an e,rimace of the replacement cust, 
for only a single service supplieJ by the 
wacersheJ. O ther services include flood 
control, air purification, generation of fer
tile soil. and proJuccion of a range of 
goods from timber co mushrooms, as well 
as sites for recreation, inspiration, educa
tion, and scienufic inquiry. Even ac
knowledging char not all eco~yscem ser
vices can be replaced by a human-made 
sub~titute, this analysis helps put some of 
the cradeoifs in perspective. 

Social j11.scice. Social justice, too, has in
timate en\lronmental components (37. 
41 ). The consequences of environmental 
degradation are often borne disproportion
ately by racially and economically disad
vantaged groups. Wealthier indiviJuals or 
countries can afford co buy bottled water, 
move awa\' from degraded and contaminat
ed ,ices, access information about alterna
tive choices. influence the political process, 
,nne with environmental disasters, buy bet-

food, and purchase qualicy medical ser
~s and treatments. 
For example, intensive shrimp fanning 

in Southeast Asia, India, and pares of South 
and Central America often brings econom
ic benefit co a few owners {large multina
tional or nauonal corporations) in the short 
term but in the longer term destroys man
grove forescs needed by indigenous peoples 
co provide food, fiber, and ecosystem ser
vices such as water purification, sediment 
trapping, and flood control. 

National security. National security is be
ing viewed increasingly as an environmen
tal issue, ,,·1th mulnple, complex connec
tiom among population growth, environ
mental quality, and secumy, including hu
man migranons, war, disease, social db
ruption, political fragmentation, competi
tion for scarce resources, and ecoterronsm 
(42). Environmental degraJation and scar
city of resources ( water, fuelwooJ, fertile 
land, forest,. fisherie ) have been identified 
as key concnhutor, co economic disruption, 
ethnic smfo. civil war, migration, and in
surgency throughout the world, for example 
in Bangladesh, India, Mexico, Gaza, Paki
stan, Rwanda. Senegal-Mauritania, South 
A fr,ca, El Salvador, Honduras, Ham, Peru, 

ippines, the West Bank, and Somalia 
43). So-called "fish wars" for scarce coJ 

am.I almon present ongoin~ challenges for 
the state Jepartmencs of the Un1ceJ States 
and Canada. 

During his tenure as U.S. Secrerarv of 
- care, Warr.:n Chn,copher mm,1teJ a new 
per:,pt!ct1ve when he pledged to make envi
ronmental 1,sues ·'r;;irc of rhe ma1mcream of 
American tore:~n rolic;." In fr,,ming .1 

bolJ, new rerspecch·t! on national :,ecumv, 
Christopher declared chat "[t]he environ
ment ha. a profound impact on our national 
interest in two ways. First, environmental 
forces transcend borders and oceans co 
threaten directly the health, prosperity and 
jobs of American citizens. Second, address
ing natural re ource issues is frequently crit
ical co achieving political and economic 
stability and co pursuing our strategic goals 
around che world" (44). In L997, U.S. Sec
re tary of Scace Madeline K. Albright issued 
the Stace Department's first annual report 
on environmental diplomacy, stacmg chat 
"environmental problems are often at the 
heart of the political and economic chal
lenge!> we face around the world .... We 
would not be doing our jobs as peacemakers 
and as democracy-builders, if we were nor 
also good stewards of the global environ
ment'' (45). 

In summary, national security, social ju -
rice, the economy, and human healch are 
appropriately considered to be environmen
tal issues because each is dependent to some 
degree on the structure, functioning, and 
resiliency of ecological systems. Linkages 
among the social, political, economic, phys
ical, biological, chemical, and geological 
systems present new challenges to scientists. 
What is the role of science in meeting these 
challenges? 

The Roles of Science 

Science is the pursuit of knowledge about 
how the world works, a pursuit with an 
established process for inquiry, logic, and 
validation. Scientists engage in science be
cause we are curious about why thmgs are 
the way they are, we relish the fun and 
challenges of problem-solving, and we wish 
to conmbuce something useful to current 
and future generanons. Society supports sci
ence because doing so in the past has 
brought benefits and Join~ so now is ex
pected to provide more. Traditional rolt:s of 
science have been co discover, communi
cate, apply knowledge, and co train che next 
generation of scientists. 

Society currently expects two outcomes 
from 1cs mvestmenc in science. The first i!> 
che production of che best possible science 
regardless of area; the second 1s the pro
duction of omething useful. The first goal 
reflects "the expectation chat scientists 
wil l search ... for the truth about how 
nature works ... producing reproducible. 
indcpendencly verifiable results, logically 
consistent theories and experiments chat 

explain pacrems in nature" (./6) . .\n em
rha,is on m~·e~rn.nror-m1tnced. peer-re
viewed science is designed co help meet 
chis expectation. 

The seconJ rare ,>f ,ht: ..:onrracr refleLt, 
the ..inticipanon that the mvl!stmt:nt by _ 
society will lead not only co improvements 
in our understanding of the world but also 
the achievement of goals chat society has 
deemed important-winnmg wars, con
quenng diseases, creating products, and 
improving the economy. This second 
component often weighs heavily m deci
sions about the allocation of funds. As 
President John F. Kennedy stated, "Scien
tists alone can establish the objectives of 
their research, but society, in extending 
support co science, must cake account of 
ics own needs" (47). Hence, both the ra
ttonale for public investment in science as 
well as specific decisions about the alloca
tions of re,ources are ued co expected 
outcomes chat are beneficial co society. 

The needs of society have changeJ over 
the years. Vannevar Bush's 194j landmark 
report to che Pres1denr of che United 
States, Science-The Endless Fronner, em
phames providing help in the medical, 
defense, and economic arenas. Bush's very 
first paragraph in his Summary of the 
Report stated (J ): 

Progress in the war against disease depends upon 
a flow of new scienufic knowledge. New prod
ucts, new industries and more jobs require con
tinuous additions to knowledge of laws of nature, 
and the application of that knowledge to practi
cal purposes. Similarly, our defense against ag
gression demands new knowledge so chat we can 
develop new and improved weapons. This essen
ual, new knowledge can be obtained only though 
basic scientific research. 

Forry-five years lacer, Erich Bloch, di
rector of the National Science Foundation 
(NSF) (established in response co Bush's 
report), acknowledged the changing polit
ical landscape and highlighted the eco
nomic benefits of fundamental re,earch 
an<l rhe primacy of knowledge as a critica l 
resource ( 48): 

The Nauon::il Science Foundation was a produce 
of the Cold War and of a national policy decision 
that the conmbuc1on ot research to nationJl 
strength was too valuable co be limited co the 
years of armed conflict. ln recent years. the 
ranonale for suppomng ,cience and engmeenng 
research and educanon ha:, been changing. As 
polincal conflict among the great powers dimin
ishes. the maior arena for world competmon 1s 
mcrea5mgly becoming econ,,m1c, and m chi:, 
new global economv. which runs on ideas and 
innovauon, knowledge 1s the cmical resource. 

In more recent years. as fund ing for 
science ha gotten cu~hcer and o ther needs 
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for funds expanded, there has been an 
e\'en greater empha ·is on the need for new 
knnwledge co ~enerate n1::w products anJ 
process6, fur example, co fud tcdrnulo!!-
1cal advances, provide a competit1\'e edge 
in the gluhal marketplace, or Je\'elnp new 
c1.:J1cal trc:mnencs (2, 49). In this sense, 
rublic funding of ~cience 1s ofren argued ro 
be an in veHmenc that brings monetary 
returns. A different applicat ion of scien
tific knowleJge is emerging as equally im
portant in today's world : knowledge co 
inform policy and management decisions 
(49-51) . 

The latter focus on the role of science 
in informing decisions is emerging as one 
of the critical unmet needs of society at 
the end of the millennium (21, 49, 50). A 
better understanding of the likely conse
quences of different policy options will 
allow more enlightened decisions. Many 
of the choices facing society are moral a nd 
ethical ones, and sciencific information 
can inform chem. Science does nor pro
vide the solutions, but it can help un
derstand rhe consequences of different 
choices. 

The plethora of biological, physical, 
chemical, social, and economic changes 
summarized earlier point to the myriad ways 
in which society's needs for scientific 
knowledge are changing. A wide range of 
studies focusing on environmencal chal
lenges all point co (i) the urgent need for 
improved understanding, monitoring, and 
evaluation co protect , manage, and restore 
the environment; (ii) more effective com
munication of existing knowledge to the 
public and policy arenas; (i ii) the desirabil
ity of developing new techno logies (manu
facturing and waste reduction, for example) 
to minimize the ecological footprints of hu
man activities; and (iv) becter guidance 
about decision-making in the face of uncer
tainty (50, 51). 

In summary, che roles of science-co 
discover, communicate, and use knowl
edge and train the next generation of d 
en tists-have not changed, but the needs 
of society have been altered dramatically. 
The current and growing extent of human 
dominance of the planet will requ ire new 
kinds of knowledge and applications from 
sc ience-knowledge to reduce t he race at 
which we alter the Earth systems, knowl
edge ro understand Earth's ecosystems and 
how they interact with che numerous com
ponents of human-caused global change, 
anJ knowledge to manage the planet (-f) . 

A New Social Contract for 
Science? 

Recognizing char the world is ch anging in 
new and different ways, at faster races and 

over larger scales than ever before re
..:nrdeJ. an<l recogni:mg the:: urgent need 
fur knowled~e co under~rnnJ an<l man
U!!C:: the bio~pherc, I prnpo~e chat the <c1-
enci fic community formulate a new Socia l 
Contract for science. Thi~ contract would 
mor<! adequatelv address the problems of 
the coming century rhnn do<!s our cur
rent scientific encerprise. The Contract 
should be predicated upon the assump
t ions chat scientists will ( i) address the 
most urgent needs of society, in propor
tion co their importance; (ii ) communi
cate the ir knowledge and understanding 
widely in o rder co inform decisions of in
dividuals and institutions; and (iii) exer
cise good judgment, wisdom, and humility. 
The Con tract should recognize the extent 
of huma n dominat ion of the planer. It 
should express a commitment to harness 
the full power of the scientific enterprise 
in discovering new knowledge, in commu
nicating existing and new understanding 
co the public and co policy-makers, and in 
helping society move coward a more sus
tainable biosphere. 

Science a lone does not hold the power 
co achieve the goal of greater sustainabil
ity, bur scientific knowledge and wisdom 
are needed co help inform decisions chat 
will enable society co move coward char 
end. A susta inable biosphere is one that is 
ecologically sound, economically feasible, 
and socially just. Scientific understanding 
can help frame the questions co be posed, 
provide assessments about current condi
tions, evaluate the like ly con sequences of 
different policy or management options, 
provide knowledge about the world , and 
develop new technologies. The Contract 
would reflect the commitment of individ
uals and groups of scientists co focus the ir 
own efforts co be maximally helpful. Each 
individual, each panel, each agen cy, each 
congressional committee, each nation 
ma kes choices; these choices should re
flect a greater focus on the most critical 
issues of our day. 

Fundamental research is more relevant 
and needed than ever before. The Contract 
is absolutely not a call to abandon funda
menca I research; on the contrary, it should 
be a call co invest in fundamental research 
in a broad spectrum of areas where new 
knowledge is urgently needed. Just as the 
Manhattan Project involved a major invest
ment in fundamental research, adequately 
addressing broadly defined en vironmental 
and social needs will require substantial ba
sic research (50, 51). 

Because the envi ronment is so broad a 
topic, research across all disciplines is 
needed co provide the requisi te knowledge 
base. Efforts simi lar to chose devoted co 
past societal wanes and needs-for exam-

pie co space, medicine, and defense-are' 
n<!eJed co focus more intensely on the 
ch:11len2es we know lie Jhea<l. These chal
lem:es encnmpass mam· of the earlier 
buc expand them m new di rections 
semng of prio rities about which scie1u .. c: Lu 

fund cannot be Jone in J social vacuum. 
The n<!eJs of soctety for ,ciencific knowl
edge should be an integral part of· the 
decision-making process. 

The Contract should also be a strong 
call for new research and management 
approaches. For example, innovative mech
an isms are needed to facili tate the in
vestigation of complex, interdisciplinary 
problems tha t span multiple spacia l and 
temporal scales; to encourage interagency 
and international cooperation on societa l 
problems; and to construct more effective 
bridges between policy, management, and 
science, as well as between the public and 
private sectors. A number of recent reports 
have recommended ways co accomplish 
many of these goals (50, 51 ). The Corson 
Committee of t he 1 ational Research 
Council, for example, evalua ted the 
U.S. environmental research establishment, 
found it lacking in numerous ways, and 
recommended a number of steps co effect 
cultural and organ i:ational changes in the 
environmental research enterprise (51). 

There is a concomitant requirement to 

train interdisciplina ry scientists arrl '" 
provide the skills and savvy co work ; 
po licy-science o r management-sciern . .. 
terface. Changes in university curricula 
and the reward system for professiona l sci
enciscs within and outside universities 
would greatly facilitate achieving these 
goals. 

The new Contract should extend well 
beyond research and tra ining activities. 
Some of the most pressing needs include 
communicating the certainties and uncer
tainties and seriousn ess of different envi
ronmental or social problems, providing 
a lcem acives co address them, and educat
ing citizens about the issues. In paralle l co 
initiating new research, strong efforts 
should be la unched to better communicate 
scienciftc information already in hand. All 
too many of our current environmental 
policies and much of the st reet lore about 
the environment are based on the science 
of the 1950s, 1960s, and 1970s, nor the 
science of the 1990s. Most of our efforts co 
address economic and socia l problems are 
as yet mostly devoid of ecological knowl
edge. C learly, the interfaces between the 
environment, human health, the econo
my, social justice, and national security 
are ripe for developing and entraining;.., ." 
the policy arena. In view of the over; 
ing importance of en vironmental issu, 
the future of the human race, all graduates 

www.sciencemag.org • SCIENCE • VOL. 279 • 23 JANUARY 1998 495 



0

from in~rirut1on~ of higher learning should 
be envtrl,nmenrnllv ltcerate. 

p,,werrtt! [\'••l' 10 CPtnmuniClCln~ 
kn, ,wleJs1e CP mform pl)licy and manage
me:1e Jeci~1,m~ arc ~c1enrific assessments 
from crcdibl..: !!Tt>Ut'- o f ~c ienu~ts. A sses,
mtncs such ''" the i'nccrgovernmcnrc1I Pan
el on Climate C hange (1 6) , the O:one 
Assessment. and the Global Biodiversity 
Assessment (19) ha\·e provided excellent 
guidance co policy-makers, especially when 
they summarize certainties and uncertain
ties and ~pecify the likely outcomes of dif
ferent options. 

The whole system of science, society, 
and nature is evolving in fundamental ways 
that cause us to rethink the way science is 
deployed to help people cope with a chang
ing world. Scientists should be leading the 
dialogue on scientific priorities, new insti
tutional arrangements, and improved mech
anisms co disseminate and ucili:e knowledge 
more quickly. 

All sciences are needed co meet the full 
range of challenges ahead. It is time for 
the scientific community co cake respon
sibility for the contributions requi red co 
address the environmental and social 
problems before us, problems that, with 
the best intentions m the w,, r!d. we have 
nonetheless he lped co crea te. It is rime for 
a reexamination of the agendas and defi-
1itions o f the "grand problems'' in various 
cientific d isciplines. 

We can no longer afford co have the 
environment be accorded marginal sta tus 
on our agendas. The environment is not a 
marginal issue, it is the issue of the future, 
and the future is here now. On beha lf of 
the Board of AAAS, I invite you co par
ticipate dgorously in exploring the rela
tionship between science and society and 
in considering a new Social Contract for 
Science as we enter the Century of the 
Environment. 

Bill Watterson has summarized this 
challenge quite eloquently in the fo llowing 
Calvin & Hobbes carcoon dialogue (52): 

Calvin ::ind Hobbes ,1re riding along in their red 
wagon, careening through the woods: 

Calt<in: "Ir', true, H obbes, ignorance is bliss! 

O n ce rou know things, you srarr seeing problem, 
everywhere .. . 

... and once you sc.: problems, you feel like you 
ought co try w fix them ... 

. . . anJ fixing problems Jlway\ seems to require 
person al change ... 

... and change means do ini; thmqs that aren't 
fun! 

1 say phl>ocy w chat!" 

loving downhill, they hegin co pick up speeJ. 

<lltin (looking hack at H o bbes): "But if you're 
w1llfully Stupid , you Jon't know nnv better, so 
you can k eep J ,>ing whatever you li ke! 

The secret co happinc,s is shmr-rcnn, stupid ,elf
tnreresr!" 

Hoi,h.-, (b,kmg c,,ncern,d)· "\X1c rl:' h.:.tdtn!! for 
1h,1r cliff!" 
Caltm (h ,tnds m·er his eves): " l ,fon't wane co 
!..rww ah..)ut it." · 

Thc1· tlv off rhc cliff: 
''Waaaugghhh. ·· 

Arter crash lan,ling, 

Hobbes: 'T m not sure l can stand ,o much bliss." 

Calvm: "Careful! We J on 't want co learn any
thinq from chis." 
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As the magnitude of human impacts on the ecological systems of the planet becomes 
apparent, there is increased realization of the intimate connections between these 
systems and human health, the economy, social justice, and national security. The 
concept of what constitutes "the environment" is changing rapidly. Urgent and unprec
edented environmental and social changes challenge scientists to define a new social 
contract. This contract represents a commitment on the part of all scientists to devote 
their energies and talents to the most pressing problems of the day, in proportion to their 
importance, in exchange for public funding. The new and unmet needs of society include 
more comprehensive information, understanding, and technologies for society to move 
toward a more sustainable biosphere-one which is ecologically sound, economically 
feasible, and socially just. New fundamental research , faster and more effective trans
mission of new and existing knowledge to policy- and decision-makers, and better 
communication of this knowledge to the public will all be required to meet this challenge. 

S cientists today are privileged to be able to 

indulge their passions for science and simul
taneously to provide something useful to 
society. With these privileges, of course, 
comes serious responsibili ty. The close of a 
century and a millennium provides an oc
casion for reflection on the nature of these 
responsibilities and an evaluation of the 
extent to which we arc fulfilling them. 

The scientific enterprise has provided 
phenomenal understanding of our bodies, 
our minds, our world, and our universe. 
The advances that have emerged from 
space, defense, and medical research, 
among many other areas- all of whic h 
have depe nded on basic research across a ll 
disciplines-have been astounding. Space 
exploration, for example, has given us not 
only new understanding of the cosmos, 
and wonderful products and techno logies, 
but a lso a new sense of our world and 
ourselves: a sense captured foreve r by that 
first photograph of the whole Earth taken 
aga inst the black background of space. 
Scientific research is advancing explosive
ly on al l fronts. The benefits include a 
dizzy ing array of new knowledge, econom
ic opportunities, and products-ranging 
from laser surgery to genetic testing, from 
global posit ioning systems to pred iction of 
El N ino events, from the discovery of new 
drugs derived from natural products to 
new information systems. 

In the United States, much of the in-
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Corvallis. OR 97331 -2914, USA. E-mail: lubchenj@bcc. 
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vestment that produced this wealth was a 
result of strong bipartisan political support 
and popu lar e nthusiasm for science that 
began during W orld War ll and increased 
substantially in the 1960s. This support 
was predicated in part upon an (unwrit
ten) soc ial contract between science a nd 
society, speci fi ca ll y the expectation that a 
subsrantia l investment in research would 
result in winning the war (initia lly W orld 
War II and later the Cold Wa r), winning 
the space race, and conquering diseases 
(bacteria l infections, po lio , and cancer). 
T he scale of the U.S. investment in sci
ence changed Jramatica lly during this pe
riod. Investment in science in most o ther 
developed na tions is predicated upon a 
similar expectation of a return of knowl
edge and technology co society. T he sci
entific enterprise tha t h as produced this 
wealth is widely admired and envied. The 
question l pose is whether rhe enrerprise 
that has met these past cha llenges is pre
pared for the equa lly crucial and daunting 
challenges that lie in our immediate fu
ture. The answer that I must give is "no." 
l assert chat the immediate and real cha l
lenges facing us h ave not been fully appre
c iated nor properly acknowledged by the 
community of scientists whose responsibil 
ity it is, and will be, to meet them. 

Part of our collective responsibility to 

society must include a scientific communi 
ty-wide periodic reexaminat ion of our goals 
and alteration of our course, if appropriate. 
The fact rhar the scientific community has 
responded to societal needs several times in 
the past century-although generally in 
wartime- provides encouragement that it is 
possible to mobilize and change course rnp-

id ly in the face of a crisis. As the geologist 
Marshal Kay was fond of saying, "What does 
happen, can happen." 

Despite the plethora of reports examin
ing the future of t he scientific enterprise ( 1, 
2), I see the need for a different perspective 
on how the sciences can and should ad
vance and a lso return benefit to society. 
This different perspective is firmly embed
ded in the knowledge of specific, identifi
able changes occurring in the natural and 
social worlds around us. These changes are 
so vast, so pervasive, and so important that 
they require our immediate attention. Sci
entific knowledge is urgently needed to pro
vide the understanding for individuals and 
institutions to make informed policy and 
management decisions and to prov ide the 
basis for new technologies. 

This paper is organized around four key 
questions: How is our world changing? 
What are the implications of these changes 
for society? What is the role of science in 
meeting the challenges created by the 
changing world ? and How should scientists 
respond to these challenges? My goal in 
communicating these thoughts is to stimu
late a dialogue within the scientific com
munity on these topics. I hope that the 
result will be a thoughtful reexamination of 
our individual and collective priorities and 
actions. 

The Board of Directors of AAAS has 
initiated an electronic discussion of the re
lationship between science and society. A 
paper summarizing its deliberations along 
with comments from a number of scientists 
are posted to invite an exchange of ideas on 
the questions posed above. O n behalf of the 
Board, I invi te your participation (3) . 

Global Changes and Their Causes 

How is our world c hanging? One major 
way is t hat we now live on a h uman
dominated planet . The growth of the hu
man population and the growth in amount 
of resources used are altering Earth in 
unprecedented ways. Through the activi
ties of agricu lture, fisheries, industry, rec
reat ion , and internat ional comme rce, hu
mans cause three general classes of 
c hange. Human enterprises ( i) transform 
the land and sea-through land clearing, 
fores try , grazing, urbanization, mining, 
trawling, d redging, and so on; (ii) alter the 
major biogeoche mical cycles-of carbon , 
ni trogen, wate r, synt het ic chemicals, and 
so on; and (ii i) add or remove species and 
genetically d istinct populations- via hab
ita t alteration o r loss, hunting, fishing, 
and in troduc tions and invasions of species 
(4-6). 

The resul ting changes are relatively 
we ll documented but not genen1lly appre-
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ciared in the ir tota lity, magnitude , or im
plications. Vitousek and colleagues have 
provided a succinct and dramatic summa ry 
of the extent of human domination of 
Earth in the fo llowing six conclusions (4): 
( i) between one- third and one-half of the 
land surface has been transformed by h u
man action (7); ( ii) the carbon d ioxide 
concentration in the atmosphere has in
c reased by nearly 30% since the beginning 
of the Industria l Revolution (8); (iii) more 
atmospheric n itrogen is fixed by humanity 
than by all natural terrestrial sources com
bined (9); (iv) more than ha lf of all ac
cessible su rface fresh water is put to use by 
humanity ( IO); ( v) about one-quarter of 
the bird species on Earth have been driven 
to extinct ion ( / / ); and (vi) approximately 
two-thirds of major marine fisheries are 
fully explo ited, overexploited , o r depleted 
( 12). 

The rares and spatial scales of most of 
these changes are increasing. ln addi tion, 
some of the changes are new. N ovel chem
ica l compounds-ranging from chlorofluo
rocarbons to persistent organic compounds 
such as DDT and PC Bs-are being synthe
sized and released. Only a few of the thou
sand or so new chemical released each year 
(I 3 ) are monitored; the biological effects of 
most are unknown, especially synergistic 
interactions of different compounds ( 14 ), 
and interference with developmental and 
hormonal systems (/ 5 ). 

Many of these physical, chemical, and 
bio logical changes entrain further alter
ations to the functioning of the Earth 
system, most notably causing: ( i) disrup
tions to the global climate (16) , (ii) de
pletion of st ratospheric ozone ( 17 ), (ii i) 
irreversible losses of biological diversity 
( 18, 19 ), and ( iv) changes in the structure 
and functioning of ecosystems around the 
world (6, 20) . 

T he conclusions from this overview are 
inescapable: during t he last few decades, 
humans have e merged as a new force of 
nature. We are modifying physical, chem
ical, and bio logical systems in new ways, at 
faster rates, and over la rger spatial scales 
than ever recorded on Earth. Humans 
have unwittingly e mbarked upon a grand 
experiment with our planet. The outcome 
of th is experiment is unknown, but has 
profound implications for all of life on 
Earth. An assessment from the Ecological 
Society of A merica en titled the Sustain
able Biosphere Ini tiative states that "en
vironmental problems resulting from hu
man activities have begun to threa ten the 
sustainabi Ii ty of Earth's life support sys
tems ... . Among the most critical chal
lenges facing humanity are the conserva
tion, restoration and wise management of 
the Earth 's resources" (2 1 ). 

The world is changing in myriad other 
important ways as well. Inequity wi thin 
and among all nations has increased; new 
infectious diseases have emerged; there are 
dramatically more democratic govern
ments; technology, communication, and 
information systems have unde rgone rev
olutionary changes; markets have become 
global; the biotic and cultural worlds have 
been homogenized; the rate of transport of 
people, goods, drugs, and organisms has 
increased around the globe; multinational 
corporations have emerged; and nongov
ernmental organ ization have increased. 
(22). Most of these c hanges have profound 
implications for our future. Integration of 
the human dimensions of these global 
changes with the phys ical-chemical-bio
logical dimensions is clearly needed. 

The individual and collective changes 
described above arc so different in magni
tude, scale, and kind from past changes that 
even our best records and models offer little 
guidance concerning the scale or even the 
character of likely responses to these chal
lenges. The future is quite likely to involve 
increasing rates of change; greater variance 
in system parameters; greater uncertainty 
about responses of complex biological, eco
logical, social, and political systems; and 
more surprises. The world at the close of the 
20th century is a fundamentally different 
world from the one in wh ich the current 
scientific enterprise has developed. The 
challenges for society are formidable and 
will require substantial informat ion, knowl
edge, wisdom, and energy from the scien tif
ic community. Business as usua l will not 
suffice. 

Changes for Ecosystem Services 
and Humanity 

Many of the environmental changes have 
serious consequences for humanity. C limat
ic disruption, increased ultravio let (UV)-8 
radiation, or insufficient drinking water 
provide examples of undesirable outcomes. 
Many of the most serious consequences are 
less obvious and mediated through the 
functioning of ecological systems. H umans 
and our social and economic systems are 
intimately dependent upon the ecological 
systems now undergoing rapid chan ges (2 1, 
23). 

Eco logical systems-from wetlands, for
ests, coral reefs, and tundra, to grasslands, 
kelp beds, estuaries, and the open ocean
provide a broad range of essential goods and 
services to humanity. They are the life
support systems for all of life on Earth . 
Ecological goods and services provide a key 
link to understanding how changes in 
biodiversity, climate, land transformation , 
stratospheric ozone, water, nitrogen, and so 

forth have immediate and long-term impli
cations for humanity. T he key is simply that 
human well-being and prosperity depend 
upon d iverse, functioning ecological sys
tems in ways we are only beginning to 
appreciate. 

Most people are well aware that hu
mans extract goods from nature: seafood, 
game animals, fodder, fuelwood, timber, 
pharmaceutical products, and genes, for 
example. We buy, se ll, and trade these 
goods. Until recently, li ttle attenti on has 
been paid to another benefit provided by 
natural ecological systems, the fund amen 
ta l I ife-support services without which hu
man civil ization would cease to thrive 
(24, 25). These "ecosystem services" in
clude the purificat ion of air and water; 
mitigation of floods and d roughts; detoxi
fication and decomposition of wastes; gen
eration and renewal of soil and soil fert il
ity; pollinat ion of crops and natural vege
tation; control of the vast majority of po
tential agricultural pests; dispersal of seeds 
and translocation of nu trients; mainte
na nce of biodiversity, from which human
ity has derived key e lements of its agricul
tural, medicinal, and industri al enterprise; 
protection from the sun 's harmful UV 
rays; partia l stabilizat ion of cl imate; mod
eration of te mperature extremes and the 
force of winds and waves; support of di
ve rse human cultures; and provision of 
aesthet ic beauty and intellectual stimula
tion that li ft the human spirit (24). 

Although these services are essential to 

huma n societies, their continued exis
tence has been taken for granted. Never 
before have human actions so threatened 
their provision. Because these services are 
not traded in economic markets, society 
has no feedback mecha nisms to signa l 
changes in their supply o r in the de
terio ration of underlying ecological sys
t ems that generate them. Var ious attempts 
have been made to calculate the worth of 
global ecosystem services; all estimate the 
va lue to be in the trillions of U.S. do llars 
(24- 27). 

As land is transformed globally, as bio
geochemica l cycles are modified on a grand 
scale, and as genetic, populat ion, species, 
and ecosystem diversity arc lost, the func
tioning of ecological systems is disrupted 
and the continued provision of ecosystem 
services is threatened (4, 6, 20, 21, 24 ). 
Primary threats to ecosystem services in
clude habitat degradation or loss, changes 
in biodiversity, and synergist ic interactions 
between these factors and rapid climate 
change, release of tox ic substances, and 
stratospheric ozone depiction. 

A recent synthesis of information about 
ecosystem services from the Ecological So
ciety of America (28) concluded that: 
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Based on available scientific evidence, we are 
certain that: 
Ecosystem services are essential to civilization. 
Ecosystem services operate on such a grand scale 
and in such intricate and little-explored ways 
that most cou ld not replaced by techno logy. 

Human activities arc already impairing the flow 
of ecosystem services on a large scale. 

If current trends continue, humanity will dra
matically alter virtually all of Earth's remaining 
natural ecosystems within a few decades. 
In addition, hased on current scientific evidence, 
we are confiden t that: 

Many of the human activities that modify or 
destroy natural ecosystems may cau e deteriora
tion of ecologica l services whose value, in the 
long term, dwarfs the short-term economic ben
efits society gains from those activities. 

Considered globally, very large numbers of spe
cies and populations are required to sustain eco
system serv ices. 
The functioning of many ecosystems could be 
restored if appropriate actions were taken in 
time. 
We believe t hat land use and development 
policies should strive to ach ieve a balance be
tween sustaining vital ecosystem services and 
pursuing the worthy short-term goals of eco
nomic development. 

Redefining the Environment 

Recognizing the significance of the global 
environmental changes summarized above, 
E. 0. Wilson suggested that humanity is on 
the verge of "Entering the Century of the 
Environment." Based on emerging informa
tion about ecosystem services and other 
environmental issues, l wish to take his 
phrase a step further and broaden the dia
logue about what constitutes an "environ
mental issue." As we begin to appreciate the 
intimate fash ion in wh ich humans depend 
on the ecological systems of the planet, it is 
becoming increasingly obv ious that numer
ous issues that we have previously thought 
of as independent of the environment are 
intimately connected to it. Human health, 
the economy, social justice, and national 
security all have important environmental 
aspects whose magnitude is not generally 
appreciated. 

Human health. Human health is being 
inc reasingly recogn ized as having strong 
environmental components. O bvious ex
amples include the importance to human 
health of good ai r qua lity, clean drinking 
wate r, clean food, and minimal exposure 
to tox ic chemicals and UV-B radiation. 
Less apparent examples include the impact 
of land-use practices, climatic change, and 
population density on emergence and 
transmission of diseases (29-3 / ). Recent 
changes in the epidemiology of Lyme dis
ease, hantavi rus, ma laria, trypanosomiasis, 
schisrosomiasis, cho lera, and yellow fever 

are attributable to changing land-use prac
tices (29, 31 ). For example, the construc
tion of roads in Amazonia to access and 
transport timber, coupled with high er hu
man popu lation densities, has inc reased 
the incidence and spread of malaria (32). 
Roads and the accompanying cana ls of 
stagnant water provide prime conditions 
for the numerical increase and spatial ex
pansion of popu lations of mosqui to vec
tors for the malarial parasites. 

Global climatic change is predicted tO 
have direct and indirect effects on human 
health. Direct effects include increases in 
heat stress, decreases in cold-related morta l
ity, and increases in air pollution- related 
pulmonary and allergic complications. Indi
rect effects, some mediated through inter
act ions with land-use pract ices, include 
increases in the geographic distribution of 
a variety of diseases including malaria, 
dengue fever, yellow fever, and hantav irus 
(16, 33 ). 

The full consequences to human h ealth 
of large-scale alterations in biogeochemi
cal cycles are not yet known. Over the last 
century, human activities have more than 
doubled the amount of nitrogen fixed and 
therefore entering the global terrestrial n i
trogen cycle. Nonanthropogenic nitrogen
fixat ion-accompl ished by a lgae, bacteria, 
and ligh tning-totals approximately 140 
T g/ycar. Anthropogen ic sources-the 
making of fertilizer, planting of legumes 
(over larger areas th.an would naturally 
occur ), and burning of fossil fuels-now 
contribute more than an add itiona l 140 
T g/year. As Vitousek and colleagues stare, 
"Serious environmenta l consequences are 
already apparent. ln the atmosphere con
centrations of the greenhouse gas nitrous 
ox ide and of the nitrogen-precursors of 
smog and acid ra in are increasing. Soi ls in 
ma ny regions are being ac idified and 
stripped of nutrients essential for contin
ued fertility. T he waters of streams and 
lakes in these regions a re also be ing acid
ified, and excess nitrogen is being trans
ported by rivers intO estuaries and coasta l 
waters. It is quite likely that this unaccus
tomed nitrogen loading has already caused 
long-term declines in coastal fi sheries and 
accelerated losses of plant and an imal d i
versity in both aquatic and land-based 
ecosystems" (34 ). 

Increased nutrien ts in coastal waters 
may also trigger population explosions of 
certain taxa of phytoplankton that con
tri bute to human health problems. In
creases in the freque ncy, spatial extent, 
and duration of harmful a lgal blooms are 
reported from sho res around the world 
(35). Many (although not al l) harmful 
algal blooms th.at involve tox ic dinoflage l
lates and diatoms are known to respond to 

increases in nutrients . In one such case, 
outbreaks of the ambush d inoflagellate 
Pfiesteria piscicida in estuarine waters of the 
middle and southern Atlantic shores of 
the U ni ted States have resulted in the 
death of billions of fish (36) and are sus
pected of causing human health problems 
ranging from amnesia to kidney and liver 
impairmen t. Nutrie nt pollution from up
st ream sources is t he suspected trigger. 
Prevention of further nutrient-triggered 
d isruption of terrestria l, freshwater, and 
marine ecosystems and resu lting health 
consequences wi ll be a formidable chal
lenge in view of the expected global in
creases in population, sewage, livestock, 
aquacu lture, and use of fossil fue ls. 

The economy. The economy is more 
in terlinked with the environment than is 
often apprec iated (23, 37). T he fa lse as
sertion that society must choose between 
the economy and the environment is often 
made. In reali ty, th.is "jobs versus the en
vironment" choice is a false d ichotomy: 
the real choice is between short-term gain 
and long- term, susta ined prospe rity (23, 
37, 38). T he insurance industry has been a 
leader in private sector concern about cli
matic change (39) , in part because its 
business demands a long-term perspective. 
T he economic consequences of increases 
in t he frequency and severity of extre me 
weather events provide strong motivation 
to act to decrease the probability of likely 
causes of these a nomalies. 

Economic development and prosperity 
h inge upon maintaining an adequate flow 
of essential services provided by natural 
ecosystems. Human-engineered sources of 
well-being fos ter the widespread miscon
ception that affluence is independent of
or possibly even hindered by-the preser
vation of natural ecosystems (40). Howev
er, as humans fill in wetlands, clear-cut 
forests, degrade coral reefs, drive natural 
populations and species to extinction, and 
introduce alien species, we often d isrupt the 
functioning of the systems or lose the eco
system entirely. When we do so, we begin 
to incur unant icipated and occasionally 
staggering costs- having now tO manufac
ture, grow, or otherwise provide what we 
once got for free. 

A compell ing example is provided by 
C hichilnisky and Heal's analyses of op
t ions for the provision of drinking water 
for New York C ity (27). H istorically, the 
watershed of the Catskill Mountains pro
vided the ecosystem service of water fil
tration and purification. Over time, this 
watershed system became overwhe lmed by 
sewage a nd agricultu ral runoff to the point 
t hat the wate r quali ty was impaired. 
C h ichilnisky and Heal calculated and 
compared the costs of purchasing and re-
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storing the watershed so that it could con
tinue to provide t he ecosystem services of 

ater purificat ion and fil tration ($ l bit-
.on) versus the costs of building and 

maintaining a water purification and fil 
tration plant ($6 billion to $8 billion in 
capital costs, plus annual operating costs 
of $300 million). This comparison pro
vides an est imate of the replacement cost s 
for only a single service supplied by the 
watershed. O ther services include flood 
control, a ir purification, generat ion of fer
tile soil , and production of a range of 
goods from timber to mushrooms, as well 
as sites for recreation, inspiration, educa
tion , and scientific inquiry. Even ac
knowledging chat not a ll ecosystem ser
vices can be replaced by a human -made 
substitu te, this analysis he lps put some of 
the tradeoffs in perspective. 

Social justice. Social justice, too, has in
timate environmental components (37, 
41 ). The consequences of environmental 
degradation are often borne disproportion
ately by racial ly and economically disad
vantaged groups. Wealthier individuals or 
countries can affo rd to buy bottled water, 
move away from degraded and contaminat
ed sites, access information about alterna
tive choices, influence the political process, 
cope with environmental disasters, buy bet
ter food, and purchase qual ity medical ser
vices and treatments. 

For example, intensive shrimp farming 
in Southeast Asia, lndia, and parts of South 
and Central America often brings econom
ic benefit to a few own ers (large multina
tional o r national corporations) in the short 
term but in the longer term destroys man
grove forests needed by indigenous peoples 
to provide food , fiber, and ecosystem ser
vices such as water purification , sediment 
trapping, and flood control. 

National security . National securi ty is be
ing viewed increasingly as an en vironmen
tal issue, with multiple, complex connec
tions among population growth, environ
menta l quality, and security, including hu
man migrat ions, war, disease, social dis
ruption, political fragmentation, competi
tion for scarce resources, and ecoterrorism 
(42). Environmen ta l degradation and scar
city of resources ( water, fuel wood, fe rt ile 
land, forests, fisher ies) have been identified 
as key contributors to economic d isruption, 
ethn ic strife, civil war, migration, and in
surgency throughout the world , for example 
in Bangladesh , India, Mexico, Gaza, Paki
stan, Rwanda, Senegal-Mauritania, South 
Africa, El Salvador, Honduras, Haiti, Peru , 
Phil ippines, the West Bank, and Somalia 
(2 1, 43 ). So-called "fish wars" for scarce cod 
and salmon present ongoing challenges for 
the state departments of the United States 
and Canada. 

During his tenure as U.S. Secretary of 
State, Warren C hristopher initiated a new 
perspect ive when he pledged to make envi
ronmental issues "part of the mainstream of 
American foreign policy." ln framing a 
bold, new perspective on national security, 
C hristopher declared chat "[ tJhe environ
ment has a profound impact on our national 
interest in two ways. First, en vironmental 
forces transcend borders and oceans to 
threaten directly the health , prosperity and 
jobs of American citizens. Second, address
ing natural resource issues is frequently crit
ical to achieving political and economic 
stability and to pursuing our strategic goals 
around the world" (44). In 1997, U .S. Sec
retary of S tate Madeline K. Albright issued 
the State Department's first annual report 
on environmental diplomacy, stating that 
"envi ronmental problems arc often at the 
heart of the political and economic chal
lenges we face around the world .... We 
would not be doing our jobs as peacemakers 
and as democracy-builders, if we were not 
also good stewards of the global environ
ment" (45). 

In summary, national security, social jus
tice, the economy, and human hea lth are 
appropriately considered to be environmen
tal issues because each is dependent to some 
degree on the structure, functioning, and 
resiliency of ecological systems. Linkages 
among the social, political, economic, phys
ical, bio logical, chemical, and geological 
systems present new challenges to scientists. 
What is the role of science in meeting these 
challenges? 

The Roles of Science 

Science is the pursuit of knowledge about 
how the world works, a pursuit with an 
established process for inquiry, logic, and 
validation. Scientists engage in science be
cause we are curious about why things are 
the way they are, we relish the fun and 
challenges of problem-solving, and we wish 
to contribute someth ing useful to current 
and future generations. Society supports sci
ence because doing so in the past has 
brough t benefits and doing so now is ex
pected to provide more.Traditional roles of 
science have been to discover, communi
cate, apply knowledge, and to train the next 
generation of scientists. 

Society currentl y expects two outcomes 
from its investment in science. The first is 
the production of the best possible science 
regardless of area; the second is t he pro
duction of something useful. The first goal 
refl ects "the expecta tion that scientists 
will search . . . for the truth about how 
nature works ... producing reproducible , 
independen tly verifiable results, logically 
consistent theories and experiments that 

explain patterns in nature" (46). An em
phasis on investigator-initiated, peer-re
viewed science is designed to h elp meet 
this expectation. 

T he second part of the contract reflects 
the antic ipation that the investment by 
society will lead no t only to improvements 
in our understanding of the world but also 
the achievement of goals that society has 
deemed important-winn ing wars, con
quering diseases, creating products, and 
improving the economy. T his second 
component often weighs heavily in deci
sions about the a llocation of funds. As 
President Joh n F. Kennedy stated, "Scien
tists alone can establish the objectives of 
the ir research, but society, in extending 
support to science, must rake account of 
its own needs" ( 4 7). Hence, both the ra
tionale for public investment in science as 
well as specific decis ions about the alloca
tions of resources are tied to expected 
outcomes chat are beneficial to society. 

The needs of society have changed over 
the years. Vannevar Bush 's 1945 landmark 
report to the President of the U nited 
States, Science-The Endless Frontier, em
phasizes providing he lp in the med ical, 
defense, and economic arenas. Bush's very 
fi rst paragraph in his Summary of the 
Report stated ( l ): 

Progress in the war against disease depends upon 
a flow of new scientific knowledge. New prod
ucts, new industries and more jobs require con
t inuous additions to knowledge of laws of nature, 
and the application of that knowledge to practi
cal purposes. S imilarly, our defense against ag
gression demands new knowledge so that we can 
develop new and improved weapons. T his essen
t ial, new knowledge can be obtained only though 
basic cienrific research. 

Forty-five years later, Erich Bloch, di
rector of the National Science Foundation 
(NSF) (established in response to Bush's 
report) , acknowledged the changing polit
ical la ndscape and h igh lighted the eco
nomic benefi ts of fundamenta l research 
and the primacy of knowledge as a critical 
resource (48 ): 

T he National Science Foundation was a pro<luct 
of the Cold War and of a national policy decision 
that the contribution of research to national 
strength was too valuable to be limited to the 
years of armed conflicr. In recent years, rhc 
rationale for supporting science and engineering 
research and education has been changing. As 
political confl ict among the great powers dimin
ishes, the major arena for world competition is 
increasingly becoming economic, and in this 
new global economy, which runs on ideas and 
innovation, knowledge is the critical resource. 

l n more recent years, as funding for 
science has gotten tighter and other needs 
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for funds expanded, there has been a n 
even greater emphasis on the need for new 
knowledge to generate new products and 
processes, for example, to fuel technolog
ical advances, provide a competitive edge 
in the global marketplace, or develop new 
medical treatments (2, 49). In this sense, 
public funding of science is often argued to 

be an investment that brings monetary 
returns. A d ifferent applicarion of scien
tific knowledge is emerging as equally im
portant in today's world : knowledge to 
inform policy and management decisions 
(49-51). 

Th e latter focus on the ro le of science 
in informing dec isions is emerging as one 
of the critical unmet needs of society at 
the end of the mille nniu m (21 , 49, 50) . A 
better understanding of the likely conse
quences of diffe rent policy options wil l 
allow more enlightened decisions. Man y 
of the choices facing society are moral and 
ethical ones, and scientific information 
can inform them. Science does no t pro
vide the solutions, but it can help un 
Jerstand the con sequences of different 
choices. 

The plethora of bio logical, physical, 
chemical, social, and economic changes 
summarized earlier point to the myriad ways 
in which society's needs for scien tific 
knowledge are changing. A wide range of 
studies focusing on environmental cha l
lenges all point to ( i) the urgent need for 
improved understanding, monitoring, and 
evaluation to protect, manage, and restore 
the environment; (ii) more effective com
munication of existing knowledge to the 
public and policy arenas; (iii ) the desirabil
ity of developing new technologies (manu
factu ring and waste reduction , for example) 
to minimize the ecological footprints of hu
man activities; and (iv) better guidance 
about decision-making in the face of uncer
tainty (50, 5 1 ). 

In summary, the roles of science- to 
discover, communicate, and use knowl
edge and tra in the next generation of sci
entists-have not changed, but the needs 
of society have been a ltered dramatically. 
The current and growing exte nt of human 
dominance of the planet wil l requi re new 
kinds of knowledge and applications from 
science- knowledge to reduce the rate at 
which we alter the Earth systems, knowl
edge to understand Earth 's ecosystems and 
how they interact with the numerous com
ponents of human-caused global change, 
and knowledge to manage the planet (4) . 

A New Social Contract for 
Science? 

Recognizing that the world is changing in 
new and diffe rent ways, at faster rates and 

over larger scales ch.an ever before re
corded, and recognizing the urgent need 
for knowledge to understand and man
age the biosphe re, I propose that the sci
entific communi ty formulate a new Social 
Contract for science. This contract would 
more adequate ly address the proble ms of 
the coming century than does our cur
rent scientific enterprise. The Contract 
should be predicated upon the assump
tions that sc ientists will (i) address t he 
most urgent needs of society, in propor
tion co their importance; (ii) communi
cate the ir knowledge and understanding 
widely in order to inform decisions of in
dividua ls a nd institlltions; and ( iii ) exer
cise good judgment , wisdom, and humil ity. 
The Contract should recognize the extent 
of human domination of the planet. lt 
should express a commitment to harness 
the full power of th e scien tific enterprise 
in d iscovering new knowledge, in commu
nicating ex isting and new understanding 
to the public and to policy-makers, and in 
helping society move toward a more sus
tainable biosphere. 

Science a lone does no t hold the power 
to achieve the goa l of greater sustainabil 
ity, but scientific knowledge and wisdom 
are needed co h elp inform decisions chat 
will enable society to move toward that 
end. A sustainable biosphere is one that is 
ecologically sound, economically feasible, 
and socially just. Scien tific understanding 
can he lp frame the questions co be posed, 
provide assessments about current condi
tions, evaluate the likely consequences of 
d ifferent po licy or management options, 
provide knowledge about the world , and 
develop new technologies. The Contract 
would reflect the commitment of individ
uals and groups of scientists co focus thei r 
own efforts co be maximally helpfu l. Each 
individual, each panel, each agency, each 
congressional committee, each nation 
makes choices; these choices should re
flect a greater focus on the most crit ical 
issues of ou r day. 

Fundamental research is more re levant 
and needed than ever before. The Contract 
is absolutely not a call to abandon funda
menta l research; on the contrary, it shou ld 
be a call to invest in fundamental research 
in a broad spectrum of areas where new 
knowledge is urgently needed. Just as the 
Manhattan Project involved a major invest
ment in fundamental research, adequately 
addressing broadly defined environmental 
and social needs will require substantial ba
sic research (50, 5 1 ). 

Because t he env ironment is so broad a 
topic, research across all disciplines is 
needed to provide the requisite knowledge 
base. Efforts similar to those devoted co 
past societal wants and needs-for exam-

pie co space, med icine, and defense- a re' 
needed to focus more intensely on the 
c hallenges we know lie ahead. These ch.al 
lenges encompass many of the earlier ones, 
but expand them in new d irections. T he 
setting of prio rities about which science to 
fund cannot be done in a social vacuum. 
The needs of society for scientific knowl
edge should be an integral part of the 
dec ision-making process. 

The Contract should also be a st rong 
call for new research and management 
approaches. For example, innovative mech
anisms are needed to facili tate the in
vestigation of complex, interdisciplinary 
problems chat span multiple spatial and 
temporal scales; to encourage interagency 
and international cooperation on societal 
proble ms; a nd to construct more effective 
bridges between pol icy, management, and 
science, as well as between the public and 
private sectors. A number of recent reports 
have recommended ways to accomplish 
many of these goals (50, 51 ). The Corson 
Committee of t he National Research 
Council, for example, evaluated the 
U.S. environmental research establ ishment, 
found it lacking in numerous ways, and 
recommended a number of steps to effect 
cul tural and organizational changes in the 
envi ronmental research enterprise (51 ). 

There is a concomitant requirement to 
train interdisciplinary scientists and to 
provide the skills and savvy to work at the 
policy-science or management-science in
terface. C hanges in university curricula 
and the reward system for profess ional sci
e ntists within and outside un iversit ies 
wou ld grearly faci litate achieving these 
goals. 

The new Contract should ex tend well 
beyond research and training activities. 
Some of the most pressing needs include 
communicating the certainties and uncer
tain ties and seriousn ess of d ifferent envi
ronmental o r socia l problems, provid ing 
alternatives co address chem, and educat
ing citizens about the issues. ln parallel to 
initiating new research, strong efforts 
should be launched to better communicate 
scientific information a lready in hand. A ll 
too many of our current environmental 
policies and much of the street lore abou t 
the en vironment are based on the science 
of the 1950s, 1960s, and 1970s, not t he 
science of the 1990s. Most of our efforts to 
address econom ic and social problems are 
as yet mostly devoid of ecological knowl
edge. C learly, the interfaces between the 
environment, human healt h , the econo
my, soc ial justice, and national security 
are ripe for developing and entraining in to 
the policy arena . In view of t he overarc h
ing importance of environme ntal issues for 
the fu ture of the human race, all graduates 
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, 
from institutions of higher learning should 
be environmentally literate. 

Powerful tools in communicating 
~nowledge to inform policy and manage 
ment decisions are scientific assessments 
from credible groups of scientists. Assess
ments such as the Intergovernmental Pan
el on C limate Change ( 16), the Ozone 
Assessment, and the Global Biodiversity 
Assessment ( 19) have provided excel lent 
guidance to policy-makers, especially when 
they summarize certainties and uncertain
ties and specify the likely outcomes of dif
fe rent options. 

The whole system of science, society, 
and nature is evolving in fundamental ways 
that cause us to rethink the way science is 
deployed to help people cope with a chang
ing world. Scientists should be leading the 
dialogue on scientific priorities, new insti
tutional arrangements, and improved mech
anisms to disseminate and uti lize knowledge 
more quickly. 

All sc iences are needed to meet the full 
range of challenges ahead. l t is time for 
the scientific community to take respon
sibility for the contributions required to 
address the envi ronmental and social 
problems before us, problems that, with 
the best in tentions in the world , we have 
nonetheless helped to c reate. It is time for 
a reexamination of the agendas and defi
nitions of the "grand problems" in various 
scientific disciplines. 

We can no longer afford to have the 
e nvironment be accorded marginal status 
on our agendas. The envi ronment is not a 
marginal issue, it is the issue of the future, 
and the future is here now. On behalf of 
the Board of AAAS, 1 invite you to par
ticipate vigorously in exploring the rela
tionship between science and society and 
in considering a new Social Contract for 
Science as we enter the Century of the 
Environment. 

Bill Watterson has summarized this 
challenge quire eloquently in the fol lowing 
Calvin & Hobbes cartoon dialogue (52): 

C alvin and H obbes are riding along in their red 
wagon, careening through the woods: 

Calvin: " It's true, H obhcs, ignorance is bliss! 

Once you know things, you start see ing problems 
everywhere .. . 

... and once you sec problems, you feel like you 
ought ro try ro fix them ... 

. . . and fixing problems always seems to require 
personal change ... 

... and change means doing rhi ngs that aren't 
fun! 

I say phooey to that 1" 

M ov ing downhill, they hegin to pick up speed. 

Calvin (looking back at Hobbes): "Bur if you're 
wi ll fully stupid, you don't know any better, so 
you can keep doing whatever you like' 

The secret to happiness is short-term, stupid sel f

interescl" 

Hobbes (looking concerned) : "We're heading for 
that cl i ff!" 

Calvin (hands over h is eyes): "I don't wane to 
kno w about it." 

They fly off the cliff: 

"Waaaugghhh!" 

Afrer crash landing, 

Hobbes: "I'm not sure l can stand so much bliss." 

Calvin: "C areful! We don't want to learn an y
thing from this." 
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As the :-n2.gniti_ce oi i1urr.an rr.c:::c:s .:n ,he : co1cgica1 s1s,elT's er me ~1anet :,scc:-ies 
apparent, there is increased rea11zation of the intimate connections ::::etween these 
systems and human health, the economy, social justice, and national security. The 
conceot of 'Nhat constitutes "the environment" is changir:\; rapic!ly. Ur;ert and '.Jnpr;;c
edented environmental and social changes challenge scientists to define a new social 
contract. This contract represents a commitment on the part of all scientists to devote 
their energies and talents to the most pressing problems of the day, in proportion to their 
importance, in exchange for public funding. The new and unmet needs of society include 
more comprehensive information, understanding, and technologies for society to move 
toward a more sustainable biosphere--one which is ecologically sound, economically 
feasible, and socially just. New fundamental research, faster and more effective trans
mission of new and existing knowledge to policy- and decision-makers, and better 
communication of this knowledge '.o the public will all be required to meet this challenge. 
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indulge their passions for science and simul
~anccu::t1: ;:u ;n"viJ~ 'vfflc::~.,r:~ J$C~L. -" 

society. W tth these pm·ile~es, of cour~e. 
co mes ;enous resi:ons1l:tlic-;. The d o,e ,f 1 

centuq .m<.i J m;llenn,u:n ;:wn.::e~ ,m .:c
casion ror reflection on che nature of ,hese 
responsibilities and an e\·a luation of the 
extent co which we are iuifilling chem. 

