cH A P T ER TWo

 Issues that Arise in Relatlon
fto World Bank Actlvmes |

" Governance and World Bank Processes

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

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

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

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

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

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

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

~ the Bank’s new disclosure policy. ‘

These developments are likely to have a 51gn1ﬂcant 1mpact on the Bank’ 7
. governance work. The CPPRs, which will be carried out on an annual basis for
most counmes, address, much more systematxcally than before, key 1mplemen-
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~ tation i 1ssues. such as borrower ownershlp and commltment to projects under
lmplementanon, the identification of generic 1mplementatlon issues, and the -
development, with the borrower, of time-bound remedial action programs.
~ Because many of the implementation problems Bank's projects face are public
* sector-management related, and ownership and commitment are tinked to un-
derlying governance conditions, the new emphasis on country portfolios is
likely to bring governance issues to the fore in the dlalogue between the World, »
| Bank and individual countries. ' :

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

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

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

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

systematic treatment of governance issues in thecas. :

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

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

BOX 2.1 GOVERNANCE AND
COUNTRY STRATEGIES

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

vehicles for reviewing the World

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

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

- ation of factors that constrain the ef- -

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

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

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

. assess, first, whether all governance

issues were bemg taken into consnd- |

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

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

maj'ority, of CAS statements covered

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

public sector management. Other gov-

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

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

‘sector management concems (civil- .

service reform, economlc manage-.

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

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

-only governance concern consistently

raised. Only eight of the cas state-

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

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

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

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

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

' governance.

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

sons for the failure to cover gover-

nance issues consistently in country

strategy documents.

First, because the subject matter of

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

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

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

Agreement. This would accountforthe

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

- and the absence of dtscuss:on on o

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

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

However, the absence of gover- '

" nance from the CAS statements does

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

- both the number of projects with gov- . o

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

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

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

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

Instits:tional development is the basis

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

institutional development is provided

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

. Handbook on Technical Assistance

- to.give substance to the recommen-

dations of the Technical Assistance

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

developinent technical assistance

(ibTA) and is intended to guide staff in -

capacity-building initiatives.

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

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

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

~ countries. Subsequent sections deal .

with the formulation of a TA strategy -

for institutional development, the de-

sign and implementation of that strat-

- egy, and finally the supervision, moni- .

toring, and evaluation of Ta operatlons o

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

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

. tise, management ooncerns, and thef B

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

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

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

Ta operations. The handbook marks - -

an important step toward consolidat-

~ ing best practice and prov:dmg gunde- :

lines for staff in 1h|s area. T

but also to keep the large number of operations staff, such as country econo--
_mists, country officers, and sector specialists current with governance issues.. -
Upgraded training programs are under preparation‘in all of these areas and wﬂ]_
be put into effect in the commg year (Arnold 1993‘ o~ *

.Pohcy Dlalogue on Governance

The Bank’s pohcy d:alogue with jis borrowmg members is bemg camed out
ina polmcal and economic framework that has changed substantially over the

 last ten years. Because of these changes, the environment for discussing develop-"
ment policy is much more open than it was before. In this new climate, certain -
governance issues have become important components of the Bank’s overall

.- policy dialogue with many of its borrowers. This dialogue has generally been

carried out at four levels: first, in ,coqrdmatmn with other donors through con-
“sultative groups and similar meetings of donors and aid recipients (box 2.3);
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second, through dlscussmns between the Bank’ senior management and the,‘ :
political leadershnp of borrowing governments; third, through the regular ex-
‘change of ideas between the Bank's country teams and their counterparts on
~ the government side; and fourth, through the day-to-day- mteractlons of the
Bank’s resident missions. In countries that have no consultatwe groups (such-
as most of thuse in the Latin America region and East Asia) the d:alogue is -
“maintained through the last-named channels. '
The World Bank also pursues consultations at the regnonal level and wnth;
_‘groups outsme government. Discussions between Bank staff and adwsoryj |
groups, such as the World Bank’s Council of African Advisors and the Council
of Middle Eastern Advisers, as well as Bank seminars for public pollcymakers' E
- .from Africa in particular, have helped to place governance on a regionwide -
agenda as well. In Bolivia and Venezuela, at their governments” invitation, the
World Bank held seminars recently with the leading presndentlal candidates
and their advisers tv explam Bank strateg1es and torelate them to pohcy options