The scienttfic enterprise has provided 
phenomenal understanding of our bodies, 
our min<ls, our world, and our uni\·erse. 
T he advances chat ha,·e emerged from 
space, detense, anJ medical research, 
among many ocher a reas- al! of which 
have depended on basic research across all 
disciplines- have been a,cound ing. Space 
exploration. for example, has gi\·en us not 
only new understanding of the cosmos, 
and wonderful produces and cechnol0g1es, 
but also a new sense of our world and 
ourseh ·es: a sense carrured fore\·er by choc 
first pho tograph of the \\'hole Earth taken 
against the black backgrounJ of space. 
Sctent1f1c research is ad\·anc:ng exrlosh·e
ly on all fro nts. T he henet'1cs induJe a 
di:: ying array of new knowleJge. econom
ic ,Jppo rcunicies, a nJ ;:m,Jucrs- rangm\1 
fro m la,er surgery co geni;:c1c tescin!,:, fru m 
globa l positioning ,yscems co preJictton )f 
El )\i 1n0 events. from the J1scoven· ,,i :1e·.\· 
Jru~s Jen\·eJ fro m n a tural produces t,> 
new inro rma cion ,v~t<!m~. 

[n che L,'niceJ Scates. mu.;h or the m-

The tex: s "TIO:!ifieo ~rem r.er P'CJS;der:,al .~caress a; ·re 
Annual Meeting of the Ame~can ,J,sscc,at1c'1 of :he .i.e. 
·,ancare,..,t of Sc1enca. : 5 ;:9or-,ar; • 997. - re aw:·cr s 
. n the Oecan:11ent -:,f Zco1ogy. Sr;;c;on Sta:e Jrivers,ty. 
Corvallis. OR 97331-2914. USA. E-mail: luocnen1@bcc. 
crst.t:eu 
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result of strong btparcisan r olitica l ;up;:-orc 
elf'.~ ~'-~.;u~..1i c:-.c.1usl.;~m r(. r S(:te nc..! rnar 
be~an during \'{, o rid War II .rnd tnC<!JseJ 
sul>c..mt:Jll·· in the 1060,. Th15 su;:-;::o"" 
was ;m~.::i~.1ce2 m ?arc upon an 1unwnc
ten ) sociJ.l CJ r'.t~act becween ;;cience and 
society, specificallv che expectation chat a 
substantial investment in research would 
result m winning the war (miciallv W o rld 
War II and lacer the C o ld War), winning 
the space race. and conquering diseases 
(bacterial infections, po lio, and cancer). 
The scale o r" the U . .3. tn vestment in sci
ence changed dramattcally during chis pe
n od . !m·escmenc in science in mos t ocher 
developed natto n, is predicated upon a 
simila r expeccatton of a return of knowl
edge and technology co ,octety. T he sci
enttf1c enterprise chat has produced chis 
wealth is widely a<lmireJ a nd env ied. The 
questio n [ pose is whether th(! enterprise 
thJ.t has met these past challenges is pre
pared ror the equally crucial and Jaunting 
challencze~ thJt lie in '.'Ur tmmeJi,He fu
turl'! . T he .mswer chat I must ~iv.: 1, "no."' 
I ,\ssert chat the immedia te .mJ rea l chal
len~es iac:n<:: u:, nave nut recn fullv .1rrn:
c1ateJ no r prort:rh- ic :m owledgeJ hy the 
communtn· n r ;c,ennscs ·\·hl),e resr o nsih il
ic·: 1c 1s. m,1 •vdl he. rn meet chem. 

Pcirt ,it o ur collecnve re~romihltty co 
,ocec-: mu,c include 1 •c:enrnk communi
cy-w1de renod1c reexJmmano n ot our goals 
anJ 1lt<!Lltl1'n o r •J llf C1Ju r•e. ,r lpprornate. 
The face t:ia.: rhe ;cientlfic CLimmunicy has 
re~ronJ<!d co ,,>eieral neeJs ,e\·eral times in 
the past cencury-alcho u~h ~eneralh- m 
wartime-provides encouragement chat it is 
pn,,il:<c t) .nc h:1: .;: Jr.J ...:h ... n\!e cour;e rar-

{,.,_jl, '.I~ "h,~ -·~c • t 1 ( .. l\,i, . .:. ~ '"h·~ J·~·.'h~;:~;: 
\ ~~•r:;h·1i ~,.,,· ·,-.1, r1.1r:.d . f <i .. ;i"" '!.. ··\X/h.a Jnc' 

. . . 
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: ...... ~:~: ,. , :-._:·::·:-~ .. ':: ... ·:.c -u "\.. ~! r:..:·. 
T:u:; J ir\: n:nc r'~rsr~ctt\'t! i, ~·:nn lv i;;!nl--cd
Je.l ·n ,·ho;: k::,'\\'le.i!!'c! i -r-.::.:!ftc. tde:wf1-
.1b!e c~Jnc?es vc.:urr;n:4 in ·,i1<:: natura l anJ 
social wn rlJs around us. T hese chan1;es are 
,;,) \"J.,r, >l1 rerv.i~1ve, and ,,) 1mporrant that 
they require our immediate a ttentio n. Sci
enufic knowledge is urgently needed co pro
vide the understanding for individuals and 
institut ions co make informed policy and 
management decisions and co provide the 
basis for new techno logies. 

This paper is organi:ed around four key 
quemons: How ts our \\'Orid changing? 
Wh1c are the imrlicaticns o r rhese changes 
·~1r -:,,i..::I:! "'~.· ! \X,"h'1r .s :~1~ :ole 1r· _,;c~e!1cc 1~ 
tr.e::c:n,,; ch.: chuilen~e; c~eaceJ bv the 
c~a~~!n~ i,·odd? .1nd Ho\v ih, uld ~c1e=i.ciscs 
rc:,;:-. nJ :o cne~e challenge,. \ l y JOJl m 
communicating ·hese ch1'u,zb-, ls ·o ,nmu
.. a ~c J Jtci i0g11e .v1cnin ch~ sc:e!"lttr~c i.:om
mumcy on these topics. [ hope char the 
result •v:!l :.e ~l :hou~\'iciui -e::xaminach;n of 
our md1viduai anu coilecnve prlorines and 
at:rion~. 

The Board of Directors or :\A..,.).,.S h.,. 

initiated an electronic di.;cussion of the 
lacionship between science and society 
paper summari:ing its delibera tions a long 
with comments from a number of scientists 
are posted co invite an exchange of ide.is on 
the questions posed abO\·e. On behalf of che 
Board. I tn\·ite your parttctpacion (3). 

Global Changes and Their Causes 

How is our world changing? One major 
war 1s chat we no w li\·e on a human
dommaceJ planet. The growth of the hu
man population anJ the ~rowrh m amount 
ot resources used are alcenn1; Earth m 
un precedenteJ wavs. Through [he activi
ttes 1f agnculcure, fisheries. mduscrY. rec
reat ion. anJ intermm,mal C1)mmerce, hu
mans c.iuse three general classes of 
ch;m.!e. Human encerpnse~ \ i) crrm , r"o rm 
tht: lanJ a nc.l ,<!a-through lnnJ clearing, 
fore~c,v. '.! ra: :nq. urran1:am)n. mining, 
tia\\'ling, , lreJt;tn'!, ·md 'l' ,,n: iii) tire , rhe 
major bin,geoche~ical c\·cles- of c:1 rbon, 
nttro,(:en. '.\·ace r. wnchettc diem;cals. anJ 
~n ,rn: and ( iii) .,dd o r remove '>pccies and 
<Jenec:c;illy Jim nc.: p0rubcwn,- ,1a hab
itJt al rerac1on o r lo~,. hunt in~. fish inq, 
and introductions ,rnJ in\·;J.s 11 ns of srec i .. , 
(4-6) . 

The resulting changes Jre relative 
w-:ii Jocumcnc~J tut nlJ t ;;enerally .ippre-
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<.:t,H.:!ci m thetr cocal1cv. ma1:::ucuJ.:!. or im
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man .1<.:mm (7\; (11\ che ofr1,n Jtoxtde 
cun<.:~!ltriltlun m the Jtmll)pnc:~e h lS tn

Ue3~eJ '.:,y nearh· 3C"o ::tnce th<:: b<!~innmg 
of the Industrial Revolution (8); (tii) more 
atmospheric nitrogen is fixed by humant[Y 
than by all natural terrestrial sources com
bined (9); (iv) more than half or all ac
cessible surface fresh water is put co use by 
huma nity ( 10); ( v) about one-quarte r of 
the bird species on Earth have been driven 
co ext inction (J /); and (vi) approx imately 
two-thirds of major marine foheries are 
fully exploited, overexploited. o r depleted 
( l ~) . 

The races anJ spacial scJles oi mo~c ,,t 
the~e c'.'l:::n\!e' ue n~.::~3Sm\!. [n :1.:!dt-:c:1. 
some .:;r ,he-.:hanges are new~ ~m·el .:hem
ical c· r..pounJs-rangt!'lg from chloror1uo
rocarbcns co !)ersiscenc o rganic compounds 
;u~:'i. J· :)D! Jn...i ?CO;-are be1r.5 synchc
s1:ed and released. Only a few or· the thou
sand or <o ne•v chemicals released each ve;;1r 
\ 1.3) are monicored; che biological er'fac:, 0f 
most are unknown, especially synergistic 
interac::ions of different compounds (I,!\. 
and interference with developmental and 
hormonal systems (15). 

Many of these physical, chemical, and 
biological changes entrain furthe r alter
a tions co che functioning of che Earth 
system. most notably causing: (i) disrup
tions co che global climate (J 6), ( ii) de
pletion of stratospheric o: one (J 7), (iii) 
irreversible losses of biological diversity 
( 18, /9\, and (iv) changes in the structure 
a nd functioning of ecosystems arounJ the 
world (6. 20). 

The conclusions from this overview are 
inescapable: during che lase few decad<!s. 
humans have emerged as a new force of 
nature. We are modifying physical, chem
ical. and biological S\'Stems in new ways, ac 
faster races, anJ over larger spacial scJles 
than ever recorded on Earth. Humans 
ha\·e unwictingh- embar!"~<l upon a grand 
expenment wtch our planet. Tht:: ouccnme 
of chis experiment is unknown. but has 
profound implicanons for all or life on 
Earch. An assessment from che Eco logical 
Socien· of America encicled ::he Suscain
.ibie Bi0sphere lnmacive scares thac "en
viror.m<!!lral problems resulting from hu
man 1ccivic1es have hegun co threaten the 
;ustamabilicv of Earth's life support sys
tems .. . . Among the most cricii:.l l chal
lenges facing humamcy are the conserva
rion, :e<euracion and ·.vise mana~emenc of 
the Earch 's resources" ( 21). 

The: w,1rlJ t~ chan<.!m~ in myriaJ ocher 
I j,-, \ . . . .,, 

. . 
:r·.r ,~·:1. :~, ... n .. ,c~.···"" : k, ..: ,,,.1ro...~··..:• i. • .: .. · 1.:· ~ 

olut,<>narY chan~es; mark<!tS h3,·e be..:0me 
glui:>al: 0 i1e bt,,c1c :1nJ cuicural worids ha,·e 
been homogern:ed; che race or tr:msporc or 
people, goods. drugs, and organisms has 
increased J ro,md the <slobe; mulcinational 
corporations have emerged; and nongov
ernmental o rg'.mi:auons have increased. 
(22 ). Mose of these changes h ave profound 
implications for our future. lncegracion of 
the human dimensions of these global 
changes with the physical-chemical-bio
logical dimensions is clearly needt::d. 

The individual and collective changes 
descnbed abo,·e are so diiforent in magni
tude. scale. and kind from past chan~es ·hat 
c·.cn Jur 1::cs~ ~~2~r...:~ 1nJ :nc .... :\.!~;:; vffcr hcde 
!;Uidance conce:-n.ing the scale or even the 
charac::er 0r like\ re~i::onses c0 these chai
lenges. The future is ,iuice likdy co involve 
mcre::i~.ng ;:ace~ ,Jr cnan~e: :;r.:!ater vanance 
in sy•cem parameters: greater uncercamcv 
about res!conses ,)f complex b1olo~1cal, eco
lcgtcal, $OC1al. and poii ncal syscems; and 
more surprises. T'1e world at che dose of r.be 
20th centurv is a fundamentally different 
world from che one in which che current 
scientific enterprise has developed. The 
challenges for society are formidable and 
will require substantial information , kn owl
edge, wisdom, and energy from che scientif
ic communttY. Business as usual will not 
suffice. · 

Changes for Ecosystem Services 
and Humanity 

Many of che environmental changes have 
serious consequences for humanity. Climat 
ic .:ii,rupcion, inc:e::ised ulcranolec (UV)-B 
radiation, or insufficient drinking water 
provide examples of undesirable outcomes. 
\IL.my of che mo-;c senous consequences are 
less obvious anJ mediated chrou~h the 
functioning of ecolo<sical systems. Humans 
J.nd our social 'lnd economic .,ystems are 
incimacely depende!'lt upon che ecoiogic3l 
sy•cems now undergoing rapid changes (21, 
23). 

Ecological sy~cem~-from wetlands, for
ests, coral reefs. and tundra, co grasslands, 
kelp beJs, escuanes. anJ the open ocean
prodJe a l:roaJ range ,,i essl!nttal goods anJ 
·er.ices co humanicv. They are the life
sup:,o rc systems for all of life on Earth. 
Ecological goods anJ services provide a key 
link co understanding how changes in 
biodi•:ersi r-1, d1r.1.ace. !J.r:J cran~formack:n, 
scracosphe;ic o:one. water, nitro<sen, and so 

forch h..i.\"e immejiact and lon;-•crm impli
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mans extract 2oods from nJtur~: ,e1fo,,J. 
\!'1me anim,ils. foJder, :uelwocJ. cimh.:r. 
pharm::iceucic.il produc::s . .inJ gene~. tor 
example. We buy, sell. and trade these 
goods. L'ncil recently, liccle ,mentton has 
been patd co another benefit provided by 
natural ecological systems, the fundamen
tal life-support services without wh ich hu
man civi li:acion would cease co thrive 
(24, 25). T hese "ecosystem services" in
clude che purification of air and water; 
mingacion of floods and drou~hcs; detoxi
fication and decomrosicion of wastes; 2en
eracion and renewal of soil and soil r·eml
tcv: po llir.acion of ..: :ops and nJtLr'-ll ve5'!

:anon; cor:t:ol or mi: vas, rr • .110ncy or po
tential agricultural pests; dispersal oi seeds 
.. md crun;loc.ic1on ot' nuc:1er,t;: mainte
nance of btodi,·ersicv. from w~ •.c~ '1uman
tty has Jer1veJ kev eieme!ltS ·.)r · :s 1gncul
curai. medicinal. and indu5tna'. c:-:.tercrise: 
procecttcn from the sun's har:::.~ui' CV 
rays; parrial scab1li:acion of cltmate; mod
eration of remperacure extreme~ and che 
force of winds and waves; sup,;orc or· di
verse human cultures; and provision of 
aesthetic beaucv and mcellec:ual ,timula
tion chat lift the human spiri:: ( 24 ). 

Although these services are essential to 
human societies, their concmued exis
tence has been taken for granted. Never 
before have human actions so threatened 
their provision. Because these $ernces are 
no t traded m economic markers, soctet\' 
has no feedback mechanisms to signa·l 
changes in their supply or in che de
terioration of underlying ec0logical sys
tems char generate chem. Various attempts 
have been made co calculate .:he worth oi 
global ecosystem servtce,: all estimate .:he 
value co be in the trillions of U .S. dollars 
( .:?4- .:?7). 

As land is cransrormed globallv, as bio
geochemicJI cvcles are modified on .1 grand 
scale. Jnd as genettc. popul:mon. spec:es. 
and ecosvstem diversicv are l0~c. che func
tioning ~f ecolo<sical svscems 's disrupted 
and the connnueJ ;xov1sion ('f eco~v-,e::1 
services is threatened (-/, 6, .:?C . .:?J, 2-+l. 
Pnmary threats co ecOS\'Stem <t::-Yices m
clude habitat degradatton or k,~ •. changes 
in biod1vemcy, and ,ynergtmc mceracrtons 
between chese fact,>rs and r,1rtd climate 
chan!;;e, release of coxtc substances, and 
stratospheric ozone deplenon. 

A recent synthesis of information about 
ecosystem ser,,ices from the E..:)kg!c:11 .3o
ciecy of America (28) concluded that: 
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nacur~tl ec-1, vscems within a iew Jec:i.de,. 
In addit:,,n. b::iseJ on currenc sciencitk evidence, 
we are cnnf1denc chac: 
Manr ot che human ,ictivicies chat mod1r.· or 
destroy nacural ecosyscerru may cause deteriora
tion of ecological services whose value, in che 
long term. dwarfs the short-term economic· ben
efits society gains from chose activities. 
Considered globallv, very large numbers of ;pe
cie; and ropulacions are required co suscain eco
system .,er;ices. 
The iur.c~:onin~ of m,:mv ecosvscems coul.:i be 
rcsr:1.."rl.!d :r .lF!)ropnace octt1Jns were cak.!:-1 ~n 
mr.e. 

\V,:, be!1,:,,·c; chac land use .1nd develoi:-menc 
pullc~e:: :1..::.u!J !L:-:vc ~c uc:ltt!\'e ~\ ~abr . .:.:: bc: 
cween su;caming vital ecosvscem ser,..ices and 
1,:ursuin _ -::t:: ·v~·rc:ly :~10-c-~e;:!l ;•"'·J~s .)i· .!!: ,> 

nom1c -~c•:dopmenc. 

Re~aflning th,a 2:ivironm.s:it 

Recogni:ing the significance of che global 
environmental changes summarized above, 
E. 0. Wilson suggested ch.it humanity is on 

, the verge of "Entering the Century of che 
Environment." Based on emerging informa
tion al::ouc ecosystem services and ocher 
environmental issues, I wish co cake his 
phrase a seep funher md broaden che dia
logue about what conscicuces an "environ
mental 1ssue." As we begin co appreciate the 
intimate fashion in which humans depend 
on che ecological systems of the planet, it is 
becoming increasingly obvious chat numer
ous issues that we have previously thought 
of as independent uf the environment are 
intimately connecced co it. Human health, 
the economy, social justice, and national 
security all have imi;ort:mc environmental 
aspect3 whose magnitude is not generJ l!y 
appreciated. 

Human h~alch. Human he;1lch ts betng 
incrc:1s in!;IY recogni:d JS ha ving strung 
environmental components. Obvious ex
:lmplt:s include the importance to human 
heaith ui good <1 1r --iuality, dean Jnnling 
water. clean fuoJ. anJ minimal exposure 
tu cox1c chemicab anJ L'\" -S radi:ltion. 
L~s.; ,1ppa rent examples include the impact 
0i lanJ-use practices, climatic chani;;e, and 
pupubcion density on emt:rgence and 
cran:;m1ssion of dise3ses (29- 31). Recent 
change~ in the epidemiology of Lyme dis
ease. ha n ta\'irus. m:1luria. crn:-anosomias is. 
schisco,omiasi,. cho lera. and yellow fever 
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:;u'?-nanr water r ruv iJ t:: r nmc: conJ1c1un, 
iVr c\c: nun1c ri...:..1l ln...: ;-~:.l::>c J.nJ .:> ~c:l~1ai l!X 
pan:;10n 0r Fui:-ulanun, ot" mos,1utw vec 
tors for che mal:irial parasites. 

Global clima tic change is predicted to 

ha\·e direct and indirect effects on human 
health. Direct etfeccs include increases in 
heat stress, decreases in cold-related mortal
ity, and increases in air pollution-related 
pulmonary and allergic complications. Indi
rect effects, some mediated through inter
actions with land-us<:: practices, include 
increases in the geographic distribution oi 
a v:1necv of diseases including maiaria, 
de:1'.Zue re•: er. \·ellow fever. and hancavirus 
I\ ~ 6. 3.3 ), 

The iul! .:on,eque:1c-=s co human he:1 ith 
1..1f !arg~-sc::le a:ce~aci1..1ns ' n biogeucherm
cal cycles are n o t yet known. O ver che lase 

doubled che amounc of nicrogt!n ;1xed an..:i 
therefore entering the global terrestrial n i
cro~en c:"c!e . ~0nam hrcpoge:1ic nicroge:1-
fixacion-accomplished by algae , bacteria. 
and lightning-to tals approximately 140 
T g/year. Anthropogenic sources- the 
making of fercili:er, planting of legumes 
(over larger areas than would nacurallv 
occur ), and burning of r"ossil fuels- now 
contribute more than an additional 140 
T g/year. A, Vicousek and co lleagues .;race . 
"Serious environmental co nsequences are 
already apparent. In the atmosphere con
centrations of che greenhouse gas nitrous 
oxide and of the nitrogen-precursors of 
smog and acid rain are increasing. Soil;; in 
many regions are being acidified and 
stripped of nutrients essential fo r contin
ued fertility. The waters of me:ims and 
lakes in these regions are also being acid
ified, and excess nitrogen is being trans
po rce<l bv rivers into escuaries and coastal 
waters. le is q uire likely ch at chis unaccus
comeJ nitrogen loading has already caused 
lon2-term Jt:clines in coasta l fisher:es ,m ,! 
acc~!erated losse, of plane and animal di
versity in bo th aquatic and land-based 
ecosys tems" (.3-f ). 

lncre;1,eJ nutnencs tn coastal watl!,S 
may abo rri<?2er populat ion expll)sions of 
cucain tax~ o r phycu plank.:un chat con
mbuce to human health rrobiems. In
creases in the frequency, ·patial extent, 
anJ duration of harmful algal blooms are 
reported from shores around the world 
(35). Many (although not all) harmful 
alipl blooms th:lt irn·oh-e w xic d i:w fl .11iel
bres and diatoms are kno wn co resr ond to 

ra n 4,1 n ~ tr0n1 Jn"i:1.c :)~c:i L\) :z11..incy and 11v~r 
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,;rre: . .un :'!VlH"(...!S b chc ~u.,rci..:tt:U cn~gt.!r. 
Prevention of lurcher nucrienc-cnggered 
disruption of terrestria l. fre-;hwa ter, and 
marint: ecosvscems anJ resulting health 
consequences will be a formidable chal
lenge in view of the expected global in
creases in population, sewage, livestock, 
aquaculture, and use 0f fossd fuels. 

The economy. The economy is more 
interlinked with the environment chan is 
often appreciated (23. 31). The false as
sertton cha t soc it:c•: mu~t choose becwet:n 
,he ec.)no mv and er,,: en ·,ironmenc is uften 
made. In :-ealic~.:. :i1~ ·~c,: ...... ··=!.'su.s che ~n
vircnIT1~en t" c:'10 1c..: ~~ .1 r·a~s·~ .:iichocomy: 
er.~ rt:.1.l .:~1-~ic,.: ::, ~ :::· ·:~c~~ ,h .:rc-~e~::l ~·1in 
and long-term. susrninei prosperity ( 23, 
:,,- , 3r3\ . -:-·;~ :n.'::ltL.:"...:.: . ~1~lli~::--: ~~-.3.~ !:e~:1 .] 
le~1der 1n pri•:ace ,ec.:or .::mcern about cit
matte change (39\. in ;::ire because its 
l:usin~s~ dc !T~anJ:: .. : ~cn.5- :::t: r1:1 ptrspc:c:ive. 
The economic conse-1uences of increases 
in the frequency and ,evericy of extrerne 
weather events pro\·ide st:ong motivacic 
co ace to decrease the probability of like 
causes of cnese anomalies. 

Economic deveiopmem and prosperity 
hinge upon maincammg an adequate flow 
of essential servic-!s provided by natural 
ecosystems. Human-engineered sources of 
well-being foster the widespread miscon
ception that affluence is independent of
or possibly even hindered by-the preser
vation of natural ecosystems (-fO). Howev
er, as humans fill in wetlands, cle:ir-cuc 
forests, degrade coral reefs, drive natural 
populations anc! spec:es tO extinction. and 
introduce alien species. we often disrupt the 
functioning of che systems or lose the eco
system enttrely. \'(ihen ,,·e do so, we begin 
co incur unanc icipted an.J occ3sionally 
st:ig~ering costs-ha\·ing now co manufac
ture. t:; rnw, ur 0 rho: r ,,·ise ;:,rovide what we 
once '.!Ot ror iree. 

A compelling ,:x:imple is provided by 
Chichilmsky and He:1l \ an;1lyse~ o r' op
n vn::, r·ur rhc provt~ tvn J t . ..i rinktng \\.':.l t~r 
for New Y,1 rk Cic;· \?; \. Hbcorically , che 
\.\'i.lCi.!r~h~J ~1 r· ~he ~ .... t~~:U :V[uunt~ins iJrO
\"iJeJ the ,:cosy~ cem , ervice of water fil
trat ion and punr"ic::iciun. O ver time, chis 
""atersheJ system tecame overwhelmed bv 
sewage and agncuitur::il runoff to the po i 
that cht: water quality was impaire 
Chichiln iskv ond Hea! calcubceJ and 
compared (he coses of i;urchasing and re-
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C,lpl,,ll ~ ,t,. plu:, .Jli!1UJ 1)pt:raCtn!4 co,c, 
,) t 3 , CC ::~!:!10 n ). :'.:1" c0mpam0 n prc 
•.1J..:, .in -:, t .m.icc 0i .:.1e rep1J1..cmcnc ..: J, .:, 
fo r only a single ,en·1ce supplied by the 
wacershed. Orhi:r -;erY1ce, include flood 
concrol, a ir purtficacion, generation of fer
tile soil. and proJuccion of a range of 
goods from timber to mushroo ms, as well 
as sires for recreation. inspiration, educa
tion, and sc1ennf1c inquiry. Even ac
knowledging chat nor all ecosyscem ser
vices can be replaced by a human-made 
sub,c1cuce, chis anah-sis helps puc some of 
tht: tr::i.::k' rrs tn persre::tl\'<:!. 

Sc.:;al .irn.:.?. Soc:ai Ju,nc.!, coo, has m
ttmace e:--.·-~ronr:1c:~.t~i ~~'rnc,,n\!:1ts (_:: / . 
-f I). T:1e con, equences of e·nvironmenc:11 
le~radac:on 1re 0f-e:1 : ·-ne d1src);:,or.:ion

acely by racially and econom1callv disad
\.J!"r .;::i _:- _u-..,. ,x· :.1 :::"-..!: .n~n·~~:...:.11::, ....; f 

..:ounmes .. an Jtford co buv boccied water. 
move awa,· :rom degraded and concammac
eJ ,tees, :ac;.:~,; miormacion about o.lcerna
ttve choices. influence the policic:al process. 
cope wich environmental d isasters, buy bec-

:>od, and purch3"e quality medical ser
and :reacments. 

For example, mcermve shrimp farming 
in Soucheasc Asia, [ndia, and pares of South 
and Central :\merico. orten brings econom
ic l:,enefic to a few owners (large multina
tional or nacional corporations) in the shore 
term but m the longer term destroys man
grove forests needed bv indigenous peoples 
co provide food, fiber, and ecosystem ser
vices sucn as water purtricacion, sedtment 
crapping, and flood control. 

Nanonal secunry. ~auonal secuncy is be
ing viewed mcreasinglv as an environmen
tal issue, wich mulc1ple, complex connec
Ctons among population growth, environ
mi:ncal quaiit,·, and )ecuncv, mcludmg hu
man mtgracions, war. ..i1sease, social d1s
rurcion. polic1cal fragmentation. competi
tion for ~carce resources, and ecocerronsm 
( .+.:). En\'lronmencal Je-;r:.i<larion ,md scar
city of re~ources ( water, fuelwooJ. fercile 
l.inJ, fori:,u. ti~henes) have been identified 
.,~ kev ..:,mc:truwr~ co economic Jbrupcton, 
echnic scnr"e. c1v1l war. migration, Jnd m
mrr;enc'i + :0u~i1ouc che worlJ, for example 
in Ban2b~1e,h. India, :V[exico, Ga:a. Paki
sran, Rwar.ja, Sen1:2al-Maumania. South 
Africa. El Salvador, Hondur:1s, Hnm. Peru, 

pme,. the West Bank. and .::omalia 
3). So-..:o.lled "foh wars" for scarce cod 

an<l salmon rresent on!?oing challen~es for 
the )tate Jeparrmencs ot the UntteJ States 
anJ CanJda. 
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.. .... --:c.:·.\· i'...:~·~- - - : "n ~1:.~ .. ,1.:1 ..... . r ·. 
Chrtstorhcr declared thJt ··trjhe envtro n
mt:nc ha;, J pr0r0 1mJ impact 0 n ,Jur ·1.m on 1i 
mcere, t m cw,) WJ\'<. Ftrsc, ennro nmencai 
forces transcend borders and oceans co 
threaten directly che he:.ilth, prosperiry anJ 
jobs of American c1ci:ens. Second, address
mg natural resource issues is frequently crit
ical co achieving political and economic 
scabtlicy and to pursuing our strategic goals 
around the world" (+l). [n 1997, L.:.S. Sec
retary of Scace Madeline K. Albright issued 
che Scace Deparcmenc's first IDnual reporc 
on environmental diplomacy, sco.ttng chat 
"em tronmencal problems are o iccn ac L~e 
heart 0f che po lmc,I and econ0m1c cha:-
1e:12es ·ve face 1r0tmd che .\·1.. ri,:L .. \'( e 
wo ~l<l noc be J o mg our Jobs JS ::,eacemakt:rs 
J.nJ .lS .:lemoc:-:1c·; -cutlde~s. 1f ' \'e were n c. t 
also good scewards of the global enviro n
menc" \-5 . 

In summary, natto nal se::ur;cy, social Jus
tice, the economv, and human heJ lth are 
appropriaceiy cons1ciered co be enviro nmen
tal issues because each is dependent co some 
degree on the scruccure, functioning, and 
resiliencv of ecological systems. Linkages 
among the social, political. economic. phvs-
1cal, biological, chemical, and geological 
systems present new challenges co sciencists. 
What is che role of science in meeting chese 
challenges! 

The Roles of Science 

Science is the pursuit of knowledge about 
how the world wo rks, a pursuit with an 
established process for inquiry. logic, and 
validatton . Sc1enc1scs engage m science be
cause we are curious abouc wh\· things are 
the way they are. we relish the fun and 
challenges of problem-solving, and we wish 
co concnbute somechmg useful to current 
,mJ rucure genencio ns. Society ,ui::rorcs -ct
ence because doing so in the past has 
broughc henefics anJ Join~ ~u now ts ex
pecceJ co prov1c.le more. T ra<linonal roles of 
science have been co di,covcr, communi
cate. applv knowledge. and co rrain rhe next 
gener.:mon o f sc1ent1scs. 

Soc1ecv currentlv expects cwo o utcomes 
fro m its in,·estment in science. The first 1s 
the produccio n of che best possible science 
re~arJless of Jrea; the second LS che prv
ducnon of ~omethin12 useful. The first goal 
reflects ''the expeccanon chat scientists 
will search ... for the truth about how 
nature w >rks . .. proJucing re~roducibk 
inderendendy verifiable results. logically 
consiscenc theo ries a nJ experiments that 

~,: 
:.- ,e·ve~ 

,- .: - - - - r- ~, • .:J. :~.:e:--~..!-
~c:t!:--. ..:' 1~ h:c~ ::- t:J : ~ ht.!; ~...!~r 

;,,cieC': will le.1J noc l>n k Cv :nrnr,,•.~m".!ncs 
,n 011r :..i nJ er, r'.'lr-..!m.: , ;· :he .\ ,·,lj t.. uc 1l,"' 
the .1c:uen::ml!!'lt or 5oab thJc ,0c1e::y ha; 
JeemeJ imporrJnt-winnmg wars, con
quering diseJ~cs, aeacing pr0Juc:;, and 
improving che economy. This second 
component ofcen weighs heavily m deci
sions about che allocation of funds. As 
Pres1denc John F. Kennedy stated, "Scien
tists Jlone can escablbh che objecttves o f 
their research , but society, in extending 
supporc to science, must cake account of 
its own needs" (-f7). Hence, both the ra
tto nJ!e ~o r ;)Uc!:.: im·estmenr .n sc:ence a, 
well 1~ -pec:tk .:!ec1sil~ns atouc rhe .llloca
::on::; .Jr resourcts ire ~:cJ =l.' .:!X~ecc..!J 
outco mes rhac J re beneric1al to society. 

T11t ne,:is vt ;c;c.e··; have c.1angt:.i 0ver 
c!-le ··ears. Vanne•·:u B11sh'5 19..!..:; br..:!r:::ir!< 
i e!~ c. .. ~ LV L.1~ ?re. tdenc or -l'1e CnlCcJ 
Sca::es, Sc1enc.?-Th.t Er.Jkss f~.Jn:u~. em
rh 1:es prcvdmg he!? m rhe medic31. 
.:ierense, an<l ::!COnom1c arenas. Bush'; very 
first par:igrai;h m his Summary or .:he 
Reporc ; caced ( J ): 

Proi.rress m che war ag:11ruc disease ..ieper-.ds upcn 
a flow ..ii new sc:encif1c knowledge. New prod
uces. new mdusmes and more job~ require con
cmuous addmons ro knowledge of bws of r.Jture, 
md rhe .ii;:i;:licaci, ,n of ·h:ic knowleJge co ;:'"'.icti
.::il purpo,es. -,m1larly, our defense .l!?Jtn;c ag
gression demands new knowledge so chat ·ve can 
develop new and improved weapons. This cssen
c1al. new knmvled~e <.:Jn be obtained only though 
baste ,cu:nnfic re:.e:irch. 

Forty-rive years lacer. Eric!1 Bloch, di
reccor of the :--Ja ttonal Science Foundation 
(1'-iSF) (established m respome co Bush's 
reporc), acknowledged the changmg polit
ical landsc.1pe and h1ghlighced che eco
n l)mtc benefits o f fundamenr:il rese:1rch 
JnJ ·he pnmacv vr ~nowledge as a crmco.[ 
resource ( ..18): 

The N,mon:.il Science FounJanon 1\'JS a :-rvJucc 
.Jf the C0ld \"f./ .ir JnJ ,Jt I n,monal r•'llcy le.:lSlon 
th.it rhe c0ncnhmon m rc,e1rch -o r- mor..,l 
,cren':(cn w'.ls '..io valu.ible ·o bt: \1m1ced :o •he 
\'eJrs oi :1rmeJ conrlicc. ln rec.:nc ve ,rs. che 
rnn, nJle :er ,urr rrm~ --;:e:1ce .inJ en..:m.:ermg 
re,earch anJ eJ uc~m ~)n h~, been .:hanizmg. As 
po lmcal conflict 1m,·n~ rh.: ~eac puwers ,iimm-
1she,. che maJOr Jrcn,1 tor world comi;:o::cm"n ts 
mcrc.i~mgh· l:ecumm~ c:con,,m1c, .inJ m chi, 
new •lobal economv, which runs on ,d.::is and 
mno:acion, knowieJ!!e is che critical resource. 

In m,Jre recent \"ears. as fonding for 
science has go tten ciqhcer and ocher needs 
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r,"'r tunJ~ e:q:,,mJeJ. chert h .1~ been .in 
\! \",er. .=r(!,.l(t:r ctr.rh~\ ... b \o)n t1 C l'\t:.: i r 0 (! '.\ 

k:'h'\\' lcJ:t! t,.,, .: t.:n~:-. .1r.! n1: 1
.' .' t'r\·\Jn~ - 1r:. l 

... . ' . a. - ....... ... . 

l~ .lL .. h.!\ ..l n\....t:' , J:r~, lUc: J ~~ n1rc:a. , I! .!J_c 

. · \•~ _' 1 ... ,: .r .. k.: ~:-- ,1C.:. r -1-.:• _! C :-' c , 

··• it~ 1l r;\! l '" ttl~~ r, 1 : • .:,# \. ~a ~~·.: , 1 !'\ · .: 

.. ... .; .. n ... i:· _ .. · rr __ ... • - . : ' 

h: Jn 1£",\";:~.n:.:nc cn.,c h.1:1..:) mun...c::ir~ 
:"~"ti:"!".:) , • ..\.. Jii

0

:

0

o!!\~fl.C .1rrl1t..:J.t:cn ur· ' Ca;::,.. 
cir",..: kn0wl..:Jje b o::rn.:r ;m5 J) <!qu,tll· 1r.\
p0 rc:1nc m coda\··,; world. knuwleJge co 
inform policy and mana~em,mc decisions 
\49- 5/). 

The latter focus on che role of science 
in iniormmg dec1sioru 1s emerging as one 
or the crmcal unmec needs of soc,ecy ac 
the end of the millennium (21, 49 . 50). A 
better understanding of che likely conse
quences of different policy opnons will 
allow more enlighcened Jec1s1ons. Many 
0r" che choices fac:ng societ\' are mor:il .md 
eth1c:1l one). anJ ,c.enc•tic informanon 
;an inr"0rm che:n :3cien .. ;: doe~ n1 ~rv
nde che •oluuon~. cue 1r c:in hell' un
de:-s.:an.i che CO!'.,e4ce:1.::e; of J1:r.!~e:1c 
choices. 

T'-.. t! ;ieL~tJn cf ba: k. ·J:c.11. ~h,·~:c:11, 
chemical. social. and economic cho.rnies 
summ.an:ed e:ir(ier ?omt r~ ch: mmad ov;ys 
!r.. \Vn~~!"l ~c~!e-ri;;) net!'-1.) tor s~ii:!!".:1n~ 

knowledge are changing :\ wide range or 
scudies focusing on ennronmencal chal
lenges all point co (i) the urgent need for 
improved undemanding, monitoring, and 
e\"aluanon ro procecc, manage, and re~core 
the ennronment: (ii) more effecnve com
mun1cauon of existing knowledge co che 
public and policy arenas; ( iii) the des1rabtl-
1t\· of de\"elopmg new technologies (manu
facrurmg and wasce reduccion, for example) 
co mm1m1:e the ecological rootpnncs of hu
man acuviries; and (iv) better guidance 
about dec1.S1on-makmg m che face of uncer
camcy (50, 51 ). 

In summarv, rhe roles of science- co 
discover. communicate, and use knowl
edge and cram the next generation of sci
enciscs- have not changed, but the needs 
of soc1en· ha\·e been alce:ed dramackally. 
The current and ~rowin1_; extent of human 
dominance of the planet will require new 
kinds f knowleJ2e and .1ri;-lic:mons from 
,c10:::1ce-knuwleJ~e co reduc.: che race at 
which we airer ch..: E:irrh svscems, knowl
ed!?e co unJcrscanJ Earrh \ ~cosvscems and 
h, .. ;\ ·hey mce:al'.: .nch ch.: numerous cum
ronencs or human-c:iused ~lobal change, 
Jr.J knowled·•e co manai;e che planet (-f). 

A New Social Cont ract for 
Science? 

Recogni:ing chac che world i:; changing in 
new 1nd different wavs. ac fas rer races ·md 

,'lvcr lar~l!r ,..: ·1lt:, rh .. u1 ~"f!r l~'!f,,r.! rt: · 
\. ~, r~i(!.:. 1nd r~..:,,~!11: :r:..: th\! 1r ~.:n~ l'tlo!.:
' •r ,._ ~,•1\·l .:-! ~o:: c 1:1~J ·r,c u~,! •nJ -:··:--

' _ ._ • t:" l"' !' "lt.\.:o .... l t" '~" ( uC , .,;• • 

::::~~.111'. ,;.:,mmun, c~ tvnnuLH.! 1 11.:w ~ . '-: ,11 

,_, r. · r-h.:: ; r "'"- \. ll,\:. 7 0 , -: l\ i""~ . ._; r \, t : 

- ' ···~ . .. , .. 

,.t:lC ,"'i.:ncm-: e:uo::n:r:,". 7"h.: C ,mcr,K r 
cl..,t, I J I, ~- 11·· 1· • : tr ·• .,, J ·• -··-,. .. . ...,, ....... ._ C:. C- -.\i:' .... l.: .. L. ....... r- "" •• \.li.C. .)u.1.1,t- • 

Cut1'> chat ;ci.:ntt,c, ,\·1il ( 11 .iJJr.:,, ch..: 
most urgent needs of s0c1ecv. in proror
c1cn co their imp0rcan.;.!: ( i1) commum
c:ite che1r knowledge and understanding 
widely m order co iniorm decisions of in
dividuals and msmunons; and (iii) exer
cise good Judgment, wisdom, a nd humility. 
The Contract should recogni:e the extent 
of human domination of rhe planet. Ir 
should exrress a commitment co hames;; 
the full power of che scienufic enrerpnse 
m J1sc, venng new knowled;Je, in commu
nic..1rin~ ,•xi~nn.; md P.e·v unJer~canJing 
c0 r::.e pubh-: mJ co ;::citc"-m.lt,.!rs. ::nd m 
hdping 5vc:ec•; move coward 1 more ;us
t.,t:1 ... l-1..: ~lC!;:"here. 

Science alone does noc hold the power 
,. '-I 1.:::.~1 c --: ..... c .: )Ui )t ,!~t; .!C ... !" :lU:,tJ,~ .. )~ ~ ... 
it· . rue sc:enCLr"ic knuwleJge anJ w1sJorn 
..1re needed co help mi0rm Jec1s1ons chat 
1v1 il eri.ablc: ~o,~e~ .. tu mu' t CO\.vard chac 
end .. ..\ sustainable biosohcre is one chat is 
ecologically sound. ecc .. ncmically feasible, 
and socially jusc. Sc1ennr"1c understanding 
can help frame the questions co be posed, 
provide as)essmencs about current condi
uom,, evaluate che likeiy con:,equences or" 
d1iferenc policy or management opc1ons, 
provide knowleJge al:ouc che world. and 
de,·elop new technologies. Tne Contract 
would reflect the comm1cmenc of individ
uals and groups of ~ciennscs co focus their 
own efforts co be maximally helpful. Each 
ind1v1dual. each panel. e:ich agency, each 
congressional comm1cree, each nauon 
makes choices: these choices should re
flect :i greater focus on che mosc crmc:il 
issues of our dav. 

Fundamental research is more relevant 
and needeJ than ever before. Tne Contract 
1s ab,olucely :1oc 1 call ~o abandon -unda
menral research; on che contrary, 1r ~hould 
be a c:ill co invest m fur.d:imo::ncal research 
m 1 hrc ad ~p:::ccrum or are:is where ne•.v 
knowleJ~e ts uqenrlv n:::eded. Just as che 
Manharcan Proiecr invo ked a ma1or mvesc
m.:nc 111 fund.lmencal re~c:.1rcn. aJequ:ir..:i\ 
aJdre«inlf broaJly detmeJ o::nnronmenc.al 
anJ ~0..:1:il nee\h viii r<!quir..: ,;ubr:inual b:1-
sic research (50. 5 /l. 

Bec:iu~e che em 1ronment 1s so broad a 
cop1c, research acro~s ,1ll disciplines ts 
needed ro pronde the requ1me knowleJge 
bal>e. Effo rcs similar co rho~e devoceJ co 
p,isc ~ociecal wanes md neeJs- for exam-

r't! co .. ~ .. h.:~. rn~dic:r...! , ._?n.J dcr·enst!-i.r~' 
:.c ~Jc:..! t i.) ~C\c ~.~ £Tlt}f;! l l1C ·~:eh ,,n rh.! 
..:> ,it ,.4 .= .. ··..:' :- """ 1! ! ,he I T', ,-,. .... i..;.1\ ,( .. 

.. ::· !!~·.: r ~rt- - f':..: .. ..!i.:" t.r ... ... a: 1 .. ~~c:~1 

• 11n ! . .. ... .: 2 .._. ::: ~ _:: t~ • ··1·.~" 

·' 
.:.1\!~ ,h, ulJ C'e Jn tntl!'1rill pre or. enc: 
J~ ... t:,hJJ\-,nJ.:-: in; ~ r ... h ... ~:,.:,. 

Tho:: C,mc:-acc shuulJ ab0 be a )tronl! 
call for new research and managemen~ 
approache~. For cxam('.:le. mnov:mve mech
anisms are needed co facdicnce che in
vescigacion oi complex. interdisciplinary 
problems char span mulnple spatial and 
temporal scales; co encourage inceragency 
and international cooperation on soc1ecal 
problems; and co construct more effecuve 
bridges between policy, m:inagemenr, anJ 
science, as well as between che public and 
pn,·ace ;ec· ,rs. :\ numcer ,,r· recent reports 
ha\·e rec ~mme~Jed wa, .. r.:, ..:complish 
ma~!· ~! tl-'-.e~\! .: al 5 ...... 5 '. The Cor~on 
Cummmee vi ch~ :--:.mon:ll Research 
C' ·nL .I. r·,, r e·:a~{e. e'."1luard the 
l.; .S. env1ronment:1l research establishment, 
"\J ur"~j ~ ..ic:,~:1..? 1n ~"....ir .. c:-~ t..3 \\\ j''S, Jr.~ 

rec;,mme:-.Jed il number or ,ce:::s co effe•:.c 
cultural .md :>r:ani:ac: ·nal ::h~l!es in ,he 
en\"lrcn:n.:,,c:i.i ~e!c::ir.::1 e:i.~e::pns~ (.5 ! ) . 

The,e is 1 concom1c:int requirement tu 
train 1nterd1scplmary scientists and ro 
pro\·ide the skills and sa\·vy co work a 
policy-5cience or m.inagemenc-scienc1 
terrace. Changes m umvers1cy curricula 
and the reward system ior proress1onal sc1-
enc1scs w1thm anJ outS1de uni versmes 
would gre:icly facilitate achteving these 
goals. 

The new Contr:ict should extend well 
bevond research and era in mg acci \'1ties. 
Some of che mo c pressing needs include 
communicating che certainties and uncer
tainnes and senousness of Jifferenc envi
ronmental o r social problems, providing 
alcemaw·es ro address chem, and educac
mg cm:ens about the 1s;;ues. In parallel co 
inmacmg new research , strong efforts 
~hould be launched co becrer communicate 
sctenur·,c mrormac1on alread\· in hanJ .. ..\II 
coo many of our current environmental 
polic1e~ ..1nJ much ,f tht: ·meec lore about 
the -!nv1ronmenr are ba,cJ ,m che -;c1ence 
of che J 95Cs. I 96C~. and l 9'iCs. not the 
science 1)t the l 99C:;. \lo~c or our efforts co 
a..i..:re~s c.:un0mic anJ ,0ci.ll prohto::ms Jre 
Js vet mo~ch- de•. 01d of ecJl0~1cal knowl
edge. Clearly, che 1nceriace) between the 
env1ronm.:nc. human health, the c::ono
mr. social Justice. and national ~ecunr,: 
are ripe tor developin~ and o::ncrainin~ mco 
the policy arena. In view of che overa 
mg importance oi environmental issue 
che future .)f the human :nee, all JraJuaces 
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tr !7. ,!".~i:,L\.iti,1n~ ~.:t·:1.~..:h~r ft:.1rntn..: :,h1..,u!J 
rt! ,·n··· :- '!:'.'.lt:nr..1l!· hr.::r.tr.:. . 

!'..:::~ .. ::::~: \.."ti.:- 1r: -~· :ruu:_ ;i_..::•.:,~i~'.-e:i.r:.: 

t:· .n .::-.: ... !. "'b.: .:r, ur, '[ (:..::1~,~~.: • . .l .. :'l:)\!"''1-

'-.'.l lH1 C .r~1~u~ L.h.1a.:.! \. ~J ch~ C':0nc 
,.l.--,:,,;·,o;:·: •. 1r. ! + . .: Glol--·11 ~1,-iJi\·<!:- ,c·: 
.~~''-''"'ill'-°'" C [ ll) !1"r 'I! r:-o,·1Jt!J i.!~:c\!!l ·~nt 

~u,J,mc<! c..:, policy-mJl.:ers, t!~pt!<:1ally ,, h<!n 
rher ,umman:e cercamue~ ..1nd unc<!rtain
ttt!S ,mJ , p<!c11)· cht: likdy outcomes or Jtf. 
ferent opmms. 

Tht! whole system of science, society, 
and nature 1s evolving m fundamen tal ways 
that cau~e us co rethink the way science is 
deployed co hdp people cope ,v1th a chang
ing world. Sc1enmrs should be leading che 
dialogue 0n sc1enuf1c pnont1e:s, new inst1-
tutinn..1 l arrangemems. md improved mech
anisms w ,l!sseminate mJ uuh:e knowledge 
more .Jl •.-:'.~k. 

All ---:ence~ Jre neeJed cc meet the full 
ranee ot :hallenges ahead. !t 1s time for 
rhe ,.:;enc1i1c c0mmunicv co cake respon
~1b1 It~· :,._r d;ie conrr+unons re.Ju1re.:l co 
adJre,s che cnvtronmencal and social 
problems bt~rore u,. problems char. w1th 
·he:: b::,c l:::enn.-ns :n +te \\< d.:!. \\ e ~ave 
nonethde~s helped co create. It 1s cime for 
a reexammanon oi cht: agendas and defi-

mons oi ~he •·grand i:-roblems'' m various 
ienc1ftc disciplines. 
\Y/ e can no longer afford to ha,·e the 

envir,inmenc be accorJ<!d marginal status 
on our .:1genda~. The environment is not a 
mar~inal :ssue, 1t 1s the issue of the future , 
and che iucure 1s here now. O n behalf of 
che Buard of AAAS, 1 tn\'1te you to par
nc1pace ngorou,h- in explonn1; the rela
nonsh1p bccwei::n ~c1ence and )Ociecy and 
in con,iJ<!nng a new Social Contract tor 
Science a, we enter che Century of the 
Environment. 

Bill W mer;on has summan:eJ chis 
challen~e '-!Utte doquenclv m the fo llowm~ 
C.llvm & Hohr,es cartoon dialogue (52): 

C.1lnn m..i H,,t+c, ,ire =iJtn(l 11.in:.: m chctr rt!<l 
" ,t~nn . .:Jn:enm:.: •hr1>ugn the w11\xb: 

C,,!t•m: "le\ crne. Hnhi-c,, t(lm,r:ince cs H~' 

One.: ,11u :.nm, rhm:.:s. ·:m1 ~rar. ,eem~ rrC'li-lem, 
~\'Cr\'\\ h..:r..: .. , 

... ir.J \,nc-.! rnu ,es.: rr rlcm,. n,11 feel l ike y,,u 
,111:.:hc r ·-· ·,, •1x rhc:"l 

. . . . mJ rixm!! rmhl.:ms ilw,w, ,e.:m:, co require 
rcr:, net! .::110~·~ 

m,1 .:h .. m:.:c me:10, J,,m:.: rhm~, th.1c J ren'c 
tun'. 
I ~,,v rh,tl e·. ·,l rh:ic:·~ 

vm11 Jownhtll. th.:r hc~in co rick up speeJ. 

iin (1.-d .. ,rn; h.1ck IC H0bl:es), ··sue if you 're 
w111fulh- ,cur,d. "'"' J,m'r !.:n,,"· m,• hecter. so 
p:u cJn ..;.;,:!) d,,m~ \\ hJrcver ;·0u :,ke! 

496 

T>1\.! "'C'-·.:' "t.' h..irra:,.:--:. 1., ,h~ r;.r1.;~n. ,cur1J ,c!t. 
tnr~r~,r 1 

,. - .. ~ .... 

c, h O h II' !, , \ :~ lto ,:• • I, '[ 

Ln, ., ,r ur IC," 

.. ,,·.1.1.1u:.: inhh." 
.:..recr .. ~a.h '.andlll~, 

n.',. 1 \ 1nr ''I..' 

Huoc~s: Tm nuc sur<! I .:.Ill ,c.mJ .. ,, :nud1 ~li>S." 

C..uun: "CJreful ! We J un'c wane co le:im :my
chmg from rh,s." 
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The World Bank 1818 H Street N.W. 
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D .C. 20433 

INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A. 

Ms. Elizabeth Heed Mclane 
75 rue de l'Assomption 
75016 Paris 
France 

Dear Ms. Mclane: 

May 22, 1998 

(202) 4 77-1234 

Cable Address: INTBAFRAD 
Cable Address: INDEVAS 

On behalf of Mr. Ismail Serageldin, Vice President, Special Programs, I 
would like to thank you for your letter of April 12 1998. Mr. Serageldin has been 
traveling extensively these past few weeks, is currently in Brazil, and is expected 
back on June 10, 1998. Thank you also for sending me your CV which we are 
retaining on file. I will be sure to bring both letters to Mr. Serageldin's attention 
upon his return. 

With best wishes, 

~~ 
Sarwat Hussain 

Assistant to the Vice President 
Special Programs 

RCA 248423. C) WUI 64145 Cl FAX (202) 473-3112 
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ELIZABETH HEED NICLANE, MS.ARCH., A.LU. RC,... 

75 RUE DE L' ASSONIPTION ''- ~ ~/\f f:"f) 
75016 PARIS, FRANCE c 

TEL & FAX: 33-(0)1-45-27-35-92 ., A ~PR 21 P,'1 2: 22 

1tlr. Ismail Serageldin, Vice President 
The \tVorld Bank 
1818 H street, K. vV. 
,vashington, D.C. 20433 

Dear :Nlr. Serageldin, 

[ ' .· 
VP'S of nE~l, 1998 

It was a great pleasure to see you in your office when I was in , Vashington last week. 
Thank you very much for receiving me. There was one thing which we did not have 
time to discuss and which I should like to bring to your attention now. 

I am very pleased to be a member of the Association Internationale des Urbanistes, or 
Isocarp (International Society of Urban and Regional Planners) which has among its 
objectives the increase of influence of urbanistes (which I find a much better word 
than "town planner") in all works which touch on urban and regional development. 
These include the question of water in all its various dimensions, agricultural 
development, relationship between town and country, cultural conservation and 
enhancement, consensus and community-building, tenure and rights--and all the 
other domaines which you know. The membership is divided fairly equally between 
academics and researchers, officials and practitioners, and of course very often one 
person will fulfill more than one function. Nlost are trained as architects as well. One 
of the most attractive features of the organisation is that it provides instant and 
collegial contact bet,..veen members all over the world, so that if one needs 
information, or a contact in an unfamiliar place, a telephone call ,.vill resolve the 
problem. 

The Association has a formal consultative relationship with Unesco--which Unesco 
uses quite a lot--and is in the process of forming something similar with UNCHS and 
UNDP. I hope to maintain close relationship with the I-ADB as well, perhaps not 
exactly of the same type. vVe ~uld -~-e __ ex__t~_g_!y pleas~c!_t~ }_~r~ __ a:1_ __ ~~=g~~, 
c~~-~~!J~shi_p ___ ,yitntn~ Wpi-Id Bank_.a~ .. well. .. Many members of course 
have years of experience working on Bank-funded projects or in the same areas. I 
have taken the liberty of giving your name to the President, :Wlr. Haluk Alatan of the 
:~,fiddle East Technical Cniversity, who will extend an invitation and you should 
receive a packet of information about the organisation and the forth-coming annual 
meeting focussed on "Land and !Y:ater" which will be in the Azores, 26 September to 2 
October. --- -

One activity which attracts the sponsorship of Unesco (and soon of another UN agency 
we hope) is an annual juried competition of young planners during the annual 
conference, on a subject relevant to the site of the meetings. This has brought forth 
excellent results and great enthusiasm from the young, diploma-ed entrants from all 
over the world. 
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tionships with professional associations may not fall within your 

not I would be most grateful if you would pass the information 
e appropriate person. Please know that you are always most 

wn, and other members of Bank staff who share our professional 

I 
/for your consideration, and all best wishes I am 

~ly, 

.c.--la.-<• ' -

cLane, !vis.Arch., A .LU. 

mt to conservation has been sent to Sarwat Hussain. 
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ELIZABETH HEED MCLANE, MS.ARCH., A.I.U. 
75 RUE DE L' ASSOMPTION 

75016 PARIS, FRANCE 
TF.L & FAX: 33-(0)1-45-27-35-92 

Nlr. Sarwat Hussain, Information Officer 
Consultative Group on International Agricultural Research 
The World Bank 
1818 H street, N.W. 
vVashington, D.C. 20433 

Dear Nlr. Hussain, 

12 April, 1998 

Thank you so much for seeing me and bringing me up to date with some of the 
Bank's present activities. I appreciated it all very much. 

I enclose herewith the current cv which I am using for urban conservation work 
(cultural heritage) and hope that it will conform to needs in that area as they are 
defined. I will be most grateful to be kept up to date with the Bank's work in my areas 
of expertise, e.g. most of what touches urban development and particularly the 
conservation of built and natural resources and look forward to being in touch with 
you in the future. 

Your particular area of sponsoring agricultural research must be very rewarding! 

With many thanks for your kind reception, and all best wishes I am 

Yours sincerely, 

!L·-z._~-r.. L~ 
Elizabeth Heed Mclane, :\ls.Arch., A.LU. 

encl: cv 



Record Removal Notice Arcii°ives 
& Records Management 

File Title Barcode No. 
ESDVP - Vice Presidents Correspondence - Chronological Records - Ismail Serageldin - Lotus Notes -
Log Book 98-4500 to 98-4550 

1832281 
Document Date 

April 12, 1998 

Correspondents / Participants 

Subject/ Title 
Elizabeth Heed McLane 

Exception(s) 
Personal Information 

Additional Comments 

Document Type 

CV / Resume 

The item(s) identified above has/have been 
removed in accordance with The World Bank 
Policy on Access to Information or other 
disclosure policies of the World Bank Group. 

Withdrawn by 

Shiri Alon 

Date 

May 23, 2019 

Archives 01 (March 2017) 



~" -

~ 
Correspondence Management for ESD VP Log No. 98-4538 

ESD 

Response Due Date: 04/28/98 
Assigned By: J. Martin-Brown 

Correspondence Description 

Addressed to: Mr. Ismail Serageldin 

Date Received: 04/21 /98 

Correspondence Date: 04/07/98 

Date Transmitted: 

From: Bernard Bachelier 

Type: Letter 
Topic: Letter of Congratulations 

Action Instructions 

D For information. 

D Please review and advise. 

D Please reply directly and provide a copy. 

D For your review. Deadlines will be sent via EM. 

Organization: CIRAD 

D Please prepare a response for Mr. Serageldin's signature. 

D Please handJe/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn's signature. 

n Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 

Information Copies: 

~~,, 

I Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
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Centre 

de cooperation 

internationale 

en recherche 

agronomique 

pour le 

developpement 

42, rue Scheffer 

75116 Paris 

France 

telephone: 
01 53 70 20 00 

telecopic: 
0147551530 

EPIC-SIR ET 

3 JI S% 270 00016 

~n, B 

%170 

DRE 1.4.37.98.PLP/MCH 

Monsieur le president, 

Paris, le 7 avril 1998 

Mr. Ismail Serageldin 
Vice President for Special Programs 
The World Banlc 
1818 H. Street, N.W. 
Washington, D.C. 20433 
(U.S.A.) 

J'ai appris votre nomination au poste de vice-president de la Banque Mondiale pour 
les Programmes Speciaux. Je vous adresse a cette occasion toutes mes felicitations et 
les voeux que je forme, au nom du CIRAD et en mon nom personnel, pour votre 
reussite dans la charge supplementaire qui vous incombe desormais. 

Je note avec satisfaction que vous resterez pleinement engage dans les activites du 
Groupe Consultatif pour la Recherche Agricole Internationale auxquelles nous 
attachons, comme vous le savez, une importance toute particuliere. Je souhaite, en 
particulier, que nous puissions donner une suite concrete aux nouvelles formes de 
collaborations avec les centres, identifiees lors de votre passage a Montpellier. 

Avec mes felicitations renouvelees, je vous prie d'agreer, Monsieur le president, 
!'expression de mes meilleurs sentiments. al,~~ 

'J\3.:!0 <;.d~ 
r~1 

gz ~z wtd \ l ~d~ Bb 

Ujt\\.:iJjl1 

~ - -
directeur general 
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Dear Ismael 

CGAP: MICROFINANCE AND THE CITY 

Last weel<: in Washington, I asl<ed whether and when you might next be able to stop 
off in London to participate in a high level meeting in the City. You indicated that the 
first occas ion would be on your return from India in the first week in June, I think you 
mentioned June 5 . 

2. The meeting essentially represents the conclusion of the third phase of the 
initiative jointly sponsored by CGAP, DFID and the Prince of Wales Business 
Leaders Forum. The first phase was the Round Table of June 1996, organised by 
the Centre: for the Study of Financial Innovation (CSFI), to introduce the financial 
communitlf in the City to the potential of microfinance as a new area of activity. 

3 . In the second phase, DFID and CSFI organised a series of lunchtime ano 
evening meetings in the City to which we invited many of the great and the good in 
microfinance to speak about therr experiences and view of the future. Andrew Hilton 
of CSFI pmsuaded one of the most respected financial journalists in the City, Peter 
Montagnon. Asia Editor of the Financial T imes. to act as rapporteur to these 
meetings. 

4 . Peter l\1ontagnon, using a six week sabbatical late last year, then wrote a paper 
which he t itled 'Credit where credit is due: bringing microfinance into the 
mainstream·. This has just been published by CSFI: I gave you a copy on Tuesday 
April 14 after you had spoken at the CGAP Strategy lunch. (I have also sent copies 
to the CGAP Secretariat, the members donors and all PAG members.} 
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5. DFID 13nd CSFI would now like to have a meeting, again in the City, to discuss 
Peter Montagnon's paper. As a 'draw·, we would like Invite a high level 'political' 
figure, pmferably from the World Bank as the host of CGAP, as our special guest. As 
the initial :3ponsor and current chairman of CGAP, you are obviously the man we 
would like to have! 

6. I realisH this is a somewhat unorthodox invitation but your participation would be 
greatly appreciated. Within the limits of Peter Montagnon's availability, we can be 
flexible on dates. Can you give me a couple of possible dates in the next two months 
when you will or could be in London? 

Yours sincmely 

~~-~ --
David L Wri!~ht 
Senior Adviser 
Enterprise Development Group 

CC: Myles Wickstead, UKDel 
Ira Lieberman, CGAP/SEC 

(;102 
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Dear lsmasl 

CGA?: MICROFINANCE AND THE CITY 

Last weei<: in Washington, I asl<ed whether and when you might ne,a be able to stop 
off in London to participate in a high level meeting in the City. You indicated that the 
first occasion would be on your return from India in the first week in June, I think you 
mentioned June 5. 

2. The meeting essentially represents the conclusion of the third phase of the 
initiative jointly sponsor?d by CGAP, DFID and the Prince of Walas Business 
Leaders Forum. The first phase was the Round Table of June 1996, organised by 
the Cantre for the Study of Financial Innovation (CSFI), to introduce the financial 
communit'J in the City to the potential ot microfinance as a new area of activity. 

3. In the second phase, DFID and CSFI organised a series of lunchtime and 
evening rr.eetings in the City to which we invited many of the great and the good in 
microfinar.ce to speak about their experiences and view of the future. Andrew Hilton 
of CSFI pHrswaded one of the most respected financial journalists in the City, Peter 
Montagno.n. Asia Editor of the Financial Times. to act as rapporteur to these 
meetings . . 

4. Peter l\1ontagnon, using a six week ~abbatical late last year. then wTcte a paper 
which he titled 'Credit where credit is due: bringing microfinance into the 
mainstream·. This has just been published by CSFI: I gave you a copy on Tuesday 
April 14 after you had spoken at the CGAP Strategy lunch. (I have also sent copies 
to the CGAP Secretariat, the members donors and all PAG members.) 
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5. DFID 13nd CSFI would now like to have a meeting, again in lhe City, to discuss 
Peter Montagnon·s paper. As a 'draw', we would like Invite a high level 'political' 
figure, prc;ferably from the World Sank as the host of CGAP, as our special guest. As 
the initial :sponsor and current chairman of CGAP, you are obviously the man we 
would like to have! 

6. I realisH this is a somewhat unorthodox invitation but your participation would be 
greatly appreciated. Wrthin the limits of Peter Montagnon's availability, we can be 
flexible on dates. Can you give me a couple of possible dates in the next two months 
when you will or could be in London? 

Yours sincerely 

<-~~~ 

.. 
• 

David L Wright 
Senior Adviser 
Enterprise Development Group 

CC: Myles Wickstead, UKDel 
Ira Lieberman, CGAP/SEC 

· ···-----~ 
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THE WORLD BANK/lfC/M.I.G.A. 

'JFFICE MEMORANDUM 
DATE: March 11 , 1998 

TO: Mr. S. Javed Burki, LCRVP 

FROM: Maritta R. von Bieberstein Koch-Weser, Director, LC SES rl vL U 

EXTENSION: 3-3286 

SUBJECT: LTh1.A Forum of Environment Ministers 

I attended the XIth :\.1eeting of Environment Ministers for Latin America and the 
Caribbean Region in Lima, March 10-14, 1998. This Forum was prepared under the 
leadership ofUNEP, in close cooperation with UNDP and IDB. The meeting was chaired 
by the host country, Peru. Mr. Klaus Toepfer, the new head ofUNEP, played a key role. 

This Lima meeting followed similar fora in Havana, Cuba (September 1995) and 
Buenos Aires, Argentina (November 1996), and the 3rd meeting of the "Comite 
Intersesional de Ministros de America Latina y el Caribe in Acapulco, Mexico (October 
1997). The preparatory and ministerial meetings were well attended (see list of 
participants). Also, side events with civil society representatives were very useful. 

Much like the Japan-sponsored ECO-Asia conferences of Environment Ministers, 
which I attended over the last years, this Forum seems to have become a -- by UN 
standards -- quite informal platform for the discussion and integration of regional 
environmental concerns. It also provided an opportunity to meet our professional 
colleagues from Cuba, who showed up with a strong delegation, and were well prepared 
and outspoken. My recommendation is that we stay closely associated with this process, 
and take a more pro-active role in facilitating and influencing the agenda of future 
meetings. 

Attached please find the preliminary Conference document, which also includes a 
list of participants. I will be glad to provide further information. 

cc/w. attachment/ Messrs./Mmes: Ismail Serageldin, Robert Watson, Ian Johnson, John 
Redwood, Thomas Loyejoy 

cc/without attachment (please ask Pauline Maynard for a copy of the attachment if you 
wish to have one)/ Messrs./Mmes: Guillermo Perry, Zafer Ecevit, Xavier Coll, Krishna 
Challa, Olivier Lafourcade, Donna Dowsett-Coirolo, Orsalia Kalantzopoulos, Andres 
Solimano, Isabel Guerrero, Gobind Nankani, Myrna Alexander; LCSES Steering Group; 
LCSES Environment Team 
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United Nations 
Environment 
Programme 

Eleventh Meeting of Ministers of the Environment 
of Latin America and the Caribbean 

Lima, Peru 
10-13 l\1arch 1998 

A. Preparatory Meeting of Experts 

Distribution: 
Limited 
UNEP/LAC-IGWG.XI/7 
11 Marcil 1998 
Original: English/Sparush 

Draft Final Report of the Preparatory Experts Meeting 
to the Eleventh Meeting of Ministers of the Environment of 

Latin America and the Caribbean 

- Lima, Peru. 10 - 11 March 1998 -



I. Background 

L:-."EP/LAC-IGWG.XJ./7 
Page 1 

1. The Ministers of me Environment of Latin America and me Caribbean have progressively 
consolidaded (heir Regional Forum to agree on positions of common interest in dealing with me 
large issues on the global environmental agenda and to agree on activities in which their countries 
can cooperate co srrengilien environmental management in me reg ion. 

2. In (heir last two meetings held in Havana, Cuba (21 to 26 September 1995), and in Buenos Aires. 
Argentina (31 October to 2 November and 11 and 12 November 1996), the Ministers stressed ilie 
need to finalize a priority agenda and that the international system act in coordination to suppon mis 
regional agenda. 

3. The Third Meeting of the Inter-sessional Committee of Ministers of Latin America and me 
Caribbean held in Acapulco, Mexico (28 and 29 October 1997), welcomed with satisfaction (he 
efforrs made by UNEP, UNDP and IDB to establish concrete alliances co support me Forum of 
Ministers:-

4. The Buenos Meeting accepted the Peruvian Government ' s offer to host ilie Eleventh Meeting of 
Ministers. The date and the substantive content of me agenda were established by the Third Meeting 
of the Inter-Sessional Committee. 

5. The Eleventh Meeting of Ministers of Latin America and the Caribbean has been convened by 
the Government of the Republic of Peru. The Forum of Ministers has chosen UNEP to act as 
Secretariat of the Meeting, which will consist of two stages: a Preparatory Meeting of High-Level 
Government-Designated Experts, which will be held on 10 and 11 March, and a Ministeri2! 
Segment, which will cake place afterwards on 12 and 13 March. 

6. The Eleventh Meeting of Ministers cook place at a crucial time for the development of 
international cooperation in environmental matters: 

• The United Nations system, including its environmental programs m particular, is immersed 
in fundamental reforms. 

• In the administration of UNEP, a new executive mandate closely linked to the 
aforementioned reform is commencing. 

• More dynamic approaches are being taken in relation to vital elements on the international 
environmental agenda, such as the negoriations within the United Nations Framework 
Conve~tion on Climate Change. 

• Within the framework of reforms and at the insistence of the Governments, international 
organizations are forming concrete partnersh ips with each oilier to support regional 
cooperation. 

7. In that context, the Third Meeting of the Inter-Sessional Committee decided that the principal 
objectives of the Lima Meeting would be: 

• To provide UNEP and other international organizations, particularly UNDP and IDB, with 
guidance for developing coordinating activities that will respond to me priorities of the 
Forum of Ministers. · 

• To agree on a mechanism to identify a pnoncy agenda focusing on three or four major 
subject areas for the next five years, and co facilitate their implementation and follqw-up . 



President: 

Vice-Presidents: 

Rapporteur 

Mr. Paul Remy 

Mr. Mario Maini 

Mr. John Wilson 

Mr. Sergio Jauregui Ocampo 

Mr. Haroldo Mattos de Lemos 

Mr. Adalberto Gorbicz Padilla 

Mr. Carlos Pina 

Mr. Damaso Luna 

(Brazil) 

UNEP/LAC-IGW3G.X/Inf. l 
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(Peru) 

(Argentina) 

(Barbados) 

(Bolivia) 

(Costa Rica) 

(Chile) 

(Mexico) 

C. Approval of the Agenda and Programme of the Meeting 

13. The ~eeting approved the Provisional Agenda (UNEP/LAC-IG\VG.XI/1.Rev. l) without any 
changes, as well as the Provisional Annotated Agenda (UNEPiLAC-IGWG.XI/2/Rev.2). 

V. Discussion of the agenda items 

14. It was agreed that the fonnat for discussing agenda items 3 to 8 would consist of three blocks: 

a) strengthening the Forum of Ministers; 

b) the Regional Action Plan and budget matters; and 

c) shared positions. 

15. Under the block dealing with the strengthening of the Forum of Ministers, the meeting analyzed 
a proposal concerning instirutional mechanisms and a Regional Environmenal Action Plan 
(UNEPLACIGWG.Xl4), leading to the consolidation and projection of the actions of the Forum of 
Ministers. 

16. Under the block regarding the Regional Action Plan, the meeting analyzed profiles of potential 
projects in seven subject areas; as well as the report from the Secretariat on the budget and 
programme priorities of UNEP for the region in 1998-1999 

17. In the third block on shared positions, the meeting analyzed the cooperation for the management 
of protected areas and national parks; matters related co the mechanism for clean development; the 
sixth session of the Commission on Sustainable Development; the next special session of the 
Governing Council of UNEP and parallel mechanisms for regional consensus. 

A. Strengthening of the Forum of Ministers 

18. Under this agenda. item, the Secretariat presented a report (UNEP/LAC-IGWG.XI/lnf.3) 
containing a summary of the activities undertaken by UNEP in Latin America and the Caribbean 
since the last Ministerial Meeting, held in Buenos Aires, Argentina. on November 11 and 12, 1996. 
With regard to the UNEP programming activities foreseen for the region in the 1998e 1/999 
biennium and until new lines of action are determined through proposals by the Executive Direccor 
office, the experts noted that they were in favour of such activities continuing. 

19. The experts indicated the importance of making progress in forming effective links between the 
decisions of the Forum of Ministers and the decision-making process in the Governing Council of 
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the UNEP in defining the programme and budget allocation. Different alternatives were presented 
regarding the manner in which to achieve these links. including acknowledgement of the work that 
could be performed by the Committee of Ministers and high level UNEP Functionaries. The experu 
also stressed the common interest of effectively regionalizing UN EP activities. 

20. The participants expressed the ir support for the establishment of the Inter-Agency Commiccee. 
coordinated by UNEP and initially comprised of UNEP and IDB. Along these lines, several 
delegations expressed the need for this strategic alliance to be expanded into other areas and 
international organizations, in order to implement the Forum of Ministers' priorities for action. 

21. The representatives of IDB and UNEP expressed their inscirutional support for the process of 
streng thening the Forum of Ministers and demonstrated their willingness to extend their cooperation 
into the priority areas defined by the Forum. The representatives of other regional and subregional 
agencies underscored the fact that objectives on their work agendas and on the agenda developed by 
the Forum of Ministers coincided. 

7.2. The experts agreed co prepare the proposed decisions for this fi rst subject block under the 
coordination of the Cuban delegation. The decision proposals are contained in the Annex. 

B. Regional Action Plan 

23. Under chis agenda item, the participants expressed their appreciation for the work undertaken by 
the Secretariat in identifying the al ternatives for prioricy action and warned that the selection process 
was a complex exercise, as most of the alternatives were national priorities. 

2-L In the course of the discussion, participants presented initiatives to group some of the proposed 
lines of action as there was coincidence between the relevance of actions linked to instirutional 
issues and instruments for environmental management: the ordering of coastal zones and oceans; the 
integrated ordering of water resources and biological diversity. 

25. The experts underscored the importance of avoiding the duplication of discussions about the 
negotiation processes within the context of the Com·entions on Biological Diversity and Climate 
Change. Nevertheless. it was acknowledged that these issues could be addressed by the Forum of 
Ministers , for the purpose of coordinating and developing shared positions in these matters. 

26. The experts also pointed cue the need co review the profile of the proposed projects to seek a 
proper balance between national and regional interests. 

27. The representatives of agencies, financial inscirutions and ocher cooperation organizations 
commenced in detail on the activities they are carrying out in environmental affairs, as pare of their 
work programmes and expressed their willingness co contribute within their instirutional mandates to 

the execution of projects co be developed in the prio rity subject areas . 

28. The experts expressed their satisfaction with the reports presented by the representatives of 
UNEP and IDB about the activities they have been carrying out in the region, in environmental 
maners and urged them to continue supporting the Forum of Ministers through the Inter-Agency 
Technical Comminee. 
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29. At this point in the agenda, the President of the Regional Preparatory Meeting of Latin America 
and the Caribbean on Biological Diversity (Lima, Peru. 4-6 March 1998) presemed the report and 
recommendations brought up in the meeting. Also presented were recommendations from tht 
Preliminary Consultation of Experts on National Parks and other Protected Areas of Latin America 
and the Caribbean (Lima, Peru, 9 March 1998). 

30. The representative of the Secretariat of the Convention on Biological Diversity expressed his 
institution's interest in supporting regional actions in matters of conservation and sustainable use of 
biological diversicy and stressed the fact that the Fourth Meeting of the Conference of the Parties to 
the Convention on Biological Diversity will be held in Bratislava, Slovakia, next May. 

* * * * 
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1. In accordance with Decision III/26, adopted at the third meeting of the Conference of 
the Parties to the Convention on Biological Diversity, which cook place in Buenos 
Aires, Argentina, in November 1996, at the kind invitation of the Government of Peru, 
the Latin American and Caribbean regional meeting preparatory to fourch meeting of the 
Conference of the. Parties to the Convention was held from 4 to 6 March 1998 in Lima, 
Peru. 

Participation 

2 . The Governments of Latin America and the Caribbean Parries co the Convencion on 
Bi~logical Diversity , as well as observer Goverw'11ents, agencies of the United Nations 
system, intergovernmental organization, non-governmental organizations and special 
guests participated in the ·Meeting. The list of participants appears as Annex III to c.he 
present Report. 

Agenda Item 1: Inauguration Ceremony 

3. The Meeting began at 10:00 a.m. on Wednesday, 4 March 1998, with remarks by 
Mr. Alberro Giseke, on behalf of Mrs. Kim Bolduc, Resident Representative of the 
United Nations system in Peru; \-frs. Ana Clara Schenberg, representative of the 
Secretariat of the Convention on Biological Diversity; and Mr. Carlos Soldi, on behalf 
of Mr. Gonzalo Galdos, President of the National Environment Council of Peru. 

Agenda Item 2: Opening of the Meeting 

4. The formal work of the Meeting began at 10:30 a.m. on Wednesday·, 4 March 1998. 

Agenda Item 3: Organization of the Meeting 

5. The Government of Peru was elected by the participants to serve as President of me 
Meeting of Latin America and the Caribbean on Biological Diversity, while Barbados 
ser"'.ed as .Vice-president, the Government of Argentina served as Rapporteur. 

6. As customary, the Meeting adopted the Provisional Agenda, proposed by the 
Secretariat, following observations on the specific topics co- be given priority in dealing 
with items 6, 7 and 8 on the Agenda. 

Agenda Item 4: Ways and Means of Strengthening in-situ Conservation 

7. Under this agenda item, the representative of the Secretariat of the Conyencion on 
Biologica~- Diversity took the floor to present its perspectives on the irriport.ance of in
siru conservation and introduce a draft document prepared by the Secretariat to facilitate 
discussion on the copies rega~ding cooperation with other conventions, _institutions-and 
processes important co in-situ conservation, as well as general activities that should be 
c;dopted to improve implementation of Article 8 of the Convention. · 



UNEP/LAC-IG WG .Xl!Ini. 7 
Page 2 

8. The participants agreed on the importance of in-siru conservation to the region and on 
the need to address Article 8 of the Convention in a manner integrated with other 
articles and in particular with Article 10, so as to link conservation with the sustainable 
use of the components of biodiversity. They also agreed it was necessary to include the 
economic valuation of biological diversity, based on economic and social criteria. 

9. It was noted with concern that the genetic diversity approach was not sufficiently 
included in the in-situ conservation activities and programmes, and that there was a 
need to define criteria for genetic resources zoning· within and outside protected natural 
areas. 

A genda Item 5: Implementation of the Convention on B iolog ical Diversity at the 
National Level 

10. Under this agenda icem, the participants at the i\frecing referred co various activities 
that have been conducted at the country level and particularly to the implemencation of 
Arcicle 6 ·-of the Convencion concerning the preparation of national strategies on 
biological divers icy. The participants made reference to the importance of promoting 
instirutional strengthening and environmental legislation as priority activities co ensure 
conservation and the suscainable use of natural resources. They also expressed concern 
regarding che importance of having flexible access to additional financial resources to 
implement national strategies and to promote an increase in national funds aUocated co 
environmental accivicies in che field. In chat regard, the represencacive of the Global 
Environmenc Facility (GEF) referred co the funds allocated to implement biodiversity 
conservation activities and underscored the need for the Conference of the Parries to 
define priority subject areas to be funded by GEF, since there were insufficient funds co 
implement all the national activities that fell within the framework of the Convencion. 

Agenda Item 6: Ways and Means of Strengthening Regional Cooperation 

11. Under this agenda item, the participants indicated the importance of regional 
cooperation through specific actions such as the establishment of an information 
exchange network, the . application. and assessment of common methodologies for the 

· economic valuation of narural resources and the inventories of neotropical flora of 
biological and economic importance. 

12. The participants expressed the need to build institutional capacity, including the 
training of human resources. In defining regional priority activities, note was made of 
the need to distinguish activities of strictly national priority from ochers chat were of a 
regional nature and could consequently be implemented through regional and 
subregional strategies. 

' 
13. It was agreed that information exchange a.t the regional and subregional levels 
should fall within the framework of the clearing-hous~ mechanism (CH~f). 
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Agenda Item 7: Preparations for the Fourth Meeting of the Conference of the 
Parties to the Con vention on Biological Diversity. 

14. Under this agenda item, the representative of the Secretariat of the convention 
presented a report on pertinent arrangements for holding the fourth meeting of the 
Conference of the Parties to the Convemion, as well as arrangements for che distribucion 
of working documents, in accordance with the practices established in the United 
Nations system. She also e~pressed her concern regarding the lack of sufficient funds co 
finance the participation of two governmental representatives of developing countries 
Parties to the · Convencion and reported on the steps being taken by the Secretariat co 
obtain additional funds. 

15. The representative of the Scares of Larin America and the Caribbean (GRULAC) on 
the Bureau of the Conference of the Parties noted its concern regarding the lack of 
available funds co ensure the participation of representatives of developing countries, 
since it would put some countries at a disadvantage during the negotiations of the 
Conference of the Parties, and he requested the countries of the region to provide the 
names of their candidates as soon as possible, so the Secretariat could evaluate funding 
possibilities. He also informed the participants of the Meeting chat the Heads of 
Goverrunenc of the Caribbean Community endorsed the candidacy of the Government of 
Jamaica co form part of the Bureau of the fourth meeting of the Conference of the 
Parties co the Convention on Biological Diversity. 

Agenda Item 8. Matters Pending in the Work of the Third Meeting of the 
Conference of the Parties 

16. The representative of the Secretariat of the Convention introduced documem 
l TN'EP /CBD/COP/4/3 regarding matters pending from the work of the third meeting of 
the Conference of the Parties, which included the rules of procedures for the meetings 
of the Conference of the Parties and the financial rules for the administration of the 
Trust Fund of the Convention . · 

17. Under this agenda item, the participants discussed the options and implications of 
the decisions co be adopted. They agreed on the need co for each of the countries of the 
region to conduce a pertinent analysis prior to the next meeting of the Conference of the : 
Parties, in order to present a well-defined position at that m~eting and thereby 
contribute to settling the pending issues. 

Agenda Item 9: Financial Aspects of the Implementation of the Convention 

18. The representative of the Global Environment Facility (GEF) presented a report on 
the activities and ~decisions of the Facility, including a detailed presentation of the 
financial resources allocated so far to implement activities linked to the conservation and 
sustainable use of natural. ~esources, as well as the funding of projects to support the : 
implementation of the Convention. He also noted that the recommendations of the th~d 
meeting of the Conference of the Parties . to the Convention had been ·included in che 
GEF operational programmes and that a sruq.y on the assessment :of the Facility's 
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acuvmes had been completed. The representative of the Facility underscored the need 
for clear and detailed guidelines on eligibility criteria for access to financial resources. 
Finally. he indicated that the restructuring of the Facility has been completed and that 
the refinancing of the Facility would soon be concluded. 

Agenda Item 1 O: Review of the Convention Operations 

19 . The participants examined the operation of current structures for implementing the 
Convention anct· possible alternatives for improving its workability . In particular. they 
discussed the periodicity of the meetings of the Conference of the Parties, specific issues 
that should be examined in the sphere of Convention's Subsidiary Body on Scientific, 
Technical and Technological Advice (SBSTT A) and the need for more detailed agendas 
and work program.mes based on national priorities. The participants noted with concern 
that the excessive range of the issues co be dealt with at the next meeting of the 
Conference of the Parties would hinder the full participation of the countries with small 
delegations . 

20. They also underscored the importance of filling the vacancies in the Secretariat of 
the Convention as soon as possible on the basis of equitable geographical representation 
to provide the Secretariat with the human resources necessary co fulfil its mandates. 
including the financial resources to carry our its work. 

21. Finally, the participants exchanged ideas and points of view on the substantive 
issues that could be considered of priority co the region. 

Agenda Item 11: Protocol on Biosafety 

22. Under chis agenda item, the representative of the Secretariat of the Convention 
introduced document UNEP/CBD/BSWG/4/4 which contained the report of the Fourth 
Meeting of the Working Group on Biosafery. held in Montreal from 5 co 13 February 
1998. Consideration was given to the advisability of supporting a special meeting of the 
Conference of the Parties to deal with the proposal negotiated in relation to the Protocol 
on Biosafecy prepared by the Working Group, and the interest of the Governments of 
Colombia and Barbados in forming part of the bureau of chat Group was noted. Some 
delegations expressed concern regarding the impossibility of their anending the meetings 
of the group, owing co budgetary reasons, and the need co ensure that the repons on the 
group's work were widely distributed. 

Agenda I tem 12: Implementation of A rticle 8 U) and Related Provisions 

23. The participants expressed observations on document UNEP/CBD/COP/4/10 and on 
options regarding the ' future programme of work co be adopted at the next meeting of 
the Conference of the Panies . They also exchanged points of view concerning the 
operation of establishing an open-ended working group to be encrusted with the 
program.me of work for the implementation of Article 8 U), in · which case the 
Conference of the Parties should take pertinent provisions to provide sufficient 
resources to ensure the full participation of the developing countries in t~e negotiations. 
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24. The participants noted the importance tO the region of their full participation in the 
negotiation process on the trust fund budget, so that the decisions adopted by the 
Conference of the Parties will have the necessary human and financial resources for its 
implementation . They also underscored the need to ensure the availability of financial 
funds to carry out inter-sessional activities and processes, which are now hindered by 
their dependence on voluntary contributions . 

Agenda Item 14: Clearing-House Mechanism 

25. Under this agenda item and in accordance with the concepts already expressed under 
previous agenda items, there was agreement on the importance of the full 
implementation of the clearing-house mechanism, and it was considered advisable ro 
support SBSSTA recommendation III/6 on the topic . It was also agreed that regional 
and subregional initiatives should be promoted and developed in the framework of the 
clearing-house mechanism, making major efforts combine such initiatives in order to 
optimize human and financial resources. Finally, an appeal was made tO the Secretariat 
of the Convention ro make the information available in all the official languages of the 
United Nations system. 

Agenda Item 15: Regional Positions on Key Topics 

26. The participants exchanged points of view on key tapics directly linked to the 
conservation of biological diversity and particularly tO the El Nino phenomenon. its 
environmental impact and the importance it may have in the implementation of 
biodiversity management and resroration programmes as a way of minimizing its 
adverse impacts in the region. Nore was made of the complexity of the topic, which is a 
clear example of the necessary linkage among the Convention on Biological Diversiry 
and ocher conventions such as the Convention on Climate Change and the Convention ro 
Combat Desertification, as well as the importance of strengthening inter-agency 
cooperation among all organizations that are conducting studies and research on the 
topic. 

Agenda Item 16: Pending Topics 

27. Under this agenda item, the participants expressed their concern regarding the 
information contained in document UNEP/CBD/COP/4/13, since it applied global 
approaches and , does not appropriately reflect the priorities and situations existing at 
national and regional levels. Consequently, such global approaches are inappropriate in 
formulating recommendations in official documents of the Secretariat. In relation to in
situ conservation, toe participants underscored the need for more in-depth research 
linked to the genetic studies of populations and studies on traditional varieties used by 
local farmers . - -
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Regional Preparatory Meeting of Latin America and 
the Caribbean on Biological Diversity 

Upon concluding its deliberations, the governmental representatives of the Latin American 
and Caribbean countries participating in the Regional Meeting Preparatory to the fourth 
meeting of the Conference of the Parties to the Convention on Biological Diversity agreed 
to formulate the following recommendations: 

1. To urge the Parties at the fourth meeting of the Conference of the Parties to reach 
agreement on Article 40, paragraph 1, of the Rules of Procedures of the Conference of 
the Parties and on Articles 4 and 16 of the Financial Rules of the Trust Fund for the 
Convention on Biological Diversity . 

2. To urge that the rigidity of the structure and budgetary constraints of the GEF 
Enabling Activities be reviewed, so they may take into account the particular 
characteristics and needs of the countries when financing requests are submitted. 

3. To request greater support from the Global Environment Facility for the 
development of national strategies on biodiversity and the implementation of their action 
plans in the countries of the region. 

4. To provide firm support for holding technical meetings for the exchange of 
information on experience gained during the preparation and implementation of national 
strategies on biological diversity and for making use of the facilities that should be 
established through the clearing-house mechanism for their dissemination. 

5. To urge the Conference of the Parties to promote and strengthen activities for the 
economic, social and culrural valuation of biological diversity. 

6. To recommend that the importance of the Global Programme t0 Support Biological 
Diversity Planning should be recognized. 

7. To issue an appeal to promote the building and strengthening of national capacities 
within the framework of the clearing-house mechanism, including human and 
institutional resources; the facilitating of technology transfer, in accordance with Article 
16 of the Convention; and the establishment of joint programmes for the development of 
technologies pertinent to the objectives of the Convention. 

8. To support recommendation ill/6 of the Subsidiary Body on Scientific, Technical 
and Technological Advice (SBSTTA) and requests the Conference of the Parties to issue 
a clear mandate to the Global Environment Facility on criteria for financing the 
implementation of the clearing-house mechanism. 

9. To urge that the terms under which the project on clearing-house activities be 
reviewed in order to initiate the pilot phase of the clearing-house mechanism in the 
region, since the needs and conditions of the countries of the region in relation to the 
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national implememation of this mechanism are not sufficiently reflected in the provision 
in decision III/4 of the Conference of the Parties. 

10. To provide firm support for the recommendations of the regional workshop of the 
clearing-house mechanism held in Cartagena, Colombia, and request the Conference of 
the Parties to issue a clear mandate to the Global Environment Facility on the criteria 
for financing the implementation of the clearing-house mechanism, taking into account 
its recommendations. 

11. To recognize the need to strengthen ex1stmg decision-making, advisory and 
working bodies in the Convention and the need for the Conference of the Parties clearly 
and efficiently to assign responsibilities for implementing its decisions. 

12. To suggest that the work of the Conference of the Parties be organized in two 
branches: the first aimed at discussing ongoing and substantive multpateral issues; and 
the other to deal with issues on which the Conference of the Parties has already taken 
decisions which should be reviewed by its various organs and by existing national and 
regional bodies. 

13. To request that the Subsidiary Body of Scientific, Technical and Technological 
Advice be strengthened, and ask that Body to promote greater linkage with the scientific 
and technical community. 

14. To strongly recommend that the inter-sessional activities of the Conference of the 
Parties be strengthened. 

15. To strongly recommend that the inter-sessional activities of the Conference of the 
parties be supported with sufficient financial resources from Block A of the Convention 
budget, so as to ensure and strengthen such activities. 

16. To ask for greater support for the participation of the delegates of developing 
countries in the Convention activities , in accordance with recommendation IIl/7 of the 
Convention's Subsidiary Body of Scientific, Technical And Technological Advice. 

17. To strongly recommend that the Convention budget ensure sufficient financial 
resources for the effective and efficient operation of all its instruments and to implement 
all the activities provided for in the programme of work, which will be approved at the 
fourth meeting of the Conference of the Parties . 

18. To recommend that the meetings of the Conference of the Parties be biennial and 
preceded by meetings of the Subsidiary Body of Scientific, Technical and Technological 
Advice, which should be held at least six months in advance. 

19. To request, in accordance with decision lli/ 13 of the Conference of the Parties that 
greater attention be given to mountain ecosystems in the future programme of work of 
the Conference of the Parties in view of their critical importance to the region. 

20. To urge the countries of the region to fulfil their financial commitments assumed at 
the Conference of the Parties . 
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21. To urge the Secretariat of the Convention to complete the provision of staff 
approved by the Conference of the Parties, taking into account appropriate geographical 
distribution. 

22. To request that the recommendations of the open-ended working group on biosafety 
be adopted for the holding of two additional meetings of that group, as well as the 
holding of a special meeting of the Conference of the Parties to discuss, review and 
approve the draft Protocol on Safety. 

23. To call on the Conference of the Parties to support the preparation and 
implementation of a work plan for developing Article 8 G) of the Convention. 

24. To request the Secretariats of the Conventions on Biological Diversity and Climate 
Change to join efforts in carrying out a broad s~dy on the relationship between the El 
Nino phenomenon and biological diversity, including, among other aspects, an analysis 
of the impacts of El Nino on the environment and the importance of biological diversity 
in mitigating the effects of this phenomenon and in the recovery of ecosystems and 
economic activities that have been adversely affected; and also to request that other 
pertinent international institutions and initiatives be invited to participate in this effort. 

25. To request the Forum of Ministers of the Environment of Latin America and the 
Caribbean to endorse these recommendations and to promote the preparation of a 
regional programme of action for the conservation and sustainable use of biological 
diversity . 

* * * * * 
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Coordinador Nacional. de Diversidad Biol6gica 
7° Avenida Zona 4. Edificio Maya. 
CONAP. 4° Nivel 
Guatemala, Guatemala 

Sra. Luz Maria Ortiz Ortiz 
Directora de AsuntQS Multilaterales 
Secretaria de Media Ambiente, Recursos 
Naturales y Pesca (SEMARNAP) 
Coordinaci6n de Asuntos lnternacionales. 
Anillo Periferico Sur 4209. 6° Piso 
Fracc. Jardines en la Montana. Mexico D.F. 14210 

Sr. Jorge Soberon Mainero 
Secretario Ejecutivo 
Comisi6n Nacional para el Conocimiento y Uso 
de la Biodiversidad (CONABIO) 
Fernandez Leal 43 
Barrio de la Concepcion . Coyoacan 
CP 04020 Mexico D.F. 

Sr. Hesiquio Benitez Diaz 
Subdirector de Servicios Externos 
Comisi6n Nacional para el Conocimiento 
y Uso de la Biodiversidad (CONABIO) 
Fernandez Leal 43 
Barrio de la Concepcion • Coyoacan 
CP 04020 Mexico D.F. 

Guatemala 

Tel. y Fax: 3312723, 3327174 y 3341708 
E-Mail: conama@concyt.gob.gt 

Tel.: (502) 3320092, 3610392 
Beeper 361 1001 Unidad 14787 
Fax. (502) 33204674 
E-Mail: fsecaira@onud.org.gt 

Tel.:6280652 
Fax. 6280653 
E-Mail: ucai@buzon.semarnao.gob.mx 

Mexico 

Tel. y Fax. (5) 554-4332, 554-74-72 y 554-191 5 
E-Mail: jsober6n@xolo.conabio.gob.mx 

Tel.: (5) 554-4332, 554-5182 y 554-1915 
Fax: (5) 5543350 
E-Mail: hbenjtez@xolo.conabio.gob.mx 

Paraguay 

Sra. Nelida Estela Rivarola Paredes Tel.: 440307 
Jefe de Oepartamento E-Mail: cdcdonvs@ola.net.ov 
Direcci6n de Parques Nacionales y Vida Silvestre 
Pte. Franco y Ayolas 
Casilla de Correo No. 3303 
Asuncion, Paraguay 

Sr. Luis Alfaro Lozano 
Director General de Areas Naturales Protegidas y 
Fauna Silvestre 
Ministerio de Agricultura 
lnstituto Nacional de Recursos Naturales -INRENA 
Calle 17 N° 355 Urb. El Palomar 
Lima 27, Peru 

Tel. :2243298 
Fax:2243218 

Peru 



Sra. Albertina Kameya Kameya 
Directora 
Institute def Mar def Peru, IMARPE 
Esquina Gamarra y Graf. Valle sin 
Chucuito, Callao, Lima 

Sra. Maria Alicia de la Rosa Brachowicz 
Asesora 
Servicio Nacional de Sanidad Agraria (SENASA) 
Pasaje Zela sin Lima 11 

Eyla Velasco Urquizo 
Especialista en Recursos Geneticos de 
Cultivos Andinos, PRONARGEB 
Av. La Universidad sin 
Casilla Postal No. 2791 
Lima 12, Peru 

Sra. Marina Rosales Benites 
Especialista del INRENA 
lnstituto de Recursos Naturales -INRENA 
Calle 17 N° 355 Urb. El Palomar 
San Isidro 

Sra. Micha Torres 
Directora de Politicas de Conservaci6n 
y Relaciones lnter-lnstitucionales 
PRONATURALEZA 
Parque Blume 106 con Gral. Cordova N° 518 
Miraflores, Lima 18 

" ' Sra. Silvia Sanchez Huaman 
Asociaci6n Peurana para la 
Conservaci6n de la Naturaleza APECO 
Parque Jose Acosta 187 
Lima 

Mr. Julius G. Lont 
Dept. Director Geographical Planning and 
Enviroment 
National Planning Office 
Or. Redmond Street 118 
P.O. Box 172 
Paramaribo. Suriname 

Mr. Robyn Cross 
Assistant Conservator of Forests /National Parks 
Ministry of Agriculture Land 
and Marine Resources 
318 Long Circular Road. St. James 
Port of Spain 
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Tel.: 429-7630 
E-Mail: akameya@imarpe.aob.pe 

Tel.: 433-8026 
Fax: 433-7801 
E-Mail : elsacarronell@minaa.senasa.gob.pe 

Tel. y Fax: 3495646 / 4724260 
E-Mail: oostmater@fenix,inia .gob.pe 

Tel.:2243258 
Fax.2243218 
E-Mail: dofs@org.pe 

Tel.: (511 )441-3800 /440-8205 / 4408207 
Fax: 441-2151 P.O.Box 18-1383 
E-Mail: fpcn@mail.cosaoidata.com.pe 

Tel.: 264-5804 
Fax. 264-3027 
E-Mail: aoeco@datos.limaoeru.net 

Tel.: 597-475775. 477-408 
Fax: 597-475001 

Suriname 

Trinidad and Tobago 

Fax. (868) 628-5503 
E-Mail: RobynX@oous.co.tt 
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Sra. Ana Aber 
Biodiversidad, Direcci6n Nacional de Medio 
Ambiente 
Ministerio de Vivienda Ordenamlento 
Territorial y Medlo Ambiente 
Zabala 1427 C.P. 11.000 
Montevideo Uruguay 

Sra. Maria Concepcion Viana del Barrio 
Agregado Cientifico 
Ministerio de Relaciones Exteriores 
Ada Urganeta Torre M.R.E. 06SECI Piso 16 
Caracas, 1021 

B. Observers 

1. Governmental Delegations 

Sra. Maria del Rosario Zamora Rodriguez 
Sub-Directora 
CTI , Ministerio de la Presidencia 
Secretria Ejecutiva de 
Cooperaci6n Tecnica Internacional 
Av.Pardo 275 Miraflores, Lima 18 

Sra. Zaida Edith Jara Barrientos 
Asesora de Asuntos Ambientales y Comercio 
Internacional 
DIGESA -Ministerio de Salud 
Las Amapolas 350, Lince 

Sr. Alejandro 8. De la Torre L. 
Asesor del Area de Estudios Econ6micos 
lnstituto Nacional de Defensa de la Competencia 
y de la Protecci6n de la Propiedad Jntelectual 
Calle de la Prosa 138 San Borja 
Lima 41, 

Sr. Alberto Butler Blacker 
Director General de lnvestigaci6n y Tecnologia 
lnstituto Nacional de Medicina Tradicional 
Ministerio de Salud 
Av. Salaverry s/n 2do. Piso 
Lima, Peru ~ 

Sr. Luis Garnica Gonzales 
Asesor del IN RENA 
Ministerio de Agricultura, lnstituto Nacional de 
Recursos Naturales, INRENA 
Calle 17 N°355Urb. El Palomar 
Lima 27, Peru 

Tel.: (5982) 9165132/33 

Tel.:8061455 

Tel.:2428005 
E-Mail: rzamora@secti.onudreq.org.oe 

Tel.: 442-8353 , 9989808, 4402340 
E-Mail: zjara@digesasld.pe 

Tel.: (51-1)2247800 
Fax: (51-1)2247800 Anexo 1296 
E-Mail: achtor@indecooi.qob.pe 

Tel.: 423-4544 
Fax. 423-4544 
E-Mail: inmetra@telematic.edu.oe 

Tel.: 224-3288 anx.204 
Fax. 224-3218 

Uruguay 

Venezuela 

Peru 



Sra. Gloria Ramirez Ramirez 
Asesorfa Comercio Internacional 
Direcci6n Nacionald e lntegraci6n y 
Negociaciones Comerciales lnternacionales 
MITINCI 
Calle Uno N° 50 Urb. Corpac Piso 12 
San Isidro, Peru 

Sr. Huber Hugo Valencia Medrano 
Director de lntegraci6n 
Vice Ministerio de Turismo lntegraci6n y 
Negociaciones Comerciales lnternacionales 
MITINCI 
Calle Uno Oeste N° 50-60 urb. Corpac 
San Isidro, Lima, Peru 

Sra. Ana Ore Richie 
Experto Nacional 
Restauraci6n 1243, Brena 
Lima 5, eeru 

Sra. Eloisa Trelles Solis 
Consultora Asesora Media Ambiente 
Parlamento Andino 
Calle Diego Ferre 387, F 
Lima 18, Peru 

Sra. Rossana Silva Repetto 
Associate Consultant 
SENASA. PERU 
Pasaje Zela sin 
Lima 11 • Peru 

Sr. Edwin Vasquez Campos 
Vice, Presidente 
AIDESEP 
Av. San Eugenio 981 
Urb.Santa Catalina 
La Victoria, Peru 

2. United Nations Organisation 

Mr. Oscar Oramas 
United Nations Convention To Combat 
Desertification -UNCCD 
Geneva Executive Center 
11 /13 Chemin des Anemones 
1219 Chatelaine {Geneva, Switzerland) 
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Tel.: (511)224-3347 Anx. 261 
Fax. (511 )2243241 
E-Mail: gramirez@mitinci.gob.pe 

Tel.:2243132 
Fax:2243241 
E-Mail: nvalenc@mitinci.gob.pe 

Tel.: 330-3896 
Fax. 330-3896 
E-Mail: amor@lamolina.edu.oe 

Tel. y fax. 511-4461487 
E-Mail: etrellez@chavin.rcp.net.oe 

Tel.: 433-8026 
Fax. 433-8002 
E-Mailo elsacarbonell@minag.senasa.qob.pe 

Tel.: 472-6621 472-4605 

Tel.: (41-22)9799414 
Fax. (41-22)9799031 

Sr. Alberto Giesecke Cara-Lafosse Tel.: 221-3636 
Ofic!al de Programa Fax. 440-4166 
Programa de Naciones Unidas para el Desarrollo E-Maili tjto@pnudpe.org.oe 
{PNUD) 
Canaval y Moreyra 596 
San Isidro, Lima 
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Sr. Rafael Rodriguez Capetillo 
Programa de las Naciones Unidas para el Medic 
Ambiente (PNUMA) 
Oficina Regional para America Latina y el Caribe 
Coordinar del Programa Regional de Recurses 
Naturales 
Boulevard de las Virreyes 155 Col. Lomas Virreyes 
11000 
Mexico D.F. 

3. International Organisations 

Ms. Wanda W. Collins 
Deputy Director General, Research 
International Potato Center (GIP) 
Of. Apartado 1558 Lima 12 , Peru 

Sr. Fernando N.-Ezeta 
Representante Regional Latinoamerica y el Caribe 
Centro Internacional de la Papa (CIP} 
Of. Apartado 1568 Lima 12 • Peru 

Sr. Mario Tapia 
Cientifico Adjunto. Agroecologia 
Centro Internacional de la Papa (GIP) 
Of. Apartado 1568 Lima 12 . Peru 

Sr. Jose Luis Rueda 
Director de Administraci6n 
Centro Internacional de la Papa (CIP) 
Of. Apartado 1568 Lima 12 , Peru 

Sr. Juan Chavez Cossio 
Consulter 
IICA, Proyecto Orientaci6n de la lnvestigaci6n 
hacia el desarrollo Alternative y 
Coordinador SINITIA 
Paseo de la Republica 3111- Sta. Pisa 
Lima. Peru 

Sr. Thomas Moore ·· 
Especialista Ambiental 
Agencia para el Desarrollo Internacional 
Embajada de las Estados Unidos de America 
Larrabure y Unanue 110 
Lima 1, Peru 

4. Non-Governmental Organisations 

Sr. Bernardo Ortiz-van Halle 
Coordinador Regional Biodiversidad 
Union Mundial para la Naturaleza, UICN 
Av. Atahualpa 955 y Republica 4t. Pisa. 
Quito, Ecuador 

Sr. Gustavo Suarez de Freitas 
Director Ejecutivo 
PRONATURALEZA 
Parque Blume 106 con Gral. Cordova 518 
Lima 18 

Tel.: (525) 2024841 
Fax: (525) 2020950 

Tel.:3496017 
Fax.3495638 
E-Mail: cip.ddq.research@cgnet.com 

Tel.:349601 7 
Fax.3495638 
E-Mail: f.ezeta@cgnet.com 

Tel.: 3496017 
Fax.3495638 
E-Mail: m.tapia@cgbet.cin 

Tel. : 3496017 
Fax. 3495638 
E-Mail: m.tapia@cobet cin 

Tel.: 9453820 3495673 
Correo Electr6nicio chaviam@telematic.edu.pe 

Tel. : 433-3200 
Fax. 433-7034 
E-Mail: tmorre@usaid.gov. 

Tel.: (593-2)466.622, 466623 
Fax. (493-2) 4666724 
E-Mail: bernardo@uicnsur.satnet. net 

Tel.: 441-3800, 4408205. 4408207 
Fax. 441-2151 P.O. Box 18-1383 
E-Mail: tpcn@maiLcosapidata.com.pe 
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Sr. Manuel Ruiz Muller 
Programa de Asuntos lntemacionales 
Oiversidad biol6gica 
Socledad Peruana de Derecho Ambiental 
Prolong. Arenales 437 Lima 27 

Sra. Janette Pacheco Santos 
Oirectora Area Desarrollo Rural 
El Taller 
Urb. Las Casuarinas B-3, Apacheta, Arequipa 
1-083, Arequipa, Peru 

Sr. Juan Guerrero Barrantes 
Miembro del consejo Nacional de la RAAA 
Red de Acci6n en Alternativas al uso de 
Agroquimico 
Mariscal Miller 2622, Lince 
Lima, Peru 

5. Special Guests 

Sr. Jorge Herrera 
Agregado Comercial 
Embajada de Alemania ante Peru 
Av. Arequipa 4210 
Lima 18, Peru 

Sr. Erick Pajares Garay 
Consultor CONADIB 
Comisi6n Nacional de Diversidad Biol6gica 
Jr. San Jose 932 
Pueblo Libre 

Sr. Mario A. Ramos 
Senior Environmental Specialist 
GEF Secretariat 
1818 H Street N.W. 
Washington DC 20433 USA 

Sr. Richard E. Bustamante 
Gerente deProgramas 
Fondo Mundial para la Naturaleza- WWF 
Oficina del Programa Peru. 
Av. San Felipe N° 720, Jesus Maria Lima 11 

Sr. Edgard Maravi 
Representante 
W'NF Oficina de Programas 
Av. San Felipe 720, Jesus Maria 
Lima 11, Peru 

Sra. Chaska Mori Hernandez 
Coordinadora 
Fundaci6n Konrad Acienauer 
Vanderghen 235 
Lima 18, Peru 

Sr. Mauro Maximo Quinones Aguilar 
Director Biotecnologia 
CONCYTEC 
Calle El Comercio sin, San Borja 
Lima, Peru 
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Tel.: 422-2720, 441-9171 
Fax. 442-4365 
E-Mail: manolo@spda2.org.pe 

Tel.:422296, 27882 
Fax.422296 

Tel.: 421-0826 
Fax. 014-4404359 
E-Mail: raaaoer@majl.cosaoidata.ccm.oe 

Tel. : 422-4919 
Fax. 422-6475 
E-Mail: kajohe@chavin,rcp,net.oe 

Tel.: 461-2540 
Fax. 461-2540 

Tel.:2024733297 
Fax.2025223240/3245 
E-Mail: mramos@wortdbank.org. 

Tel.: 261.-5300, 261-5301 
Fax. (51-1)463-4459 
E-Mail: richar.wwfooo@datos.imaoeru.net 

Tel.: 261-5300 
Fax. 463-4459 
E-Mail: edqar,wwfoop@datos.limaperu.net 

Tel. : 440-0281 
Fax: 422-1361 
E-Mail: oostmast@kas.orq .pe 

Tel.: 225-1145 
Fax: 225-1145 
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Sr. Jose Silva Cotrina 
Director de Agrometeorologia Oper. 
Servicio Nacional de Meteorologia e Hidrologia, 
SENAMHI 
Jr. Cahuide 785, Jesus Maria 
Lima, Peru 

Sr. Joseph Arnold Millet Luna 
Asesor Alcaldia de Lima 
Municipalidad de Lima 
Natalia Sanchez 220 Of. 907 Lima 11 
Peru 

Sr. Brendan Tobin 
Director Ejecutivo 
Asociaci6n para la Defensa de los Derechos 
Naturales (AON) 
Juan de Aliaga 690 Dpto . F 
Lima 17 , Peru 

6. Secretariat 

Sra. Ana Clara Schenberg 
Principal Officer CBD 
Secretaria del Convenio de Diversidad Biol6gica 
Convenio Diversidad Biol6gica 
393 St. Jacques St. Office 300 
Montreal, Canada 

Sra. Ina Pranoto 
Program Officer CBD 
Convenio Divers_ldad 8iol6gica 
393 St. Jacques St. Office 300 
Montreal, Canada 

Sra. Maria Luisa del Rio Mispireta 
Presidente 
Comisi6n Nacional de Diversidad Biol6gica 
{CONAD18) 
Consejo Nacional del Media Ambiente {CONAM) 
Av. San Borja Norte 226, San Borja 
Lima, Peru 

* * 

Tel.: (51-1) 472-7966 

Tel.: 4337750 , 9914008 
Fax.4337750 
E-Mail: imp kuna@amauta.rcp,.net.pe 

Tel.: 463-3126 
Fax: 461-1743 
E-Mail: tberger@amnet.com.pe 

Tel.: 514-2877027 
E-Mail: ana-clara.schenberg@biodiver.org 

Tel.: 514-2882220 
Fax::514-2886588 
E-Mail: ina.pranoto@biodiv.org 

Tel.:: 51-1-2255370 
Fax: 51-1-225-5369 
E-Mail: ddda@conam.gob.pe 

* * 

• 



' 
1 
• 

• 

• 

Correspondence Management for ESD VP Log No. 98-454 1 

Response Due Date: 04/29/98 
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Action Instructions 

L1 For information. 

L 1 Please review and advise. 

l J Please reply directly and provide a copy . 

For your review. Deadlines will be sent via EM. 

Organization: None 

C !'lease prepare a response for Mr. Serageldin's signature. 

Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

~ Please prepare a response for Mr. Wolfensohn's signature. 

L Please prepare a response on behalf of Mr. Wolfensohn (For Mr. Serageldin's signature or Acting ESDVP). 

Comments: 
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Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate . 



April 13, 1998 

R. N. DRYDEN , JR . 
1634 WALNUT STREET. SUITE 30 l 

BOULDER. CO 80302-5400 
(303) 449 -9696 

Dr. Ismael Serageldin 
Vice-President, Special Programs 
The World Bank 
Room #MC41 23 
1818 H Street, NW 
Washington DC 20433 

Dear Ismail, 

First, let me congratulate you on your new responsibi lities within the 
World Bank. This is very encouraging news on the part of the Bank in 
anticipation of the new millenium. 

Secondly, I am delighted to hear that you will stay involved and, in 
fact, devote more attention to the CGIAR at this critical juncture. 
Your leadership is essential for refocusing the CG as we look into the 
new millenium. 

Lastly, and on a personal note, I want to mention that we have fully 
funded our new venture, Emergent Genetics, Inc. and we are actively 
engaged in discussions with several seed groups in both Asia and Latin 
America. As for our interactions with the World Bank Group, we are 
interacting with both Alex McCalla and Tei Mante. 

1 'm looking forward to constructive discussions and consensus at 
MTM in Brasilia. 

With warm personal regards, 
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Assigned To: Re-Assigned to: 

Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
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THE WORLD BANK/IFC/M.I.G.A. 

OFFICE MEMORANDUM R~r~, IFJ, 
DATE: 

TO: 

FROM: 

EXTENSION: 

April 16, 1998 

Thomas Blinkhom,f88f 

Chris Lovelace, Di~D 

85520 

o,8 ~PR 22 ~H \O: 38 

t .) u 
\/P 'S Off \CE 

SUBJECT: Terms of Reference for Ukraine, Georgia, Uzbekistan and Portugal Missions 

1. You should proceed on an operational mission on April 26, 1998 to the following 
countries: 

a) Ukraine: In the period April 27-May 1 you should lead the Bank team 
(Messrs./Mesdames: Uchimura, ElBaroudy, Lim, Fadeyeva, O'Connell (consultant) and 
Tilghman ( consultant) that will continue preparation of the proposed Community 
Development Program. Separate terms of reference will provide details on specific task 
assignments. Among other things, you should liaise closely with USAID and other 
donors and participate in the meeting with Government officials on April 28 and the 
subsequent national workshop on April 29. You should also liaise with the Bank team 
discussing the draft Public Expenditure Review report (health and education sectors) 
headed by Mr. Golladay and explore with Government the possibility of a new assistance 
operation (possibly a LIL) that might help operationalize key recommendations of the 
PER report. 

b) Georgia: From Ukraine you should go to Georgia from May 2-16 to 
head a mission including Mr. Peterson, Ms. McGean to carry out a project launch/initial 
supervision of the Cultural Heritage project (LIL) and to supervise the ongoing IDF 
supported cultural heritage activities. Separate terms of reference will detail specific tasks 
of team members. 

c) Uzbekistan: You should visit Uzbekistan (Tashkent, Samarkhand, 
Bukhara) from May 17-20 to help initiate work on the cultural heritage component of the 
proposed Water Supply and Sanitation project (FY99). 

2. On return to Washington you should pass through Portugal where at the invitation 
of city officials of Porto you will examine first hand programs of urban historic 
preservation involving close collaboration of the local community, particularly poorer 
groups. This could have particular relevance for the Bank's CH work in urban areas of the 



-2- April 16, 1998 

ECA region and elsewhere. You should plan to be in the office the week of May 25 and 
prepare an appropriate back to office report. 

Distribution: 

Region 
cc. Messrs./Mmes. 

Bankwide 
cc. Messrs./Mmes. 

Serageldin (ESDVP); Siegelbawn, Chu, Buruncic, Cortijo 
(ECCl 1); O'Connor, Alemar, Darlington, Muller (ECC03); 
Husain, Senou (ECCOl); Segura (ECCUE); Batstone 
(ECSRE); Koch-Weser (LCSES); Lewis, Rutkowski, 
Socknat, Fretwell, McGean, Schecter, Lim, Golladay, 
Chellaraj, Rajpal, Kennedy (ECSHD); Uchimura 
(ECSHIN); Wetzel (ECSPE); Peterson (ECSIN); 
ElBaroudy, Fadayeva (ECCUA); Owen, Imnadze; 
Molineus 

O'Connell, Way (Kiev) 
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taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
office, as appropriate. 



r• (Off.) : 400955 
f, 401960-79/213 

(Resl.) : 400633 

Grams : AGRIVARSITY 
Fax 91-161-400945 

A. VENU PRASAD 
1.A.S. 

REGISTRAR 

PUNJAB AGRICULTURAL UNIVERSITY 
LUDHIANA-141004 (LNDIA) 

NO.-------

Dated------
Sub: Conferment of degree of Doctor of Science (Honoris Causa). 

DearDr. Ia~ ~ya.~"'J 

I feel pleasure in informing you that the Board of Management of the 
Punjab Agricultural University has decided to confer the degree of Doctor of 
Science (Honoris Causa) upon you at a special convocation of this University, in 
recognition of your significant services to the revitalisation of Consultative Group 
on International Agricultural Research (CGIAR) in order to make it even more 
oriented to the real needs of the third world and your pivotal role in agricultural 
research, education and development. 

I would request you to kindly convey your consent to visit India to 
rtceive the honour to enable us to obtain the approval of the Hon'ble Chancellor 
for holding the Special Convocation accordingly. The tentative date of your visit 
may kindly be intimated well in advance. 

With ~· 

Dr Ismail Serageldin 
Vice President for 
Environmentally Sustainable 
Development, the World Bank 
Washington DC 20433, USA 

Sincerely ~ours 

~ 
( A VENU PRASAD ) 
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Date 20th April 1998 The British Council ••••••• ••••••• 
Ourref WAS/ ••••••• ••••••• ••••••• ••••••• ••••••• Your ref (202) 588 7843 

Tel ext 
david. evans@bc-washingtondc. sprint. com The British Council, registered as a charity 

No 209131, is Britain's international 
Email network for education, culture and technology 

Dr Ismail Serageldin 
ESDVP 
MC 4-123 
The World Bank 
1818 H Street NW 
Washington DC 20433 

J .. , J. Se-;ll.;. , 

Cultural Department 
The British Embassy 
3100 Massachusetts Avenue N. W 
Washington D.C. 20006-3600 
Telephone: (202) 588 6500 
Fax: (202) 588 7918 
http://www.britcoun.org/usa 

I very much enjoyed our conversation and, again, I thank you for dinner. 

I have sent word to my colleagues in London of our meeting and have said that you may be 
able to stop over in London on June 8th (when I could also be in London, as it happens). 

Please let me know if this stop-over is possible and if you would like me to arrange some 
meetings for you. 

I mentioned Visiting Arts and the ways in which it has helped develop a network of 
producers and venues interested in art from cultures less commonly seen in Britain. I now 
enclose a few examples of its 'newsletter' which give an idea of some of the things 
happening in the UK. 

Please let me know if ever you feel I can help in any way. 

=d~j:~0----, -
Director, The British Council, USA 

( 
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The British Council. registered as a charity 
No 209131, is Britain's international 

Email network for education, culture and technology 

Dr Ismail Serageldin 
ESDVP 
MC 4-123 
The World Banlc 
1818 H Street NW 
Washington DC 20433 
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Cultural Department 
The British Embassy 
3100 Massachusetts Avenue N.W. 
Washington D.C. 20008-3600 
Telephone: (202) 588 6500 
Fax: (202) 588 7918 
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I very much enjoyed our conversation and, again, I thanlc you for dinner. 

I have sent word to my colleagues in London of our meeting and have said that you may be 
able to stop over in London on June 8th (when I could also be in London, as it happens). 

Please let me know if this stop-over is possible and if you would like me to arrange some 
meetings for you. 

I mentioned Visiting Arts and the ways in which it has helped develop a network of 
producers and venues interested in art from cultures less commonly seen in Britain. I now 
enclose a few examples of its 'newsletter' which give an idea of some of the things 
happening in the UK. 

Please let me know if ever you feel I can help in any way. 

7-~~:00~, -
DavidEJ 
Director, The British Council, USA 

( 
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GABON 

DRAFT COUNTRY ASSISTANCE STRATEGY 

UPSTREAM REVIEW 

I. Background: An IBRD Country with IDA Outcomes 

1. Gabon is an unusual case in sub-Saharan Africa: An IBRD country with IDA outcomes. 
Compared to other sub-Saharan countries, Gabon's GNP per capita (estimated at about US$4,000 
in 1996) is well above average, but its social indicators are much lower than those of countries at 
the same level of income. Life expectancy at birth is 55 years (against 71.2 for countries with a 
comparable GDP), infant mortality at 89 per 1000 live births is as high as in the rest of Sub
Saharan Africa, and the 37 percent illiteracy rate is 2.5 times higher than in countries with similar 
incomes. Gabon's high income masks wide disparities in living standards; 83 percent of the 
population live below minimum wage. The 25-place gap between rankings based on the Human 
Development Index and revenue per capita, while declining and smaller than that of most other 
rent economies, remains substantial. 1 Rural women and African immigrant workers are 
particularly numerous in the ranks of the poor. There is an urgent need to translate financial 
resources .'into better quality of life for the whole population. That is the main goal of the Bank's 
strategy·for Gabon proposed in the present document. 

2. Oil, Gabon's main natural resource, generates considerable financial revenue but few 
jobs. Gabon also has untapped reserves of gold, iron, phosphates, and niobium, but not all of 
these are economically viable in today 's market. While Gabon is rich in natural resources 
beyond oil and minerals, its full agricultural, fishing, and forestry potential remains 
underdeveloped. There have, however, been promising developments in periurban agriculture. 
Similarly, its industrial base is weak. Before the oil era, coffee and cocoa exports supplemented 
its mainstay, wood. 2 However, urbanization has left the interior sparsely populated (73 percent 
of its I. I million inhabitants live in cities) despite significant past public investments in 
agroindustries. 

3. Gabon's financial resources have helped maintain social and political stability, but at the 
price of economic efficiency. In sharp contrast to its neighbors, which have almost all suffered 
civil wars during the last decades, Gabon has experienced only brief and limited outbreaks of 
violence since independence. However, it has oriented its high levels of public spending to rent 
redistribution, through public sector employment, direct cash transfers, or public investments 
insufficiently informed by economic and technical analysis. While easing the population's short
run woes, these expenditures failed to yield commensurate improvements in productive capacity 
or human development indicators. 

1 
UNOP, Human Development Report, 1997. Gabon is ranked I 20th by Human Development Index and 95th based 

on revenue per capita, based on 1994 estimates. 
2 

Gabon shares a rich moist tropical forest with other Congo Basin countries, and specializes in the production of 
certain high-quality species used to make plywood. 
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4. The 1994 devaluation of the CFA Franc and basic structural reforms over the last few 
years have succeeded in restoring macroeconomic stability and preparing the groundwork for 
sustainable structural change. Gabon's main challenge over the next few years is to retool the 
state, so as to decrease reliance on rent redistribution as the means to sustain social peace. To do 
so, it will have to (i) remove obstacles to the development of the non-oil economy, to allow the 
private sector to generate productive employment and increased opportunities for the poor, and 
(ii) dramatically improve the efficiency and effectiveness of public resource use, to strengthen 
the state's capacity to mitigate the effects of poverty (the recommendations of the 1997 Poverty 
Assessment are presented in a box in Section III). The policy agendas on the macroeconomic 
and to a lesser extent private sector development fronts are clear and under implementation, but 
the accompanying reorientation of the state is lagging behind. Sustainability of the entire reform 
package depends on strengthening progress on this third front. 

5. The proposed World Bank Country Assistance Strategy (the first for Gabon) aims at 
supporting the reform process by offering advice and assistance, to accompany the reforms 
already underway and to help develop a road map for sustainable public sector reform. This 
document presents: (i) background on recent performance improvements and the continued gap 
between potential and realizations; (ii) the development agenda, focused around the two axes of 
fostering non-oil private sector-led growth and strengthening public sector effectiveness and 
efficiency;· (iii) the Bank Group's proposed strategy, outlining how the Bank would respond with 
limite~ ad.ministrative means to the country's development needs; and (iv) key issues for 
discussion. 

A Good Macroeconomic Performance in Recent Times ... 

6. As was the case for other countries belonging to the CF A Franc zone, Gabon performed 
weakly in the late 1980s and early 1990s, owing to the effects of the growing overvaluation of 
the CFA Franc and deterioration in the terms of trade. The 50 percent devaluation of the CFA 
Franc in 1994 helped to readjust relative prices, boosting Gabon onto a new growth path. 
Supported by an Economic Recovery Loan from the Bank and a Stand-by arrangement from the 
IMF, Gabon quickly restored its macroeconomic balances. Led by the non-oil sector, economic 
growth resumed, while inflation rapidly abated (less than 5 percent since 1995); fiscal 
performance, consolidated by the introduction of a single-rate value-added tax and windfall oil 
gains, improved significantly. Leading the six Central African UDEAC countries, Gabon 
accompanied the macroeconomic package with an overhaul of trade and investment incentives, 
reducing or eliminating barriers and special privileges. 

7. The authorities maintained the post-devaluation momentum and adopted a more 
ambitious reform agenda, supported by a three-year extended arrangement (EFF) approved by 
the IMF Board in November 1995. The program did not go off track despite a heavy election 
timetable in l 996 and 1997 and political instability in neighboring countries . Gabon has 
remained current on its external debt service since the December 1995 Paris Club rescheduling, 
and has initiated significant structural reforms. These reforms have included launching of the 
heavily front-loaded privatization program well before approval of a formal Bank loan. 
However, fiscal and monetary slippages in late 1997 prevented the conclusion of the discussions 
on the third review under the EFF; a November 1997 IMF mission noted that Gabon had 
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undertaken a resolutely expansionist and procyclical policy. The IMF envisages a May 1998 
mission to continue the third review and undertake Article IV consultations. 

8. Recent oil price fluctuations serve as a visible reminder of Gabon's vulnerability to 
external shocks (oil accounts for about 40 percent of GDP, 60 percent of government revenue, 
and 80 percent of merchandise exports). Currently, official Bank projections are for a recovery 
to about US$17 per barrel. However, should oil prices not recover by year's end, Gabon may 
require adjustment support in FY99 to respect expenditure commitments. In addition, the East 
Asian financial crisis may bring about a sustained reduction in demand for Gabonese timber. 
Since the forestry industry is a significant source of employment for poor rural inhabitants, the 
timber market bears close monitoring. 

But a Continuing Gap between Potential and Realizations 

9. Macroeconomic reform, while a necessary precursor to sustainable structural change, has 
not yet contributed enough to changing the unsatisfactory outcomes discussed in the 
introduction. This inertia is partly to be expected, because social outcome indicators take time to 
change even under the best of circumstances, but is also institutional: Gabon has yet to fully 
espouse a strategy of selecting government expenditures for their impact on human development, 
poverty alleviation and economic efficiency rather than for their potential for rent redistribution. 
Its substantial oil resources have given the state the means to intervene massively in the 
economy, stifling private initiative. Procyclical expenditure patterns have exacerbated this 
crowding out of non-oil activities, reducing opportunities for the poor; ineffective use of 
resources has generated low returns to human capital formation and provided inadequate social 
protection. 

I 0. Poor results despite high revenues and expenditures aroused suspicions of corruption, in 
Gabon and among foreign commentators. The Bank, the IMF, and other donors have identified 
transparency in the management of revenues and expenditures as an area requiring further efforts 
by the authorities. Implementation of the value-added tax has contributed substantially to 
increasing transparency of revenue managerr.cnt, although further improvements on oil and 
customs revenues are necessary. On the expenditure front, the authorities have commissioned 
audits on several dubious projects and have strengthened monitoring of investment expenditures, 
but sanctions remain isolated and accountability diluted. The state 's good fiscal performance and 
capacity to pay civil servants well and on time (an exceptional case in the region) may have 
helped keep corrupt practices in check. 

11. Gabon's challenge is to fundamentally change the role of its .state, to bridge the gap 
between potential and realizations. Unlike most other African countries; Gabon's high 
urbanization implies that a successful poverty reduction strategy must focus more broadly than 
on the rural sectors alone. There are two key objectives: (i) development of the private non-oil 
economy, including the rural sectors, so as to offer better opportunities to the poor and lessen the 
vu lnerability of the economy to oil price shocks; and (ii) more efficient and effective distribution 
of the country's wealth, so as to substantially and sustainably improve social outcomes. To 
attain these key objectives, the country will need to implement a new set of policies that 
emphasize: (i) the removal of direct state intervention in productive activities and of 
impediments to the development of the non-oil economy; (ii) a reorientation of public 

. : 
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expenditures and transfers, with a better targeting of public expenditures towards the poor; and 
(iii) greater transparency and accountability in the use of public resources. 

12. Conditions are favorable for substantial change. The authorities have demonstrated an 
openness to private sector-led growth, and are pragmatically receptive to the reforms underway. 
The President has strongly and publicly expressed his support for the program with the IMF. 
The formal private sector and the upcoming generation of politicians, many of them risen from 
the technical ranks, represent important proponents of reform. 

13. There are, however, powerful interest groups for whom reforms would be costly, at least 
in the short run. With democratization, reform increasingly requires the active participation of 
stakeholders, confronting old mentalities head-on. In addition, civil service capacity to 
implement reforms is weak. Without clear operational strategies, the civil service lacks an 
overall sense of mission, and skepticism, born of past experience with studies that produce 
reports but not results, offsets openness to reform. Further, while line ministries may not 
actively oppose reforms, their agendas may be at variance with the government's overall policy 
orientation and central ministries do not always bring them on board in time. Overlapping 
sectoral responsibilities across ministries and compartmentalization of administrations and 
international assistance compound this problem. Finally, some unions oppose outright the notion 
of a market-based economy, favoring employment promotion via the civil service or public 
enterprisei sheltered from competition. 

14. · The Bank's challenge over the next few years is to help the pro-reform coalition 
consolidate and sustain the momentum for reform. Such a coalition will contain members drawn 
from political and technical stakeholder groups, as well as representatives of civil society. The 
process of consensus-building will integrate a recognition that oral communication helps to 
reinforce ownership of the content of written documents and increase the likelihood of 
implementation. 

II. Gabon's Development Agenda: Action on Two Main Axes 

15. Achieving the objectives of improved competitiveness and more sustainable social and 
human development involves a multi-dimensional agenda spanning several sectors, partly under 
execution and partly to be initiated. The authorities have recently requested the Bank's 
assistance in preparing a medium-term economic development strategy, building on the poverty 
reduction strategy adopted in 1997 and to be enshrined in a Development Law. Effective 
implementation of such a law would require reform of the state on two main axes, to: (i) 
credibly provide an environment conducive to private sector-led growth, and (ii) implement a 
coherent medium-tenn expenditure framework. 

Fostering Non-Oil Private Sector-Led Growth 

16. Since the devaluation the non-oil sector has driven Gabon' s growth, generating 
substantial improvements in output, real exports, and investment. Continued efforts to 
strengthen macroeconomic stability and establish an enabling environment for private sector 
development are necessary to support economic growth and diversification (including rural 
sector development), entailing two different types of issues. The first is one of macroeconomic 
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management: The response to the "Dutch syndrome", that is, the tendency of the appreciation of 
the real exchange rate to drive local factors of production towards the production of non-tradable 
goods and services. The second concerns policy-induced or institutional impediments to the 
efficiency of markets, which are the main targets of structural adjustment policies. 

17. Macroeconomic stability and competitiveness. Despite the increase in non-oil activity 
(primarily log exports) following the devaluation, Gabon's output and export base remains 
concentrated on a handful of products for which Gabon is a price-taker. As a result, its fiscal and 
external balances continue to be vulnerable to swings in the terms of trade, particularly oil price 
fluctuations, as described above. Recent developments in oil markets, if sustained, could require 
adjustment measures to prevent a return to macroeconomic instability. More fundamentally, the 
tendency to increase spending when revenues are high puts pressure on wages and the prices of 
non-tradables, crowding out non-oil tradable activities. To protect against external shocks, 
stabilize the flow of revenues, ensure against crowding out, and improve competitiveness, Gabon 
should: (i) broaden the tax base by increasing the number of firms subject to the value-added 
tax; (ii) implement a countercyclical fiscal policy, together with appropriate mechanisms to 
manage the funds resulting from budgetary surpluses; and (iii) complete the trade liberalization 
underway, progressively removing all remaining import surtaxes by the year 2000, and 
encourage CEMAC3 to assess the costs and the benefits of further progress towards a lower and 
uniform common external tariff. 

18. : Private Sector Development. Gabon is on the forefront of regional trade and tariff 
reforms and has shown leadership with tax reform and passage of a model Investment Charter. 
Regular consultations with the private sector foster a better understanding and responsiveness to 
its concerns. Still, the state's pervasive influence in the economy stymies efforts to establish a 
business environment conducive to private sector development, both urban and rural. Major 
impediments to private sector development include: (i) the state's continued presence in 
productive and commercial activities, hampering the potential of the non-oil private sector; (ii) 
an inadequate and even daunting regulatory environment; (iii) a financial sector that does not 
serve the facilitation role for smaller operators; (iv) a rigid labor relations regime that stifles 
employment creation; and (v) serious inefficiencies in the transport sector. 

• Productive and commercial sectors. State intervention in productive and commercial 
sectors remains substantial, although passage of a privatization law and annual publishing 
of a list of firms to be privatized with the budget law reflect the principle of 
disengagement.4 The privatization program, in progress for several years under the 
program supported by the IMF and assisted by a Bank technical assistance loan approved 
in June 1997, is now gaining momentum. With IMF, IFC and Bank assistance, the 
authorities transferred ownership of the electricity and water firm to private investors in 
June 1997, resulting in a 17 percent drop in tariffs. The railway concessioning is coming 
to closure with Bank support under the Transport/Urban Technical Assistance Loan. 

3 
The 6-country fonner UDEAC, now a Central African economic and monetary union . 

4 
The state retains majority shares in some 30 finns, in such broad-ranging sectors as agriculture, transport, 

construction, post and telecommunications, commerce, and finance. In addition, it holds minority shares in 
over I 00 finns. Even in some of these latter cases, finn managers and some employees are named by the state. 
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Several large and sensitive firms, including the post and telecommunications firm and the 
palm oil agroindustrial complex, are on the agenda simultaneously with a multitude of 
other actions (sale of minority shares, concessioning of transport infrastructure and 
services, liquidation or sale of smaller firms, establishment of a multisectoral regulatory 
agency). The authorities need to prioritize and pace appropriately to ensure timely 
delivery and safeguard transparency, competition and high technical quality. 

The progressive disengagement of the state, in particular from the agroindustrial sector, 
calls for a coherent rural development model that will help the state to provide an 
appropriate framework to foster non-oil private sector-led growth. The authorities are 
particularly interested in harnessing the potential for smallholder contracting through 
privatization of the palm oil and rubber concerns. However, strategic reflections for 
individual sub-sectors are in different stages of preparation, and a coherent rural sector 
strategy is only just being envisaged; its linkages with urban development have not yet 
been explored. 

• Regulatory environment. Gabon does not provide a sufficiently credible regulatory 
environment to investors. An inadequately-trained judiciary poorly enforces generally 
well-crafted laws, and the administration exerts excessive discretionary powers in areas 
such as issuing permits, controlling prices, and collecting certain tax revenues. Until 
rec~ntly, businesses faced a complex and outmoded legal framework; the Investment 

: Charter, complemented by the OHADA5 reforms, forms the umbrella for a complete 
modernization of the business regulatory environment. 

Items remaining on the agenda include: (i) elimination ofremaining price controls; (ii) 
revision of the highly-restrictive Labor Code and poorly-conceived Social Security Code 
(underway); (iii) preparation of accompanying sectoral codes (Mining, Petroleum and 
Forestry, also underway); (iv) transformation of the judiciary into an independent 
professional body, adequately paid and trained; and (v) implementation of a one-stop
shop for formalities. 

• Financial sector. Gabon's financial sector is considered the soundest in the sub-region. 
However, commercial banks, oriented to large formal sector enterprises, have little 
incentive to take risks on small firms and tend to concentrate services in urban areas. 
Therefore, access to credit and other financial services for smaller actors and for those in 
the interior is quite limited and micro-credit is virtually non-existent. Attempts to 
provide credit to small and medium enterprises have met with disappointing results, 
mainly because of a paucity of solid proposals and inappropriate institutional setups.6 

Privatization offers Gabon a promising avenue for developing financial markets, well 
ahead of its neighbors, as evidenced by the oversubscription of the recent share offering 
in the newly-privatized electricity and water firm. The sale of government-held minority 

5 
OHADA is the French acronym for the Organization for the Harmonization of the Business Legal Framework in 

Africa. 

6 
A budding NGO movement, in part aiming to fill these gaps, so far has a poor track record because many 

organizations lack financial accountability, are not self-financing, and are technically weak. 
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shares to small investors could help further develop an over-the-counter market. In 
addition, privatization of postal services could offer an opportunity to improve 
geographical access, by using existing structures, present throughout the territory, that 
already offer some minimal financial services. Finally, involving international NGOs 
may suggest ways to improve micro-credit opportunities, which could especially help 
women entrepreneurs. 

Labor force. Stronger non-oil growth will create additional opportunities to reduce 
unemployment, '"'.hich stood at 21 percent in 1996. However, economic opportunity 
alone will not suffice unless labor force skills come to correspond better to market needs 
(see next section on education) and rigidities that stifle employment creation are 
diminished by Labor Code reform. While Gabon's labor force is considered better
adapted to market needs in some sectors and at certain skills levels than those of 
surrounding countries, and the Office National de l 'Emploi (ONE) is regarded as a 
success,7 the Poverty Assessment and studies commissioned by the authorities point to 
two structural problems: (i) the relatively high cost of Gabonese labor and (ii) the 
imbalance between the skills of the unemployed and market needs. 

The Labor Code, revised to remove regulatory impediments to a freer labor market 
(although unions tenaciously defend these regulations), is soon to be examined by the 
pailiament. The authorities are also preparing a National Plan, to be discussed with the 

. private sector, that proposes urgent measures and outlines the need to improve basic 
education and foster market-responsive professional training, in line with the 
recommendations of the Poverty Assessment. 

• Transport. Considerable progress has been registered on identifying and resolving issues 
in the transport sector, and the authorities are now at a decision node. Links between 
production sites and markets are of poor quality. Transport costs are high due to punitive 
air and maritime freight rates ( contrary to other important countries on the western coast 
of Africa, Gabon has not yet eliminated costly and inefficient freight-sharing 
ar rangements), the poor condition of roads, and the relatively high cost of fuel. The 
authorities have committed to index ex-refinery prices to world market prices, but further 
measures to simplify pricing and foster efficient distribution are necessary. 
Consequences of proposed measures on the retail price of fuel need to be considered 
carefully because of their relevance to the poor: Poor urban households bear the brunt of 
price hikes, through high transport expenditures and urban prices of local staples, and the 
elevated cost of road transport impedes poor rural producers' access to urban markets. 

A draft intermodal transport sector policy declaration, clearly redefining the state as 
regulator, is to be presented shortly to the government for adoption. The authorities must 
now: (i) follow through on liberalization of air and maritime transport, including 
elimination of the freight-sharing arrangements; (ii) improve expenditure programming 

7 
As an accompanying measure to cushion the impact of the devaluation, Gabon created ONE, a national 

employment office and observatory, to help employers tind qual ified personnel and to monitor employment 
statistics. 

·-
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and control for transport infrastructure maintenance; (iii) implement an adequate 
regulatory framework for road transport; (iv) continue to implement the full 
concessioning of transport infrastructure and services to private operators, especially 
maritime ports and urban bus transport; and (v) revise fully the petroleum products 
pricing structure, reducing fiscal pressure on fuel and taking further measures to reduce 
production, pricing, and distribution inefficiencies, so as to allow greater scope for 
competition and price flexibility. 

Strengthening Public Sector Effectiveness and Efficiency 

19. The realignment of the state entails a fundamental shift in attitudes, from a state 
responsible for ensuring social peace by direct cash transfers and public sector employment, to 
one that provides an efficient regulatory framework and promotes the availability of basic public 
services to the population, in particular the poor. The state's ability to use its resources 
effectively and efficiently must be increased by improving the management of public finances 
and by strengthening the capacity of the civil service to accomplish its mission. In parallel, 
specific issues in the provision and financing of public goods and services must be addressed. 

20. Civil service capacity. Progress in implementing poverty-alleviating reforms remains 
hampered J:,y sluggish administrative systems and insufficient coherence in the medium- to long
term strate'gic vision. Despite the efforts of a core of well-trained civil servants, broader 
deficiencies in civil service performance (including the judiciary) limit Gabon's administrative 
capacity. These deficiencies owe largely to uncompetitive recruitment and promotion practices, 
weak basic training, and capacity differentials between line and economic ministries. The 
authorities have taken some initial steps to redress these problems, including launching an 
administrative reform program assisted by UNDP, and establishing a capacity building 
secretariat funded by the Executive Director's initiative. However, progress has been slow. 
Civi l service reform, that will allow the state to face the technical and political complexities of 
decentralization in a nascent democracy, is a broad and challenging undertaking. Rather than 
attempting at the outset a comprehensive reform, a selective approach, targeting specific 
ministries as pilots, may be more apt to generate results that could later be replicated more 
broadly. 

21. Public finance management. The public expenditure chain is poorly programmed, 
executed and monitored. Lack of sectoral policies, inadequate controls, and weak institutional 
capacity all facilitate financial mismanagement, skewing the composition of expenditures away 
from investment in the future. Democracy and decentralization increasingly provide for greater 
stakeholder involvement and gradually-improved ex-post controls; however, in the short run, 
devolving access to finances has diluted the coherence of planning and weakened expenditure 
controls. Public finance management must be strengthened by: (i) reinforcing expenditure 
programming and monitoring; (ii) adopting a creative approach to debt management (some debt 
buy-backs or swaps) so as to free resources for priority social expenditures, given Gabon's 
ineligibility for concessional financing and further debt relief; (iii) avoiding any further 
accumulation of domestic arrears, and using privatization proceeds (among other sources) to 
eliminate existing internal arrears; and (iv) establishing an information/knowledge management 
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system that would better inform decision-makers and contribute to changing stakeholders' values 
and behaviors. 

22. Provision and financing of public goods and services. To ensure meeting the objectives 
of universal access to high-quality basic education and health care, adequacy of social safety 
nets, and appropriate corrections for market failures, the following issues must be addressed: 

• Health and education. Notwithstanding relatively high public expenditures in both these 
sectors (over US$100 and US$300 per capita respectively in health and primary and 
secondary education), the health and education systems produce an wlhealthy population, 
ill-adapted to the needs of the labor market. Health expenditures are oriented to curative 
rather than preventive and tertiary rather than primary care; urban sanitation is non
existent, and access to potable water in both urban and rural areas is poor. While access 
to education is universal, quality is inadequate owing to poor expenditure programming, 
inadequately-qualified teachers and insufficiently market-oriented curricula; female 
participation falls off significantly at higher levels (in part because of teen pregnancies). 

To address those issues, and improve the efficiency of expenditures, the authorities have 
initiated with Bank support a comprehensive review of public finance management and 
statistical deficiencies in the education and health sectors. Proposed measures include the 
preparation, discussion and adoption of sector strategies and the strengthening of ,. 
government capacity for budget preparation, execution and monitoring. 

• Social protection. Social safety nets are inadequate, inefficient, and highly segmented. 
The social security fund (CNSS) is financed through payroll deductions from the formal 
private sector, but is nearly bankrupt because it owns several large hospitals and its 
contributor base has shrunk. It is being restructured with assistance from the Bank and 
other donors under the Privatization Technical Assistance Loan, but the broader issue of 
the hospitals goes beyond internal restructuring. The mission of the social guarantee fund 
(CNGS), financed by the state and by payroll deductions from public sector contractuals, 
is to deliver benefits to and finance services for the indigent and those contractuals. 
However, its high administrative costs and low administrative capacity impede its ability 
to provide minimum benefits and to properly identify its intended beneficiaries. It 
recently received a new infusion of cash to identify and provide for the indigent, but the 
funds were insufficient to cover its arrears. The authorities will need to be encouraged to 
focus on identification and protection of the unfortunate rather than on top-down 
redistribution. 

• Environmental protection. Greater awareness of the consequences of inattention to 
environmental protection, especially in view of the economic dominance of extractive 
activities, has put sustainability and conservation on the policy agenda. However, impact 
assessments and information and education programs are not yet systematically carried 
out, and the urban environment is of particular concern. While the revision of the 
forestry, mining and petroleum codes will help ensure the sustainability of exploitation of 
Gabon's natural resources and provide transparent and efficient regulatory frameworks, 
the relevant ministries are not yet equipped to enforce such regulations. The long-
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overdue implementation of the National Environmental Action Plan could advance 
significantly with the support of the ongoing Forestry and Environment operation. 

• Information and knowledge management. In order to better target interventions to the 
poor, ensure adequacy of the private provision of public goods and services, and improve 
dissemination of economic information to stakeholders, an overhaul of Gabon's 
information and knowledge management systems is needed. The following are the 
minimum: (i) a poverty monitoring and analysis system; (ii) baseline data on quality and 
pricing of public goods and services, with regularly-updated consumer surveys, possibly 
to be undertaken by the future multisectoral regulatory agency; and (iii) publication of a 
"Tableau de Bord Social". 

III. Bank Group Strategy and Assistance 

Tlze Bank's Track Record in Gabon 

23. The Bank Group has had a rather limited involvement in Gabon, but the relationship has 
been growing as Gabon increasingly seeks Bank advice and support for reforms. Important 
results have been achieved already (such as trade openness and the reduction in the cost of 
electricity). However, design or implementation problems have arisen too. With few projects in 
the portfolio, the problems have been clearly visible although not necessarily quickly resolved; 
resporisihility is shared between Gabon and the Bank. Gabon 's past inexperience with Bank
financed projects and its highly-compartmentalized information management culture have led to 
delays and problems, while the Bank has lacked responsiveness and has imposed its own views 
without ensuring sufficient ownership or an upfront strategic vision. 

24. What has worked: Policy dialogue, through ESW, TA, and an active presence. Bank 
Group backstopping on structural reforms (notably privatization) in the IMF-supported program 
has been critical to the success of the program and, in specific cases, has helped the Gabonese 
achieve region-wide recognition. The Bank's preser.ce in the field has helped to identify and 
resolve issues before they became problems, provide real-time advice on policy and project 
issues, and foster broader stakeholder input to the CAS than limited administrative resources 
would otherwise have permitted. The Poverty Assessment, a participation flagship, and the 
Transport/Urban TA provide important lessons for a workable approach in Gabon. The first 
showed how ESW could turn policy dialogue around, and the second Gust now coming to 
fruition) showed how with little financial intervention the Bank can support the development of 
sectoral strategies leading to sound investment programs, while providing concrete 
demonstrations through pilot operations and high-quality technical advice on complex issues. 
This positive experience provides the cornerstone of the approach proposed for the Bank's 
strategy in Gabon, as developed in the next section. 
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Implementing the Poverty Reduction Strategy Adopted Following the 1997 Poverty Assessment 

Although poverty was politically sensitive, in 1994 the authorities trusted the Bank to provide a11 
objective evaluation of the problem. Three years later, a broad audience of-stakeholders attended the 
Poverty Assessment dissemination seminar, which was chaired by the Prime Minister and benefitted frorr 
the active p&rticipation of the Planning Minister; shortly thereafter the government formally adopted ~ 
poverty reduction strategy. This successful ESW experience enabled dialogue on public expenditure 
management (particularly in the social sectors), by demonstrating a workable approach on a highl) 
sensitive subject and eliciting the authorities' upfront agreement on the nature of the problem. The 
proposed CAS builds directly on the poverty reduction strategy proposed by the Poverty 
Assessment and adopted by the government, with a two-pronged approach aimed at reorienting the 
state away from direct intervention in productive and commercial activities, and reinforcing its 
ability to ensure that public goods and services are provided efficiently and effectively. The six 
recommendations and the actions proposed: 

(i) Reducing unemployment by strengthening private sector incentives and making the educational 
system more effective: Complementing the ongoing Privatization TA, the proposed Public Expenditure 
Reform TA would help develop an education sector strategy, to integrate basic and higher-level education 
with professional training so as to produce a better-skilled workforce. 

(ii) Enhancing the income of rural farmers: The impetus of the privatization of large agroindustrie5 
would be harnessed to foster smallholder activities and build the state's capacity to facilitate rather thar 
produce, y.ia the Privatization TA and support for the development of a coherent rural developmen1 
strategy._ 

(iii) Improving basic health service delivery, a fundamental objective of the proposed Public 
Expenditure Reform TA and an area expected to have a particularly positive impact on women, would be 
addressed by improving the effectiveness of public expenditures and rationalizing service provision and 
financing. The agenda includes the development of a sector strategy, an action plan (in progress by the 
Health Ministry already), and a priority investment program. 

(iv) Rehabilitating the urban environment: Pilot operations, such as the Urban LIL, would help 
improve conditions in poor urban neighborhoods while demonstrating the impact of appropriate 
technologies and new procurement methods. The National Environmental Action Plan is also addressin! 
urban environment issues. 

(v) Redirecting safety nets and social integration policies is being addressed with the support of the 
Privatization TA to restructure the CNSS, backstopped by the Public Expen.diture Reform TA on social 
safety nets. 

(vi) Establishing a reliable statistical system: Through the proposed Public Expenditure Reform TA, 
better information/knowledge management systems would be developed to improve programming anc 
monitoring of public expenditures and to monitor poverty. 

25. What has not worked well: Projects undertaken without upstream policy work. The 
Bank-supported investment project in the forestry and environment sectors proved ill-adapted to 
respond rapidly to key policy questions, for instance on the optimal structure of forestry ·taxation, 
but is turning around and could help implement the National Environmental Action Plan. In 
addition, it is providing support to the Regional Environmental Information Management Project 
(REIMP), a six-country endeavor for which the member countries selected Gabon as leader. On 
the other hand, although prefinancing was provided to prepare an agriculture sector operation (a 
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PPF that is now fully disbursed), the strategic issues remain to be determined and will have to be 
covered through other means. 

Mobilizing Technical Assistance Resources to Develop Sector Strategies and Investment Programs: 
A concrete example 

Through a small technical assistance lending operation (US$5.2 million) that has functioned as a self 
contained PPF, the Bank has supported the preparation of strategies in the transport and urban sectors, 
piloted by the Planning Ministry (ultimately responsible for the investment budget), and involving all sb, 
relevant line ministries. These strategies are translated into coherent priority investment programs to be 
formally presented to donors. The government has adopted the transport sector strategy and the donor 
Round Table is scheduled for mid-May. In addition, the project carried out a pilot urban works operation 
in a poor Libreville neighborhood, to be replicated under the proposed Urban LIL, and assisted with the 
highly-complex railway concessioning. Critical policy decisions to be taken by the government over the 
coming months will clearly signal the authorities' commitment to transport sector reforms and provide 
trigger conditions for possible Bank investment lending. 

26. Working with other partners. Several multilateral and bilateral partners are active in 
Gabon, but there is no formal donor coordination. In addition to closely collaborating with the 
IMF on structural reforms, Bank staff already collaborate with partner counterparts in a number 
of areas; projects typically enjoy parallel or co-financing facilitated by the Bank's intervention 
(examples include the upcoming transport round table and the REIMP, which is multi-donor as 
well as multi-country). The majority of donors offer non-concessional financing; among the few 
exceptions are the European Commission and France. Most partners have expressed interest in 
formal collaboration mechanisms, such as round tables, and have expressed strong support for 
increased Bank presence in the field. 

Proposed Assistance Strategy: Respond Selectively with Limited Means 

27. Given the limited administrative budget available and the fact that resource transfer is not 
a primary objective, the Bank aims to play a catalyzing role, maintaining an overall vision, 
intervening in selected strategic areas, drawing on and integrating IFC activities, and mobilizing 
domestic and external resources. By capitalizing on the lessons just reviewed, the proposed 
Bank Group Country Assistance Strategy would support the Government's and civil society's 
efforts to meet the central development challenges outlined above. To do so, it proposes a mix of 
lending and non-lending services in the areas of the Bank's direct comparative advantage. This 
advantage comes from an appreciation by the Gabonese authorities of the quality and unbiased 
nature of the advice that the Bank can provide, rather than from our financial leverage. 

28. The cornerstone of the proposed strategy: Using public expenditure analysis and 
technical assistance to build capacity to develop strategies and coherent investment programs in 
priority sectors. Two broad sectors have been identified as priorities, from the point of view of 
the potential impact of public expenditures on poverty alleviation: (i) health and education and 
(i i) the interrelation between rural and urban development. To address the critical poverty
reduction issues facing the health and education sectors, the strategy proposes a similar approach 
to that outlined in the box above for the infrastructure sectors. The sector groundwork has been 
largely covered by the Poverty Assessment and the Social Sectors Public Expenditure Review, 
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but limited administrative resources preclude the intensive involvement required to help define a 
medium-term development strategy and expenditure framework. An appropriate technical 
assistance framework, such as the proposed Public Expenditure Reform Loan, is now required to 
translate policy advice into sustainable institutional reforms. For the urban/rural nexus, further 
analysis is required from a public expenditure perspective. The Urban LIL in the lending 
program will provide for annual reviews of urban public infrastructure expenditures, while rural 
sector public expenditures are to be examined through the proposed support to the development 
of a rural sector strategy. Beyond the narrow sector focus of the strategy, the collaborative and 
participative approach proposed here will provide an entry point for many issues on the Bank's 
agenda, including poverty alleviation, improving transparency and accountability, capacity 
building, and mobilizing the resources available through other donors. 

29. The proposed strategy is expected to reduce the scope and incidence of lack of 
transparency and corruption in three ways, by: (i) promoting greater openness and accountability 
in governance and, specifically, by improving public finance management (programming, 
execution and monitoring of public expenditures); (ii) liberalizing markets, establishing 
transparent and uniform regulatory frameworks, and reducing the need for discretionary 
administrative decisions; and (iii) enforcing Bank procurement standards in Bank-supported 
projects . 

. , 
Scenarios: Base case, oil crisis, poor performance 

30. Base case. Under the base case, it is assumed that macroeconomic stability is 
maintained, and that the policy reform outlined above remains broadly on track. In this case the 
Bank would deliver a program of lending and non-lending services as allowed by the tight 
administrative budget presently allocated to the country. Sectoral investments would be 
undertaken only if prior technical assistance and advice have laid down the policy groundwork 
and ensured their coherence with the overall development strategy, such as the proposed railway 
rehabilitation operation. Should more administrative resources become available, further 
economic work and sector investment operations could be envisaged. The next section sets out 
this program. · 

31. Oil crisis. This scenario could be triggered by: (i) a continued fall in oil prices and an 
emerging crisis in Gabon's public finances, and (ii) a request for quick-disbursing financing in 
support of a strong program of adjustment. Bank support might be required to cushion the 
impact of adjustment on social programs and the poor. In this case, it is likely that additional 
administrative resources would be required to respond adequately. 

32. Poor performance. Such a scenario could be triggered by reversals in policy 
commitments on expenditure management. In this case, Bank activities would be reduced to 
policy dialogue, minimal monitoring, and supervision of ongoing operations; administrative 
resources could be redeployed elsewhere. 

Base Case Lending and Non-Lending Services 

33. Lending services. The proposed lending strategy incorporates several principles to ensure 
maximum impact given selectivity. First, priority is accorded over the next two years to 
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effective delivery of education and health services and rationalizing public interventions in the 
urban and rural sectors. To tack.le this challenge in the most cost-effective manner, the Bank will 
be ready to finance the technical assistance needed to ensure the development of strategies and 
coherent priority investment programs in these sectors. Second, provided they fit within well
defined sectoral strategies and the administrative budget suffices, traditional investment 
operations will be considered in technically-complex areas or where the enforcement of Bank 
procurement standards may be useful to reduce the scope for financial mismanagement. Third, 
the Bank will experiment with LILs to finance pilot projects that demonstrate the poverty 
alleviation impact of new ways of doing business, following the model of the proposed Urban 
LIL about to be negotiated (for example, in education). Finally, despite recent oil price 
fluctuations and the Asian crisis, adjustment lending is not deemed necessary at this time. In the 
future, it will be considered mainly as a contingency tool to support a countercyclical fiscal 
policy, provided progress in the implementation of reforms warrants Bank support. 

34. Non-lending Services: Policy dialogue, ESW, reimbursable TA. To address the 
development agenda described in Section II, the Bank will endeavor to provide several types of 
non-lending services. First, given the need to be selective, the public expenditure dialogue 
would systematically focus on sectors with a direct poverty-alleviation impact and for which the 
underlying technical issues have already been clearly identified, such as the urban/rural nexus, 
feeding directly into the public expenditure reform loan described above. Second, administrative 
budget permitting, Bank staff will prepare informal policy notes on linchpin issues that 
contribute to promoting an environment conducive to private sector-led growth, such as maritime 
transport (including port infrastructure concessioning), strengthening the financial sector as 
facilitator for private investment, and encouraging the Gabonese (in consultation with CEMAC 
partners) to study the option to further reform the regional trade regime through a lower and 
more uniform common external tariff. Third, GEF resources could be mobilized for national or 
regional operations to conserve biodiversity and reinforce local capacity for environmental 
management. Finally, while attempts by IBRD to provide fee-based non-lending services have 
not been successful due to lack of Bank staff availability and administrative complexity and cost, 
the experience of lFC on the electricity and water privatization could be replicated to other 
privatizations, and the authorities are contemplating technical assistance by FIAS to help 
implement institutional provisions in the Investment Charter. 

35. The proposed lending program in support of this strategy amounts to US$50 million, as 
detailed in the following table: 

Proposed Base-Case IBRD lending program, FY 1998-2000 
FY Project US$ Strategic Implementation 

(M) rewards risks 
1998 Pilot Community Infrastructure 5 M L 

Upgrading (LIL) 
2000 Public expenditure reform loan (TA) 15 H M 
2000 Railway rehabilitation 20 H M 

TOTAL 40 
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Performance Monitoring 

36. The achievement of CAS objectives will be monitored according to three criteria: (i) 
macroeconomic variables, especially fiscal, which affect growth performance and sustainability; 
(ii) progress benchmarks defined for each of the strategic areas of assistance (see matrix); and 
(iii) indicators of portfolio performance. Semi-annual joint IMF/Bank missions will monitor 
macroeconomic performance. Progress benchmarks and indicators of portfolio performance are 
to be monitored in the context of project supervision missions and the annual review of portfolio 
· performance. 

Risks and creditworthiness 

37. The Bank's exposure to Gabon is minimal. Furthermore, only 2 percent of Gabon's 
external debt is owed to IBRD, so that the Bank's senior creditor status does not impose a critical 
burden on Gabon. Thus, although the sustainability of Gabon' s debt remains vulnerable to 
possible drops in the price of oil, the financial risk to IBRD of the current strategy is moderate to 
negligible. 

38. The main short term risks for the strategy stem from: (i) an increasingly politicized 
environment, due to forthcoming presidential elections, that is likely to slow the pace of reforms 
until early'; 1999; and (ii) regional instability due to civil unrest in neighboring countries. The 
propo$ed strategy minimizes risks to the Bank program by focusing on upstream planning and 
collaborative and consensual decision-making. Also, pilot operations give the opportunity to 
clearly identify risks and demonstrate impact for future operations. Expected benefits, 
particularly for the poor, from more efficient use of existing resources, and improvement in the 
business environment, justify the Bank's willingness to accept the risks. 

IV. Key Issues for Discussion 

39. It is proposed that the review focus on the following issues: 

• Appropriateness of the strategy. Is the proposed development strategy appropriate for 
a rent economy in which substantial poverty remains to be alleviated? 

• Features of Bank assistance. Are the mix of lending and non-lending, and the 
principles underlying base-case lending, appropriate for an IBRD country with 
poverty outcomes similar to those of its IDA-only sub-Saharan neighbors? 

• Administrative budget. Is the administrative budget sufficient to support even this 
minimalist strategy, and will the administrative budget be increased should an oil 
crisis scenario materialize? 
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Estimated Budgetary Requirements 
to Support the Strategy 
(Administrative budget) 

(Thousands of US $) 

TASKS FY 1999 

ESW 34 
Standard Economic work 14 
Education Dialogue 20 
(Trust Funds Requested to support Education pm 
Sector Activities) 

LENDING 132 
PERL (Bd end FYOO) including 132 
- Macro Strat. + Budget Process 52 
- Rural Dvpt. Strat.+ Expenditure Plan 60 
- Health _Strat. + Expenditure Plan 20 
- Education Strat. + Expenditure Plan -
(Trust Funds requested for Project Preparation) pm 

Railway Rehabilitation -

Environment and Biodiversity Projects GEF 

SUPERVISION 270 
existing projects (FY98) 
- Forestry and Environment 60 
- Community Upgrading (LIL) 60 
- Transport and Urban Project (includes ICR) 70 
- Privatization and Cap. Building TA 80 

GENERIC Field Office and Processing Work 105 

TOTAL BANK BUDGET 541 

FY2000 
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Key Economic & Program Indicators - Change from Last CAS 
Forecast in Last CAS Actual Current CAS Forecast 

Economy (CY) 19 a 19 b 19 b 20 b 1995c 1996c 1997a 1998b 1999b 
Growth rates (%) 

GDP 3.8 3.1 4.5 3.5 3.7 
Oil 5.4 0.8 0.0 0.0 0.0 
Non-oil 2.9 4.4 6.9 5.6 5.8 

Exports 4.2 1.5 1.2 2.9 5.2 
Imports 1.7 10.8 13.4 7.5 3.6 

Inflation (%) 3.4 6.2 2.5 2.7 2.2 

National accounts (% GDP) 
Current account balance 3.0 3.2 3.2 3.1 2.9 
Gross investment 21.2 20.1 21.0 23.2 23.5 

Public finance (% GDP) 
Fiscal balance (commitment basis) 3.1 2.7 6.1 5.8 4.0 

Ch. in domestic arrears (-repay) -2.1 -4.3 -3.2 -4.1 0.0 

Fiscal balance (cash basis) 1.0 -1.6 2.9 l.7 4.0 
Foreign financing 2.1 2.8 0.2 -1.2 -2.5 

olw Debt relief 7.6 5.9 5.0 2.5 0.6 
Domestic financing -3 .1 -1.2 -3.1 -0.5 -1.6 

International reserves 1.9 3.2 3.0 3.2 3.2 
(as months of imports) (merch) 

Program (Bank's FY) FY a FY b FY b FY b FY95c FY96c FY97d FY98b FY99b 
Lending($ million) 5.2 0.0 10.0 5.0 15.0 
Gross disbursements (US$ million) 33.4 3.7 2.8 2.3 2.8 
a. Estimated year 
b. Projected year 
c. Actual outcome 

2000b 

4.5 
2.0 
5.9 
5.7 
4.0 

2.0 

3.3 
23.6 

5.2 
0.0 

5.2 
-4.8 
0.6 
-0.4 

3.1 

FYOOb 
30.0 

3.5 
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Gabon at a glarice 
POVERTY and SOCIAL 

Population mid-1996 (millions) 
GNP per capita 1996 (US$) 
GNP 1996 (billions US$) 

Average annual growth, 1990-96 

Population (%) 
Labor force (%) 

Most recent estimate (latest year available since 1989) 

Poverty: headcount index (% of population) 
Urban population (% of total population) 
Life expectancy at birth (years) 
Infant ·mortality (per 1,000 live births) 
Child malnutrition (% of children under 5) 
Access to safe water (% of population) 
Illiteracy(% of population age 15+) 
Gross primary enrollment (% of school-age population) 

Male 
Female 

KEY ECONOMIC RATIOS and LONG-TERM TRENDS 

1975 

GDP (billions US$) 
Gross domestic investment/GDP 
Exports of goods and services/GDP 
Gross domestic savings/GDP 
Gross national savings/GDP 

Current account balance/GDP 
Interest payments/GDP 
Total debt/GDP 
Total debt service/exports 
Present value of debt/GDP 
Present value of debt/exports 

(average annual growth) 
GDP 
GNP per capita 
Exports of goods and services 

STRUCTURE of the ECONOMY 

(% of GDP) 
Agriculture 
Industry 

Manufacturing 
Services 

Private consumption 
General government consumption 
Imports of goods and services 

2.2 
62.7 
49.5 
64.3 
57.3 

0.7 
40.9 

5.2 

1975-85 1986-96 

-0.5 
-5.3 
0.1 

2.5 
-1.0 
6.8 

1975 

6.4 

62.3 
4.3 

31 .3 

23.5 
12.2 
47.9 

Gabon 

1.1 
3,980 

4.4 

2.6 
1.9 

73 
55 
89 

67 
37 

142 
144 
140 

1985 

4.1 
38.9 
51.4 
43.2 
34.9 

-4.0 
1.4 

29.7 
11.6 

1995 

3.8 
-1.4 
5.2 

1985 

5.5 
54.7 

6.0 
39.8 

46.3 
10.4 
47.1 

1975-85 1986-96 
(average annual growth) 
Agriculture 
Industry 

Manufacturing 
Services 

Private consumption 
General government consumption 
Gross domestic investment 
Imports of goods and servi_ces 
Gross national product 

Note: 1996 data are preliminary estimates. 

1.3 
2.2 
3.3 
1.6 

6.0 
6.9 

-3.7 
3.9 

-0.8 

-0.8 
3.8 

-0.2 
1.9 

-3.0 
-0.2 
-0.9 
-2.9 
1.5 

Sub
Saharan 

Africa 

600 
490 
294 

2.7 
2.6 

31 
52 
92 

47 
43 
72 
78 
65 

1995 

5.1 
21 .2 
57.0 
42.1 
23.2 

1.9 
4.0 

87.8 
15.1 
70.1 

122.5 

Upper
mlddle
Income 

479 
4,540 
2,173 

1.5 
1.8 

73 
69 
35 

86 
13 

107 

1996 

5.7 
20.1 
59.6 
43.1 
23.8 

3.7 
4.4 

81.7 
21.8 

1996 1997-05 

3. 1 
-1.4 
0.5 

1995 

7.7 
50.0 

5.8 
42.3 

46.5 
11 .4 
36.1 

1995 

-11 .1 
5.2 

12.8 
4.7 

4.1 
1.7 

-0.1 
2.7 
1.0 

4.3 
2.8 
2.1 

1996 

6.8 
52.2 

5.7 
40.9 

46.0 
10.9 
36.6 

1996 

-0.3 
2.2 
8.5 
4.5 

13.3 
6.2 
6.2 

14.6 
1.1 

Development diamond* 

Life expectancy 

AnnexA2 
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GNP 
per 
capita 

j Gros, 

1---- primary 
enrollment 

Access lo safe water 

- Gabon 

-- Upper-middle-income group 

Economic ratios• 

Openness of economy 

Indebtedness 

- Gabon 

- - Upper-middle-income group 

Growth rates of output and Investment (Y.) 

20 

10 

95 

--0-GDP 

Growth rates of exports and Imports ('!.) 

15 1~"' 
0 

-5 ~ 

-10 

I -1s 
I -20 

96 

--Exports -<>-imports ! ________________ J 

• The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will 
be incomplete. 



-- : AnnexA2 
·Page 2 of2 

Gabon 

PRICES and GOVERNMENT FINANCE 
1975 1985 1995 1996 

Domestic prices Inflation ('!.) 
(% change) 
Consumer prices 28.5 -12.9 9.6 4.3 
Implicit GDP deflater 5.8 19.9 5.8 10.8 

Government finance 
(% of GDP) 
Current revenue 34.6 28.6 25.9 
Current budget balance 20.3 8.4 8.3 

-GDPdef. -0-CPI Overall surplus/deficit -1.B 3.1 2.7 

TRADE 

1975 1985 1995 1996 
(millions US$) Export and Import levels (mlll. US$) 
Total exports (fob) 1,149 1,951 2,643 3,111 ,.ooo 

Fuel 1,629 2,114 2,531 
Timber 122 346 383 3,000 

lLIJJJ. 
Manufactures 0 0 

Total imports (cif) 599 855 898 969 2.000 

Food 161 181 191 
Fuel and energy 50 173 221 1,000 

Capital goods 215 339 355 
0 

Export price index (1987=100) 90 91 92 93 94 95 ge 

Import price index (1987=100) 
• Exports a Imports Terms of trade (1987=100) 

BALANCE of PAYMENTS 
1975 1985 1995 1996 

(millions ussj Current account balance to GDP ratio (%) 
Exports of goods and services 1,235 2,090 2,916 3,398 

'l Imports of goods and services 1,092 1,913 1,848 2,088 

d Resource balance 143 177 1,068 1,310 
2 -

Net income -153 -244 -770 -881 
Net current transfers 1 -95 -198 -218 0 

95 ge 

Current account balance, 
before official capital transfers -9 -162 100 211 

Financing items (net) 52 113 -1 41 -129 
Changes in net reserves -43 49 42 -83 

Memo: 
Reserves including gold (mill. US$) 146 197 150 259 
Conversion rate (local/US$) 214.3 449.3 499.1 511.5 

EXTERNAL DEBT and RESOURCE FLOWS 

(millions US$) Composition of total debt, 1996 (mill. US$) 
Total debt outstanding and disbursed 883 1,206 4,492 4,658 

G A C IBRD 19 11 110 102 F 169 10~47 IDA 0 0 0 0 175 

Total debt service 64 246 442 744 
IBRD 2 2 20 20 
IDA 0 0 0 0 

Composition of net resource flows 
Official grants 25 16 87 0 
Official creditors 75 38 208 82 
Private creditors 253 95 -75 -19 
Foreign direct investment 167 15 -50 -136 
Portfolio equity 0 0 0 0 E 

3453 
World Bank program 

Commitments 5 0 5 0 A-IBRD E - Bilaleral 
Disbursements 3 0 4 4 B-IDA 0 - Other multilaleral F - Private 
Principal repayments 1 1 12 12 C - IMF G • Short-term 
Net flows 2 -1 -8 -8 
lnlerest payments 1 8 8 
Net transfers -2 -16 -16 

Development Economics 9/8/97 
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K ey Develop ment 

O bject ives 

Maintain 

macroeconomic 

stability - -

---------

---
Tr3de 

Private Sector 

Development: 

(a)Disengagement of 

the state from 

production fo r 

markets ----

GABON - D RAFT Cou nt ry Assistance St rateg}'. Mat r ix {1999-2000} 

Fostering Sust ainable, Diversified, a nd Eq uita ble G r owth 

Strategy/Actions Progress Ind ica tors Instruments 

- --
NLS Lending/ 

Guarantees 
A. NON-OIL PRIVATE SECTOR-LED GROWTH 

Implement the oil windfall fund for future Annual contributions to the Fund. Policy advice 
generations. 

Broaden tax base. Increased number of firms subject to value- Policy advice 
added tax. 

Implement a countercyclical fiscal policy. Changes in fiscal balance negatively correlated Policy advice 
with changes in oil revenue. 

Reduce or convert existing debt through debt At least one debt buy-back operation Policy advice Public Expenditure 
buy-backs and programs offered by creditors or completed. Reform TA Loan 
facilitated by the Bank. (PERL) 
Remove remaining import surtaxes. Surtaxes on sugar, oi l, bottled water, cement Policy advice 

reduced to 20% in 1998, 10% in 1999, 0 in 

2000. 
Deepen trade reforms by further reducing tarifTs, Study of options, including costs and benefits, Policy advice 
leading CEMAC toward a lower and uniform prepared in 1999. 
common external tariff 

Facilitate private sector development in non-oil Rural sector strategy developed, consistent will Policy advice Privatization TA 
productive sectors. disengagement of the state from direct 

intervention; increased volume of sales of 
smallholders' output 10 agroindustries. 

-- --
Continue implementation of privatization OPT: Telecommunication services unbundled; Privati.zation TA 
program. second cellular license granted and operator in 

place; post and telecommunications firm 
restructured in view to its privatization. 

AgroGabon: Pre-privatization restructuring Privatization TA 
implemented, including reduction in staff, 
recovery of outstanding debt, financial audit, 
restructuring of balance sheet, cost reduction 
plan, minimum investment program. 

Transport sector firms: Consistent with sector Privatization TA 
strategy, concessioning under way for 
remaining firms. 

Smaller firms sold or liquidated. Privatization TA 

Minority shares sold. Privatization TA ... 

1ex 1:S9 
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IFC/IMF/Othcr donors 

IMF 

IMF 

IMF 

WWF 

IMF 

IMF 

AfDB, France, UNDP, 
Canada, European 
Commission 

IMF, IFC 



- GABON - DRAFT Cou ntry Assist ance Strategy Matrix (1999-2000) 

Fostering Sustainable, Diversified, and Equitable Growth 

Progress Ind icators Instruments 

1ex l:39 
__ 

0
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IFC/IMF/Othcr donors Key Development Str:1tcgy/Actions 

Objectives ·-----1-~~~~~~--~~~~~~~1---------~1 
NLS Lending / 

Private Sector 

Development: 

(b )Institutional 

framework 

Ensure appropriale regulation of private 
provision of publ ic goods and services. 
Develop and implement a communication 
strategy. 

Multisectoral regulatory agency in place and 
functional. 
Communicationllnit in place and operational. 

Define consumer protection in a framework - Revised Competition Law, in the spirit of the Policy advice 
consistent with market mechanisms. Investment Charter. 

Legal framework for business activities 
modernized and consistent with that of other 
countries in the region. 

OHADA Uniform Acts effectively integrated Policy advice 
within Gabonese law. 

Increase labor market nexibility while defining Revision of Labor Code. Policy advice 
worker protection. 
Complement Investment Charter with specific Mining, Petroleum and Forestry Codes Policy advice 

Guarantees 
Privatization TA 

Privatization TA 

France, IMF 

ILO 

IMF 
sectoral codes: Mining, Petroleum, Forestry. adopted, consistent with Investment Charter. 

--------- ---'----------------·•--------•---------1-----------1 
improve efficiency of incentives through revisec New tax structure adopted in Budget Law and Policy advice 
forestry taxation framework. consistent with Forestry Code and Investment 

Charter. 

Liberalize pricing. Remaining price controls eliminated. 

Increase impact of private sector contributions to Revision of Social Security Code. 
social security. 
Reduce formalities facing private investors. One-stop-shop for formalities implemented, 

consistent with Investment Charter. 
Improve efficiency, effectiveness and credibility Competitive pay and training implemented for 
of regulatory environment and judiciary. judiciary: [20) judges trained annually; pay 

increases in the judiciary linked explicitly to 
performance. 

Policy advice 

Forestry and 
Environment 
Investment 

Privatization TA 

IMF 

IMF 

IMF,ILO 

IMF 

France (OHADA), ED's 
Capacity Building Initiative 

•--------- ------------------· 
Develop national OTC market in anticipation of Minority shares in PEs sold. Privatization TA IMF Private Sector 

Development: 

(c)Financial sector 

deepening 

UDEAC regional stock market. 

Improve geographical access to financial 
services. 

Feasibility of using privatized postal services tc 
deliver linancial services in the interior 
assessed. 

Privatization TA IMF, Canada, NGOs 

Improve access to micro-credit opportunities. Number o::f-v.,...ia7b7le_p_r_o.,..~e-c-ts--=fi-nan_ c_e-:-d-. ----•-------•--------IN--G-O_s_,_C_an_ a-da _____ , 

lmproveaccess to small- and medium-enterprise FODEX revamped, doubling number of viable AfDB/NGOs 
credit. projects financed, with demonstrably 

satisfactory rates of return. 



.....--

Key Develo pm en t 

Objectives 

Private Sector 

Development: 

(d)Readapt labor 

force to market 

needs 

Private Sector 

Development: 

(e)lmprove 

efficiency of the 

transport system 

- - - GA BON - DRAFT Cou_nt ry Assis ta nce S t ratcg}'. M a trix {1999-2000} 

Foster ing Sustainable, Diversi fi ed, and E q uitable Growth 

S tra tegy/Actions Prog ress Ind icato rs Instr uments 

" - -
: NLS Lending/ 

.. Guarantees 
Reduce relative cost of Gabonese labor. Revised Labor Code. Policy advice 

Restore balance between labor force skills and National Plan incorporates measures to Policy advice PERL/ Education 
market needs. improve basic education and foster market- LIL 

responsive skills training, consistent with 

disengagement of the state from direct 

employment. 

Rehabilitate concessioned railway. Railway rehabilitated. Railway 

rehabilitation 

-
Eliminate freight sharing arrangements, Reduction in air tariITs, reduction in maritime Policy advice Transport/Urban TA 
liberalize air transport. freight rates. (ongoing) 

Develop and implement a regulatory framework New regulatory framework in place. Policy advice Transport/Urban TA 
for road transport consistent with competition. (ongoing) 

Revise fully the petroleum products pricing Ex-refinery prices indexed to world markets; Policy advice 
structure while refraining from excessive production, pricing and distribution 
taxation of fuel. inefficiencies reduced. 

Improve expenditure programming and Adequate provisions for road maintenance, Policy advice Transport/Urban TA 

monitoring for transport infrastructure competitive contracting based on results rather (ongoing) 

maintenance. than cos t of service to be provided. 

Continue to implement full concessioning o-f - Maritime pons and urban bus transport servicei Policy advice Privatization TA 
transport infrastructure and services to private concessioned to private operators. 

operators. 

Revise enabling environment for private secto r Number of private sector jobs created. Policy advice 
development so that private sector will lead job 

creation. 

. -o 
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IFC/IMF/Other donors 

IMF, ILO 

IMF, ILO 

CFO, EIB 

IMF 

IMF 

IMF 



Key Development 

Objectives 
-

Improving capacity 

of civil service to 

function efficiently 

-- -- -
Public Finance 

Management 

--- --

--

Provision and 

financing of pub I ic 

gcods and services: 

(a) Health 

- -

GABON - DRAFT Count ~ Assistance St ra tegl'. Matr ix ( 1999-2000} -
Fostering Susta inable, Diversified, a nd Equitable Growth 

Strategy/Actions Progress Indicators Ins trumen ts 

- - - - . 
NLS Lending/ 

.. Guarantees 
B. STRENGTHENING PUBLIC SECTOR EFFECTIVENESS AND EFFICIENCY 

Refonn the civil service. Organigramme revised for one targeted Policy advice PERL (pilot in a 
ministry; definition of procedures for targeted ministry) 
competitive recruitment; definition of criteria 
for promotion on the basis of merit and 
perfonnance. 

Reinforceexpenditure programming by basing Health and education sector strategies PERL 
public investment program on sound sectoral underway. 
strategics. 
Systematically prioritize investment projects on Economic rate of return systematically PERL 
the basis of expected returns. calculated by joint Planning-Finance unit, to be 

established; sectoral ministries designate 
representatives to the unit. 

Reinforce expenditure control. Loi de reglement prepared within 2 months of PERL 
end of fiscal year. 

Develop debt management strategy. Volume of debt reduced through buy-backs or PERL 
swaps. 

El iminate domestic arrears and avoid further Reduction of internal arrears in line with targeti Policy advice 
accumulation. defined in IMF-supported programs. 
Improve identification and monitoring of the Coherent infonnation / knowledge managemen PERL 
poor. system in place. 
Identify annually a slice of PIP to be executed Progress of high labor intensity public works Urban LIL 
with appropriate technologies and new program. 
procurement methods. 
Adopt urban strategy currently being finalized. New mechanisms in place to program and Policy advice Transport/Urban TA, 

procure municipal public works, including Urban LIL 
passage of law on delegation of implementatior 
(maitrise d'auvrage deleguee). 

Develop a health sector strategy within Sector strategy, including financing PERL 
appropriate macroeconomic framework and mechanisms, produced. 
effectively involve partners and stakeholders. 

Rationalize health sector, separating provision o Sector rationalized, with service provision Policy advice PERL 
services from financing. separated from financing. 

Third-party financing covers universally- Policy advice PERL 
available minimum package. 

Use health map (carte sanitaire) as an I lcalth map (carte sanitaire) produced and Policy advice PERL 
investment tool. regu larly updated. 

1ex 89 
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IFC/IMF/Other donors 

IMF/UNDP 
(Administrative Refonn), 
France, ED's Capacity 
Building Initiative 

Multi-donor 

IMF 

IMF, WWF 

IMF 

AfDB, CFO 

CFO, AfDB 

WHO, France, European 
Commission 

. 

WHO, France, European 
Commission 
France 

WHO, France, European 
Commission 

l 



-
Key Develo pment 

Object ives 

,-

---

-

-----
Provision and 

financing of public 

goods and services: 

(b) Education 
--

P rovision and 

financing of public 

goods and services: 

(c) Social security 

Provision and 

fi nancing of public 

goods and services: 

(d) Environmenta l 

protection 

GABON - DRA FT Cou nt r}:'. Assis tan ce S trateg}:'. Matrix {1999-2000} - -----
Fosterin g S us ta inable, Divers ified, a n d Equitable Growth 

Stra1e~y/Ac1ions Progress Indicato rs Instrumen ts 

.. -
NLS Lending / 

Guarantees 
Stimulate competition on the market for Essential drug policy implemented and Policy advice PERL 
essential drugs (revise pricing policy). pharmaceutical sector opened to international 

competition; reduction of prices of basic drugs 
observed. 

Improve urban sanitation and sewerag--;r-
-

All neighborhoods in Libreville, Port Gentil Transport/Urban TA 

drainage. and Franceville receive garbage pickup service (ongoing); Urban 
on a regular basis. LIL 

Improve access to potable water. Access to potable water increases by I 0% per 
year. 

Increase community panicipation to foster better Local populations begin to focus on results PERL 
feedback between population demands and rather than structures. 
feasible/ appropriate actions. 
Develop an education sector strategy. Sector strategy produced. PERL 

Use school map (car/e scolaire) as an School map produced and regularly updated. PERL 

investment tool. 
Long-run improvements in education system. Science, math, and technical curricula Policy advice PERL / Education 

enhanced. LIL 

Improve quality and market orientation of Administrative costs of publicly-provided Policy advice PERL / Education 

publicly-provided professional training and professional training drop and number of LIL 

allow private sector to take the lead. graduates hired by private sector increases. 

Improve female participation at higher levels. Number of teen pregnancies reduced. 

Define and implement a social protection Revised Social Security Code satisfactory; Policy advice Privatization TA 

strategy. evaluation of the capacity ofCNGS to fulfil its 

mandate. 

Reform health sector to separate service Ownership of hospitals transferred from CNSS Policy advice Privatization TA 
provision from financing ond reduce to state and private sector. 

segmentation. 
Establish a regulatory framework fo r productive Forestry, Mining and Petroleum Codes provide Policy advice 

activities by the private sector consistent with adequate safeguards and ministries equipped to 

environmental protection. enforce them. 
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IFC/IMF/Other donors 

WHO, France, European 
Commission 

CFD,AfDB 

Canada 

UNDP, WHO 

France, European 
Commission, AfDB 

France, European 
Commission, AfDB 

France, Canada, ILO, 

UNDP 
UNDP, ILO, Canada 

UNFPA 

ILO, IMF 

JLO 

IMF 
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GABON - DRAFT Country Assistance Strategl'. Matrix {1999-2000) - - -
Foster ing S ustainable, Diversified, and Equitable Growth 

Key Development Strategy/Actions Progress Indicators Instruments IFC/IMF/Other donors 

Objectives .. . ------- ~ ' '. NLS Lending/ 
.. 

.. Guarantees 
Strengthen administrative capacity to protect the National Environmental Action Plan Policy advice Forestry & REIMP (GEF), GEF (new 
environment. implemented. Environment grants), UNDP, France, 

Investment Canada, WWF 
-- -

Provision and Improve identification and monitoring of poor. Household survey extended to cover rural area:; PERL France, UNDP 

financing o f public for poveny monitoring at national level. 

goods and services: 

(e) Information and 

knowledge 

management 
Effective regulation of private provision of Baseline data on quality and pricing of public Policy advice Privatization TA 
public services. goods and services available via regularly-

updated consumer surveys. 
Provisions of specific contracts adhered to Policy advice Privatization TA, 
(water and electricity, railway). railway rehabilitation 

Improve dissemination of economic information Country information management assessment Regional Environ. 
to stakeholders. done. Information Management 

Project (GEF) 

Tableau de Bord Social published and UNDP 
distributed regularly. 

Tableau de Bord Economique published and IMF 
distributed regularly. 
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Addressed to: Mr. Ismail Serageldin 
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Topic: Request for the World Bank to provide funds for Dr. Carter Brandon's trip to the conference. 
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D Please review and advise. 

D Please reply directly e a cop . 

D For your review. Deadlines will be ent via EM. 

D Please prepare a response for . Serageld.in's signature. 

D Please handle/respond o half of Mr. Serageldin and provide a copy. 

D Please prepare a res e for Mr. Wolfensohn's signature. 
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Note: Please return this page with a copy of the incoming correspondence and the reply/action 
taken to DORY (MC 4-122). The original copy of the correspondence should be filed in your 
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Dr. Ismael Seragaldin 
Vice President 
World Bank 
1818 H Street, NW 
Washington DC 20432 
USA 

March 25, 1998 

c .. ~ Dear Dr. Serageldin, 

As you know, the Centre for Science and Environment is an independent, public interest research 
organisation that aims to increase public awareness of issues in science, environment and 
development. The Centre was started by·young scientists, engineers and environmentalists in 1980. In 
the early 1980s, we addressed the Parliament and the Union Cabinet at the request of our former 
Prime Minister Shri Rajiv •Gandhi. In the past 18 years, the Centre has emerged as a pioneering public 
interest organisation and has studied the environmental changes taking place in India and their 
impact on the people with a view to achieve equitable and sustainable development. 

Given the rapid growth in industrialization, urbanisation and agricultural modernisation, India is 
facing new threats in the area of public health. Unfortunately, areas like vector ecology, toxicology 
and epidemiology are quite weak in India. We have, therefore, decided to create some public interest 
in this new and emerging area. 

The Centre has recently established a health and environment unit to study environmental issues that 
interface with changing lifestyles and health and make them known to policy and key-decision 
makers. Presently, ~here are virtually no epidemiological studies being conducted in India. A World 
Bank study conducted by Carter Brandon and Kirsten Hommann valuing the cost of environmental 
degradation in India puts the health costs arising from growing pollution from air and water at about 
Rs. 24,500 crore (US $ 7 billion) a year. We consider this study to be very important from an 
environmental policy-making perspective. We have published the study in our Centre's science and 
environment magazine, Down To Earth. Subsequently, we undertook a follow-up study in which we 
applied the World 'Bank &iodel to the most recent air quality data available in. India to get updated 
estimates of health and environment costs. In this regard, we have been in close touch with Dr. 
Brandon via electronic mail and even during his visits to India. 

As part of the health and environment programme, our Centre has organised a conference on 
environmental health from July 7-9, 1998 at New Delhi. We are very keen to have Dr. Carter 
Brandon participate in the conference. We consider it very important to associate with experts and 
scientists working in the World Bank as we require easy access to expert opinion on various issues 
which we feel will then help us in lobbying for change. 

i.'CENIRUOQ.SCJEblCE..ANO:EN.'JIRONMENI:IS A NON-PROFIT, NON-GOVERNMENTAL ORGANISATIOI,/ REGISTERED IN NEW DELHI, SET UP TO DISSEMINATE INFORMATION ABOUT SCIENCE AND ENVIRONMENT 

,.,...\IN OFFICE: 41,Tughlakabad Institutional Area, New Delhi-11 D 062 /NOIA Tel: 6981 110, 6981124, 6983394, 6986399 Fax: 91-11 -6985879, Email: cse@sdalt.ernet.in 
BRANCH OFFICE: Core 6A Fourth Floor, India Habitat Centre, Lodhi Road, New Delhi-110 003 

, . t i . • 



However, since CSE has limited funds available, we would like to request the World Bank to provide 
financial assistance for his travel to India. We will be happy to take care of his accommodation and 
hospitality during his stay in New Delhi. 

We look forward to-hearing from you soon. . . 

With my best wishes 
,; ' 

Sincerely J,.? 
{!. !<~--~-/ 

Dr. V. Ramal~ 
Chairperson, Executive Board 

Fax: 91 - 11-6985879; Email: anil%cse@sdalt.emet.in 

o I 

ti I 
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D F~vtew. Deadlines will be sent via EM. 

B'Please prepare a response for Mr. Serageldin's signature. 

D Please handle/respond on behalf of Mr. Serageldin and provide a copy. 

D Please prepare a response for Mr. Wolfensohn's signature. 
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(entre for the Study of Public Yolicy 

Director: Professor Richard Rose FSA 

University of Strathclyde Glasgow G1 1 XH Scotland 

Fax: (44)-141-552 4711 

Dear Ismail, 

Livingstone Tower 26 Richmond Street 

Direct Line: (44)-141-548 3217 
University Phone: (44)-141-552 4400 

7 March 1998 

Just a note to say that the first results from the survey on social capital in Russia 
are coming back, and the idea focusing on using social capital to get things done - with 
or against the State - seems to be working. The good news is that social capital is a 
variable not constantly negative in the Russian context! 

I will keep Christ Grootaert briefed so that if you get a moment between juggling 
things you could ring him or me, depending upon the time zone you are in. 

Arrive in Washington at the Cosmos Club 29 April and up to New York 7 May. 
Are you in town then? If so, it would be nice to get together for a chat. 

If your travel plans are unclear, I will ring your office on arriving in Washington 
and see what the situation is on your side. 

Ismail Serageldin 
Vice President - Environmentally 
Sustainable Development 
7th floor - Suite 7-031 
The World Bank 
1750 Pennsylvania Ave. NW 
Washington, DC 20433 
USA 

Yours, 

Joinin.9.. the world of ideas with the world of ora~ 
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(entre for the ~tudy of Yublic J1a1icy 
Director: Professor Richard Rose FBA 

University of Strathclyde Glasgow G 1 1 XH Scotland 
Livingstone Tower 26 Richmond Street 

• 

Fax: (44)-141-552 4711 

Dear Ismail, 

Direct Line: (44)-141-548 3217 
University Phone: ( 44 )-141-552 4400 

7 March 1998 

Just a note to say that the first results from the survey on social capital in Russia 
are coming back, and the idea focusing on using social capital to get things done - with 
or against the State - seems to be working. The good news is that social capital is a 
variable not constantly negative in the Russian context! 

I will keep Christ Grootaert briefed so that if you get a moment between juggling 
things you could'nng him or me, dependin u on the time zone you are in . 

If your travel plans are uncle I will ring your office on arriving in Washington 
and see what the situation is on yours 

Ismail Serageldin 
Vice President - Environmentally 
Sustainable Development 
7th floor - Suite 7-031 
The World Bank 
1750 Pennsylvania Ave. NW 
Washington, DC 20433 
USA 
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Joining the world of ideas with the world of practice 
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Letter from 55 NGOs from 19 Countries to IMF Managing Director, 
Michel Camdessus, and World Bank President, James D. Wolfensohn 

Africa Water Network (Kenya), Bank Monitoring Unit (Kenya), Berne Declaration (Switzerland), Center for 
ln!cmational Environmenlal Law (US), Conservation Chair Andrew Mason (US), Center of Concern (US), Down to 

Earth-the International Campaign for Ecological Justice in lndonesia(England), Edmonton Friends of the North 
Environmen1.al Society (Canada), Elk Valley Branch of the wt Kootenay Environmental Society (Canada), 

Environmental Investigation Agency Ltd (UK). Friends of the Earth (France), Friends of the Eanh (US), Forest 
Peoples Progr.:.mme UK (England), Forest Stewardship Council (Ireland), Fem/WRM (United Kingdom), Fukuoka 
1'GO Forum on the ADB (Japan). Friends of the Earth the Netherlands (Netherlands), Friends of the Oldman River 

(Canada). Friends of Siberian ForestS (Russia), Friends of the Earth Internat ional (France), Federal Land Action 
Group New York (US), Green Korea United (South Korea). Galway One World Centre (I reland), Irish Woodworkers 

for Africa (Ireland). INFID The Hague (Netherlands). INFID Indonesian (Indonesia), INHURED International (Nepal), 
International Rivers Network (US). Japan Center for a Sus1.ainable Environment and Society) (Japan), Japan NGO 

Network on Indonesia (Japan), Komitee Indonesia (Netherlands), MFI-Program Both ENDS (Netherlands), 
Leavenworth Audubon Adopt-a-Forest (US). National Wildlife Federation (US), Netherlands Committee for IUCN 

('Scthcrlands). Pesticide Action Network North America Regional Center (US), People's Forum 2001 (Japan), Pacific 
Asia Resource Center (PARC) (Japan), Rainforest Foundation International (US), Researcher Bank Monitoring Unit 

c'o Africa Water Network (Kenya). Red de lnfonnacion Rural Universidad Metropolitana (Mexico), Rainforest 
lnfonnation Centn: (Australia). Rainforest Relief(US), R.F.K Memorial Center for Human Right (US), Sierra Club 
(L'S). Swedish Society for Nature Conservation (Sweden). South and Meso American Indian RightS Center (SAIIC) 

(L'S). THE BORNEO PROJECT of Earth Island Institute (US). Tartu Student Nature Protection Group (Estonia), The 
Arctic to Amazonia Alliance (US). The Slatanika Association (Slovakia), Watch Indonesia! Haus der Dcmokratie 

(Gennany). World Rainforest Movement International (United Kingdom), Worldview Temple (US), Wetlands 
Preserve New York (US). Yayasan SAMA (Indonesia) 

~1 ~. '.v!ic~el Camdessus 
Managing Director . 
li1ter.1ational Monetary Fund 

700 19th Street 1. W. 
W2Shington, D.C. 20431 

. 
Mr. James D. Wolfensohn 
President 
The World Bank Group 
1818 H Street, NW 
Washington, DC 20036 

Dear Mr. Camdessus and Mr. Wolfensohn, 

April 16,1998 
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We are wTiting on behalf of fifty-five environmental, development , and human 
rights organizations, with ove:- six million members a.id st.:pporters in nineteen countries, 
concerning ongoi:ig IM:=- an~ V.-'orld Bank !ending to Indonesia. Given the rapid pace at 
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of IMF/World Bank economic reforms concerning the break-up of such monopolies and 
cartels, particularly in plywood, rattan, paper, and clove. 

4 . We are concerned that standard Bank environmental and social directives do 
not apply to Structural Adjustment Loans. Recent reports indicate that the World Bank is 
preparing two rapidly disbursing $1 billion Structural Adjustment Loans for Indonesia to 
be made prior to July, 1998. Initial reports indicate portions of these loans may support 
privatization of oil palm plantations, and that at least $600 -700 million may go for 
balance of payment support purposes. Under current governance conditjons in Indonesia, 
and in the absence of implementation of Bank environmental and social policies, these 
loans would appear to have little to do wjth the World Bank's mandate of poverty 
alJeviation and environmentally sustainable development. We are particularly concerned 
by the lack of publicly available information from the Bank on the proposed loans, whlch 
would violate standard Bank public information and disclosure policies, except that Bank 
staff have indicated that these policies do not apply to Structural Adjustment Loans. We 
are also concerned about initially reported plans for rapid one-tranche disbursement, 
whlch would eliminate effective mechanisms for monitoring of loan implementation and 
forestall remedies for non-implementation, such as halting disbursements. 

5. The Fund and Bank should insist on more rigorous standards of financial 
transparency and accountability for borrowers--and for themselves--than in the past. They 
should refuse to disburse public funds to governments that do not take actions to meet 
such standards, including civil service reform and the dismantling of nepotistic 
government monopolies. These conditions currently characterize the situation in 
Indonesia. There is growing worldwide concern that the Fund in particular has not 
undertaken long overdue reforms to ensure greater transparency and accountability 
concerning its own operations, a lacuna which undermines the credibility and efficacy of 
the advice it proffers to its borrowers. 

Therefore, we off er the following recommendations: 

]. In the absence of meaningful, enforceable environmental and social 
conditionality tied explicitly into IMF and Bank loan disbursement schedules, we call 
for a halt to any direct or indirect encouragement by the Bretton Woods Institutions for 
the expansion or privatization of the Indonesian palm oil sector. Loan conditionalities 
should include the prerequisites of an open, transparent, and participatory system of land 
use planning, one wruch recogruzes the adat land and forest tenure of indigenous forest 
commuruties. 

2. We call for IMF and World Bank Indonesian loan conditions to include the 
cessation of all direct and indirect subsidies - including those to the private sector, 
~f:rot'f/: the '·P.cfo.-esta:ior Fl:nd'•, end through the J.firrisrry of Transmigration - to 
ri,e immense(,• damaging one m illion heclare projects in Cerztral Kalimantarz and Jrian 
Jaya. These projects substantially risk the further irreparable depletion oflndonesia' s 
resource base the destruct!O:-! of !oc2! indigenou~ economies, and as more fires rage out 
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of control in the mega-project areas, will have a negative impact on regional A SEAN 
economies as well . 

3. We call for the disbanding of the plywood, rattan, paper, and other 
monopolies and cartels as a litmus test for determining whether further disbursements 
of IMF, World Bank, ADB and other public multilateral and bilateral funds (which 
are not designated for direct poverty relief) should be made in Indonesia. "Direct 
poverty relief' means food and medical supplies and job creation. In the interests of 
protecting the needs of the poor, we urge the IMF and the Bank not to push Indonesia 
rapidly to withdraw subsidies for basic food commodities and unleaded fuel. 

4. We call for existing World Bank environmental and social policies and 
procedures (i.e. Operational Directives, Operational Policies and Bank Procedures) to 
be applied directly to Structural Adjustment Loans, including those planned for 
Indonesia. We call for a halt to plans for the rapid disbursement of large Bank loans 
to the Indonesian Government, which are not subject to Bank environmental and 
social policies (transparency, public information, effects on indigenous peoples, 
resettlement, etc.), unless the loans are purely for direct poverty alleviation (i.e. food 
supplies, medical supplies,job creation). The disbanding of the monopolies and cartels 
must be a prerequisite for the disbursement of any other funds, including balance of 
payments and structural adjustment loans. 

5. We call for the Bank and the Fund to ensure that loans to Indonesia during 
the current crisis are accompanied by rigorous, monitorable, enforceable measures to 
promote civil service reform, greater financial accountability and transparency, and 
respect for good governance and human rights. The World Bank shouldfol/ow its own 
public information policy in the proposed billion dollar adjustment loans and all other 
loans in the current crisis. We urge the IMF and the World Bank to promote the 
establishment of an Independent Anti-Corruption Commission, to prevent the "leakage" 
of funds, and to work towards the creation of a clean and accountable government 
bureaucracy. 

Finally, the IMF should undertake long overdue reforms to ensure 
transparency and public access to information concerning its activities. The IMF 
should make publicly available the Policy Framework Papers and Letters of Intent at 
the time of the signing of loan agreements. Article JV Consultations, evaluation and 
audit documents, Interim Committee and Development Committee documents and 
Staff Country reports should also be made publicly available following Board . 
discussion of such documents. In the case of Indonesia, the Fund should respond to 
repeated requests by Indonesian and other civil society organizations and NGO's for 
direct meetings in Indonesia and abroad. The Fund should also undertake major 
reforms tc pro,:wtc a mo:-e pcrtbipator;·1 open proces!> and involve elements of civil 
society in titejorm ulation of its p oficfrs and recommendations for borrowing nations. 
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Thank you very much for your anention. We look forward to hearing your 
responses to our concerns. 

~:=1~ 
Staff Scientist 
International Program 
Environmental Defense Fund 

On behalf of: 

John Seed, John Revington, 
Director 
Rainforest Information Center 
Australia 

David J. Parker, Treasurer 
Edmonton Friends of the North 
Environmental Society 
Canada 

Erica Konrad 
Elk Valley Branch oftbe East 
Kootenay Environmental 
Society 
Canada 

Cliff Wallis, President, 
Friends of the Oldman River 
Canada 

Peep Mardiste, Project 
Manager 
Tartu Student Nature 
Protection Group 
Estonia 

James Barnes, Counselor 
Friends of the Earth 
International 
France 

Olaf Dierker 
Watch Indonesia! 
Haus der Demokratie 
Germany 

Sincerely, 

Bruce Rich 
Director 
International Program 
Environmental Defense Fund 

Asmara Nababan, Secretary 
INFID (lntemational NGO 
Forum on Indonesian 
Development) 
Indonesia 

Alimaturahim, Director 
Yayasan SAMA 
Indonesia 

Heike Vomhagen, Co
ordinator 
Galway One World Centre 
Ireland 

Tom Roche 
Forest Stewardship Council 
(FSC) 
Irish Woodworkers for Africa 
Ireland. 

Dr.Kenji Ago, Chairman 
Fuk."lloka NGO Forum on the 
ADB 
Japan 

Sachie Okamoto 
JANNI (Japan NGO Network 
on Indonesia) 
Japan 

Tomoyo Saito, Program 
Director 
Japan Center for a Sustainable 
Environment and Society 
(JACSES) 
Japan 
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Sonoko Kawakami, 
Executive Director 
Japan NGO Network on 
Indonesia (JANNI) 
Japan 

Kiyokazu Koshida, 
Executive Director 
Pacific Asia Resource 
Center (PARC) 
Japan 

Tomoko Sakuma, 
Executive Director 
People's Forum 2001 
Japan 

Dr. Maurice Ndege, 
Executive Director 
Africa Water Network 
Kenya 

Pireh Otieno, Researcher 
Bank Monitoring Unit 
do Africa Water Network 
Kenya 

Scott Robinson 
Red de Infonnacion Rural 
Universidad 
Metropolitana Iztapalapa 
Campus 
Mexico 

Shobhakar Budhathold, 
Exe~utive Member 
INHURED 1ntemational 
Nepal 



Dr. Andrei Laletin, Chairman 
Friends of Siberian Forests, 
Russia. 

Roman Havlicek, Coordinator 
The Slatin.ka Association 
Slovakia 

Lee Taehwa, International 
Coordinator 
Green Korea United 
South Korea 

Goran Eklof, Head of 
North/South Department 
Swedish Society for Nature 
Conservation 
SWEDEN 

Peter Bosshard, Secretary 
Berne Declaration 
Switzerland 

Mr. Theo Ruyter, Coordinator 
MFl-Programme 
Both ENDS 
The Netherlands 

Arjan Alkema 
Friends of the Earth the 
Netherlands 
The Netherlands 

Eva Philipps, fNFID Secretary 
The Hague 
INFID 
The Netherlands 

Yvette Lawson, Coordinator 
Komitee Indonesia 
The Netherlands 

Wouter Veening, Director, 
Policy 
Netherlands Committee for 
IUCN 
The Netherlands 

Frances Carr, Campaigner. 
Down to Earth - the 
International Campaign for 
Ecological Justice in 
Indonesia. 
United Kingdom 

Steve Trent, Campaigns 
Director 
Environmental Investigation 
Agency 
United Kingdom 

Saskia Ozinga 
FERN/ World Rainforest 
Movement 
United Kingdom 

Marcus Colchester, 
Forest Peoples Programme 
United Kingdom 

Maurio Farhan Ferrari, 
World Rain Forest Movement 
United Kingdom 

Erik van Lennep, Executive 
Director 
The Arctic to Amazonia 
Alliance 
United States 

Jim Puckett, Director 
Asia Pacific Environmental 
Exchange (APEX) 
United States 

Wick Pancoast, Director 
The Borneo Project 
United States 

Jo Marie Griesgraber, Director, 
Center of Concern 
United States 

David Hunter, Vice President 
for Programs 
Center for International 
Environmental Law 
United States 
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Andrew Mason, 
Conservation Chair 
Delaware-Otsego 
Audubon Society 
United States 

Mark Goldberg, Director 
Federal Land Action 
Group 
United States 

Carol Welch 
Friends of the Earth-US 
United States 

Patrick McCully, 
Campajgns Director 
International Rivers 
Nerwork 
United States 

Pat Rasmussen, President 
Leavenworth Audubon 
Adopt-a-Forest, 
Leavenworth, WA 
United States 

Barbara J. Bramble, Sr. 
Director, International 
Affairs 
National Wildlife 
Federation 
United States 

Marcia lsbii-Eiteman, 
Senior Program 
Coordinator 
Pesticide Action Nerwork 
North America Regional 
Center 
United States 

Tim Keating, Executive 
Director 
Rainforest Relief, 
Brooklyn, New York, 
United States 

Gary R. Bumiske, 
Executive Director 
Rainforest Foundation 
International 
United States 



James J. Silk, Abigail Abrash 
Robert F. Kennedy Memorial 
Center for Human Rights 
United States 

Larry Williams, Director 
lntemational Program 
Sierra Club 
United States 

Laura Soriano, SAlJC 
Executive Director 
South and Meso American 
lndian Rights Center (SAlJC) 
United States 

John W. Friede, Executive 
Director 
Worldview, Temple, New 
Hampshire 
United States 

James Hansen, Environmental 
Director 
Wetlands Preserve, New York, 
New York, 
United States 

* Institutional affiliation shown for identification purposes only. 

Attachments: 

Susan Hunt, Vice 
President 
TOES-USA (The Other 
Economic Summit -
United States)• 

Lisa M. Curran, Ph.D. 
Asst. Professor, Dept. of 
Biology& 
School ofNatural 
Resources & Environment 
University of Michigan• 
United States 

Memorandum: Environmental and Social Concerns Relating to IMF and World Bank Lending in 
the lndonesia Crisis 

Appendix 1: Plantations and Forest Fires. Jncludes: CIFOR Reports, Senator Max Baucus 
A SEAN report, photographs of plantations burning. 

Appendix 2: .Environmental, Social, Economic Impact ofMegaproject in Central Kalimantan. 

Appendix 3: Monopolies and Cartels. Includes: Overview of APKINDO, Indonesia's Plywood 
Cartel by Chris Barr, press clippings. 

Appendix 4: Good Governance, Transparency, and Democracy. Includes: Statement on IMF by 
]ndonesian environmental, development, and legal organizations. 

Cc: Executive Directors of the World Bank 
Executive Directors of the International Monetary Fund 
Jean-Michel Severino, Vice President, East Asia & Pacific Regional Office, World Bank 
Jsmail Serageldin, Vice President for Spcial Projects, World Bank 
Dennis De Tray, ]ndonesia Director, World Bank 
Stanley Fischer, First Deputy Managing Director, JMF 
Hubert Neiss, Asia and Pacific Department, IMF 
Mr. Kadhim AI-Eyd, ]ndonesia Senior Resident Representative, IMF 
United States Depanments of State, Treasury, Council on Environmental Quality 
Members of Congressional Appropriations Committees 
Members of House lnternational Relations Committee 
Members of Senate Foreign Relations Committee 
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Conrents: 

1. The environmental and social implications of IMF promotion of the oil palm sector in 
the wake ofJast year's Indonesian forest fires. 

2. The potential positive environmental and social effects ofIMF/WB ecor:omic 
liberalization conditions on the one million hectare rice project in Ka:i:1:: ... :: :.:.:.--: ;=.::: 
swamp forests and the planned one million hectare plantation projec: '.:: :- ..:.. . ~ -: .!. 

3. Tne need for consist~nt, crecib]e, and "L'Joroug.iJ implementauon :::..--::: -:- -< :: .-~:.~ :-
1MF!World Bank economic refonns concerning the brea1<-up of go,,e:: - =:·- · - ~- :-:: : ·:::: 
and cartels, particularly in plywood, rattan, · paper, and clove. 

4. Concerns over the lack of socia] and environmental regulations for Wor;a ..c'.l.~'< 
Structural Adjustment Loans. Concerns over the proposed WorJd B~< 011e ':>i~'.:o~ do:1~ 
Structural· Adjustment Loans to Jndonesia inc1uding the lack of publicly avafl2bie 
information on the Joans, in apparent vio_lation of the Bank's public disclcs..!rz ;cEc~.::s. 

5. Overarching concerns about the need for greater transparency, civil se:rv:ce refonn, '.l.'Tld 
greater a~countability in the IMF and World Ban1c reform package. 

Appendix· 1: Plantations and Forest Fires. ]nclud~s:.CJFOR Reports, Senator ~lax i3aucus 
ASEAJ'l report, photographs·of plantations burning. 

Appendix 1: Environmental, Social, Economic Jmpaci ofMegaproject in Central X.1Jim:mtan. 

Appendix 3: Monopo)jes and Cartels. lncludes: "Overview of APKINDO, lndonesia's P]ywcod 
Cartel" by Chris Barr, press clippings. 

Appendix 4: Good Governance, Tra~sparency, and Democra~y.' Includes: Statement ?:l 1iY.i: b:J 
Indonesian environmental, development, and legal organizations. 
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1. The environmenta] and soda] imp]ications of ]MF promotion of 1he oiJ palm 
sector in the wake of last year's Jndonesfon forest fires. 

In J_anuary, 1998, the IMF announced that the agreement signe~. with Indonesia 
recognized that the "pressing need fo the current circumstances.is to encourage foreign 
investment. Accordingly ... by February 1 a11 formal and informal barriers to investment 
in palm oil plantation will be removed." 1/ 

We be!ieJJe that under current conditions J]vJF and World Bank promotion of !he palm 
oil sector, including plans for privatization, in the absence of meaningful, enforceob/e 
environmental and social conditionality tied ~.xplicitiy into Jh e Joan disiJ!JTszmenJ 
schedule, poses unacceptable environmental and social ris!<S. These risb in dud~ 
widespread forest fires endangering regional environmental stability and health, 
significant economic losses entailing from these fires to the A SE4N region, and the 
forced dispiac:ement of indigenous and other forest-dwelling communities within 
lndonesia. These risks can be mitigated by the provision and enforcement ofloan 
conditionalities that include the prerequisites of an open, transparent, and participatory· 
system of land use planning, one which recognizes the adat tenure of indigenous forest 
conununities. 

The lndonesian for~st fires of 1997 were one of the great environmental disasters of the 
century. It is es1imated that six months of fires produced greenhouse gas emissions equal 
to the annual emissions from all of the automobiles in Europe. The devastatjng forest 
fires -- for tlie most part purposefully set - spread poisonous smoke over six countries, 
caused over $1.3 billion in health, transport, and trade damages (not inc1uding the Joss of 
forest cover and the destruction of forest-based economies where the ·fires occurred), and 

I 

affected the health of over 70 million people.2/ At the height of the fires, breathing the 
air in.Malaysia was the equivalent of smoJang five packs of cigarettes per day. Officially 
sanctioned large-scale oil palm, pulpwood, and rubber plantations were largely blamed 
for these fires. The IMF letter of intent mandates the expansion of Indonesia's oil palm 
sector through the removal of barriers to foreign investment in oil palm plantations, a 
move likely to bring about a recurrence and intensification of the worst fires of the 
century, with accompanying economic costs spread throughout Southeast Asia. 

On his ASEAi'l trip at the end of 1997, U.S. Senator Max Baucus found that the fires 
were "caused largely by Jndonesian and Malaysian timber companies clearing land for 
palm oil plantations in violation oflndonesian law." 3/ He continued," Few of these 
companies have suffered any significant punishment, and most people l met were 
pessimistic about the chances this would change any time soon. · One American 
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The economically danrnging forest fires have now slarted agai;1. Since Ja'1uary, 1998, in 
the province of East KaJimantan (Jndonesian Borneo) alone, an addi1iona] J;S.] milJion in 
fire damage has been reported. 5/ On March 3, over 700 "hotspots" were observed in the 
_province by sa.tellite.6/ On March 5, Reuters reported the use of arson by plantations "to 
force people off land wanted mainly for oil palms.''7/ 

]n a February, 1998 report, the CG]AR Center for lnternationalForestry Research 
(CJFOR) ca1ls palm oil the commodity with the most important potential impact on forest 
cover. 8/ Current plantations are estimated at 2 million hectares and the Ministry of 
Agriculture has announced that an additional 1.5 million hectares will be added in 1998 
as part of a new policy-to address the monetary crisis. Since the Janu2r)' 15 
announcement of Jndonesia' s agreement with the I vIF, se'1e::-a1 ei:virornne:r.tai . 
organizations in Kalimantan and Java reported that plantation corn:panjes moved imo and 
seized the forested territories of indigenous-peoples. 9/ The indigenous peoples report . 
that they expect these companies to begin clear-c-.ming aJid b u..JUr..g t::efr sustainacly 
managed forests in the nex, four to six months, sending 1beir regjon up in :flames, and 
leading to the destn:ction oflocaJ forest-based ecm:cmies . TI:e seizir.g of :::cigenous 
lands and subsequent deforestation is the usual modus ·operandi of plantation 
~stablishment in ]ndonesia. (See Appendix l.) 

According to a CIFOR Position Statement on the Jndonesian fires, 10/ Indonesia must 
ensure that "programs to open up new areas for agriculture take into account the . 
consequent fire hazards that these programs can create. ClFOR states, "We believe these 
fires are a symptom of the deficiencies in forest management systems and in policies and 
regulations on the clearance of forest land for agriculture."] l/ ClFOR notes that 
"decisions on large scale land cleari_ng have often been made without full appreciation of 
the values of the forests ... to local communities" and underscores the necessity of 
clarifying land ownership "carefully and in a manner consist_ent with local norms, values~ 
and traditi9ns."l 2/ · 

. . 

·2. The need to reaJize the potential positive environmental and social effects of 
JMF/WB economic liberalization conditions bv termjna6ng government subsidies 
for the one miJJion hectare rice project in KaHmantan peat swamn for~sts and the 
planned one miJJion hectare plantation project in lrian Java. 

The Indonesian Government, at the direct behest of President Suharto, is subsidizjng two 
"mega-projects" likely to have enormous negative environmental, social, and economic 
impacts - one million hectare land..:cJearing projects in the forests of Central Kalimantan 
13/ and lrian Jaya. 14/ (See Appendix 2, ~ompiled by the Jndonesian environmental 
organization, SKEPHJ, and twe.nty-six Indonesian, European, and U.S. environmental 
organizations, for details.) 
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assessment prior :c ::-~j~-:t ir::;::le::1~r.:c1t:m~. A.ccord:~g :o W:::]ar.ds Jnterm:itio:r.al, 15/ 
peat swa.':'lp fores:..; --:. .:;~.l;:c:~:-ized by ;1uge deposi1s of organic deoris up to 20 meters 
deep, and are valued for their role as carbon sinks and in balancing the narural water 
regime. Once, drajneJ ,hey are very vulnerable to fire. 

In 1997, as a result of the draining of the peat swamp forests (home to indigenous 
communities and a subS1antial orang utan population), the Central Kalimantan mega
project was the site of major peat fires which spread into the ~eep underground peat 
layers and contributed significantly to poisonous haze covering the Asean region. 
According to lndor.esia.1 ,md :Siropea;, conservation organiz.mions, the valuable peat 
swamp forests are b~::::; :e·:-d ":;~, ;;r:v:;~e coj~par1ies, ir:duding ~1;ose owned by Sunano' s 
youngest son, H1.:1 0:r::1c :V! i:L!C:ib Putra, and Ljern Sioe Uong, a dose business associate of 
Suhar:o. These co:::;a.~: ~3 :. • .,c i:r1c1-ld i::-1 see~ci:ilg to conven ]and to oil palm 
plantations. 1nrou3: 1 .... r:!,, -:~:::~' s ~ :--:. .... ~7"::s .:-:!t}O~ - e::T""--::e::t, :...'::! J c·, ~:::..~e:11 ;:~~":3 :c 
resettle over one mi~:io.: p~op1e in 1his region of poor soils and flammable peat, a reg1on 
which bears testimon~J ~o ~arlier fai}e-: iransmig:ration efforts. (See Appendh 2) 

Jn September, l 997, a1 1he height of last year's fires, President Suhano announced a one 
mi1lion hectare plantation project planned for a 500 1cilometer by 20 kilometer ponion of 
forested Jrian Jaya. A transmigration effort is planned to subsidize the "land clearing" 
activities associated wi1il plantation establishment in Jrian Jaya, which wj)] likely taJce 
place· in regions aJready managed by indigenous peoples. ] 6/ 

With regard to government subsidies for large projects, which would cenainly include the 
two mega-projects in question, the Fund's Managing Director recently stated: 

"We are also see:Xing to improve the quality of government expenditure by 
reducing outlays for unproductive purposes, such as costly military buildups and 
large projects that ben~fit influential groups while stroking the egos of the high 
and mighty." 17/ 

Clearly, any program of economic lioeraiization must include the cessation of all direct 
and indirect subsidies to either of 1}1 ese immensely damaging projects in Xalimantan 
and lrian Jayo. These projects will result in the further irreparable depletion of · 
lndonesia's resource bas!! :md will undermine and destroy local, indige:1ously base:: 
economi~s. As more fires rage out of control in the Mega-project areas, they will have a 
further negative impac1 on regional ASEAN economies. Indonesian sources maintain 
that, in the past, government subsidies have included the misuse oflndonesia's 
"Reforestation Fund", subsidies through the Ministry of Transmigration, and other 
subsidies to the private sector. 
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3. Th<' ilced iO "'mun rnmi~1ent . credih1e. ::ind 1horf'l 1101J hnnl: ...... ... ·· ·· - .::- _ 
moni1 oring of ]MF/World Bank econom iC' reforms ronrenin':! :·~. ·- · : .. ::-.:. '· 
government monopo1jes =ind cnr1c]~. oar1k11l:1rly in p}""'-""()d. r'l ..... 
r]OY'!. 

On January 26, l 998, Mr. Camdessus announced that the ]ndonesi2Jj :;0v~~e::~ ;:~c 7_: 
into place "a wide range of measures 10 eliminate structural distortions and 
restrictions ... before their commined date of February 1. In particular, a!] special 
pri.vileges granted to the National Car Program have been eliminated; ... restrictive . . 

marketing arrangements have been abolished; domestic ·uade in agricultural products 
libe_ralized ... " 18/ 

According to the Wa'Jl Street Journal, however, the marketing board of the plywccc 
cartel, A.PKJNDO~ directed by Mohammad "Bob" Hasan (also known as T;1>:! Xian :<::~1~) 
- a close assodat~ of President Suharto~ simply ch.mged ~ts name arc ::.:e:--e ·.:: ·;":r·-r,:: 
companies to continue using its services. l 9/ The Singapore Straits ...... :. :: ~..: :e;:o-.;::.; ,.-.:r 
recent "privatization" of the Jakarta water supply meant that the forr.:=:./ £,:.;~-:-:. .... "l :.;: .. :-; 

was awarded to finns controlled by President Suhano's gra.;:::son, /'..:: 3:;::. :..-:: 2:~.: :. 
of Suhano business associate Liem Sioe Liong, lndonesia's wealthies1 ::r~ct:n .. '1.01 ..... 
planned water rate increase of25% was immediately announced by t:"' ::: -:-'aJ:1: ~~. ~ -
March, the Indonesian government daily, Antara, reported that the.supposedly abolished 
clove cartel, contro1Jed by a Suharto son, had apparently been reconsth-utec.21/ Tne 
involvement of Suharto children in new cartels Jinked to the emergency distributjon of 
basic foods has also been reported in the Jndonesian language press. 

The JMF is to be praised for its efforts to deregulate 1he Indonesian Plywood ?roducers 
Association (APKIND0);1he natjon 's plywood cartel.: We are, however, very concerned 
about reports that the producer's association has failed to relinquish its control over the 
industry. Our. concerns with APKJNDO are two-fold: First, the producer' s association 
has provided an extraor.dinary degree of direct persona) control over the nation's timcer 
sec1or to Mohammad "Bob" Hasan, one of President Suharto's closest bus~~ess associates 
·who has just been named Jndonesia' s Minjster oflndustry an~ Trade. Second, the carte]' s 
marketing practices, which have required enormous volumes of plywood to be so1d 
below-market prices, have created a structural incentive for Jndonesia's forest cest.-..ction 
to proceed at a pace we]] beyond what even market forces would dictate. {See Appe:.di:{ 3 
for details.22/) 

Jndeed, in 1992, a World Bank commissioned study by Jaakko Poyry, a :inrush forest.-y 
consulting firm, found that, in order to achieve the sustainable forest ;J;~::!-~::::: e.::: :.: 
So~theast Asian tropical forests.:. the greatest nwnber of which are in Jncones:ia -
Jogging mus1 be reduced by at )east 25% of 1990 levels. In the context of significant 
changes in Jogging practices - including a reduction of the high level of damage done iO 

trees left standing after harves1 - a 25% reduction in Jogging would be sufficient. 23/ 11: 
however, substantial inves1ments in improved forest management were not made - and, 
in Indonesia, they were not - Jaak.ko Poyry recommended a reduction in Jcgg::1g ';:;:, '10°/) 
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in OTCe!" lC 3,::~je,,e !:~StJi~:~j}j::1 .'.:: .:.l/ ':"';1~ ,-\_;-:l '(.J;--::-c C:l~e1 p;~y=d (:1nC :cntim .. es :o 
play) an imponant roie m prov1aing s1n.1cmra] incentives for ignoring sustrunability 
requirements. 

The ranan cartel, ASMINDO, imposed by Mr. Hasan in the early 1990's, devastated the 
local economies of the Kalimantan provinces which were dependent on the export of 
ranan. The Governors of these provinces demanded a repeal of the ranan regulations, to 
no avail. The economic livelihoods of hundreds of thousands of rattan .cultivators, 
collectors and mat and furniture makers were destroyed. Recent statements by provincial 
officials in East Kalimantan appear to support the break-up of the rattan monopoly, and 
the freeing-up of the rattan trade, which was slated for March 1, 1998. The break-up of 
this monopoly is likely to allow for substantial increases in the incomes of the indigenous 
forest dwelling peoples ofKaJimantan who have developed sophisticated systems of 
rattan cultivation, but who have been prevented from directly marketing their sustainably 
harvested crops by the ranan cartel. As of April l , l 998, however, the ]ndonesian 
government had sti11 failed to issue the implementing regulations for the rattan sector, 
leaving rattan farmers unable to obtain significant income from thefr carefully tended 
ranan gardens. 

Thus, the break-up of the plywood cartel~ APKJNDO, and its Jndonesian/Japanese 
counterpart, NJPPJNDO, and of the ]ndonesian rattan cartel, ASMJNDO, all controlled 
by Mohammad "Bob., Hasan, are of major importance not just for the economic future of 
Indonesia. but for its enviromnental and social stability. 

Concerning the need for effective measures to dismantle government supported 
monopolies the Fund's Managing Director has stated the following: 

"At the same time, the []MF corporate sector] programs seek to create a more 
level playing field for private sector activity by dismantling monopolies, 
eliminating government-directed lending, increasing. the transparency of foreign 
trade procedures, and revfaing government procurement and contracting 
regulations. ''25/ · 

Unfortunately, there are growing signs that the IMF-mandated break-up of the 
monopolies and cartels which have distorted Indonesia's economic system and have had 
profound social and enviro~ental effects so far has not su'?ceeded. There are a clear · . 
indications -incJuding the make-up ofJndonesia ' s newly-appointed cabinet - that the 
Suharto government has no intention of lessening the stranglehold of Suharto family and 
friends on the country's economic life. The disbanding of these monopolies must be a 
litmus rest for determining whether further disbursements of JMF, World Bank, ADB 
and other public multilateral and bilateral funds should be made in Indonesia. The 
break-up of the rattan cartel must be monitored closely to ensure compliance with IMF 
standards. 
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4 . Connrns over 1he la<''k of c.oria land ~nvfr,mn,er:1~) rr,:.,'J}n ::on.:; :fo:r ,-:-.,7 J:-;d ~ :~~ .. 
Structurnl Adjustment L oans. C onre:rns CY~, !he propo~q~J "\YorJd Ean1< o" e 1,;~::,,n 
ooJJa r Stru<'1Ur:i1 A<lh1s1ment Lo:rns 10 lndone~b. Conrern.s o·,e-:- f he :Jc'., Ji° 

pubHdv ::ivailab]e informnrion on the loans. in :1ppan :nt vjoJs1fon of the Ban.k's 
public di!-dosure poli<'ies. and over the propm:ed one-tranche disbursemen1. 
eliminating effertive monitoring and remedies for non-implementation of lo:1n 
conditions. Concerns over the proposed use of S600--S700 miJJion for balance of 
pavments suppor1 in the absence of stronger conditions for, and implementation of, 
governance reforms. 

Sources in the U.S. State Depanment, the U.S. Treasury Department, and elsewhere have 
jnformed us that the World Bank is poised to release up to two one billion dollar loans to 
the Jndonesian government in the form of rapidly disbursed Structural Adjustment Loans. 
Initial reports indicated plans for single-tranche disbursement. According to newspaper 
reports and other non-official sources, one third of one billion doHars was mean1 :o ce 
used for food and medicines while the other two thirds wiJJ be used for balance of 
payment supports. There is no official information available at World Bank headquarters 
or from the Jakarta office on these Joans. The BruL1< bas ±'ailed to produce a P::~Hc 
Information Document or any other standard publicly available information to aien the 
pubHc to the guidelines of these loans. The Monthly Operational Summary does not 
contain any information on the proposed loans. 

Jn November, JMF officials communicated to some of the sienatories of this Jetter that 
the World Ban1c was planing a public expenditure review ofJndonesian government 
expenditures that would inform the on-going elaboration ofIMF loans and policies for 
Jndonesia. We would like to know whether this review has proceeded. We would like to 
know how it is affecting the JMF and World Bank reform policies for Indonesia, 
including the proposed one billion do1Jar Structural Adjustment Loans. 

Several Bank staff have indicated, for the public record? that Structural Adjustment Loans 
are completely exempt from all Bank regulations on environmental impacts, inf onnation 
disclosure, transparency, and social impacts. 

According to the U.S. Executive Director of the World Bank, the process of securing one 
ofthe one billion do]]ar Structural Adjustment Loans was put on hold, apparently as a 
result oflndonesia's Jack of compliance with IMF requirements - i.e. the "Currency 
Board Crisis." Other Bank staff have indicated that, now that the Apr:il,1998 ]MF letter 
of intent has been signed, the Bank's Structural Adjustment Loans will be rushed before 
the Board· for a vote. · There is currently a narrow window of opportunity for the 
reconsideration of the parameters of the planned Joans. 

Major questions about these loans still remain, however: With which requirements will 
the Indonesian government need·to comply prior to the disbursement of the $1 billion and 
other Bank loans? What are the conditionalities associated with the proposed $1 billion 
Joans? How wiJl they be monitored and enforced? What Bank Temedies are there for 
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dealin2 with non-c8:n;:::::_.:_: .... -: ,c..:..--:. ,:._.,-:.:.::i,;s:-;:.s :,-,h~ :0an ~.s dJ.30i£Sed wP from in a - . . 
single tranche? 1f a two-tr2::c1:e disbursemem is ::Jnce. what are the conditionafaies? 
Standard Bank cnviror.0.c .:. 2.::.: sc...::ai rq1..:la1:o:r:s? Wnat wo1.:ilci oe considered non
compliance? 

Who at the Bank is resFor:.:ic:e for dete:-rr.ining compliance with ]MF requirements? T}1e 

break-up of the plywood, paper, ranan, and other monopolies is a crucial part oflMF 
requirements which should be non-negotiable. Js the break-up of the monopolies a 
requirement for the disbursement of the non-poverty-alleviation, balance· of payment 
support portions of the $1 bilJion Joans? Is appropriate transparency and civil service 
reform a requirement? Who at the Bank is responsible for assessing compJiance· with the 
requirement to preak up the monopolies? ]f the Bank is echoing the JMF call for : 
~ncouragement of investment in and privatization of the plantation sector, how wi11 the · 
Bank's environmental and socfal standards apply, for example, i~_the case ofthe 
expansion of the oil palm sector whkh 5s lixely to have substantial negative impacts on 
the regional economy, tr.e ;::!)vironment (1hough the expanded forest fires as a major 
means ofland clearing), :L;d on h:cjge:1cus communi15es? How are the "moral :hazard" 
argwnents against pumpin~ si~nificant amounts of cash into the Suharto regime 
addressed by a large rapid, onc-cranc:1e, even cwo :ianche, disbursements of funds hi H1e 
absence of civil-service reform (good governance)? Why would not the poverty aid and 
o~l palm sector portions of the Joans not be disbursed unde! "project" terms, whfoh · 
would subject the funds to more readily monitorable Bank condh iona]ities? 

5. Overarching roncerns nbou11h-e need fo r gre::iter tr::inspan ncv, d vii senice 
r eform; and greater accoun1aoility in the ]MF and W orld Bank r eform package. 

At the time of Mr. Wolfensohn 's visit to Jndonesia, important segments oflndonesian 
civil society directly communicated that the World Bank bears significant responsibility 
for supporting.a corrupt r_egime. We wish to reiterate the concerns and conclusions of ·. 
Indonesian civil society organizations about the need for greater transparency, civil 
service reform and accountabi1ity across the board during the implementation of the IMF 
and World Bank_aid package. (See Appendix 4.) 

Faflure to folJow standard Wor]d Ban1c inf onnation disclosure procedures· with 1oans such 
as the proposed one bj]Jion doJJar Structural Adjustment Loans described above, only 
adds t~ the climate of doubt concerning the Bank's role arnong·the Indonesian 
population, as well as among the ta-x-paying citizens of donor countries. Transparency 
breeds .confidence and trust in civil societv in exactly the same way that it breeds . ~ 

confidence in the market place. Following :nfonnation disclosure guidelines and acting in 
a transparent manner are necessar; to ease substantial concerns about the World Bank's 
actions. 

For years, the Bank has described its involvement in Indonesia as a model of success, 
to be emulated in other developing countries despite persistent criticism of the Jack of 
financial transparency within.Jndonesia, astonishing levels of corruption, and 
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indicnt;cns th::11 a subs1an1ial pon ion of Bank funds invested in Jndones~'1 -- ,,. ~- . -:" 
as 30% -- remains unaccoun1ed-for, having apparently "disappeared" '.)r " e'l'.-:e~.'' '2 9 
Recent events have proven that the Bank ·s rosy assessment of the st:r~ r:·· '--:·~-.. ~:~:;': 
economy were severely misplaced. At a February, l 998 meeting wifr. ~,~-. 
Wolfensohn in Jakarta, lndonesian economic analysts, academics, and . lGO ,e3ce:-s 
assaulted the Bank's record in Jndonesia.27/ Rizal Ramli, Director of a leading 
economic think tank, Econit, placed blame for the extent oflndonesia' s economic and 
political runnoil on "the B~'s overly optimistic assessment of lndonesian economic 
prospects in the 1990s [which] provided disincentives for reform and reinforced a 
tendency toward a higher inflow of for~ign borrowing."28/ 

In February, 1998, decrying the fact that the Bank ignored lndones·ia's obvious corruption 
and reliance on the use of force to contro] its population, INFJD, an association of over 
l 00 Indonesian and foreign NGO's, concluded that if the current crisis contbues, the 
percent oflndonesia's population in poverty, after decades of World Ban..1< in!er1e::.ticn. 
wi11 be approx imately equivalent to the poveny levels of 1967. (See A p:pe::cb{ J .) 

Meanwru]e, however, while the nation.'s natural resource base has bee:1 ce~1:is-:::1tcq by 
unsustainab]e exploitation at the hands of a corrupt and internationally S'J7;cr.~d 
government - Indonesia ' s forests declined by at least 45 million hectares si:~ce 1970 -
and Indonesia ' s debt burden has grown to US$ 65 billion from US$2.1 birnon in 1966. 

ln March, 1998, Muchtar Pakpahan, a jailed leader of SBSl, an independent ]ndonesjan 
labor union, told visiting Assistant Secretary of State for East Asian and Pacific Affairs, 
Stanley Roth - who accompanied·Walter Mondale on rus recent Jndones1a trip -- that 
"Washington shouJd not give aid to Jakarta until President Suharto implements reforms" 
- political, social and economic reforms.29/ 

ln April, 1998, the directors of the lndonesian economic think tank, Econit, publicly 
stated that "the IMF reform package would very unlikely directly address the main cause 
of the crisis, namely 'free, unbridl~d crony capi_talism."' 30/ 

W ALHI, Indonesia's largest environmental organization; with over three hlmdred 
environmental groups as members, issued a press release decrying the repressive 
statements and actions of military officers and civil service officials during the period 
prior to the PresidentiaJ "election" process of the Indonesian Parliament . Citing bans on 
meetings, seminars, peaceful ra11ies, attacks on NGO offices, the ·environmental 
·organization called on the government and the National Human Rights Cormnission to 
protect democratic princip]es and human rights.31/ 

Jbe Indonesian Legal Aid Society, YLBHJ, an organization of courageous lawyers 
dedicated to_ supporting the rule of law in Indonesia ( chaired by Robert F. Kennedy 
Memorial Center for Human Rights Award recipient, Bambang Widjayanto) called on the 
Indonesian government to, among other things, 
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l h r · ' .J • ' • ' ·11 ' cpen y :!:1.':0l.L'1ce t e :-e~orm program, mciuumg concrete steps wn;cn w1 ce 
taken; publ icly announce which ins1jtutions and individuals wi11 be responsible 
for adcr-essing !.his crisis, speciJic3lJy the management of the ]MF aid funds. A 
tra.nsparer.i mechanism is absobte]y required so that steps may oe taken if 
corruptjon should occur; 

To have as the primary objective, the welfare of the people, in decision making 
and management of international assistance funds (JMF, ADB, and bilateral 
funds)- for example, protect the prices of basic needs, and do not r~move the 
transportation sector subsidies. For clarity, the results of these discussions with 
the above parties must be announced directly to the pubiic v·ia television, radio, 
newspapers, and other media. 

Act firmly in accordance with the Jaw against all forms of corruption in the 
management ofIMF funds - such as-the use of aid funds to pay private sector. 
debts, and act firmly against speculators who profit in this crisis and cause the 
people to suffer even more. · Obstructionist bureaucracy which prevents this 
should be removed to speed :i:ecovery. 

Do not utj]jze again the instruments· of repression - including the subversion Jaws, 
military and police coercion - in ·overcoming.this crisis and unrest among the 
population. P~ace and order wi]) only occur if the· government is willing to listen 
to and pay anention to the aspirations of the pe~ple .. ... 

To guarantee the ability of the people to assist themselves, the civil g_ovemment" 
and the armed forces are requested to guarantee the right to assemble, the freedom 
of association, of union, and the right to express opinions. Only with these· three 
freedoms wil1 the people truly be able to help themselves and lighten the burden 
in overcoming this crisis. We request the National· Human Rights.Commission 
and the Parliament to.focus special attention on these aspects and to ta1ce strong 
steps if there are violations.3~/ 

· According -to INFID, the Bank has "ignored the political and institutional 
[dimer1sions of] development, which include the developm_ent of rule oflaw, 
recognition of human rig~~s, effective democratic mechanism(s} and structure(s] 

· · which can produce accountable governments and an effective social control which · 
actually can enhance the economic development process. "INFJD accuses Bank of 
using a "soft approach to address the problem _of corruption, colJusion and oppressive 
practices of its clients, as iong as the respective clients can show a strong econ~mic 
growth.~'33/ 

"We've liberalized the market, but we never liberalized the political market and this 
[economic crisis] is the result;" said Prof. Leek.man Soetrisno of Gadjah Madah 
University, Indonesia 's most prestigious academic institution. Ali Sadikin, a former 
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Jakana governor and retired general concurs, stating that the current crisis is "a 
political problem, not an economic one." 

Given this background of failed policies and misjudgment of the extent of corruption in 
Jndonesia, it is clear that there is a pressing need to change the operations and agendas of 
publicly financed multilateral lending institutions operating in Jndonesia. Clearly the 
required changes include a refusal to disburse public funds into governmental systems 
wruch evidence a total Jack of financial transparency and public accountability. 

Jn the case of.the IMF, nwnerous speeches of the Managing Director on the need for 
transparency and accountability as a prerequisite for economic stability have not been inet 
with correspondingly effective measures by the Fund to carry out these prin~iples in 
much of its lending. Most recently, Mr. Camdessus has stated the fo1lowing: 

"As more and more evidence has come to light about the adverse consequences of 
governance problems on economic performance - among them, losses in 
government revenue, lower quality public investment and public services, reduced 
·private investment, and the loss of public confidence-in govt - a broader 
consensus has emerged on the central importance of tr~sparency and good 
governance in achieving economic success" 

· "How does the IMF go about promoting good governance? Broadly speaking, our 
approach is to maximize the transparency of government financial operations and 
create systems that minimize the scope for making decisions on an ad hoc basis 
and for giving preferential treatment to individuals and organizations.'~ 34/ 

Moreover the Fund has not undertaken long overdue reforms to ensure greater public 
transparency and accountability concerning its own operations, a lacuna which 
undermines the effectiveness and credibility of the advice it proffers to its borrowers. 
Though there remain problems and omissions as mentioned above, in contrast to the Fund 
the World Bank has made steady and significant progress in .this area for the_better part of 
the past decade. The U.S. Congress ·since 1989 has directed U.S. representatives to the 
FU?d to promote greater transparency and public access to information, with little to 
show. To restore public confidence in the Fund in both donor and borrowing nations a 
policy on public information disclosure should be developed, which would' include as a 
minimwn provisions for timely release of 

Therefore calls of the Bank and Fund for greater transparency in Indonesian 
affairs must be accompanied ~y greater transparency vis a vis civil society in 
Jndonesia and in donor countrjes concerning Bank and Fund activities, particularly .·· 
in the· current crisis. The Bank should follow its own public information and 
disclosure policy in the proposed biJJion doJJar adjustment Joans currently under 
preparation, as we)) as in a)) other lending activities in the current crisis. 
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The JMF should undertake Jong overdue reforms to ensure transparency and 
public a rcess to information concerning its activities, in duding making publicly · · 
available Policy Framework Papers and Letters oflntent at the time of the signing 
of Joan agreements. Anicle JV Consultations, evaluation and audit documents, 
Jnterim Committee and Development Committee documents and Staff Country 
repons should also be made pu blidy available foJlowing Board discussion of such 
documents. The Fund should also undertake major reforms to promote a more 
participatory, open process and involve elements of civil society in the formulation 
of its policies and recommendations for borrow.ing nations. 

Jn keeping with numerous pronouncements of Mr. Camdessus and Mr. 
Wolfensohn _on the "central importance" of good governance, transparency and 
accountabiJity in achieving economic success, the conditions of the IMF/World Bank 
reform Joans in the current crisis should be accompanied by_ rigorous, monitorable,. 
enforceable measures to promote civil service reform and greater accountability and 
transparency as minimum quid pro quo for the mobilization for the current 
Jndonesian government of tens of bi)Jion~ of doJlars of public guarantees ·and 
financial support from the Bretton Woods institutions. 
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Appendix 1: Planta tions and Forest Fires 

Includes : CIFOR Reports, Senator Max Baucus ASEAN report, pho t ographs 
of plantation burning 

THE STRAITS TIMES, WEDNESDAY. OCTOBER 1, 1997 

THE BIG HAZE Singapore 

What's causing.haze?~ 
Pictures show··deliberate burning· 
to clear plantations and farmland 

11n .,. ... -~· 

. ... ~ 

Fire-starters 
can't escape 
"The pictures are so 
accurate that we can 
pinpoint the fires, within a 
distance or 10 m to . 
20 m _ With these pictures, 
the fire-starters caonot 
escape. If the Indonesian 
authorities need help, we 
can give it to them.•· 
- Associate Professor Lim 

Hock, director of Crisp, the 
satellite imaging centre. 

Can't blame 
-- -fino alone 

der normal forest 
___ Jitions. El Nino or no. it 
is very difficult to burn the 
forests be1:ause they remain 
quite wel But-lo this case. 
the forests have already 
been intensively logged. and 
this makes them easter 
to burn." 
- Environmental science 

lecturer Anthony Greer. on 
whether the 
drought-causing weather 
phenomenon is behind the 
forest.fires. 

By Allison Um · · 

SATELLITE pictures from a 
hi~-tech centre in Singapore 
pomt clearly to one conclu
sion: Indonesia's forest fires 
are no accident or act of na
ture. • : 

The fires raging in Kali
mantao and Sumatra appear 
to have been started deliber
ately to clear huge tracts of 
land on plantations as well as 
on small farms. 

The pictures were taken by 
the Nauooal University of Sin· 
gapore's Centre for Remote 
Imaging Sensing and Process· 

Jakarta must take firm action 

111 . 
I hope that the current scale of . all this controlled burning. The moment 
the problem would have it starts, we are going to start 
brought the message home .. prompting the Indonesians to be alert 

· very, very clearly to the and to take the necessary enforcement 
Indonesians, that they need to control actions. · 
the tires when they are small, and not Hopefully, this way, we will not have 
let the number of fires grow, and not let . repeat· future""'""" of the 

theintensityofthefi.resgett.othestage .'· a m . --- . ·:··' ' where it is out of control · : ... . · ·~le~ we have_ bee:1 · · ' 
· .. So, I hope, next year, they would t.ake , .. ~vingthis ~ · notjust.m . 

.• very firm action to prevent big . ~ · •. : · . S~po_re, but 1i: the ~~~ _ . _ 
·. plantation owners from doing controlled ~ .. ' .: · ·· '. ·- · · · ·. · · ' · · '. 
' burning of the forests, because once - ·H~th and EnVU"On.ment · . 
that practice starts, it is very hard Minister Yeo Cheow.Tong, .. 
t.o stop il . interviewed. over AM Singapore 

So we. would be on the watch-out for yesterday. · 

ing (Crisp), which has been cleared br fire, or from which · phenomenon El'Nino, which 
monitoring the fires. plumes o smoke rise. . has caused drought in the re-

The director of the centre, The centre bas provided gioo. . 
Associate Professor Lim such photographs to Malay- But Dr Anthony Greer, a 
Hock, told The Straits Times siao authorities and a few In- senior lecturer in environ
yesterday that the pictures donesian agencies. mental science in NUS' De
are taken .from a satellite "With these picture. the partment. of Geography,_ ~aid 
800 km from Earth, close fire-starters cannot escape. If that El Nino d~ not uutiate 
enough to produce pictures the Indonesian authorities fires. although tt does cause 
with a lot of details. need help, we can give it to ~ig weather changes - Qoods 
... "rhe pictures ·are so accu- .• them," he said. : to West~rn · Europe a~d 

rate that we can pinpoint the Indonesian timber barons droughts ~ South-east Asta 
fires, within a ~lance of 10 m have denied that they cleared and Australia. · . 
to 20 m." he 5ald. : · . ·· their plantations systemati- .. "Under D;Ormal fo~~t con-

It also means that, by just cally ~ fire, and Indonesia's d!tions, El Ntno or no, tl tS very 
looking at the photographs, Coordinating Minister for difficult to burn '!1e foi:-ests ~ 
Indonesian authorities should People's Welfare, Mr Azwar causi: they remain qwte wet. ·· 
be able to tell who owns a Anas, said that the forest fires he S31d. 
piece of land 'fhich has been .. were caused by the climatic "But in this case, the for-

ests have already been inten
sively logged. &id this makes 
them easier to burn." ·. 

The fires spread fast in 
these areas, he said, because 
intensive logging changes Y!e 
nature of the forest by dry{l!g 
it up. • 

And sequence . picturas 
from Crisp of the fires near 
Jambi. Sumatra. show just 
that -, 

A photograph taken on 4A1-
ly 10 shows a large planta~ 
being devel~i>e? to the e~f 

. the Tembes1 River. , . _ 
Rising plumes o( smoke 

suggest that the land was ~ 
ing cleared by burning. ... 

By Aug 20, a new picturt. bf 
the area showed that the 
burnt area and irrigat~ 
chaMels on the land bad ex
tended eastwards by about 
l km. 

The area was also coveie.d 
by a thick layer of haze. · · 

"This looks like a bi -sda're 
operation," said Pro, Lim 
Hock. ; 

Satellite pictures of Kali
mantan also show that most of 
the burning is deliberate and 
is taking place on plantations. 

Comparing plantation and 
forested areas shown in a sat
ellite picture, Prof Lim point
ed out plantation.s on the left 
and forested areas with some 
small-scale Carmi.og on the 
righl . . : 

· A sequence of photographs 
. taken between early June arid 
. early September snowed that 
plantation owners had cleared 
an area. of about 280 sq Ian by 
razingtheforesl ; 

The ·most recent photo
graph, taken on Sept 8, 
showed that whatever forest· 

· ed land was left was also being 
burnt away. . ' 

''The land is obviously be
ing cleared systematically;" 
be said. , 

But slash-and-bum farm
. ers are not free from blame ei-

ther. ; 
· Pointing to another set of 

photographs, ·he pointed OQl 
that the burning was taking 
place near irregular pieces of 
land which baa ~c1y been 

·cleared. He said: "I sus~ct 
these may be small-scale 
farmen burning the forest for 
new fanning land." 

• Satellite pictures o(the 
Indonesian ftres can be 
viewed at the Crisp web site: 
http,Jtwww.crispJ1us.edu.sg 

·----------



TH.E STRAITS TIMES, WEDNESDAY, OCTOBER 1, 1997 

THE BIG HAZE 

What satellite pictures Show 

-JUNE 6: An area near Banjarmasin, Kalimantan, cut through by the Barito River (running from top to bottom of the 
picture). To the left of the river, irrigation channels show up as a grid of green lines, enclosing a large plantation. The red 

.ar~a_s are healthy forest, while gree~.<?P:~~~~P:<?~~ bare soil. rhe white puffs are clouds, each casting a shadow below. 

JUL v· 29: Plumes of smoke rising from the burning forest in the plantation area. A large expanse of the healthy (red) 
areas have turned green, the result of almost two months of burning. 

.. 



TiiE STAArTS TIMES. WEDNESDAY. OCTOBER I , 1997 

THE BIG HAZE 

~·. :7hat satellite pictures show 

' j 

AUG 7: The burning continues . The area on the left is now shrouded in smoke haze. 

SEPT 8: The haze has lifted and reveals the extent of land cleared by fire. Smoke plumes show that systematic land 
clearing by fire is still being carried out. 



Fire Occurrence Map - Indonesia http://smd.mega.net.id/jffin/FC~.html 

1 of2 

This composite image is taken from NOAA / A VHRR imagery and is updated regularly. 

Bo. 77eo 

1~ 

.. o 

' ' I 

o Pt'O'VlltCfil : 
l\obnageihe: 

s~ 

I 
I ~'f-+· ---i-'""--l~+---!'c----1-----:-'-l-----t-'-t'-'---t-l-~ 

See a list of Hotspot Coordinates In Decimal Degrees 
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Last composite images 

• March 02, 1998 
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• SEPT 28( 1995: This is a satellite picture taken by a Singapore high-tech imaging centre or an area near Jambi, 
Sumatra. Almos all the land was covered with virgin forest, which appears in red. The Tembesi River winds through the l area. The _w~ puffs~ clouds. - -· _ _ .• . _ _ , 

. ~ ' -- . . .... 
;! • JULY 10, 1997: A large p~tati~n of about30 sq km has'~n de~eloped ti> the east ~ftheTembesi'River;and i 

the rectangular grid lines are probably irrigation channels. Smoke plumes rising from across the area ,uggest'that the 
' land is being cleared by fire. ~ 
. ----
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ASEAN TRIP REPORT 

SENATOR MAX BAUCUS 

Covering Visits to the Philippines, 
Brunei, _Indonesia and Thailand 

December 1 - 13, 1997 



' 

The forest fires in Borneo and Sumatra this year, which created a smoke cloud affecting 
not only Indonesia but Malaysia, Brunei, Singapore and southern Thailand as well, may 
have changed anirudes to some extent However, several people told me that the low cost 
of clearing land through fire made policy changes difficult. This of course ignores the 
immense cost the fires created in health expenses, days away from school and work, and 
lost tourism revenue. 

D. ISSUES - With the exception of Brunei, whose main concerns essentially were about 
maintaining and capitalizing on a good environmental situation, two broad issues dominated 
discussions of environmental policy in all the countries I visited. 

l. L:iw Enforcement - The biggest single obstacle to improved environmental 
protection in South~ Asia is weak law enforcement. Singapore aside, police forces lack 
techrucal skill and are often suspected of corruption. These weaknesses affect everything 
from banking regulation to crime control. But they arc especially severe in environmental 
law, which requires a great deal of scientific skill, and in which the violators of laws arc 
often rich and influential. And while experts in environmental ministries may have the 
technical expertise, they have little political clout compared to the owners of big 
companies responsible for environmental degradation. 

A typical; if spectacular, case in point was last fall's fire in Borneo. This was caused 
largely by Indonesian and Malaysian timber companies clearing land for palm oil 
plantations in violation of Indonesian law. Few of these companies have suffered any 
significant punishment, and most people I met were pessimistic about the chances this 
would change any time soon. One American businessman said the fires "will happen next 
year and every other year until they go after the big licensees." 

2. Water Pollution - The top environmental concern in every country - which I 
heard in conversations from President Ramos in Manila and King Rama IX in Bangkok 
to high school students in Jakarta - i.s WBter pollution. Drinking water is scarce even in 
capital cities throughout Southeast Asia, and rivers and lakes extremely degraded. 

In the past year, l.lllusually dry weather caused by El Nino has worsened .already severe 
water shortages. Philippine Environment Secretary Victor Ramos (no relation to the 
President) spoke to this in more detail, saying that shortages due to the 1997 El Nino had 
forced the country to ration water -until June of 1998. Policymakers agreed that their 
countries needed to make large investments in water pollution control technology. 
However, some felt that the cost might be prohibitive until local currencies recover. 
T arrin Nimmanahacminda, the Thai Finance Minister, for example, said the devaluation 
of the baht had made the cost of a water plant double since July. 
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THE lNDONESIAN ECONOMJC CRJSJS: 
HOW WILL JT AFFECT THE FOREST SECTOR? 

Thursday February 18, 1998 

As the economic crisis in Indonesia unfolds, CJFOR is monitoring the situation closely to 
understand how the country 's fo rests and forest-dependent people will be affected. Undoubtedly 
the crisis implies profound near-term changes in the forest sector, as it does for all sectors of the 
economy, but as yet one can only guess what the net effect of those changes will be. This 
statement describes certain likely changes based on general know]edge about the effects of 
economic crises and structural adjustment, and on preliminary news about changes in various 
sectors of the economy. 

Background 

Since July 1997 the value of the Rupiah (Jndonesian currency) has fallen from.Rp. 2,450 to 
approximately Rp. 10,000 against the US doJJar. At more than 70%, this is the steepest currency 
deva]uation among al] countries in Asia affected by the crisis. Being on the brink of economic 
collapse in January 1998, the Indonesian government had no choice but to accept dramatic policy 
changes and austerity measures imposed by the Jnternationa] Monetary Fund (JMF) in exchange · 
for a $43 billion bai]-out package. Among these are provisions that affect the forest sector 
directly or indirectly. . , 

Indonesia's forests arid forest communities will be affected not only by policy changes; but 
perhaps even more so by sweeping socioeconomic changes that result from the currency 
devaluation. Among these changes are that the devaluation creates economic opportunhies, 
inasmuch as certain Jndonesian commodity exports are now more competitive on the 
international market. Yet the devaluation also imposes severe constraints on the government's 
ability to improve economic conditions. There are daunting limits on the government's capacity 
to maintain subsidies and expenditures for infrastructure, for example. 

Decreasing and increasing pressures on forests 

The economic crisis is changing the configuration of forest ·land use. On one hand, the timber . 
sector is experiencing decreased demand for its exports. This will alleviate some of the pressures 
on Jndonesian forests from unsustainable harvest rates and poor harvesting practices in recent 
years. On the other hand, it is possible that this lightened pressure on forests will be more than 
offset by increased demands for forest land conversion from outside the forest sector. 



Minister of Forestry Djamaludin Suryohadikusumo stated that export revenue from wood and 
wood-related exports would decline from USD 8.3 billion in 1996 to USD 6.24 billion in 1997 -
a drop of 25 percent. This has occurred mainly because of declining demand from Japan, the 
biggest importer oflndonesian wood, and South Korea , another leading importer. It was hoped 
that demand from the United States would pick up the slack, but this has not yet happened. 5.9 
million cubic meters of timber have been left in the forest and there is a risk it will rot if not 
processed in three months. Timber companies have been laying off workers to avoid bankruptcy 
and Djamaludin has suggested that these companies rent out their workers and heavy equipment 
to develop plantation areas. 

Among the changes that will probably aggravate pressures on forests most are expected growth 
in agroexports in general, migration to rural areas, and enhanced anractiveness of exporting 
mineral products. The following are some of the preliminary indications that such changes are . 
taking place. 

Agro-export commodities. Land for agro-export production will probably be increased greatly in 
the coming year, and some of this will be at the expense of forest cover. Export of agricultural 
commodities (such as palm oil, cocoa, rubber, coffee, and pepper) is extremely attractive not 
only because the currency devaluation allows lndonesia to under-price its competitors and 
increases incomes to producers, but also because input costs are paid in rupiahs rather than 
dollars. The potential of agribusiness is so large that one obs.erver calls it a "safety valve" against 
social instability because it can absorb labor while producing strategic commodities .(see 
.. migration," below). 

Palm oil is potentially the most important commodity in terms of impact on forest cover. The 
present area of oil palm estates is .approximately two million ha and the Ministry of Agriculture 
has announced that 1.5 million ha wilJ be added in 1998. An investment of Rp. 12 trillion (about 
US$ l .2 billion at the current exchange rate) will be made in these new lands as part of a new 
government policy to address the monetary crisis through agribusiness development. Most new 

·oil palm lands will be in eastern lndonesia where land is said to be more abundant. Foreign 
investment laws have recently been liberalized to accelerate development of this commodity. 
There is currently a ban on the export oflndonesia's crude palm oil and cooking oil in order to 
assure that domestic supplies will be adequate. Minister of Agriculture Sjarifudin Baharsjah has 
said the ban will be lifted as soon as .the market returns to normal. 

A six-fold increase in the producer price of cocoa between mid-] 997 and January 1998 has 
greatly stimulated production. It is estimated the area of cocoa lands in South Sulawesi (where 
most Jndonesian cocoa is currently grown) will increase from .] 60,000 in 1997 to 220,000· ha in 
2000. Jnterest in coffee production has been greatly stimulated, notably in Aceh (North 
Sumatra), the center ofJndonesia 's arabica coffee production. 

Migration to rural areas. It is estimated that the number of people unemployed in Indonesia wiJJ 
climb from 4.4 mrnion in 1997 to either 8. 7 miIJion (National Planning Board estimate) or to 
over 20 million (Department of Manpower estimate). There is anecdotal evidence that many 
unemployed people in the urban sector are migrating to rural areas in search of employment. 



This makes sense both because of the collapse of employment in the industrial, manufacturing, 
and service sectors, and also because of agriculture's potential contribution toward alleviating the 
crisis (see above) . Although an increasing rural population need not necessarily imply pressure 
on fo rests, it may well do so in the case of the lndonesian crisis for three reasons: ( l) the 
incentives to expand agro-export lands are strong; (2) there may be price incentives to produce 
food crops domestically that would otherwise be imported; and (3) a shortage of capital for 
inputs will encourage extensive agriculture . Though there is no evidence of net urban-rural 
migration, it is probable that the rate of urban population growth (5.36 percent on average in 
I 980- l 990) has slowed. 

Mining. Mining, like agriculture for export, is an anractive option in the midst of the crisis 
because most of the revenue will be in US dollars while most of the costs other than machinery 
are in rupiah. Mineral resources in lndonesia's forest areas are substantial and include coal (204 
million tons and 6.7 percent of national reserves), iron ore (370 million tons and 51 percent of 
national reserves), and nickel (375 million tons and 71 percent of national reserves). In February 
1998, contracts of work for mining will be awarded to 80 foreign companies for the exploitation 
of coal, gold, silver, copper, and nickel. There are presently a total of 269 contracts of work for 
mining in force, including those approved recently and those approved in previous years. 

Economic crises in developing countries typically lead to a decline in government spending on 
infrastructure and on· directed settlement programs and this, in turn, tends to alleviate pressure on 
forest cover. (Road and bridge construction contributes to tropical deforestation by enabling 
Jogging and the establislunent of plantations in areas that were formerly inaccessible, and by 
facilitating spontaneous and directed senlement.) Jndonesia 's spending on infrastructure and 
directed settlement in l 998-1 999 wiJl probably not decline, however, because the shortfall will 
be compensated by foreign aid. ln fact, with increased support from the World Bank, the 1998-
1999 budget of the Department of Public Works will be more than 50 percent higher than last 
year's. (This is partly because expenditures in the l 997-1998 budget were postponed.) The 
Department of Transmigration has a shortfaJJ of seven percent in this year's budget compared to 
last year's, but this wi11 be partly offset by support from the JMF and other sources of foreign aid. 
ln l 989-1999, 77,500 families wiJl be transmigrated to the outer islands (mostly to eastern 
Jndonesia), of which 12,500 will go to the controversial one million ha peat land site in Central 
Kalimantan. 

The effect of the crisis on forests wiJI depend to a considerable extent on how the broad 
tendencies described above are played out, and as well on other factors about which we currently 
know lit1Je, including the changing farming systems of smaJlholders in forest .communities as 
they adapt to effects of the economic crisis. At.present there are four causes for concern because 
increased demands for land are likely to accelerate the formal process of conversion of forest 
lands to non-forest uses. Unauthorized conversions may increase as well. An additional source 
of concern is that if timber concessions are not able to contribute meaningfully to alleviating the 
economic crisis, the Ministry of Forestry may find it difficult to fend off demands to convert 
production forests to non-forest uses. 



Effects ofJMF-imposed policy chan2es 

Among the key provision of the JMF package that affect the forest sector are the foJJowing : 

• Reduce export taxes on logs and rattan to a maximum of 10% ad valorem in March, 1998. 

• Eliminate the Jndonesian Plywood Association (APKJNDO)'s monopoly over plywood 
exports. 

* Remove the ban on palm oil product exports and replace it with an export tax of 20% or Jess. 

* Transfer control over all goverrunent - owned commercial forestry companies from the 
Ministry of Forestry to the Ministry of Finance. 

* Reduce land conversion targets to environmentally sustainable levels and implement a system 
of performance bonds for forest concessions by the end of 1998. 

* lncorporate the reforestation fund into the national budget, use money in the fund only for 
reforestation purposes, and charge reforestation fees in rupiah rather than dollars. (Previously, the 
fund was managed as an off-budget account by the Ministry of Forestry, and occassionally used 
for non-forest related purposes.) 

* Create new resource rent taxes oh timber resources, increase timber stumpage fees charged to 
forest concessions, and implement an auction system to allocate new concessions. 

• Remove restrictions on foreign investment in palm oil plantations. 

* lncrease the proportion of the market value ofland and buildings assessable for tax purposes 
to 40% for plantations and forestproperty . 

It is too early to tell what the outcome of these mandated policy changes will be, partly because 
they were recently required by the IMF, and partly because there appears to be resistance to 
implementing certain policies. For example, in spite of the provision requiring elimination of 
APKJNDO's monopoly over plywood exports, the cartel continues to operate and recently 
requested that all plywood exporters pay Rp. 50,000 per m3 to establish a Center for Statistics. 

Conclusion 

lt is still too early to tell what the effect of the economic crisis and new policies will be on 
lndonesia's forests and forest-dependent communities. Nonetheless, the preliminary evidence 
presented above suggests_ the possibility of increased conversion of forest lands to non-forest 
uses, and there is ample reason for concern about the welJ-being of people in forest communities. 

There are legitimate grounds for the government to promote increased dependence on 
agriculture, given the gravity of the crisis and Indonesia 's comparative advantage in commodity 



"Fires in Indonesia in 1997'' 
CIFOR's position statement 

The Center for International Forestry Research is deeply concerned at the extent and severity of fires in 
forested areas of Indonesia. especially Sumatra and Kalimantan, in the latter part of the 1997 dry season. 
We believe these fires are a symptom of deficiencies in forest management systems and in policies and 
regulations on the clearance of forest land for agriculture. 

We are concerned that media reports have under-estimated the extent to which much of the burning is 
deliberate and is motivated by the desire of people to take advantage of the exceptionally dry conditions to 
clear land for agricultural uses --both large scale and small. We are seeing a scramble for land at the 
forest frontier. 

The government has licensed and stimulated many companies to develop new industrial plantations of 
rubber, oil-palm and pulpwood, as well as transmigration sites. These activities require the clearing of 
hundreds of thousands of hectares of land, and fires are their cheapest option. 

In some areas improved road infrastructure has enhanced access by newcomers into forested areas. The 
traditional method of claiming forested land, as in many parts of the world: has been to burn and then 
plant. It seems likely that migrants, particularly in areas near cities, as well as large government
sponsored agricultural or forestry development programmes, are clearing forest to establish land claims. 

Finally. local people may also be clearing slightly la~per areas for ricefields (as a risk-aversion strategy in a 
drought year). Such fires are of course also more prone this year to get out of control than .they would be 
under normal circumstances. This effect is exacerbated where logging activities have dried out nearby 
forests. 

The impacts of the fires are much greater in areas where forests and agriculture overlie deposits of peat. 
These peat deposits have accumulated over the last five to ten thousand years and represent a huge 
store of carbon which is significant at a global level. Burning this stored carbon has far more severe 
environmental impacts than simply burning the annual accumulations of plant material as in traditional 
shifting agriculture systems. Burning peat contributes to the build-up of greenhouse gases in the 
atmosphere and also releases particulate matter and sulphur and nitrous oxides, which make the "haze" a 
greater threat to human health. 

CIFOR supports recent efforts to control the fires ; measures mobilising people and equipment into action 
to prevent further damage, especially to public health, the environment, the economy, and to neighbouring 
countries, is appropriate. Yet CIFOR also wishes to emphasise that short term "solutions" to the problems 
of these fires will be insufficient. Extinguishing fires will be costly and inefficient. The real solution is to 
adopt better long term policies and regulations to improve general land stewardship standards, to resolve 
unclear or contested land tenure , and to reinforce a fire management system to ensure that similar fires do 
not recur when the next El Nino event produces another drought early in the 21st century. 



exports at this time. However the government would do well to proceed carefully and to 
remember that ]ndonesia 's forests provi-de invaluable and irreplaceable long-term services -- both 
economic and ecological , and in both good times and bad. Caution should be exercized to be 
sure that sites chosen for agribusiness projects do not threaten the livelihoods of smalJ producers, 
and that forests of high ecological value are protected. Consciousness about the need to conserve 
and properly manage lndonesia 's forests should be increased, not decreased, in the midst of this 
difficult time. 

Documentation of the sources for this news brief available on request. 

CIFOR will be monitoring the effects of the crisis on lndonesia's forests and forest communities 
and we will periodicaJly update this statement and produce research reports related to the crisis. 
lf you are interested in receiving future materials on these topics as they are produced, please 
contact Daju Pradnja Resosudarmo at d.pradnja@cgnet.com 



A major long term goal must be to ensure that programs to open up new areas for agriculture take into 
account the consequent fire hazards that these programmes can create. In general, great caution should 
be exercised in allocating any peat-land areas for agricultural development. · 
There are enormous problems in maintaining soil fertility on these sites and in many cases the best long 
term economic use will be some form of forestry . It is our view that decisions on large scale land clearing 
have often been made without full appreciation of the values of the forests. This is particularly true of the 
forests' value to the local communities who usually derive many important products from the forest. Such 
local values have rarely been taken into account in land development programmes. 

Fire is an essential part of the traditional swidden cultivation systems that characterise many tropical forest 
areas. Burning is a legitimate land management practice and is not necessarily bad if done by people who 
know what they are doing. Careful use of fire in humid forests, by people who feel secure in the ownership 
of their land, has occurred for centuries. In the current context, people's incentives to burn could be 
substantially reduced if Indonesia would move ahead more rapidly in reconciling the contradictions 
between 'adat' law and central government forest and land use laws. 

Ways must also be found to help people deal with the drier conditions (and resultant greater flammability) 
of forests that accompany logging and the development of industrial timber plantations. Clearer land 
tenure laws could reduce the incentive that people now have to burn forest-land and plant crops, rubber 
and other trees simply to register their claim to use the land. Experience in other tropical regions has 
shown that if people have security of access to forested land they have less incentive to clear forests. 
CIFOR recognises the complexity of this issue, and the need to clarify ownership carefully and in a 
manner consistent with local norms, values and traditions. 

Research has demonstrated that relatively inexpensive reduced-impact logging techniques can greatly 
reduce the amount of woody debris remaining in the forest after logg ing operations have been completed. 
This in turn reduces the danger of fires and the intensity of any fires that do occur. As one example, the 
use of reduced-impact logging techniques by lnnoprise Corporation in Sabah, Malaysia shows that forest 
residues can be reduced up to 50% in comparison with those left behind after conventional logging. The 
guidelines developed by lnnoprise and its collaborators are the first to have been extensively field tested 
by a major tropical timber company in a developing country. As a result of the field trials, in which CIFOR 
is one co-operator, the State of Sabah has proposed legislation to mandate the use of the guidelines by all 
logging operators in the State. The events of this year indicate the importance of getting similar regulations 
incorporated into Indonesian fores~ry practice. 

Our overall conclusion is that it is essential that we learn lessons from the 1997 fires. The fires in 1983, 
1991 and 1994 provoked considerable international short term interest. But the measures taken were 
palliative and did not address the root causes of the problem. We must document and understand exactly 
what happened in 1997 and investigate policies and regulatory measures that will reduce the risks of 
similar fires occurring in future drought years. 

For more information about CIFOR: cifor@cgnet.com 
For comments on the web site: Feedback to the Webmaster 
@ 1996 CIFOR. Permission to make copies is granted for non profit purposes. 
Proper citation is requested. 
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BBC 
Wednesday. February 2·s, 1998 World: Analysis 

Haze - who starts the fires? 

The resurgence of bush and forest fires in Indonesia has raised fears of a return of the massive 
blanket of smog that smothered much of Southeast Asia last year. The haze of 1997 was caused 
by thousands of blazes across the country, but why were they so widespread? 

The cause of last year's fires in Indonesia remains the subject of heated debate. Environmental 
activists blamed the timber and plantation industries for using uncontrolled burning to clear land, 
while many Indonesian government ministers said it was the result of unusually dry conditions 
brought by the El Nino weather pattern. 

The truth is probably a combination of the two. Most of the fires were started deliberately, some by 
individual farmers hoping to plant a few crops under the jungle canopy , others by commercial 
plantations cashing in on demand for rubber and palm oil. But the growing hunger for land 
coincided with the worst drought for half a century. The fires simply refused to go out. 

Human causes 

The World Wide Fund for Nature says that many of the world's forest fires last year were started 
deliberately, and often illegally, in order to clear land for planting or developmen~ or to cover up 
illegal logging. · 

Setting fire to the land is the quickest, cheapest way of clearing land. Any other method in the 
former tropical forests of Indonesia is much more d ifficult. · 

Don Henry, Director of WWF's global forest programme: "While the causes are complex, the 
smoking gun in almost all cases is widespread forest destruction and land clearing for plantations. 

"Rainforests should not bum. But by clearing vast areas through destructive logging practices·, 
loggers have made them tinderboxes waiting for somebody to strike a match. As more and more 
ra inforests are destroyed, it will be easier and easier to set them on fire." 

The VWI/F has called for the strict enforcement of national laws controlling forest fires and the 
introduction of new laws where necessary. The fund wants improved management of the world's 
forests. 

But environmentalists argue that most fires in Indonesia were started by large conglomerates and 
politically-influential businesses who had been given licenses to turn vast areas of Borneo and 
Sumatra into commercial plantations. · 

Environmentalist Emmy Hafild: ''Without government ability to control the attitude of the big 
business and the vested interests groups, I think the forest fires will not be able to be controlled or 
be prevented. It depends on the political will of the government to really implement laws and rules 
that have been in place but never been implemented." 

For years Indonesia's forests have been viewed as the country's green gold - a rich source of 
revenue for the govemmen~ and of profits for the companies which have been allowed to exploit 
them. Environmental campaigners believe the fires are just the latest chapter in a long history 
of unsustainable forestry practices by big business. 



Arson blanied for some Indonesian bush fires 

5 March 1998 
Web posted at: 01:53 JST, Tokyo time (16:53 GMT) 

JAKARTA, March 4 (Reuters) -A significant number of bush fires burning 
in East Kalimantan on the Indonesian side of Borneo island are believed to 
be the result of arson, forestry sources said on Wednesday. 

The Indonesian Space Agency said 400 hot spots, indicating probable 
fires. were recorded in satellite pictures in East Kalimantan and South 
Kalimantan on Tuesday night 

'We recorded 400 hot spots last night on East Kalimantan and South 
Kalimantan. Forest fires are getting bigger there," a space agency official 
said. 

There were also a few hot spots in the East Malaysian state of Sabah. 

The airports at Samarinda and Balikpapan in East Kalimantan and at 
Pekanbaru in Sumatra's Tiau province were closed by smoke haze for 
several hours on Wednesday morning, airport officials said. 

"A significant amount of arson is going on in East Kalimantan to use fires 
as a weapon to se~le old scores and push people around," one source said. 

He said plantations had used fire to force people off land wanted mainly for 
oil palms. while the victims had retaliated with fire against the plantations. 

Forestry sources said the fires in East Kalimantan were so far not 
producing the choking smog associated w ith burning peat bogs . 

. 
Noxious smog mainly from burning peat in Kalimantan and Sumatra spread 
over large tracts of Southeast Asia last year, triggering health alarms, 
hampering transport and damaging tourism. 

Many of last year's fires from August to November were blamed on 
companies and peasant farmers clearing land for cultivation. The practice is 
illegal but few sanctions have been imposed on offenders. 

The official Antara news agency said more than 20,000 hectares (50,000 
acres) of brush and forest had burned in East Kalimantan in the past two 
months, causing damage estimated at more than 76 billion rupiah ($8.1 
million). 

A study by two environmental groups in Singapore and Indonesia released 
last week said smog from the Indonesian bush fires caused more than $1 .3 
billion in damage to Southeast Asia last year. 

Environmental sources said that while the Indonesian government and 
provincial authorities were talking of the need to contain and prevent fires, 
little was actually being done while the country suffered through its worst 
economic crisis in decades. 



Forestry sources said fire in coastal peat bogs in Sumatra's Riau province 
threatened Singapore and Malaysia across the narrow Malacca Strait with a 
repeat of last year's smog problem when wind patterns change in the next 
few weeks. 

But they said the situation in Sumatra was "nowhere near as bad as last 
year." One source said: "We are not seeing in Sumatra the very large scale 
land clearing that we saw last year, so that's an improvement." 

Antara quoted a waterworks official as saying that the fires in Kalimantan 
may have increased acidity levels in the Barito and Martapura rivers, 
making the water unfit for drinking. 

High water acidity had also been detected in other rivers in central 
Kalimantan and was threatening marine life, officials said. 

Environmental sources said the El Nino phenomenon, an upswelling of 
warmer water off the South American coast, had still not ended and drier 
than usual weather was likely to persist over Indonesia - likely followed by 
torrential rains late in the year. 

''There is the potential for the (fire) situation to get a lot worse. Nobody can 
say it's all over until we get through the El Nino," a source said. 

Copyright 1998 Reuters Limited. All rights reserved 
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Thick haze blankets E .Kalimantan 

By Walter Fernandez 
in Samarinda, East Kalimantan 

.. 

INDONESIANS living in the East Kalimantan capital of Samarinda have been waking up almost every 
morning for the past month to thick and hazardous haze from some 500 forest fires raging in the area. 

According to German environmental experts based in the coastal town, the hourly Pollutant Standard 
Index (PSI) has been peaking at about 450 in the morning, with a 24-hour average of almost 200. 

Environment standards in Singapore state that a 24-hour PSI level above 100 is unhealthy. Last year, 
the highest 24-hour reading recorded on the island was 138. 

The thick haze has forced the Samarinda airport, Temindung, to be closed about 20 times in the past 
month. with more than 150 flights delayed and some 60 others cancelled, said airport manager, Mr 
Ratno. 

Visibility at the airport is often down to about half a kilometre, much less than the 5 km normally 
required for planes to land and take off safely, he added. 

East Kalimantan's vice-governor Suwarna Abdul Fatah, who is spearheading the fight against the fires, 
added that there were also many people suffering from respiratory difficulties and sore eyes. 

Senior government officials from Sari:1arinda's Environmental Impact Management Agency (Bapedal) 
said that there were several causes for the fires, which they estimated had so far destroyed some 30,000 
hectares of forest - an area five times· the size of Singapore. 

The agency's secretary, Dr Antarikso Soekaswanto, said that they "could be caused by farmers, timber 
firms and oil palm plantation owners clearing their land by burning". 

However, he stressed that the haze crisis in East Kalimantan had been severely exacerbated by the 
prolonged hot and dry spell brought about by the El Nino weather phenomenon. 

Another cause: large areas of East Kalimantan were covered by coal seams which had caught fire 
because of the heal These fires were almost impossible to put out. 

Agreeing, Mr Ludwig Schindler, leader of the Integrated Forest Fire Management (IFFM) team in 
Samarinda, said that "since January no substantial rainfall had been recorded there". 

The IFFM project is a bilateral technical c9operation effort between the governments of Indonesia and 
Germany. 



"In the last six months, East Kalimantan has received just 20 per cent of its usual rainfall. The dryness 
index. which reflects the likelihood of fire, has been in the critical zone since Jan 5," said Mr Schindler. 

An IFFM team which surveyed the burning area by helicopter described the scene as "terrifying". 
"Small and large fires were burning virtually everywhere," added Mr Schindler. 

By plotting the coordinates of the fires against the land owned by Indonesian timber firms and oil palm 
plantations, the IFFM found that 15 companies had fires raging on their land, he said. 

The East Kalimantan government has adopted a no nonsense attitude towards the local timber firms 
and oil palm companies, who could be deliberately burning their land. 

On Saturday, 100 timber and oil palm company owners were summoned to the vice-governor's office 
to discuss the crisis and reminded of their re.sponsibility to put out fires on their own land. 

It was the second such meeting about the haze crisis in a week. 

Government agencies are only responsible for putting out fires in protected parks and forests. 

But Bapedal officials say that more than 2,500 ha of Kutai National Park and about 1,000 ha of Bukit 
Soeharto forest reserve have already gone up in flames. 



News from the Net 
Date: 02/23/98 
EDF Program: International 
Publication: Dow Jones 
Headline: Indonesian Forest Fires Continue to Burn in Borneo 
EDF Quoted: 

Indonesian Forest Fires Continue To Burn 
In Borneo 

AP-Dow Jones News Service 

JAKARTA (AP)-Wildfires have destroyed some 14,000 hectares 
(34,600 acres) of drought-affected forest on the Indonesian part of 
Borneo island, covering some parts with thick smoke, an official said 
Monday. 

Smoke haze forced Samarinda's Temindung airport, 1,200 kilometers 
northeast of Jakarta, to close for about seven hours Monday because of 
poor visibility. 

The airport has been closed 16 times since fires were first reported in the 
area in January. 

East Kalimantan provincial Gov. H.M. Ardans blamed the fires mainly on 
logging and plantation operators wanting to clear land cheaply. 

Ardans said some traditional farmers in remote areas had also burned 
forest to clear land, but they always kept their fires under control. 

He was quoted by the official Antara news agency as describing the 
current wildfires as _·a warning from God.' 

In 1997. wildfires - most deliberately lit - in Indonesia spread a thick haze 
over parts of Southeast Asia, causing respiratory illness, disrupting air 
travel and hurting tourism. Seasonal rains doused most of the fires late last 
year. 

In neighboring Singapore, residents woke up Monday smelling smoke, 
possibly from the nearby Indonesian island of Sumatra, where smaller fires 
have been reported. 

The smell dissipated during the morning rush hour. Nevertheless, 
Singapore's Environment Minister Yeo Cheow Tong said he wants to 
know what its neighbor is doing to fight the blazes and to stop illegal 
burning. 

On Wednesday, Yeo will meet with environmental ministers from other 
Southeast Asian nations to get an update on the fire situation in Indonesia. 

That same day, Singapore government officials are to plan health 
precautions if the fire-induced haze hits Singapore again, as it did last year. 

. . •' . 



Reuters. Thurs., Feb. 19 1998 

Indonesia fires may be worse than last year's 

JAKARTA 

Forest fires in Indonesia's East Kalimantan could be worse than last year if the drought in the province 
continues into the middle of this year, environmentalists sa id yesterday. 

·it East Kalimantan stays dry until June, it will get worse than it did last year,h Mr Longgena Ginting of the 
Indonesian environmental watchdog Walhi told AFP. 

He said the increasing number of hot spots detected by satellite were caused mostly by natural heat 
sources such as coalmines or by the timber-clearing activities of certain timber and oil-palm companies. 
Local governments could also be an obstacle, he said. "Sometimes we wonder how serious the local 
government's intentions are in handling the fires," he said. 

Meanwhile. The Jakarta Post said the National Meteorology and Geophysics Agency has predicted that 
the Indonesian rainy season would end next month. 

The head. of ihe agency, Mr Sri Diharto, was quoted as saying that the rainy season would peak this 
month in Jakarta and most parts of Indonesia. "Due to the continuation of the effects from El Nino, which 
is expected to end in June, rain will likely continue to fall sporadically ," he said. 

Fires in Kalimantan and on Sumatra island sent haze over.the region last year, causing deaths and 
numerous health and transportation problems. They were blamed largely on big firms setting fires to clear 
land. Severe drought exacerbated the problem. The start of the rainy season was delayed for two months 
until December and rainfall since then has been less than normal in several areas. 

The drought has hit coffee, cocoa, rubber, com, rice, sugar and tea crops while the haze that hung over 
the region last year stymied growth of the oil-palm fruit 

Mr Oiharto said last year was the worst dry season in 20 years because most parts of the country lacked 
significant rainfall over an eight-month period. Mr Ginting said Walhi had not yet finished collecting data on 
how much forest and ground area had been destroyed in the recent fires. 

Government estimates place this year's damage at 3,800 ha in Kalimantan province but he said the 
damage was likely to be much greater. 

Walhi estimated the damage from fires last year at 1. 7 million ha in the whole of Kalimantan, the 
Indonesian part of Borneo Island. State Minister for People's Welfare Azwar Anas has blamed the fires 
largely on the El Nino weather pattern, an unseasonal warming of waters in the Pacific Ocean which 
can have devastating effects on land. 

AFP, R~uters. 

200 'hot spots' in Kalimantan 
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From: Down to Earth 
Subject: Misuse of Reforestation Fund/Penyelewengan Dana Reboisasi lagi 

INDONESIAN REFORESTATION FUND EARMARKED FOR NATIONAL CAR PROJECT/DANA 
REBOISASI DIPERUNTUKKAN PROYEK MOBNAS 

This message is in English and Bahasa Indonesia. Apologies if you receive it more than once. 

ENGLISH VERSION 
The Indonesian government was unable to fight last year's forest fires or to take effective preventive 
action for the future since it had set aside part of its substantial 'Reforestation Fund' for the national car 
project (headed by President Suharto's son Tommy). So said IMF managing director recently in Paris, 
according to an article in the International Herald Tribune (full text below.) 

In the past, Suharto has used (or tried to use) this money from timber taxes to support the falling rupiah, to 
balance the state budget and to fund the development of the state aircraft project, forest clearance for 
the Central Kalimantan agricultural megaproject and his friend Bob Hasan's new paper pulp factory. 

Since withdrawal of state subsidies for such pet projects is one of the conditions of the IMF loan to support 
the Indonesian government in its current economic crisis, it will be interesting to see how much of the 
Reforestation Fund will now be made available to tackle the forest fires which are affecting several parts of 
Indonesia this year! 

VERSI BAHASA INOONESIA 

Penanggulangan masalah kebakaran hutan tahun yang lalu serta tindakan pencegah kebakaran oleh 
Pemerintah Indonesia terhambat sebab sebagian dari Dana Reboisasi disisihkan guna Proyek Mobil 
Nasional. Demikian keterangan Michel Camdessus dari IMF belum lama ini menurut naskah International 
Herald Tribune (lihat di bawah). 

Sebagaimana anda ketahui, Pak Harte pernah (atau pernah mencoba) menggunakan dana ini untuk 
mendukung nilai rupiah di pasar internasional; mengatur neraca pembayaran; membiayai PLG dan IPTN; 
dan untuk pabrik kertas Kiani Kertas yg baru milik temannya Bob Hasan. 

Salah satu persyaratan bantuan IMF ialah bahwa 'proyek nasional' sejenis ini tidak boleh dimanjakan lagi. 
Oleh sebab itulah pasti menarik melihat nanti berapa besamya jumlah uang yg keluar dari Dana Reboisasi 
untuk memadamkan kebakaran hutan yg melanda berbagai kawasan Indonesia saat ini! 
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Subject: IHT: New lndon forest fires worry SEAsia 

Renewed Indonesia Fires Worry Southeast Asia 

By Michael Richardson 
. International Herald Tribune, 13 February 1998 

SINGAPORE With the Indonesian government short of money and preoccupied with an economic crisis 
that threatens to lead to serious social unrest, concern is growing in Singapore and Malaysia that the 
reg ion will again be smothered in smoke pollution from uncontrolled forest fires in Indonesia. 
Last year, such fires caused widespread health problems, disrupted air and sea traffic, and hit Southeast 
Asia's multibillion-dollar tourist industry. 

Scientists and weather experts warned on Thursday that if the fires continued to gain a strong foothold in 
Indonesian Kalimantan and Sumatra, then Brunei, Malaysia, Singapore, southern Thailand and the 
Philippines could see a repeat of the pollution that blotted out the sun for days at a time in the worst
affected areas between August and November and prompted many tourists to cancel their vacation plans. 

This would be a major blow for a reg ion already battered by a currency and banking crisis, and now facing 
the specter of rising unemployment and inflation as economic growth slows sharply, economists said. 
Indonesian officials said in Jakarta on Thursday that satellite photographs showed more than 90 "hot spor 
areas, up from 23 last week, that were affected by new or resurgent fires in parts of Kalimantan and 
Borneo, gripped by one of the worst droughts in living memory. 

'We could certainly be in for a repeat of last year if the fires keep burning," said Steve Tamplin, regional 
adviser on environmental health in the World Health Organization office in Manila. ,i 

"Firefighters couldn't do very much to contain the fires once they got started." This is because in East 
Kalimantan Province on the island of Borneo, where most of the fires are blazing, there are vast dried-out 
peat and coal seams close to the surface. Once they catch fire, they are very difficult to put out They also 
release poisonous sulfur and nitrogen pollutants into the atmosphere along with heavy smoke. 

Soetarso. a senior official at the Coordinating Board for National Disaster Management in Jakarta, said 
recently that the Indonesian government hoped the fires would not spread smoke to other countries. "We 
might not have the money to fight the fire because of our economic problems," he added. 

Such comments and the apparent inability of Indonesian authorities to control the fires, despite an official 
ban on burning and evidence that most are deliberately set by plantation companies or fy3rmers to clear 
land for development, are causing increasing concern in neighboring countries that have to bear the 
consequences. 

Malaysia is especially worried because it will be host to the Commonwealth Games in September, the 
month in which the air pollution was at its unhealthiest in 1997. 

Malaysian leaders fear that a recurrence this year of the pall of smoke from Indonesian fires, which traps 
transport and industrial fumes to create noxious smog, will deter athletes from competing. 
Singapore also has health and economic concerns. Environment and Health Minister Yeo Cheow Tong 
said recently that the government was keeping a close watch on the situation and helping to alert the 
Indonesian authorities to new fi res using satellite pictures. "What we would like to do is to understand from 
them their capabilities at the present moment for fighting those fires," he said. 

Malaysia. Singapore and Indonesia agreed on a joint action plan in December to pr.event a recurrence of 
the smoke pollution, under which Jakarta agreed to improve its fire-fighting capabilities. · 
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The International Monetary Fund's managing director. Michel Camdessus, said recently that Indonesia 
was unable to use its special reforestation fund to help cope with the fires last year because the money 
had been earmarked for a "nationar car project. 

VVhen the IMF started looking at Indonesia's finances to draw up a loans-for-reforms package, he said, it 
found a "well-endowed" reforestation fund that was intended to help replant and protect the country's 
tropical forests, the second largest in the world after Brazil. 

But no money had been taken from it to fight the forest fires or set up better anti-fire defenses, Mr. 
Camdessus told an anti-corruption business forum in Paris. "When asked why the money had not been 
spent, we were told it was because it had been set aside for the project to create a national 
car," he said. 

"Little is known about this extra-budgetary Reforestation Fund, but it contain~ billions of dollars drawn from 
timber taxes," said Gerry van Klinken. editor of Inside Indonesia, a magazine published from Melbourne. 
"Administered via presidential decree, it has long been a convenient-fund for many other purposes beyond 
restoring forest cover." He said that its major use was to provide cheap loans to commercial timber 
plantation companies, which replanted cut forests with quick-growing pine or acacia trees for pulp 
factories. 

Indonesian environmentalists and some officials blame plantation companies, many with close 
connections to the government, for starting most of the fires because it the cheapest and quickest way of 
clearing forest and scrub land for commercial development 
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Fresh forest fires break out in Riau province 
Blazes likely a result of land clearing by burning 

By Derwin Pereira 
In Jakarta 

FRESH forest fires have broken out in the Riau province of Sumatra 
as the authorities brace themselves for a repeat of last year's 
environmental catastrophe. 

A sen ior forestry official in the Riau capital of Pekanbaru said 
the haze-inducing fires were likely to be the result of timber and 
plantation firms practising land clearing by burning. 

'"Many companies just use slash-and-bum methods in clearing their 
lands," said Mr Darminto Suteno, head of the provincial forestry 
office. · 

·we will not hesitate to punish them if they are found guilty even 
if they are foreign firms," he added. 

The Indonesian government, which blamed plantation and timber 
companies for causing nearly 80 per cent of the forest fires in the 
country last year. has moved to ban land clearing by fire. 

But some environmental experts noted that the authorities were in a 
much more difficult position this year to fight the fires due to 
the country's economic crisis. 

Mr Darminto, citing satellite pictures obtained from the US 
National Oceanic and Atmospheric Administration, said there were 27 
hot spots in Riau province over the weekend. 

Yesterday, government officials said the figure could now be as 
high as 50. 

The airport authorities in Pekanbaru said the haze in the area was 
'"beg inning to grow thicker'' and visibility was put at about 4,000 
m. 

Said Ms Ernalis H. S., an official at Simpang Tiga Airport: ,he 
outbreak of fires and haze are signs that we are in for very 



difficult times." 

Mr Darminto. who said there were plans to deploy fire fighters in 
the hot-spot areas, had also asked for assistance from plantation 
companies to put out the fires. 

'We don't want to have another haze disaster," he said.'We hope 
private companies don't stay passive and help the government 
extinguish them." 

Meanwhile, Forestry Minister Ojamaluddin Suryohadikusumo, disclosed 
that the government had sent a waterbomber to put out the fires 
raging in East Kalimantan. 

The Antara national news agency yesterday quoted him as saying that 
there were 895 fires in East Kalimantan as of Sunday night, 
compared with 618 a day earlier. 

"I have informed the Environment Minister about this development," 
Mr Ojamaluddin said. 

He also said the fires could have been caused by land clearing. 

Environmental experts believe that the fires could also be linked 
to reduced monsoon rains caused by the drought-inducing El Nino 
phenomenon. 

They fear that peat fields in Sumatra and Kalimantan could catch 
fire again because of dry weather conditions. 

.... :: · . 



Appendix 2 : Envir onmental, Soc ial, Economic Impacts of Megapr oject 
in Cent ral Kalimant an 

JOINT-NGO REQUEST TO THE .IMF FOR IMMEDIATE Th-rERVENTION 

To: 
Mr. MkheJ CsmdusUJ 
MAnqing Di~dor 
lntcrnto11al Monetary Fund 
700 19 Street N .W . 
Wuhmgton D.C. 20431 
USA 

Re: Mqa-Rin projed in Cc::otral Kalima.ota11. Indonesia 

Jakarta. February 25th. 1998 

Dear Mr. Camd~us, 

W e, the uodm-sigoed. be:t-eby dnw your attciticn to • major is.sue of eccxu:mic and ecological 
cooc.em in Iodooesi.a in the ccntcxt of )'OUt' mstitutico's cum:at effcru to address tha countl)"s 
monet.a.ry and financial crisis. 1b.is is the so called Mega-project in Ceotral Kalima.nan provinc:c, a 
dcvclopmcnt project which is mtcnded to convcn ~r aoe million hca.ai'cs of peat-swamp 1"ot'Kt 
into a rice-producing area. The NqlMSt ia thi1 latter Rprcscnu c:oncem.s shared by many 
institutions and individuals in ~ia and imematioo.ally. · 

Not solving t.rus iS-$\le may seriously hamper the flna.ncial nm.ainabiliiy of the solutions the IMF is 
proposing to Indonesia. 

W • rw:firr in th.is ~~ to scYetal e,q:,ressioos by n::p~ of your mstitutico and yourself oo 
the close im.errelation betweeo macro-economic stability and ecologically sunainable use ofnatu.ral 
r~ces. 
~Y your D<:puty Alaiaanc Ouatta.ra spoke at the World Bank's Fifth Annual Ccxdt:Jeoce oo 
E.nvi.ranmalwly Sust.ain.abl• Dnelopmeat aa October 7, 1997. Amcllist his many imporamt 
recnai-ks w-.s the following: 

-We alao know that mvirauna:lta) problesm, .incJu.dmg thoso n:1atins to apec:ific r.gjans and the 
-orld as a wboJc, burt ~. Humm wdf.J-e is r-.ch.iced by ill haahh and premature mona.lity 
c.aused by covi~l problemJ. Moreover. health problems can lead to highor outlays aimed at 
mitigating or avoidmg th• health and athc- diract ~ impacts of c:nviraomea1al degradatiaD -
further coostn..inmg growth. Studies &lac ghoe abundant C'Vid«ace of lost labor productivity -
rnulting from ill heahh. fcrgcne cn,p output from soil degradation. and~ fisheries OUNt aud 
tourism r.ceipts from eoutal et'OQCO ... 

Al.most a ll this applies diru:tly to the Mep-prcject. to which should be added the acslaugbt of the 
projed on wildlife 3D.d the tremendous burden an the budpt oftbe comrt:ry. 

In the Annex the dramatic: soc.i.al. oc:olog:ical and ec.aoomic c:ansequeocae of the projoc:t are 
de.scnbed in detail. If necessary. ~rts from our ,ide are willing to toUify at your c:covaiic:acc. 
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indcpcndcm cva lWllors, were only officially app.rovcd by the lodooesiaD Envi.annaiw lmpact Comrol 
Agency (&ppcda.l) in May 1997. The Bojor Institute of Agriculture, commissioned by the iOYC,m,.eat to 
c.onduc:t the EIA coo eluded that 70% of the uu was \UlDl for caovcrsicn and should in fa.ct be «x1served; 
ooly 30% of the area bu agncuhml potential. H~. ihe drainage is already afficing the eotire area and 
dam;\gmg its cx::ology. · 

Drou~ht, forest fi.ru and f.amjoc u loiic.al tuQ~ 

1n l 997. Cmtral Kalimmu:o wu cme of three main res]COJ i:o Indonesia where forosu and peatlands were on 
5~. The Meg.-projcct was ooe major location of'bct spots' becausa buming for bod dear::uice for the project 
n.aned .it the onset of the dry seaU1J. lo JU2Je, aevara) maoms bcf'crc the fire and smog lad bec.ome a serious 
be.ahh hA.z:ard to .oullicos cf p.oplc 1n Soutb....ut AJia, !he areu upstream of the rcclamarico project ah-eady 
suffc~ed serious food ahcnases. A marlccd drop in 1:b• water-le~) of the major riven ~ed with poor 
vi.sibiJi ty due to the smog hindered food tr.mspon to cormmmities and a bc:k of water fer irrigation b.u macHI it 
impo$nble to plant crcps. Govemmeat usist.m~ to the a1fccted populatiaa wu, at best. rnmirnal 

lo Sept f'fTlber and Oc:tOber f.Amine wu r.ported in the area. The f.:ZIU: of most mha bitanu in the upstream areas 
re fTl,;\in.5 unknoWD as thick haze blanketed the whole province betwoeen August and mid-Now:mbcr. 

The fires re.su rt.ed a gaui in January thi5 year m East Ka limammi. The di«t.s, although expected tc be less 
devast.nJng than the forest firu ofla.st ~r, clearly shew the inability cf the govi:mmcnt 10 c:ontTOJ the use of 
tires either by big comparues: ar by the local community. 

Disaatroua imparo on trad.ltiooal liTelihood and an.imab 

The ®~c and reclamatiorl bu affected a cOllSidcrable 11umber of ~yak ,cttleman.s_. The indigalous 
popuJ:rt:iou j5 depeadcm on fu.hio&. ~ pJ'Qduc:dco af' non-timber forest c:amrnodities (such u rattan. punm 
grass) a.nd the cultivation of ~al~l rice varieties for subsistence. Due to the CClnst:ruction of the canal 
system .md fore.st clearance, th~ people are cocfu::iated with the ckmoliticn of the:ir traditiooal ~lihooda, 
without due comp~rion. despit.c pfl!'Vious prcm.i.MI by the govemment. Loc:il communities az. inaeasingly 
being marg.inabacd and their su~inzible p12ctices replaced by the government's inappropri.ne dewlopmem 
pl;uis. 

Kalinunun's uoique wildlife has become the ether major victim o{thc Mega-project u forutl are logged and 
sa a, fuc. Many proteeted species - iccludin& pou1l,ly .MwraJ thousand orang utan• haw 'bND dri-a out of 
the forest., killed by logging "'"°~• atco by local people or captured and ,old tc the illepl mtematiaoal pet 
trade. 

UnchaUcni~ timber i.ntcrats ~bind it 

In iu efforts to achieve the lcnli•term objecove$ of increasing loda:iesi2's rice producticm. the lndi::m.-isn 
sovernmeat is using th• Mega-projec;t to satisfy the shon-u:nu intm'ests cf timber compania. In additiCD to 
work en the projea infr.astruc:ture such as the draio.:sge c:hann.els, irrigat.icm system and transmigration rite5, 
sni::ral Larg~-sc.ale companies appear to beldn from the reclamation, thous.ands of hectares of forest -
including pristi:ae forest dmigo.ated for c:ooscrvatiaa • arc being clear ftlHd by priv.m companies. These 

. include PT. R.anl.c Mario, cwned by H11tomo Mandala Putra (Pn:sidcat Suharto's ycunaat sea), and 
·. subsuiiaries af the Salim Group; c:ampan..- wbi.;h hi~ b«,(:i abtc t.o take en c,ctnordmal')' share of state 

,ubsidics and other prefcrc:mial trcanrulln1S. Toe ume companies an actively seeking mooopotistic right, to 
con~rt land to oil palm pl.antatians. 
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A COMJ>REHENSIVE OUTLIN:E OF THE RELATIONSHIP BETWEEN THE 
RI:CLA.""1.ATION OF PEATSWAMJ> FOREST IN CENTRAL-KALIMANTAN, 

THE FIRES, AND THE PROSPECTS FOR AGRICULTURE 

Compiled by. Dr. Bermaa, D. lujben 
Institute fer fore.my and Natwe Research· IBN, 

lrtterucioo.al Affiin ·NATURE CONSERVATION SECTION. 
University of A,gricuJture, Wageningen 

~~-~-----------------------------~------------------~--------------------------------~ 
GENERAL FUNCTIONS Of rEA T-SW AM]) FORESTS: 

Pc.it-swamp forest is an ec.olog.ic.al system cf immense impon.a.oc.e for its surroundings; the 
living co.ropooact i, tho ~gc:t..atioo covw (trees), tho SO'\lctural cornpoocnt is the peat (dead, 
undecompoced plam material). 

The whole system acts as e "sponge" (water retent.iai) and "atmospheric .pump" (evapo~ticm 
for rainwater, the rain originating from the ocean &Us on the swam;:,. which returns tho water 
to the aunospher o-..r a lcng period oftima, so that the dry hinterland will get rainclouda. This 
is p a.nic.u.lalrly import.mt fer ndudng the Jcnglb of the dry ae.uan. 

The peat -swamp forest has a uniquely ada.pt.8d biologic.al divcnity dependent on ""'"8ter and 
thriving on a low nutrient b~is and is oftco a breeding ground for many species offr~2ter 
and c.oa5t4l 6'h and crustaccns (shrimp). 

The pczt-swamp forest is coe of the roost import.mt sustainable, multi-funafonal carbon 
(CO2) linJcl in the world • western countries in 1he near future may come to pay for this 
func:tioo. 

WliA T B..APPENS ~R Rl:CLAMA TION: 

• D r:i i.,u ge lea els to loss of water ( dryins out) in the spcogy peat layer. 

Loss of wator allows oxidation and decompa.itiao of the peet (subsidence). 

• Sub1ideou I.ads to ~so! 5011 sub6t.rate ~ of substrate borizco). the rOCJU oltrees a.re 
exposed. 

• A l=red substnte botUOn is susuptible to 11.ash-fl~ during the wet season. · · 

• Trees die due lo lack of water in the my Hasen. 

• Dry peat is CXIrenwly suactptibl• to &l'SOD (1bc). 

• Pc:nn~ u very bet, uncoatrollablc, and burning away the surrounding live forest. 

• All biodiversity in a dried out. bum~ peat .am is l05t; the 5eedbanJc .is burned. 

• Due to c:h.anges in 10U chemistry and ladt cf bioca, ~nrtia1 of a pl.am c:ov9T is ~emcly 
s!CTW ;and w:,ifcrm - 'J>OA plants (ferns) immiptms from far away. 
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WETLAND FOREST FIRES IN INDONESIA 
Peatsw~mp forest habitat threatened wfth '"1indt0n 

Th(, ,,ond i~ sr.ocktd t,.,• tt-~ txtcnt and impact cf ttM hug, forest fires r.tging in 
the tropic-c1I riir. ior~a of Sumatr.i .r,d Kcli~ntan.1\1.an}· people co not ~ali$.e. 
>,c,w(,·er. th.rt one d the iortSt ~~ roo.,1 aff~ is Ktually i typt of w~nd: 
peatwamp~ 

In ,,-o<cm ll"IOMft~ V'leS-t w.-tl:ind ior~ oriiinafly CO\"rtd over 15 rr.ilrlOO 
h«u~. Th~· art d,aractcriscd by huge ~pt>5lu ci orpnic debris up to 20 
~'"" ~, o ~-e!I as bl idcwatcr rlYef') .md spKjaliy adap;ad ~ion 
~nd Q.Vn.). ihtff ~nd iomts ~ ~c,p,ni,ed IS intftNtioNlly important 
fo, ttM con~t>Of\ ol biodlvtrsity including mart)' t~nlffl:(1 sptties 
CSumatran I,~. Mal•yan Sunl>ear. Probo,ch "-~er. Orang Utan. ~·s 
Stork, F. ls,e C-11ti•I. rNny spec ic.s oi Horn bills. etc:.), .nd ... lucd for their role 
as c.rbon !ink, and in balincins ~ ~tur.,I w.tcr r.gimt-absorl>ing ,.im,,ter 
in ttlt ,m ~ !P"N~<ins ilocxi,J, and rc~sing it sl<M.fy in ~t dry season 
lP:-t~nti"S d~ht) Once they ha,~ ~n dni~. or p;,dy drained, ~ 
a~ \"efY Y1Jlner.ble to fi~. 

T ode\·, f(,y.- primary ~tswvnp fortSts rf'fflaln In lndo,,nia. In l 968 only on 
estim;ted 10~ o.f rhe remaining pe.lUwamp forests ~·ere cons ider•d 
,.:ndinu~. ~-hiit the remainder had bttn aff,cu:d b')' ~ and a,aticultur.il 
~,itlti. Ry that ti~. O\"tt 35,-. had ~n totally conw~d to other uses. 

T~ currv.,t ~ ~ are widely P']blici,e,d b.."Cluse of 1he enoJmous MnO".mt 
and critkvl ~i.~ o( smolce tht!-y ~~ pruducf'Ci, ~rwly effecti~ milliOt".s 
:ff pecple th~hout Sovth-c;st Asia. Ac~ l~ia. oi.~ 300,000 ~le 

. hed SC>Ysht tTUt~rit by the end of Octobe!. Uirect t'Conomlc imp~cu Nvt
~ est,mattd ~ ruMing into blllions ol dolt.rs. 

lon&fl-:.mt imPK1S will be f~h after U'4! tire$ are extinguished. They incl~ 
the ICM of h-.~ic.al Nndions (which wUI ~ft in ir.cruMd Roods .,,d 
dn:,u~l incruted "-a~r pollution, Jc,s:s oi SUSQinab~ batry potcntial, los1 
of use pt)lt~~, of non-timber forest prod~·by local ~pie. spccl~ 
mnc:tions, ,nd ~ct on dll'Tliltt -· bo(h on lea! arid "~' sal~ 

The :irn ar~ primuify c-~ by ~he clear2nce oi ~"'1 •~ for ag,lculture 
and lore,t pla!'t:Zltiuns and bec.i~ of~ ~k d a~l'ffle5S of~ rnpo,tanct 
oi forest ~•ion. Ma/01· n,-s ha1.-e occumd In lndonaia .,,nu,11y since 
~ ear1y 19evs. mu .-1ccording 10 the C•ntre ior ln11tmational Forestry~ 
(~ in e~r. ~v•) much of ~ bumin5 iJ dt'lb-.rne w moti~ted br 
people·s dtsirt :o rake .Kfvarrtage ol h ,~ioNlly dry concfltions {~ to 
El Nil'lo> to c lur land fo< agriaJ ltura I us.t. tr•nsmisntlon sitiesancl de-.~lupmt nt 
o( indvst'bf planwions oi rubber. oil-p.,lm a:,d pulpwood. 

S.~lllt~ imDgts sh<M· that an arff of .in ntirmt(d 1.5 rnilllon hectares h~ 
~.~ ,H«tfd ~ iirt (World Co~~tiQn ~lonhoring Centre). ft is fltirnated 
that tht ~ ~)" thr~.it,n over one millio,, ~!Ata ol mainly pe~·amp 
for~ in !tl( provi~ of Jambi, South ~u.. and Soud,, Ctntral ,rd fa,t 
~lim.arun. ,nd in M.l~~. Some o( ~ fir~ art loated in old Jogging 
conc~1ion~. but m.n-,· are in protcoed area$, including several National Parks. 
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1 · , .·· .n., .,-,,, :~ 11: ,,.,. · : , 1 , ; 1i, 1"s ,·,t're b~rn:n~ ,,c tr:e l,,-,:de~ oi Elerb,tk ,'-J:ic.n.il F'Jr~. vr,E oi onl'.- :wo lr.cion~;i,,n 
, ... :·-.· : . · . • '.\t•rf,1,..., :, · ; Htrn.i:ionJ! .r.~s;o:-ti:'ICi l. whi(.·'i hJ•bour~ t"OO~•t ~Jli c; <Jli c!-.-: ,..;,~in pec'.ts~Jr::p :ore-:: 
·, , •• . • '"J-, - ~\1 .. : Jl t. : ·, ,1·,r,hi!u::;-'03 n\'L' ~S·n ;, t .. ·-:inn ,:J . ..,., ,,re.i µ,o p1 -;i:-d .i~ .in e:it!ensi,:,n o i 5crbak, .>;.' :.>c.lrec 
, . , • . ·. -·, ., :r·~· .1,! ..- : .. · : .~>re th.in iC·~ .• o:· :h~ µe.!t .,,.,ci ire~h,\ Jt~r !'\•·.1 :-:,;:, i<- , eit; rn th is i! re.1 ~&::P<.lr«:"C :o ?eon 

=•'"' ':' ..... . : • •• . .. ,. : ), 1 .... : • .! 

:' '. · ··. •·· -:·. ' · .. --1· .. .. ,,i·· :, : .,r c·,is "'ii'i ,~,11~r, i;.; ~i tiiP. cn!r l<>wl.,nd arN ::i lndor.csia ·,, ith t~.e potential to :r:li:it:lin 
.· . ,· . . ·: :." ,, •. ,;. ,t . . , I ~u"'l.l!cly Jn in:;.>ortint p .Ht oi 1h" 5embilani'B,,nyuas:n ar:a rer:,J ins r, lat:,.·ely un.i:'fect~d 

: ·. ,.1 ·, .. ,·.,,· in·, . ·,\lfn:n!( n,~ 10, ~.:t~w.,mp ior11st ,ire.a in.T.1nlwng Putin, ~acior.al r.1rk. an .r~• w~rld 
: · • : :· ·r , :... r.i ·1.:: \ :.,·: •:, ,µu l,11 h1n .ind rtt':«'bilit.ction t'tn.rc. Co,,!-lAI p(ilt>wclmp ioruts in south-we-s: Ceilt r,1! 

• .. • " . , ,: • ..- ·· ~'""' ·" lt l ... .. . ,:ne oi t!-:-? f"l;;))t Ji'.t>(t'°ci Jr~.:,. w;1h .l dense disrr;but ion oi ~hot spots·. ll is ft~rec t:-i~l the 
·, · .. .. .. ,,,. :.1:,ons :,i th i- iii:,, "w.arer ri\ trs (n :his re~io:i. w!ikh ure kr.owr. cc, hJrbour m.1ny tnCtmic ii:;ecie~. will bi: 
·• ·. : •. I .• ,,·;JJc !t"tl 1>, \ · · : • pollotiO:'I ~nd h.abi:.it ch,n11~. 

' 

! :., ... : ·· ... IJ,I it>·,, \-;e: ... :,~ :ht ,mpac~ of lo~~in~. cgricult~rJI r.?clamation .::nd ext€nsi,·e dr.linage In cum~inc1tion 
: . ii" r, ., ,,·.: : 1,•Jr;,nl (' ,1,: ,.1 ; ·t:- hJ'.'t: m,1Ct' pri:"11,ry pe.l:Swir:ip fo te>t., ~~Hrely rh:e~t•n•d \\.'ttlar.d habit-I :r. South• 
"' ··· :., J C .,.ir;nuM :· .. ,.; rr.~se io,~sred "et!,nds will lead :o the e'.'t inction oi rnany sytciu and th~ lc~s oi lonR· 
1• • · · •• ·- , :,:,"I·, ::,: ;)1'1\1 ... .. , •• • ''t-,1s1,;res mo~t be :aken to prcvo?nl tr.e iurther u:.ne c e>s.:~· lol:1 oi t!-iis valu.ibl~ PCOj"f\tPm . 

~ •· ·• . : :, ,.,.. · ,.:, · ~·t- · · · . ·.·: ..:i,·~n to rhe ,r,te~-ted m.1na~eme:it of peat Sl',·.in,p iC1r~s:>. es;:,ec ially prtventi:'l~ drJinJ~'! 
,· :· . , .. · : · · · , · ~ · ;:; . , . l. °. '1J't<O-..er. ~tod. mu~t ~ :ukEri oi the rema;nin~ pe;.t~wamp Cor~,l .,u, oi im~~•nc~ to 

: , . , .. , . , .• · · " • ,1,i., :, ,r,. ·, 1,.1,1nkul.uly the few rc-m.:i :ning Jrt!;is that ;,.ir:;our prirr..arv fores.ts. Designation oi such 
·· - .: • .• : •. ,:·, ,:,·: :.--1 .•:· :·:.. 1 \ · 1 t-~l.i~l ishflient or· a pµ r opri ate m:1~Jg:mc ~t :;ysti:ms , including ii.-~ prevention prosra:nm ~s . 

. -·· . • .. ·.:, .... ,· ·:~; .:IC' · :-- : • ·,., ;,nontv. 

·:. ·:· ., ·· ,> ,. ,, .. ~ _.: .. , , · · ·, .· ,~1.es th.t il re·.,?e·.v of pol ;, ic!s .ind their implementation ,eg,ml ing ie<estry m.1n .. ~"!men1 
.. ,:- : ·•. 1:· , •· c- : J ·it · ·· ,r :.:unversion to c1gricu I tu al lar.d ,.,d ioreslry pl ar.t.:tl-:im 1, urgently re<jvir~ to P""Jet•t t~ 
·~· . • • r , ,: . ,, rt- .-~·.- " . ··· . ... l:)rC'S( li ,~i in yeif'l 10 come. :-S:.:i:ional proiram:i~es .re n~ded lo crule a~·crer.,ss of the 
•·· · ·r · ;·· " ,·: ,;,:, 05=·, . . ! .· .Nbl:c h~.1it!i imp.icts of ioresl iires. to oeatc public int~resc. and LO piomote ur.d~rmndlng 
J ~·:. n.:,i 11ui .1 , . :,r ~ -. i ·, .. :n milkers. · 

·. •. - · .. , ·,1. Ir. o: • n.1111 n , ···~ .J~n the intern~tional comml.!nlty, rncludin3 the donor .ig~;,ci,u, to a.ss i,t the goverl'lm~nts 
• ,: ~ '\ o: ·- . , . ., , , . .l. ;.1 .1 :, . • ,, • . , nplish th~st. tasks. 

·: . •:::,1 ~~!, ·::t c-1 :: Jt1v1i ; ~.is offe:ed to .ict as a conduit to ,1id sover:im~r.ts .. p.vticc..:l,rly by orsani,ing inlunatior ... l 
, , :>"'''' '" :. r: "'l!r il ,u :, , ·• .;,:11::,n pl~~ ar:d strategies t!iill .iddrtss the problem. We~l,nds lntunatiorul calls on ex~rts 
' "t! J··.e,·: •t'~ ;, :,rt-,:~,: ·,: con:ribvting to The ~horl and long-term 1olutions of these problf?ms to cont-er \.'.'ctluids 

t,:· ~ r.., ,,, ,1,r .:I'\ :,1: lo.· ,,.·.:1 l'rcgr~~me Office or the Asia Pacific Headquarters . ----·-·--- -:1 
,,t.,r.ds lntt1n .. tic!\al-Asia Pacific, IPSR/Unl\·tnityol Malaya, Lembah P.mtal,50603 ICu.ala lumpor, ~a~ 
I: .. io 3 756 6f,H; fa1t:~60 3 7571225; Ema.il:wiap-g~iap.rwiond.ntt · · 
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TtlE .JAKARTA POST 

IMF must address problelTI\ 
of crony capitalism: Econit 
JAKARTA (JP): The 

lhird Inlcmnlional 
Monctnt)' Fund (IMF}
:-cfonn package for 
Indonesia, lo be signed 
,ext week, will likely 
'.nil lo revive lhc dying 
!conomy unlc.c;s I l dis-· 
nanllcs the culture 
>f crony capitalism, 
.he Econit economic 
-escarch group ~aid 
•cslcrtlny. 

FA,inll dh"Cetnnc l..aks11mono 
iuk11nll nnd nl:,.al Romll Loh.I 
'Jum11IIHIJI thnt the: IMF paek-
1!'-" wu11M very unllkcly cllrecl
( 111lcln'K"I the mnln c11w1c uC the 

cri1lls, namely "free, unbridled 
crony copltall,m." 

"ll I~ obvtou, to oil lhot lhe 
crony copltall,t system has 
brought on lhe economic cri
sis," Loksamana sold. 

"tr we are Intent on anvlng · 
lhc lndonHlan economy and 
rcgnlnln~ Investor confidence, 
we mu~l Cocua on ecroru lo t'ool 
oul lhe blood-leochlng ay,;t.cm 
or emny capllallst.s." . 

f..nksnmona 1111d crony capl
t.nlh1ls only thrivt'd In lhe 
nb.~ncc of cont mis or a balonce 
oC power within lhc pollllcol 
system. 

In lndoncsln,. he 11111d, crony 
eopllallsta had openly ercelt'd a 
"power franchise" system of 
bUlllnc,.."les. 

"f;xclu,dvc llccMCII, conccs
slon."I oncl economic prlvllr.ges 

, like monopolies and cnrtcls nre 
only enjoyed hy the cronies who 
are copoblc of pnylng the 'pow
er fronchlsc foes' or the cost.a or 
collusion; bribes, graft and oth
er malfeasan<x!," he anld. 

1..oksomonD suggest.cd lh:it 
the IMF mnke cfrort."l lo rool out 
cmny cnpllnll!'m In lncioncslo 
th11 llnit concllllon Cor <lbburs
lnt: Ila loons lo the country. 

'lb eradicate practices o[ 
cmnylsm, lndonesl11 needed 
fun<lnment.nl ch:ingcs of char
acter and 11tllt11clc on the pnrt oC 
thr. power holdeni. 
· "IC (he IMF Is nol convlnct'd 
of thc."le changes, then crony 
corlltallsls wlll continue lo exist 
and obstruct IMF reforms In 
Indonesia and the IMF aid pm
gmm to lndona1ln Is doomed lo 
full.'' Lokanmano solcl. 

Jllzal oddcd he wos pessimistic 
thnt the cum:nt c11blnet could 
Implement all points of the new 
agreement wtlh the IMF. . 

,"We don't believe that thl1 
crony, kitchen cabinet Is able lo 
Implement whot wlll be signed 
next week," fih:nl sold. 

11e·11olcl thechnllengcs Corthc 
IMF nml the cun,::nt co bind 
would be much tougher thnn 
previously thought because the 
crl:di1 hod only Just ,tarted to 
1-c:illy bile with the onset of spl
rnllng lnOotlon .. 

Another problem would he 
the omnunt the economy 
11hrlnks. 1'he IMF and the gov
ernment hove predicted eco
nomic growth will be mlnua 
rive f)Crccnt . • 

"When we r.xpcct mlm•~ 
growth, foreign lnvcsloni wlll 
not come back here. They wlll 
rnth1:r go to eostem Europe or 
1.nlln America which oHer high 
~m~vlh," he 11nld. 

SATURDAY, APRIL 4, IC)C)II 

The other Imminent major 
problem was how to tackle the 
a\nady rotten banking ae<:lor 
and huge public and private 
off.shore debt burdens, 
Rizal said. 

More than 50 problem-rid
den banks have al~dy been 
put under' the receivership 
of the lndoneslAn Bank 
Restructuring Agency. 

"The other banks have been 
lteplaDoat by ftnandal aupport 

I from Barut Indonesia, amount- . 
Ing lo more than Rp 100 trllllon 
(USSU.7 bllllon) so far," 
Rlul said. 

He predicted that non-per
fomilng loans could expand lo 
as high as 70 percent. 

M for debt probl~. 
Laksarnana saJd, there would 
be no way to solve them with
out a write off and rollover of o 
portion of the foreign debt. (ri d ) 
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overview of AP~INDO, Indonesia's Plywood Cartel 
by Chris Barr1 

There is substantial concern about reports that APKINDO, Indonesia's plywood 
producers' association, has failed to relinquish its control over the 
industry . According to the Wall Street Journal, APKINDOs marketing boards have 
simply changed their names and have ordered Indonesian plywood companies to 
continue using their services. 

The concerns with APKINDO are two-fold: First, the producers' association has 
provided an extraordinary degree of direct personal control over the nation's 
timber sector to Mohamed "Bob" Hasan, President Suharto's closest business 
associate. Second, the cartel's marketing practices, which have required 
enormous volumes of plywood to be sold below-market prices, have created a 
structural incentive · for Indonesia's forest destruction to proceed at a pace 
well beyond what even market · forces would dictate. 

Since APKINDO was vested with fa~-reaching regulatory powers in the 
early-1980s, plywood has been one of Indonesia's most highly-regulated 
industries. APKINDOs marketing boards and price stabilization teams have 
carefully controlled the .overall volume and prices of Indonesian panels 
shipped to specific national and regional markets. To keep Indonesian 
producers from competing directly with one another, APKINDO has also assigned 
firm-level export quotas to each of its members. Producers .that either exceed 
their quotas or fail to meet them face stiff penalties, including heavy fines 
or cuts in their quotas for the following quarter. Since the early-1990s, 
APKINDO has exerted increasing control over -the destination of each producer's 
panels by requiring Indonesian plywood firms to sell their panels through 
monopoli stic marketing arms established for. each of the world's major export 
ma r kets. Since the creation of these marketing arms, Indonesian producers have 
been prohibited from communicating directly with foreign buyers. Ratner, they 
have been required to ~ait for the marketing monopolies to issue purchase 
orders to individual producers,· which the producers are then obliged to fill 
regardless of the prices that have been set. 

Since the early-1980s, Bob Hasan has been the "Chair of APKINDO's Board of 
Director~ .. He has used his position to exert far-reaching control over the 
marketi~g -practices of his competitors and, in doing so, to generate enormous 
non-market profits for himself. As members of APKINDO, Indonesian plywood 

· producers have been required to pay a variety of promotional and ma~ket 
development fees for each cubic meter of plywood they export. These fees, 
which had generated close to US$ 1 billion by the early-1990s, have never been 
publicly accounted for, and it is widely believed that Bob Hasan has used them 
(as he did DJR Reforestation Funds) for his own investments. Bob Hasan has 
also used his influence in the producer's association to set up sweetheart 
deals for firms under his control. Since the late-1980s, a Hasan-owned 
insurance company, PT Tugu Pratama, has held a _monopoly contract for the 
coverage of all Indonesian panel shipments . Similarly, Indonesian plywood 
exporters are required to ship their panels on Hasan's Kencana Freight Lines. 

'Author of ~oiscipline and Accumulate: State Practice and Elite Consolidation 
in Indonesia's Timber Sector, 1967 - 199s•, M. S. Thesis, Cornell University, 
Ithaca, New York. Forthcoming (1998). 
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By far the most profitable aspect of Hasan's control over APKINDO, however, 
has been his ability to establish personal ownership ·of the marketing 
monopolies that handle Indonesian plywood sales to major export markets. These 
monopoly marketing firms include: Tokyo-based Nippindo for the Japanese 
market; Indo Kor Panels Ltd. in Hong Kong to handle sales to South Korea; 
Celandine Co. Ltd. in Hong Kong to coordinate panel shipments to China and 
Taiwan; PT Fendi Indah in Jakarta to manage exports to the Middle East; and 
Fendi Wood in Singapore to oversee sales to Singapore and Eu.rope. · By requiring 
Indonesian panel exporters to sell their panels through these firms, Hasan has 
been able to extract a transaction fee of US$ 5.00 -6.00 for every cubic meter 
of plywood that passes through his hands. Moreover, Hasan's firms are believed 
to generate additional profits by marking up the price of the panels before 
they sell them to importers in the destination countries , and by stockpiling 
Indonesian panels when world market prices for tropical plywood are low in 
order to sell them when prices rise. In doing so, Hasan has been able to 
generate hundreds of millions of .dollars while making little investment and 
assuming virtually no risk to himself. 

From the perspective of protecting Indonesia's remaining forest resources, it 
is essential ·to dismantle the monopolistic control that Hasan' s firms hold 
over the marketing ~f Indonesian plywood. Because Apkindo is structured so 
that his marketing firms . are intermediaries between Indonesian producers and 
foreign buyers, Bob Hasan is able to capture considerable profits for himself 
regardless of whether international market prices fo·r Indonesian panels are 
high or low. Indeed, Hasan's · marketing firms have ·regularly flooded Japan and 
Other markets with large VOfUineS of underpriced panels often, at Or below 
production cost -- with ·the expressed aim of maximizing APKINDO's market 
share. While A?KINDO has generated over 11 million cubic meters in annual 
plywood exports since the late-1980s and has accounted for over 70 percent of 
world plywood exports, this has only been accomplished through the heavy
handed use of .artificially-low prices. In this way, the plywood cartel has 
driven Indonesian timber operators to harvest a significantly higher volume of 
logs each year than they · woul~ if they were responding to market forces rather 
than APKINDO directives. 

:.:•. 
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February 9, 1998 

Indonesian Plywood Cartel Hangs Itself a New Shingle 

By KA TE LINEBAUGH 
Staff Reporter of THE WALL STREET JOURNAL 

JAKARTA. Indonesia - The big plywood cartel that was supposed to be shut down after last 
month's revised agreement between Indonesia_ and the International Monetary _Fund is still kicking. 

The ink is barely dry on a series of Trade Ministry orders dismantling the Indonesian Wood Panel 
Association's marketing boards. Yet one of the carters key arms, its shipping company, changed 
names Feb. 1 and is ·recommending· exporters continue using its services. Plywood-industry 
executives say the recommendation is tantamount to an order because few timber companies are 
ready to cross the association's powerful boss, Mohammad "Bob" Hasan - a getting friend of 
President Suharto - lest 
they find their export quotas cul 

According to industry executives, allowing the cartel to maintain its control over plywood shipping 
de feats the purpose of the IMF-mandated liberalization, by letting Apkindo, as the cartel is called, 
have continued 
access to the key export documents it needs to control prices and set quotas. Apkindo has been 
widely criticized for fixing uncompetitively high prices for plywood exports in the past. · 

·1t slaps the entire reform effort in the face," says a senior official involved in the implementation of 
tne IMF package Indonesia's letter of intent with the IMF, this official points out, says "all informal 
and formal restnct1ve marketing arrangements· will be dissolved. 

Controlled by Mr. Hassan, the association has wielded tight, yet informal control over Indonesia's 
plywood industry. which was valued at about S3.5 billion in 1993. Apkindo itself denies charges 
::-iat 1t controls the industry, and says it is now following the IMPs instructions. 

· shipping is open and tree," says the shipping service's coordinator, Soewarto, who goes by one 
name .. 

The difference between today and before the IMF program, he explains, is that Apkindo members 
are no longer required by government mandate to export through the service. Instead, the 
aS6ociation's ·recommendation• Jan. 29 merely urged members to continue using the renamed 
sh1pp1ng service. 

-ro expedite the arrival of plywood exports to the country of destination in a timely, safe and 
orderly way, it is seen necessary to create the [newly named shipping service] for Apkindo's 
members," says the letter containing the recommendation, signed by Apkindo's Executive 
Chairman Tjipto Wignjoprajitno. 

·11 has to be seen as an order because the man behind it has a lot of power." said an executive 
from a leading timber company. He doubted that any of the more than 100 Apkindo members 
would dare defy the recommendation. 



In addition to objections to its pricing of plywood exports in the past, Apkindo has also drawn 
criticism for levying a S 10 fee per cubic meter shipped, and for limiting companies' exports through 
a rigid quota system It has always insisted it acts only to protect the interests of its _members. 

t;-i lieu of the S10 f~. the association has now imposed a new charge of 50,000 Indonesian rupiah 
(SS.24) per cubic meter of plywood exported. These funds are refundable after all export 
::ocuments are submitted to Apkindo's center for statistics. But industry executives complain the 
turnaround time is slow. disrupting companies' ca.sh flow. 

How the IMF and the Ministry of Trade will respond to Apkindo's hold on the industry remains to 
be seen. But clearly, industry executives themselves won't be the first to speak cul 

Asked to comment on the apparent reinstatement of the association's prerogatives, one finance 
director of a plywood company responds: ·1 say whatever they [the association] say: 

Return to top of page 
Copyright Q 1998 Dow Jones & Company, Inc. All Rights Reserved. 
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FINANCIAL TURMOIL: LIQUID ASSETS 

Suharto's grandson gets water suppty contract 

Stra ,ts Times Sal Feb 07 98. Pg. 47. 

JAKARTA - Companies controlled by a grandson of Indonesian President Suharto and a son of tycoon 
Liem Sioe Uong were yesterday granted contracts to operate Jakarta's water supply. 

The contracts were awarded to PT Kekar Thames Airinido and PT Garuda Cipta Semesta by Jakarta 
governor Sutiyoso, the Suara Pembaruan evening daily said. 

PT Kekar is controlled by Mr Suharto's grandson Ari Sigi~ while PT Garuda is controlled by Mr 
,:,n:hony Salim, son of the country's wealthiest tycoon, Mr Liem, who is sometimes known as 
Sudono Salim. 

Water rates would be raised by between 5 and 40 per cent depending on the category of users, Mr 
Sut,yoso said. adding the average rise would be about 25 per cenl 

Pnces are soaring across Indonesia as the country is rocked by a devastating economic 
cris,s 

The wa:er s1.;;::, ;::, ly was operated previously by a state agency. 

Th~ companies hao been granted 25-year operating contracts under an income-sharing 
scneme. Mr Sut,yoso said without elaborating on the deal. 

PT Kekar and PT Garuda will divide water services in the capital, with the Ciliwung river 
wh,ch slices though the city marking the boundary between their territories . 

. 
The Jakarta governor said the government would enforce rigidly a ban on deep water 
wells in areas covered by the services of the two companies. 

Many !0dustries rely on deep arteslan wells for their water supplies. 

-
Mr Sutiyo·soo said that under the contracts, supply coverage would be expanded from the 
current 46 per cent of the city to 75 per cent in five years. The water supply would cover 
the entire city by 2018, he added. 

1'1.uch of Jakarta cuntinues to rely on wells for water supplies. 

Meanwhile. Bisnis Indonesia reported that Mr Liem was preparinig a move together with 
ocner big businessmen to safeguard government efforts to cope with the monetary 
cns,s. The newspaper report also said Mr Liem has consulted businessman Sahid Gitosardjono 
to formulate measures that they can implement. 

- AFP, AFX-Asia 



President's G~ndson Follows In the Footsteps of His Relatives 

By PETER WALDMAN 
Staff Reporter of THE WALL STREET JOURNAL 

JAKARTA. Indonesia - When duty called, President Suharto's eldest 
grandson answered. 

A small network of ethnic-Chinese Indonesians was getting rich cultivating 
a rare type of bird nest for export to Hong Kong, where they are served 
as a deficacy. And they weren't paying a rupiah of taxes. First grandson 
Ari Haryo Wibowo Sigit Harjojudanto, alerted to the lucrative shipments 
by a business partner in the snakeskin trade, responded in the family · 
tradition: He formed a cartel to rein in the bird-nest bounty. 

'We did this for the government.· says Mr. Ari, 27 
years old. ·our studies showed Indonesia was 
losing 800 billion rupiah (about S89 million] a year 
in taxes." 

So Mr. Ari's Bird Nest Association, with tacit 
support from friends at the Ministry of Forestry, 
slapped a fee, about S40 a pound, on all exported 
nests - to be paid to the association. (Premium 
nes ts. made from the sticky, white saliva of a 
sparrowlike bird called a swiftlet, ~tch as much as 
S600 a pound in Hong Kong.) Indonesian customs 
of:1c1a1s did their part by enforcing the association's 
unoffic,al levy. demanding proof of payment before 
letting nests out of the country. Some producers joined the association; 
others opted oul Bird-nest smuggling soared, traders say, as many 
farmers refused to pay what they regarded as extortion to Mr. An"s group. 

Eventually. after two years of in-fighting decimated exports and left the 
. industry in shambles, the Indonesian Tr.ide Ministry announced Mr. Ms 
' : trade group had no legal standing after aU, and hence the money collected 
·· was not a government tax. No fees were refunded, and it is not cfear - as 

with most Indonesia cartels - if any of the money ever went to the 
government Still, Mr. Ari holds on to the association, confident. he says, 
he will get a law passed to legafize its status. 

-You should see those bird-nest farmers,· he says, still indignant a year 
after the cartel ran aground. !hey drive Mercedes-Benz es.· 

Mr. Ari has tried to build similar -toll gates· in Indonesia's beer, shoe and 
tropical-wood markets. with varying degrees of success. But his grab for 
bird nests, an obscure market niche dominated by Indonesia's successful 
but vulnerable ethnic-Chinese minority, perfectly sums up Indonesia's 
collapsing economic model. 

"When you eliminate one monopoly or special cartel, these people pop up 
elsewhere, and you're back to square one; says an Indonesian economist 
who refuses to be quoted by name on the first family's businesses. "That's 
how they operate.• 



> • 

~·· 

Mr. Ari has moved on, undeterred by Indonesia's worst economic and 
social crisis in 30 years. As Indonesia's stocks of food and medicine 
dwindle, riots flare and the military remains on alert. the presidential 
grandson is busily plotting brand extensions for Sexy, his own ~onsumer 
label. On the drawing board are Sexy modeling and music schools, Sexy 
cafes, Sexy soft drinks, Sexy beer, and, of course, Sexy clothes, which he 
designs himself. 

His first Sexy clothing boutique is scheduled to open here this year. the 
first Sexy cafe is scheduled for ear1y 1999. Then it's on to London, Mr. 
Ari says, where he plans to franchise the Sexy concepts. 

But for Mr. Ari, there's no place like home, even now with Indonesia's 
economy in crisis. A couple of weeks ago, the governor of Jakarta 
awarded one of Mr. Arf's companies a 25-year contract to build and 
operate roughly half of thi~ sprawfing capitars water supply. The contract 
for the other half was awarded to a company controlled by Anthony 
Salim, son of Mr. Suharto's closest and richest business crony, Liem Sioe 
Liong. In conjunction, the governor announced average water prices 
would rise 25%. 

Hitting the Big lime 

It wasn't easy for the president's grandson to break into the big time. In 
add1t1on tc his grandfather's own brothers.and old cronies. Mr. Ari had to 
contend with competition from his father, uncles and aunts. His relatives 
established companies and partnerships years ago that swept up many of 
the best business opportunities Indonesia had to offer. Most top-ranked 
foreign and Indonesian companies, which wanted Suharto connections, 
gravitated to them. 

But Mr. Ari, scrappy and notoriously unabashed, has built a vast network 
of holdings from the leftovers. Consequently, his businesses, which rely 
more on smaller-scale gatekeeping than his relatives' big trading and 
infrastructure monopolies, have been less affected by Indonesia's 

- economic c:tisis than the first famity's higher-profile companies. In that 
sense, Mr. Arfs activities provide a more telling picture of just how deep . 
the system of patronism and privilege reaches into all levels of Indonesia's 
economy. 

That isn't to say Mr. Ari hasn't had to be nimble. His cash cow is a pair of 
companies that have exdusive permits to import about 1,000 different 
Chinese medicines. Though the weak rupiah has caused prices for the 
imported remedies to soar beyond many Indonesians' means. their 
historical profit margins of 30% to 40%, Mr. Ari says, leave a comfortable 
cushion for hard times. ·1rs like selling peanuts; everybody wants them.· 
he says. 

~r Brouhaha 

Tax collection remains an Ari favorite. Two years ago, a company he 
owned with the son of another politician was appointed by the provincial 
governor of Bali as the sole agent for the sale of revenue stickers for beer 



sold on the island. But when the company demanded beer producers pay 
three times more per sticker than the government's actual beer levy, 
Indonesia's two main breweries cut off beer supplies to Bali in protest 

The howis from Bali's powerful tourism industry pitted Mr. Ari against 
some of his closest relatives who own resorts on the island. The president 
stepped in; the grandson's tax-collecting contract was canceled. "That 
company was a mistake," Mr. Ari now says. 

Mr. Ari ran into more flak last summer, when the Indonesian press. 
reported the Education Ministry had named one of his companies the sole 
supplier of shoes to millions of Indonesian schoolchildren. The 
·national-shoe" project as opponents dubbed it, caused an uproar, largely 
because of the high price Mr. An.,s company reportedly intended to charge 
for the shoes. Mr. Suharto killed it 

'No Force' 

Mr. Ari says his plan was misconstrued. 'Vve only had government 
permission to sell shoes to the schools; he says. 1here was no force 
involved.· 

Yet another backlash is brewing against a different Ari-linked cartel, this 
one controlling exports of a tropical-forest product called gaharu. 
Provincial governors on the island of Sumatra and in lrian Jaya, the 
Indonesian portion of New Guinea, have awarded the Ari group exclusive 
rights to collect and market the resin~us black root, which is sold for as 
much as S500 a pound in the Mideast to make incense. Mr. Ari says he 
got involved with gaharu when a business partner asked him to settle a 
feud between two rival gaharu associations. 

The gaharu cartet. however. has crimped incomes of the tribal people who 
collect .the jungle wood, says Soelaiman EJhamzah, head of lrian Jaya's 
chamber of commerce for incfigenoos Indonesians. 'Nhenever traders 

. come from Jakarta offering to pay more for gaharu than the carters low 
· : prices, local authorities bar them from taking the product off the island, he 
- says. ·A lot of the tension among people in the jungle is because they f~I 

robbed,· Mr. Soelaiman says. 

Thars how a lot of bird-nest tanners felt when Mr. Ari moved into that 
business. Cultivating bird nests is a passion in parts of Southeast Asia, 
considered as much luck as it is skill. Nobody knows why the swiftlets 
build their sarrva nests in some places but spurn others. Indonesian 
farmers, who Mr. Ari says control about 85% of the global bird-nest 
markel go to great lengths to achieve an optimal blend of cave-like 
darkness, humkfity and feces stench to lure the little birds to their 
multistory bird houses. Still, most of the Christian ethnic-Chinese farmers 
hedge their bets. burying a cow's head under their bird houses for good 
luck. 

Tight Squeeze 

At firsl a cultivator who goes by the single name Sapuma cooperated with 
the Bird Nest Association, applying for an export license from the group 

.. . . 
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and paying all fees, he says. But when the group sent word back that he 
wouldn't be permitted to export nests for at least two years - and even 
then, a license would depend on his productivity as a farmer - he gave up. 
The squeeze was too tight, Mr. Sapuma says, the rules too murky, the 
fees too high and the safety too low. 

'We were afraid they'd confiscate our goods and not give them back,· 
says Mr. Sa puma, who used to farm several bird houses 70 miles east of 
Jakarta. Wrth the proceeds from selling off some of his productive aviaries, 
the ethnic-Chinese businessman now runs a thriving gold exchange. 
Instead of Mr. An.,s group, he now pays ·comfort money" to the local 
military commanders, Mr. Sapuma says. 

·Making money in Indonesia is easy," he says. "But there's no security 
here.· 

Security isn't a problem for Mr. Ari. And though he does resent the 
·discrimination· against first-family businesses provoked recently by the 
International Monetary Fund and other crusaders against Indonesian crony 
capitalism, "if that's what is necessary to help the rupiah, let it be done," he 
says. 'We in the family were brought up to put the country first before 
ourselves.· 
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PEOPLE BEGIN TO CRITJCJZE SOEHARTO'S WEALTH 

. . 

(l~CIDENT): The Anorncy General is coming under pres.sure to take Forbes magazine to court. The legal suit has 
ser. cd to highlight the president's wealth. which amounts to USS16 billion - equivalent to tfie 1998/99 national 
buJ,;et. 

List Wednesday at least five hundred people, representing a range of professions and calling themselves the Red
v. n1te Group [a reference to the colours of the national flag), demonstrated over this. Their target was the Anomey 
Gencr:11's office, although not all of them were able to reach their destination as the police blocked their path on 
se, cr.i I of the roads leading to the building. Around 160 demonstrators - who appeared to be members 
of the PDI-Mcgawati Supporters group - were picked up and detained at the Jakarta police headquarters. 

Those who were able to make their way to the Attorney General's office were able to voice their demands. They 
urged the Artomey General to investigate the wealth of corTUpt officials; but they also called on him to investigate 
the truth of the report published in the 18 July 1997 edition of Forbes magazine, which listed President Socharto as 
one of the wealthiest people in the world. The well.known American economics magazine stated that 
S0<:hano·s we:ilth amounted to USS 16 billion, more than Indonesia's national budget this year. 

F ortxs places President Socharto third in the list of the richest heads of state in the world, after the Sultan of Brunei, 
H.u~n;ih Bolk iJh . and King Fahd bin Abdulaziz Alsaud of.Saudi Arabia. When private businesspeople arc included 
in the r.i.nk in~ . Pres ident Soeharto ranks as the sixth richest pe~on in the world. (Sec tables below for more detailed 
lis[). The demonstrJ tors were criticizing these findings. "'This is disturbed and is difficult to accept as fact," said 
~kgawati Sod.:amopucri in the moral statement she made when celebrating the end of the Muslim fa.sting month at 
her home at the end of January. 

,\.kg.-i waci pointed out that wealth of this magnitude is extremely significant, particularly in the eyes of all 
Indonesians "'ho are e:"tperiencing a continuing financial and economic crisis. "I urge the government, through the 
Anome>· General, to form a fact finding team to establish whether it (the f orbe-s report) is true or not,• said Mega. 
She also ~kcd members of parliament to sc-ek clarification from the government, as well as those involved. 

Table I: The Ten Richest Heads of State in the World 

No ~amc Country Wealth 
(billion USS) 

Source 

-------- ------------------
I. Sult.an Bolkiah Brunei 38 Oil, ga.s 
1 R.Jj:i Fa.hd Saudi Arabia 20 Oil, property 
~- Sochano Indonesia 16 Shares 
J Sheikh Jaber Kuwait 15 Oil, property 
5. Sheikh Zaycd UAE 10 Oil, property 
6. S.Jd~m Hussein Iraq s Smuggling 
7, Hcatrix The Netherlands 4, 7 In vestments, 

property 
g R.Jfikal-Hariri Lebanon. 3 ConstnJction, 

banking 
9 . 8 . Aduljadcy Thailand 1,8 Shares, property 
I 0. Fidel Castro Cuba 1,4 Nickel, sugar 



(Source: Forbes, July 1997) 

Table 2: The Ten Richest People in the World 

···········--------------------
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Country Wealth 
(billion USS) 

Su ltan Bolkiah Brunei 38 
Btl l Gates USA 36,4 
Kd. Walton USA . 27,6 
\\ arren Buffett USA 23,2 
Raja Fahd Saudi Arabia 20 
s~hano Indonesia 16 
PJul Allen USA 15,.3 
Sheikh Jaber Kuwait 15 

Source 

Oil, gas 
Microsoft Corp. 

Walman Stores 
Shares 
Oil, property 

Jnvesnnents, shares 
Microsoft Corp. 
Oil, property 

Lee Shau Kee Hong lcong 14,7 Real estate 
Hoffman Ocri Swi12.erland 14,J Phannacy 

(Source: . Forbes, July 1997) 

Pric,r 10 th is Ki Cxtomo Danna di, the son of national hero Supriyadi, who is also Deputy Chair of the _Political 
Division of South Jakarta 45 Generation, had also urged the Attorney General to file a law suit against Forbes 
r:, J~Jzinc. In :i lener dated 19 January 1998 he wrote, ·1fSocharto is truly that wealthy, at a time ofa monetary 
~r ,si; :hJ! " il l set us back dozens of years as a result of the failure of his leadership, he will surely use that money to 
,:iJ th e: crisis and there will be no need to borrow from the IMF." R.O. Tambunan, the coordinator of the Team of 
O..:fc:ndc: rs,of lndonc:~ian Democracy, also complained to the Attorney Ger.era!. 

Th,· mJn1Xu vr,: to JttJck Forbes, while at the same time highlighting the president's wealth, is typical of the 
JJ, .:ncsc: st~ k of pol11ics. which seeks to avoid direct confrontation with the president However, the increasingly 
:i.s::.i:, public undc:rs1...1nds clearly what lies behind it. To the C.'(tent that during the Red-White demonstration, for 
n Jr.1;,le. shouts of · investigate Soehano's wealth. cou ld be heard frequently. In fact, it should not be Forbes that is 
th :.- subject of crit ic ism. but Socharto himself. Only because the risk of directly criticizing the President is so great, 
J :i J 1,Jblc to run foul of Article 134 ~ insulting the president. a crime which carries a four year prison sentence -
.\ lc:;;J ;ind her supponers used the manoeuvre of making an issue out of the Forbes report. (•) · 



CLOVE TRADING POLICY SHOULD FOLLOW PRESIDENTIAL DECREE 

Jakarta • Indonesia's clove trading poUcy should be 
c:;~.s ,stent with Presidential Decree No.21/1998 which abolished the 
r.iuch-crit1cized Clove Marketing and Buffer Stock Agency (BPPC), an 
economic observer said here Thursday. 

1he decree should be implemented consistently to protect our 
clove farmers so they can enjoy reasonable selling prices in the 
rna~et: Iman Churmen, an agriCtJttural economist, told ANTARA in 
::s:::ionse to recent government advice urging farmers to sell cloves 
to cooperatives. 

The United Development Party (PPP) faction in the House of 
~:;:resentatives (DPR) criticized, Wednesday, the latest policy on 
domestic clove trading, which it charged would maintain the clove 
trad,ng monopoly instead of abolishing it as promised. 

The secretary of the Moslem-based faction, Bachtiar Chamsyah, 
sa,d at a press conference that the government's call on farmers to 
sell c loves to cooperatives would only keep them out of the mari<el 

Sased on the presidential decree which liberalized clove 
::ac:ng. Churmen said farmers need to bargain from an empowered 
pos,t,on and the Indonesian Cigarette Producer AssC?Ciation (GAPPI), 
as cne predom1.,ant consumers of the clove product. was urged to 
no:: ,;:, cnem 

·11 a report that there are Rp1 .1 trillion of clove farmer 
assets ,n the BPPC is true, I think GAPPI needs to immediately 
assist our clove farmers with their partnership funds," he said. 
Tne former deputy chairman of the OPR's commission IV, which 
1s ,n charge of agncultural affairs, reiterated the ciove trading 
;,c.,cy ,n the country should be in sync with the presidential 
decree .. 

' 

·it ,s not wis·e if the abofished BPPC remains afrve due to the 
Cooperative and State Enterprises Ministerial decree. It also 
v1olates the Indonesian Government's agreement with the 
1~:ernational Monetary Fund (IMF),~ Churmen said. 

The IMF. which arranged a USS43-billion bail out fund for the 
country. prescribed massive reforms, which among other things, 
:ecu,red tl'le government to abandon managed clove trading by 
dismantling the BPPC. 

F 011ow1ng the agreement. President Soeharto was reported to 

have liberalize clove trading through the decree. 

F urtnermore, Churmen asked the village cooperatives protect 

the interests of clove farmers because cigarette factories' only 



.. : .. 

have 86.000 tons of clove in stock, while the BPPC is stocking 

154.000 tons. 

In add111on. clove farmers have yet to receive their selling 

price because there are some "expenditures" which must be paid off. 

1 heretore. if there are cooperatives that are not protecting 

clove farmers, then I suggest that tanners not join those 

cooperatives; he said. 

Meanwhile, Chamsyah also said the way BPPC funds are to be 

distributed is unfair to farmers: 50 per cent to the Association of 

Pr,mary Cooperatives (Puskud), 25 per cent for the Confederation ~f 

Primary Cooperative Association (lnkud), and the remainder is for 

the farmers 

·11 is really unfair." Chamsyah said. 



~. 
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Appendix 4: Good Governance, Transparency, and Democracy 
Includes: Statements on IMF by Indonesia environmental, 
development, and legal organizations 

Don't help Indonesia, labour leader tells U.S. 
04 :00 a.m. Mar 04, 1998 Eastern 

JAKARTA, March 4 (Reuters) - Jailed Indonesian labour leader Muchtar Pakpahan said on 
Wednesday he had told a senior U.S. official that Washington should not give aid to Jakarta until 
President Suharto implements reforms. 

Pakpahan told reporters at a ·hospital where he is being treated that he held a meeting on 
Tuesday with Stanley Roth, assistant secretary of state for East Asian and Pacific Affairs. 

• • 1 told him: Without reforms do not give aid. In this I include political, social, economic ... all types 
o f reform: Pakpahan said. 

Roth was in Jakarta along with presidential envoy Walter Mondale, who told Suharto on Tuesday 
that implementing reforms prescribed by the International Monetary Fund was the only way out of 
Indonesia's deepening economic crisis. 

Mondale, a former vice president. did not say if he had raised-concerns Washington has about1he 
political situation in Indonesia. 

But Pakpahan said R.oth had told him Washington had demanded that he be released, that his 
illegal SBSI labour union be recognised and his trial on· subversion charges be held speedily. 

Pakpatian. 43, is serving a four-year sentence for inciting riots but was admitted to hospital last 
March suffering a number of ailments. · 

He also faces charges of subversion in connection with riots in Jakarta in July 1996 which erupted 
in the aftermath of the government-sponsored ouster of opposition leader Megawati Sukamoputri 
from ~~e leadership-of the minority Indonesian Democratic Party. 

, , 

Subversion carries the death penalty in Indonesia. 

Pakpahan also said he had requested the permission of the government to be allowed to travel 
overseas for the removal of a tumour in his lung . 

.. I fear for my safety if I am operated here," he said ... Very important pe-ople in Indonesia do not 
like me." 

He added that if permission was refused he would have to return to his prison cell by the end of 
the month. 

The government has so far refused to allow him to leave the country, saying his illness was not 
fatal. 

On Wednesday, Pakpahan looked weary but walked unaided from his room to a hospital cafeteria 
to address reporters. He spoke firmly but appearecno have tired after about half-an-hour. 

Pakpahan also demanded that minimum wages be raised to cover the sharp increases in prices. 
Indonesia said on Monday that inflation in February was at its highest in over three d~des. 



Memo To Mr. James D. Wolfensohn 
President of The World Bank 

In the last ten years, we the NGOs have witnessed the shift of World Bank policy from 
totally a close and government oriented organization into a more open and transparent 
organization. Especially with public interest NGOs, the World Bank has become more open 
and sensitive to our opinion, and to some degree has adjusted its policy to be more 
environmentally and socially friendly. 

However, the Bank still persists with its paradigm: economic development based on 
economic growth, supponed by stable political structure, and heavily financed by foreign 
money through loans and direct investment. The World Bank has championed Indonesia as a 
show case of this paradigm, and has used Indonesian "success and miracle economic growth" 
as an example to other developing countries. But now, all those "achievements" that we 
gained through hardships and sacrifices of our most vulnerable people, have evaporated just 
in a few months, following Latin America, Central America and Mexico in early 80s, the 
earlier failures of the same paradigm. 

After almost three decades of high economic growth, our per capita income in 1996 was 
USS I. I 00, but has dropped to S600 in 1997. lf the economic trend still continue to decline, 
our income in 1998 will be less than $ 300, wit.h the rupiah valu.e is only one fifth of its value 
in Jul~· 1997. and estimated inflation rate of 20-30% for the year. The Bank has praised our 
economic alleviation program as the most the successful one, however is the current crisis 
still continu~. the number of poor people wilt increase between 60-90%, which is close to the 
number of population living in poverty in 1967. We noted the improvements in the 
infrastructures that suppon the economy, but large amount of natural resources have been 
depicted. Our forest has declined from roughly 138 million hectares in 1970 A rough 
calcula1ion of 143 million hectares of forest coverage (government figure in 1953) deducted by official 
es1imatcd annual deforestation rate of 300 thousand hectares per year between 1953 to 1970. to only 
93.4 Government r~pon 1996 million hectares in 1993, a lost of almost 6 million hectares per 
year. Meanwhile, The government of lndonesia's debt has grown to USS 65 billion from 
US52. ( billion in 1966. Indonesian economy has plunged the deepest compared to other 
country·in.the region. 

Non Government Organizations -in the case of lndonesia, those who are participants of 
INFID (the International NGO Forum for Indonesian Developmcnt}-have long advocated 
the Bank 10 change this paradigm, but have not been effective. The Bank has ignored the 
other dimension of development, that is the political and institutional development, which 
include the development of rule of law, recognition of human rights, effective democratic 
mechanism and structure which can produce accountable governments and an effective social 
control which actually can enhance the economic development process. On the contrary, The 
Bank has used soft approach to address the problem of corruption, collusion and oppressive 
practices of its clients, as long as the respective clients can show a strong economic growth. 

Evidences in Latin and Central America and now in Southeast and East Asia have shown that 
there is a trend of recurrent mistakes made in the economic development based on this 
paradigm. Repetitive economic turbulence are the symptoms of the wrong paradigm that the 

' ' 
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Bank has failed to address in the last two decades. It is clear that the changes in the bank in 
the last ten years have not addressed the root of the problem. To stop the mistakes to recur in 
the future, the paradigm should be changed. With the latest downfall in Indonesia, the World 
Bank's favorite country, it is time for the Bank to change its basic course. For the people of 
Indonesia, we cannot repeat the mistake twice as it was in Mexico, it is too expensive for our 
people and for our environment. 

We have advocated to champion human rights and democratization as the basis for economic 
development, but the Bank has responded that its business is development and not 
democratization. On the contrary, the Bank has continuously increased its supports to our 
government, even though quietly the Bank knows that the government was losing its own 
people's confidence due to corruption and collusion. The Bank knows that the government 
got its legitimation through oppressive political system and tight security control, but ignore 
them. 

Now the peak of this problem is shown in the continues downfall of Indonesian rupiahs, 
despite IMF and the World Bank imposed economic and structural reform. Clearly, we need 
more than just economic and structural reform, we need politiC3l and institutional reform to 
guarantee sustainable development. We need a national leadership which honor people's 
sovereign, recognize and respects the rule of Jaw, acknowledge and respects the principle of 
separation of power within a democratic system and recognize human rights. 

We recommend that the economic reform can only be successful if the following reform are 
also caking place simultaneously, these arc: -
I. 10 reform the judiciary system that it will be free from government's- intervention 
2. 10 reform the political system through the abolition of: laws and regulations that 
inhibit the implementation of human rights especially civil and political rights in particular 
freedom 10 organize, assembly and expression; Jaws and regulations that paralyzed the 
political parties; laws and regulations that prevent a free and just election system. 
3. to develop laws ·and regulations that guarantee social justice within the market 
economy system, especially anti corruption, anti monopoly, anti trust, consumer protection, 
etc. 
4. ;~ 10 base all the economic rcfonn on poverty alleviation and an environmentally 
sustainable development principles, which takes into account the depletion of natural 
resources and the decline of other environmental quality into the main agenda. 
5. to remove the transfer of state power and ·authority from "quasi public interest" 
foundation to be replaced by a state policy that allocate larger resources to the benefit of 
sma ll and medium enterprises. 
6. to include Indonesian public in the economic reform, therefore to disclose all 
agreement between the government and the World Bank on the bailout package. 

We understand that the World Bank has limited mandate and cannot address all the refonn 
agenda above. Nevertheless, we expect the World Bank to have an attitude that its support to 
Indonesian government is based on the achievements of political, institutional and social 
justice reform and declare that position publicly and to the government oflndonesia. 

Jakarta, February 4, 1998 

International NGO Forum on Indonesia Development 



Indonesia Steering Comminee : 

Zoemrotin K. Soesilo 
Chairwoman 

Asmara Nababan 
Secretary 

INFID STATEMENT ON THE ECONOMIC AND POLITICAL CRISIS IN INDONESIA 
We, more than one hundred Indonesian and Non-Indonesian NGOs participating in the International NGO 
Forum on Indonesian O(velopment (JNFID), are deeply concerned about the ongoing economic tunnoil in 
Indonesia which many fear may lead to political turmoil as well. We believe that the crisis of confidence in 
Indonesia' s leadership has become so acute that efforu to stabilise the rupiah without simultanoucs steps 
towards political reform will be ineffective. 
We call upon the Government of Indonesia and ABRJ to refrain from applying repressive measures 
against those who increasingly and peacefully make use of their right to fr~dom of expression. 
We also call upon pro-democracy groups and Indonesian people in general to join in efforts to peacefully 
and in constitutional way prepare for immediate political change in Indonesia. 
Furthermore, we urge the International Monetary Fund and the Government of Indonesia to immediately 
release the fulll terms and conditions of the agreement between them and to cstablsih a social impact 
assessment team, including representation from leading Indonesian NGOs, to monitor the impact of the 
reform package on the country's most vulnerable groups. 
We urge the Internat ional Monetary Fund and the World Bank to examine the social and environmental 
costs of all economic reforms proposed to minimise the impact on the urban and rural poor, women and 
ch ildren. migrant workers, tribal and upland communitities, and the unemployed, estimated as at least 
seven mill ion by the end of 1998. 
We urge the members of the Consultative Group on Indonesia (CGI) to use their leverage not only to sec 
that the Indonesian government im'plements economic reforms but to also impress upon the government of 
Indonesia that economic reforms without· political reform will be insufficient to stem the loss of 
international con fidence in Indonesia. 
Jakana and The Hague, 13 J_anuary 1998 

(Sgd) 
Asmara Nababan 
Execu~ve Secretray, Jakarta 

(sgd) 
Eva Philipps 
Executive Secretary, The Hague 
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INFID Memorandum to IMF, WB and ADB 

I. \Ve believe that the current Jndonesian monetary crisis is not simply the 
result of a regional "domino" effect or psychological responses to market 
nuctuations, but that it reflects fundamental flaws in management of the 
Indonesian economy indicated by the continually increasing current account 
deficit. 

2. Compounding basic flaws in economic management are a slow decision
making process, biased economic policies and corruption. The slow response of 
the government to fundamental long-term problems as well as to the fast onset 
of the monetary crisis reflects a lack of coordination in the cabinet. The lack of 
transparent, complete and accurate data on Indonesia's financial state 
exaggerates the impact of psychological factors on the markets as investors base 
their decisions on unsystematic speculation and rumors. Jn addition, the 
credibility of the government in the eyes of both local and foreign investors has 
deteriorated as the government increasingly biases policy in favor of a few 
privikged and well-connected groups, seriously distorting market mechanism. 
Finally. widespread corruption at all levels exacerbates all of these problems. 

3. The recent economic downturn has had a significant negative impact on 
ordinary people, especially the poor. The price of basic necessities has increased 
between fi ve to thirty percent. This is a large additional burden on a populace 
also facing social unrest, forest fires, smoke and drought-caused famine, which 
have already cost hundreds oflives. 

4. · ; The Indonesian Government has requested assistance from the International 
Monetary Fund, the World Bank and the Asian Development Bank in · 
overcoming the current monetary crisis. On behalf of our NGO members, we 
urge these institutions to : 

a) Ensure that their interventions not result in a worsening of the economic 
and social conditions of poor Indonesians, nor provide incentives to intensify 
already high levels of environmental degradation; and 

b) Utilize the leverage presented by the current request for assistance to press 
the Indonesian Government to undertake long overdue reforms to improved the 
transparency and accountability of governance of the Indonesian economy. 

5. Specifically, we strongly urge the IMF, the World Bank and the ADB to 
design their assistance to: 
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a) Strengthen the social safety net and protection for the environment as the 
Indonesian economy is restructured by : 
i) Maintaining the role of the state in stabilizing the price and accessibility or 
rice . especially to the poor in remote areas. 
ii) Maintaining the state budget and expenditures for education, health, 
sanitation, infrastructure and environmental protection. 
iii) Maintaining subsidies on low cost housing, kerosene and diesel fuel and 
switching the gasoline ·subsidy from leaded gasoline to unleaded gasoline. 

b) Correct economic activities, regulations and policies, such as trade and 
market monopolies and import protection and privileges which create market 
distortions detrimental to ordinary Indonesians. 

c) Establish a supportive, transparent economic environment in which fair 
competition based on honest and accurate information actually takes place. 

d) Implement the strong WB and IMF commitment, recently made in Hong 
Kong to abolish corruption and collusion. 

e) Remove the transfer of state power and authority from "quasi public 
interest'" foundations which weaken the effectiveness and accountability of 
state institutions. 

f) Emphasize the importance of accountability and transparency, as well as 
the right of the people ofJndonesia to know what their government has agreed 
to. the IMF, WB and ADB should make public the terms and conditions of their 
agreement to provide assistance to Indonesia. 

Jakarta, 17 October 1997 
INFID 

Asmara Nababan 
Executive Secretary 

INTRODUCTION 

INFJD END-YEAR STATEMENTS 
1997: REFORMATION NOW! 

The politic, economic, social, environment, and human rights development through the 

year 1997 have caused deep concerns among the people. The election in May proceeded 
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with series riots in several areas and big cities, such as in Banjarmasin, Madura, 

Jabotabek, etc; which caused many casualties, material losses and social wounds. The 

ethnic conflict in West Kalimantan between local ethnic group and the migrants has 

caused material damage and casualties from both sides. Meanwhile, forests and land 

fires, mainly in Kalimantan and Sumatera, have caused unbearable damage, including 

millions of people who suffered health disruption. Also the long drought, such as 

happened in lrian Jaya, have caused famine and deaths among inhabitants. The economic 

crisis caused by the continuing rupiah depreciation, marked by the declining of people-'s 

real income, increases staple supplies' prices and the rise of the jobless people. Within 

!egal sector, there are many legal and human rights violation cases, also the abuse within 

judiciary system, such as what happened at Udin, Cece cases, etc, have created several 

doubts on functions and roles of the law enforcers. Those series of affairs have brought 

this country into a deeply worrying crisis. 

THE DENIAL OF PEOPLE'S RIGHTS 

The recent political crisis, as reflected in 1997 election riots, riots Kalimantan, 

and other places are forms of riot which reflects the absent of people's political 

participation. In this maner, political communication, effective controls by the people, 

and articu lation of independent people's political interest are really weak and restricted. 

This is worsened with the economy crisis, which is not only caused by monetary 

crisis at regional level_ and market's fluctuation, but also caused by fundamental mistakes 

in the economic management. The widespread of corruption practices, monopoly, and 

collusion have created a big gap, with the concentration of resources only in the handful 

of people. These conditions have damaged the economy's pillars. 

· Forest and land fires in Indonesia cause not only unbearable damage to Indonesia, 

but also to neighboring countries, such as: Brunei, Malaysia, Singapore, and Philippine. 

Besides El Nino factor, the burning practices in land · clearing, which are done by HPH 

(timber license) and HTI(Plantations ) holders, have worsened this calamity. The 

isolation of local ethnic groups from their resources has decreased their ability in 

nunuring environment. This situatio~ reflects the maximum resources exploitation policy 

with minimum supervision. 

The combination between politic, economic, environment, and social crisis ''"ill 

not only delay the economic growth, but could also wipe out the 30 years development 

achievement. This will occur, if the goverrunent solely makes partial and casuistic 

solutions, and when it is already too ]ate to make basic changes the system, the policies, 

toward Good Governance practices. 
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REFORM NOW! 

We have recorded various efforts made by the government in handling those 

maners and crisis. But we consider the recent crisis has gone deeper into basic questions: 

the people's confidence to the ability of the goverrunent. The only solution left is to carry 

out refonnations within the nation's life and the government, for example by taken the 

following steps: 
I . The people's rights and basic freedom to assemble, to unite and to give opinions 
in accordance with the need for press freedom must be put into practice. It is urgent need 
to restore a democratic political life by revi~wing 5 Political Law Reforms. 
2. In facing the monetary crisis, which is heading to economic crisis, a more fair 
economic refonn is highly required. Developments within Indonesia's areas must be 
more evenly spread. It is urgent to make introduce a anti-trust, anti-monopoly l~w and 
the law for small business protection laws. Efforts to elirrunate corruption need to be 
made effect ive by establishing independent anti-corruption commission. 
3. Concerning envirorunent management, the disserrunation of information and 
transparency in political decisions must be implemented. Resources allocation must 
reOect j ustice by giving protection to indigenous groups. Natural resources exploitation 
has to be· monitored maximally. 
4. Human rights promotion and protection are nation's interests which are equal to 
the economic gro,,1h and stability, therefore it ' s high time to ratify universal instruments 
about human rights, especially the International Convention of Civil, Political, Economic, 
Social and Cultural Rights. Furthennore, Komnas HAM position and roles should be 
strengthened. 

With wisdom and strong moral attitudes from the executives in increasing the fairness in 
~· 

govery1ance, rule of law, and democratic principles, as also our hope, the recent crisis 

could be certainly overcome. 

Jakarta, 29 Desember 1997 

ISC 

signed 

Zoemrotin K. Soesilo 
Chainnan 



l~FJD STATEMENT ON THE ECONOMIC AND POLJTICAL CRJSJS JN INDONESIA 

We:, more than one hundred Indonesian and Non-Indonesian NGOs participating in the International NGO 
F,,n,m on Indonesian Development (TNFID), are deeply concerned about the ongoing economic turmoil in 
I nd0n~sia which many fear may lead to political turmoil as well. We believe that the crisis of confidence in 
lndon~sia' s leadership has become so acute that efforts to stabilise the rupiah without simultanoues steps 
towards political reform will be ineffective. 
W~ ca ll upon the Government of Indonesia and ABRJ to refrain fror:n applying repressive measures 
aga inst those who increasingly and peacefully make use of their right to freedom of expression. 
We .ilso call upon pro-democracy groups and Indonesian people in general to join in efforts to peacefully 
:ind in constitutional way prepare for immediate political change in Indonesia. 
Funhcrmore, we urge the International Monetary Fund and the Government of Indonesia to immediately 
r~lease the fulll terms and conditions of the agreement between them and to establsih a social impact 
assessment team, including representation from leading Jndonesian NGOs, to monitor the impact of the 
rdorm package on the country's most vulnerable groups. 
We urge the International Monetary Fund and the World Bank to examine the social and environmental 
costs of all economic reforms proposed to minimise the impact on the urban and rural poor, women and 
children. migrant workers, tribal and upland communitities, and the unemployed, estimated as at least 
seven million by the end of 1998. 
We: urge: th~ members of the Consultative Group on Indonesia (CGI) to use their leverage not only to sec 
that th e: Indonesian government implements economic reforms but to also impress upon the government of 
Indones ia that economic reforms without political rcfonn will be insufficient to stem the loss of 
int~mational confidence in Indonesia. 
JJbn.i and The Hague, 13 Janu~ 1998 

(Sgd ) 
Asmar.i ;-..;ab:ib.in 
Executive Sc:crc: tray. Jakarta 

~· 

(sgd) 
Eva Philipps 
Executive Secretary, The Hague 



Indonesia Daily News Online 
From: walhi 
Sent: Thursday, February 12, 1998 5:25 PM 

ORDE BARU HARUS MENUNJUKKAN KEDEWASAANNYA OALAM BERDEMOKRASI 

PERNYATAAN KEPRIHATINANWALHI MENGENAI UCAPAN 
DAN TINOAKAN PEJABAT SIPIL DAN MILITER YANG MELANGGAR 
HAK AZASI MANUSIA DEMI MENSUKSESKAN SIDANG UMUM MPR. 

Seperti biasanya menjelang sidang umum, suhu politik memanas dan keadaan 
terasa lebih repressif. Hal ini terbukti dari berbagai benturan yang 
terjadi belakangan ini. Di Palu empat puluh orang mahasiswa, pedagang kaki 
lima, tukang becak, dan aktivis LSM ditangkap karena melakukan rally 
secara damai menuntut diturunkannya harga sembilan bahan pokok. 
Kantor-kantor LSM diobrak-abrik tanpa surat tugas. Di Jakarta sembilan 
belas peneliti dari UPI diberi surat peringatan oleh. Menristek karena 
mengeluarkan pernyataan mengenai situasi ekonomi dan politik Indonesia. 
Kina GOLKAR dilarang menyebutkan nama Caron Wakil Presiden. Demonstrasi 
dilarang. Seminar dan pertemuan-pertemuan dilarang. Banyak lagi 
ucapan-ucapan dan tindakan yang dikeluarkan dan dilakukan oleh pejabat yang 
mefanggar hak untuk berbicara dan mengeluarkan pendapat 

Padahal sidang Umum MPR mestinya merupakan suatu peristiwa yang sangat 
penting bagi bangsa Indonesia, karena saat inilah secara formal pemegang 
kedaulatan rakyat tertinggi akan melakukan tugas-tugasnya memilih Presiden 
dan Wakilnya dan menetapkan GBHN. Kesempatan ini mestinya harus digunakan 
untuk membuka mata dan telinga lebar-lebar untuk mendengar aspirasi rakyat 
agar demokrasi tampak berjalan secara substansial dan bukan hanya 
formalitas belaka. Tetapi kenyataannya, selama 30 tahun Orde Baru berdiri, 
Sidang Umum MPR merupakan suatu peristiwa yang penuh tekanan intimidasi dan 
ancaman-ancaman fis ik dan psikis kepada rakyat yang mencoba menyuarakan 
aspirasinya. Suasana menjadi tegang dan diliputi ketakutan. Peristiwa yang 
semestinya menjadi ajang kedaulatan raky_at, jus~ menjadi ajang unjuk 
kekuatan d_an pamer kekuasaan. Sebaliknya kelompok-kelompok yang mendukung 
kekuasaan' .d iberikan keleluasaan untuk melakukan demonstrasi atau unjuk rasa 
bahkan mengeluarkan pemyataan-pemyataan kebencian yang bersifat SARA. 

Dengan alasan mensukseskan Sidang UMUM MPR, semua ancaman dan 
tindakan-tindakan yang berbentuk intimidasi dan tindakan ilegal / 
inkonstitutional dihalalkan. Sebuah ironi dafam demokrasi " Orde Baru" 
kemudian terjadi, sidang umum harus diamankan, kedaulatan rakyat dan 
kebebasan berbicara dan mengeluarkan pendapat dikorbankan. Orde Baru 
seharusnya sudah bisa lebih dewasa dalam menjalankan azas-azas demokrasi 
sesuai dengan janji pada awal berdirinya. 

Berdasarkan kenyatan-kenyataan kami tersebut menyerukan : 
1. Kepada pejabat sipil dan militer untuk tidak mengeluarkan ancaman 
ataupun intimidasi bagi kelompok masyarakat, termasuk didalamnya peneliti, 
pengajar di universitas, OR MAS dsb., yang mengeluarkan pemyataan yang 
kritis termasuk pernyataan untuk mendukung Presiden selain Jendral 
(Purn.)Suharto, dan Wakil Presiden yang diinginkannya 
2. Kepada kelompok masyarakat dan media massa untuk tidak mengeluarkan 
pernyataan yang menimbulkan kebencian terhadap suatu ras, suku, agama dan 
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golongan tertentu. 
3. Kepada pemerintah untuk mencabut larangan berkumpul selama acara 
berkumpul itu tidak menimbulkan keonaran dan atau menggunakan kekerasan. 
4 Kepada KOMNAS HAM untuk mengambil langkah dan kebijakkan yang perlu agar 
prinsip-prinsip demokrasi dan HAM dihormati oleh semua aparat pemerintah 
tanpa ada kekecualian. 

Oalam keadaan krisis ekonomi seperti sekarang ini, dimana rakyat kehilangan 
penghasilan, pekerjaan, hanya kebebasan berbicara dan pendapatlah 
satu-satunya yang tersisa untuk tetap bisa merasakan sebagai manusia yang 
bermartabal 

Jakarta, 11 Februari 1998 

Emmy Hafild 
Direktur Sadan Eksekutif 

Ka bar dari Pijar Online 

Nursyahbani Katjasungkana 
Ketua Dewan Nasional 



Lembaga Bantuan Hukum Indonesia (LBHI) - Indonesian Legal Aid Society 

Focus of LBHI: Rule of law in Indonesia 

Recommendations for the Indonesian Government (GOI): 

1. The Indonesian government should attempt to reschedule current loan 

. . ' • 

payments, slow down the intake of IMF funds so that there is time to engage in open 
discussion of needs of citizens before agreeing on size and orientation of IMF package. 
The process for paying back the loans should not only be determined by IMF and other 
international monetary bodies. 

2 . GOI should press companies not to carry out mass lay-offs. If lay-offs must be 
made, they should be done in a clear and firm manner. Lay-offs should be 
accompanied by an audit of the company. 

3. Ensure protection of the nation's natural resources for the welfare of Indonesian 
citizens, as guaranteed under the 1945 Constitution, Article 33. GOI should ·not remove 
the subsidies for basic goods and fuel. Removal of these subsidies will cause hardship 
to the population. 

4 . To avoid further capital fl ight, ensure equitable distribution of new loan funds -
i.e. through cooperatives, with medium and small businesses receiving ·substantial 
support. 

5. To reduce likelihood of dependency, seek alternatives to IMF funding or foreign 
loans. The government should formally announce alternat1ves to such funding which 
have already been discussed or which are currently under consideration. 

6. Reevaluate existing "Contracts of Work" for natural resource exploration which 
have been_.given to foreign investors by GOI. Unjust division of profits which only 
benefit the investors are one of the reasons for the lack of funds owned by the 
government and people of Indonesia. 

7. Openly announce the planned program of reform, including concrete ·steps which 
will be taken; publicly announce which institutions and individuals will be·responsible 
for management of this crisis - especially, the management of the IMF funds. A 
transparent mechanism is necessary so that steps may be taken should corruption 
occur. 

8 . Have as the primary objective, the welfare of the people in discussions/planning 
and management of foreign funds (IMF, ADB, bilateral aid) - for example, protect the 
prices of basic needs, do not remove the transportation sector subsidies. For clarity, 
the results of these discussions with the above parties must be announced directly to 
the public via television, radio, newspapers, and other media. 
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9. Act firmly in accordance with the law against all forms of corruption in the 
management of the IMF funds - such as the use of aid to pay private sector debts, and 
speculators taking advantage of the situation. Remove obstructionist bureaucracy 
which prevents such oversight. 

10. Do not utilize instruments of repression - such as the subversion laws, military 
and police coercion - in overcoming this crisis and the restlessness among the 
population. Peace and order will only occur if the government is willing to listen to and 
pay attention to the aspirations of the people. 

Strengthening the Role of the Public: 

It would certainly be unfair if we let the government struggle alone facing these burdens 
and only make demands upon the government. Therefore we invite the public to be 
actively involved in seeking solutions and taking concrete steps to resolve the problems 
at local and national levels: 

1. Pol itical parties and people's organizations should strengthen their monitoring 
function vis-a-vis the implementation of the reform program. They should take a more 
active role in policy making. 

2. A new spirit of enforcement of national law which places importance on the 
welfare of the public is needed. 

3. The government should fully support all independent efforts by citizens to take 
the initiative to assist in-resolving this crisis. In carrying out their work, leaders should 
not be too dependent upon the government, whether in planning, implementation, or 
monitoring. 

, ·. 

4 . The public become organized and not be swallowed up in panic. To ensure the 
provision of basic goods, the people should: 

a. Use existing and new institutions, like cooperatives which actually assist the 
people, to handle problems associated with procuring basic goods. 

b. Use existing or new institutions to discuss the problems in an open manner so 
that the spread of rumors does not lead to damaging actions. 

c. Explain the problems faced and provide suggestions about solutions directly to 
the government through available channels. 

To guarantee the success of public self-assistance, the civilian government and the 
armed forces are requested to guarantee the right to assemble, the freedom of 
association (union), and the right to express opinions. Only with these three freedoms 



will the people truly be able to help themselves and lighten the burden of the 
government in overcoming this crisis. We request the National Human Rights 
Commission and the DPR (Parliament} to focus special attention on these aspects and 
to take strong steps if there are violations. 

,: .. 
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TH IS IS THE PRESS RELEASE OF SUARA JBU PEDULl 
(THE \ 'OICE OF CONCERNED MOTHERS) 

The Voice of Concerned Mothers 

Prc:ss Release 

SIP MEMBERS RELEASED, TO BE TRJED MARCH 4, 1998 

Re lc:ase of SIP Members 

Al approximately I 0.30 a.m. on Tuesday, 24 February 1998, the three 
women detained after being involved in a demonstration in Central 
Jakana. were released. Two of the women were Dr. Karlina Leksono and 
G.1dis Arifia, members of the Voice of Concerned Mothers (SIP- Suara 
lbu Peduli). while the third woman, Wilasih Noviana, was a SIP 
supponer. 

At I 3.00 on the day they were released, the women held a press 
conference at LBH (the Jakarta Legal Aid Foundation), accompanied by 
A pong Herlina, an LBH lawyer who had bttn one of the lawyers present 
with them during lheir detention. She explained that the women had been 
chJrged with violating Anicle SI O (staging a procession without a 
p.:nni t). As lhe charge cocld not be substantiated, the women had to be 
released with in 24 hours after they were taken in. They were detained 
for about 22 hours. and only signed an arrest warrant as they were about 
10 leave. 

Trc:a1ed like criminals at the police station 

At 1he prC'ss conference, in tum the three women explained how they had 
been treated during their detention at the Jakarta District Police 
S1a1ion and how they felt about their experience. Karlina started by 
giving a cttronology of events. The women had congregated at the Hotel 
Indonesia roundabout where the demonstration was held a.nd started their 
program. A police officer approached them and asked them what they were 
doing. · we're singing and praying". "Why are you doing it here?" "We 
think it's a nice place to do it", Karlina replied. The police officers 
1ried to get the women to move, but Karlina gently persuaded them to 
allow them to sing one more song, to recite the prayer one more time, 
and in the process, the women were also able to read out their 
s1atemcn1. The women had also brought flowers which they handed out to 
the police. as a sign of peace and Jove. The presence of the press -
especially the foreign press - who almost outnumbered the 
demonstrators, served as a protection for the women, in physical terms, 
as well as psychologically and politically. The police did not dare to 
act too brutally with the world press as witness. More and more police 
- both from the URC (Rapid Reaction Unit) as well as plainsclothes -
came and surrounded the women, and staned to act and speak roughly, 
grabbing the posters and banners away from the women. 

A ftcr approximately 20 minutes, the women fell it was time to disband. 



\l.'hen Karlina was about to leave, she was prevented from doing so, 
possibly s ince she had claimed responsibility for the demonstration. 
The police surrounded her and some othe.r women, herding them into a 
pick-up truck. Karlina was lifted into the truck, and Gadis and Wilasih 
who "ere close by, were also pushed in. They were then taken to the 
police stat ion, fi rsl 10 the Public Service Depanment, .t!Jen abQut 
15.30. to the Vice Control Unit, usually re.served for gamblers, , . 
drug-pushers and prostitutes. Albeit in the same room, the women were 
interrogated separately: for Gadis it lasted until _00.30 a.m., Wilarsih 
00. 10. and Karlina at 02.00, until she finally pleaded to be given a 
break. They were unable to sleep or rest properly, as there were no beds 
or sofas. only wooden chairs. They were offered drinks, but no food, 
which they had to obtain through their lawyers and families. 

The questions asked were the same, only five or six questions, but 
repeated over and over again: who was behind the demonstra.tion, who was 
the leader. whose idea was it, was it linked to PDI (The Nationalist 
Pany formerly led by Megawati) or the PRD (the People's Democratic 
Pany, an unofficial opposition 'party' considered radical as well as 
illegal by the government)? The women kept on replying: SIP is not an 
organization. it is a spontaneous movement prompted by a deep concern 
for mothers who due to exorbitanl prices, arc having great difficulty in. 
obtaining milk for their babies. but also other basic commodities and 
foodstuff. 

All the: \\Omen fe lt very emotional from the experience. They felt 
insulted by the fact that they were treated like common criminals. It 
was ;in insu It not only to their education, but also to their 
intelligence and their integrity. Karlina Leksono (40) is the first 
\\ Oman astronomer in Indonesia. and received a doctorate in philosophy 
from the Un iversity of Indonesia (U.I.) November last yCM. She teaches 
at the Philosophy Department a! her alma n:1ater and is also a researcher 
at BPPT (Agency for the Assessment and Application ofTechnology), 
headed by BJ. Habibie, currently sole candidate for the 
Vice-Presidency. Gadis Arifia Effendi M.A. (33) also teaches at the 
same depanment as Karlina, while Wilasih Noviana read law at the Law 
Faculty of S.~tywacana University, Salatiga, Md presently :works at an 
insurance company. 

The women were offended not only by the grueling repetition but also 
the increasingly rough manner by which the interrogation was conducted, 
tend ing towards harassment. and at times with sexual overtones. When 
asked why they were being detained, the police answered that they had 
been ordered by their superior. When the women wanted to meet with said 
superior. no one came. 

K;irlina wa.s extremely saddened by the fact that the police did not 
believe her explanation that SIP was a movement without structure, 
hierarchy or leadership, and was purely based on concern and moral 
conscience. She felt this 10 be an indication of the breakdown of 
morality in Indonesia. Wilasih said she happened 10 sec the SIP 
demonstration and saw what was wrinen on the banners and posters. Since 
she agreed with their aims, she decided to join the demonsa-ators. From 
the way the police behaved, both during the demonstration as well as at 
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the: police station, she felt they were paranoid, and were especially 
JlrJid of the: press. If they were afraid of something so obviously 
;ipoli ticJI. she felt there must be something they want to hide: What 
GJdi~ l'dt was predominantly uncertainty: firstly, about the procedure, 
sc:condly. about the law • what arc they being acc'used om She .kept on 
looking Jt photos of her two children : Anisa (3~ycars) and Ben (9 • · 
months). Jnd realized· she also had to givelnilk to him. It was the1t 
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that she: became even more cen ain that what she was·doing was ri2ht an~ ;., ·2'·' ... 
thJ t thc:re is nothing wrong With demonstrating in the Streets for --. ~! ; j ~ : E') ~; ·. , , /°.:;'~~ 
something one believes in. , . ,, :,l:; :ir.a 11 nu ' .: ~ is . 
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\\'omc:n to face trial ( ·,' 

While the women have been released, they still face charges: violation 
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of .•\nicle 51 o. and will be taken to court. They have received summons 1
" 11 ., 

10 go 10 the Vice Control Unit at 10.00 a.m. on Wednesday, March 4, to '' ·.. .!l 

,: . .. . 

~ then tak en to the Central Jakarta Courthouse. However, there arc '-" · • 
rumours thJt the women will actually be tried at the Jakarta Districr · ) ' -~ •

1 

Police: Stat ion, which will mean a closed trial. There has been a polemic -: i. .., : · 
in the: papers concerning the legality of such a procedure. In the\past. · '"' ' · 1 

" tn~n. 
onlv minor infractions such as traffic violations or street vendors :. !: r.c. ' 
without permits. are tried there. Nursyahbani Katjasungkana, a 1awyer: 
and director of APIK (Indonesian Women's Association for Justice) stated · 
thJt the use of a police station as a place to put people on trial is 
illc:gJI. 

Ovc:m hc:lming public response 

·~· ., 

Since the: dc:monstration on February 23, and the detention of the three 
~ , ,r. l 1: "T • ... 

women. SIP has rec i:.- ivc:d overwhelming response of support and sympathy; 0
•• •• 

nJtionally. but also· internationally, from the press as well as the ,./' ~ J! 

general public. Media covera~c has been extensive, both 'in the print 1 r • 
Jnd c:lectronic media. Requests for interviews keep coming in. A number 
ot' columns have been written on the subject.. Housewives from all over 
lndonc:sia have sent expressions of suppon, as have many prominent 
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figures. including Prof. Dr. Emil Salim (fomier Minister of Environment 2 , , 1 .rJ:n"'"ti< ... · ~;. , ""f, 1':l !l U:'I: 
who recent I~· was nom inated for the Vice-Prcsidency1 i>y a big·number 'of 
supponc:rs ou!Sidc rhe official system), and even from KOWANI (the 

G 

Indonesian Women's Congress, a state-backed umbrella for women's . ,..,. . 
00 1 ) · • :,, ' • , ,; r · mow .s' , 

or~JniZ,;Jtions in Indonesia). Donations for the milk.campaign have also-; 
·..,-' • • -J::.;r ~~l C \ ~1~!'"~\:r~ · • ~,.. 

. ·=• o· l!···- -, po'"u: ~d in. JS well as offers from various parties to serve as · . .,. · 
milk-selling outlets. People have also stated their desire to create 4l .. t c. ,' ., : . .. I.. t .,.._!)VJ\!':"°: 
SIP branches in their area, not just for milk, but for other basic -• ·· - ·- "' . , _: 
commodities. 

Future plans 

While many have asked SIP's intention to demonstrate in the streets 
again. this is not SIP's main aim, but SIP will do so when and if it 
is felt to be necessary. SIP has not decided what its long temi plans 
Jrc:. but for the next three months SIP will focus on a number of 
issues, mainly related to the milk campaign: 

I. Mer hods of milk distribution . '· 
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2. Funding 
.3 . Networking 
4. Communications : a newsletter and possibly a Website 

Lase bul not least, the fate of the three women who will be put on trial 
is a great cause of concern for SIP. SIP invites any suggestions, . 
inpul, and contnou1ions related to any of the issues above, and thanks 
everyone for their positive reponse so far. SIP hopes that the support 
for the milk campaign as well as their broader concerns will be 
sustained for as long as it is necessary, to help alleviate the 
pressures that the people, but especially mothers and children, have to 
bear, in chis time of crisis . 

. Jakarta. I March 1998 

SIP 

Ple:ise address enquiries to: 

Julia Suryakusuma, tel. 754.3846, fax 7543879 
hph. 0811-968.294 
email 

ALIANSI JURNALIS INDEPENDEN 
Alliance of lnd~pcndenl Journalists 
JI. PAM Baru Raya 16, Pcjompongan, 
Jakarta, lndoncsi:i 
Te UFa.x : (62-21) 5727018 
E-mail : jumalis@idola.nct.id 
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