- prior to the elections. Although not explicitly focused on govemance, these

. sessions added transparency to the local political process and allowed the Bank'
to piace important deve]opment issues in the context of the dlfferent pames :
political platforms. - :

Policy dialogue has become a cntxcal vehxcle for raising govemance issues

with borrower countries. In its role as head of consultative group meetings, the |

Bank coordinates complementary . approaches to the provision of aid ina way
that strengthens the adoption  of good governance practices. n Chamng the:
meetings also often puts the Bank in the position of havmg to act as an interme-
- diary between donors and the borrower countries. Sometimes this- mvolves
issues that the Bank will not address in its own dialogue with borrowers be-
cause the issues relate to the political dimensions of govemance that fall outsxde
the Bank’s mandate. However, the Bank has advised borrowing governments
on such issues in the context of adequately communicating bilateral donor
concerns—as these may have an impact on subsequent aid t.ommttments and
N thus the financing of the government’s economic program.
" The Bank has also used policy dialogue as the vehicle for dlscussm g issues .
that fall within the framework of economic governance but are nevertheless of
a sensitive nature. Such concerns are raised both in the context of consultative
group meetings as well as in senior management discussions with a country’s
- political leadership. The issue of military expenditures has been discussed with
. anumber of African and Asian governments. Aspects of human rights that have
an impact on the effectiveness of the Bank’s assistance have also been raised in

" this way, and in a number of courtries, public sector corruption and its 1mp11ca-. -

tions for continued Bank lending have been part of the dialogue agenda.
Fmally, the World Bank’s economic and sector work is bemg used asan
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BOX 2.3 GOVERNANCE ISSUES AT .
* CONSULTATIVE GROUP MEETINGS

'Governance has been a recurring:
' theme ofthe consultative group meet- .
~ing of donors and governments
" chaired by the World Bank since 1990. "

" The different dimensions of gover-’
" nance—political, institutional, techni-_

cal, and material—have been recog~

" nized by donors and governments as

~important factors in development..
. Consensus has evolved on the need’

~ %o ensure accountability of govern-
- ment officials te their superiors and to

the public, to enhance transparency -

in government expenditure programs

and policies, and to develop-and en-
~force a legal framework to promote :
o developmentfI o :

Donors urged the govemments to:

" Strengthen thelr accounting and au- '

 diting capacity; decentralize decision-

making to encourage the growth of re-

- sponsible local governments

= Ensure greater participation of NGOS

and civil society in the development SR
. process , -

- Make ‘reliable, tlmely. and relevant o
. egonomic mformatlon avallable to the o
' players

= Develop a Iegal framework to pro-:' .
mote private sector development and
public sector- management

= Ensure mdependence of the judur:lal o
‘process, transparency of laws, and

freedom of the media =

= Protect the regal rights of women_

chlldren and labor.

effecnve tool for dlalogue on govemance issues. Country economic memo-
ranca, public finance reviews, public expendzture reviews, sector reports, Coun-

try procurement assessment reviews, and private sector assessments, for ex-

- ample, have all been used to bnng to governments’ attention the Bank’s analy- -
. sis and recommendanons on governance 1ssues

‘:Partlmpatlon and Governance

- -Part:czpanon is intrinsic to good govemance. Indeed parncapatory develop-
‘ment can be thought of as a local-level reflection of good governance. Mea-
sures at the national level to improve the effectiveness and efficiency of gov-
* ernment have direct parallels at the microlevel as well. Transparency enables
people affected by development plans to know the options available to them.

- Accountability of government structures and officials to local organizations . |

(for example, civil counclls and wllage committees) remforces macrolevel
accountabxhty Due pmcess of public heanngs and other local-level consulta-‘
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Corruption in some govemments
was also a concern.

In all meetings, the lmportance of
) publlc sector management was dis-
.cussed. Administrative, {inancial, and

~ institutional capacity for an effective .
and efficient public sector was recog-

nized as the central issue. Donors

" .stressed the need to privatize public

. enterprises, eliminate excessive rules

- and regulations that constrain private
“sector development, ‘and enhance .-

‘procurement capacity for efficient use
of external assistance. Greater trans-
parency in budgeting was deemed key
to the continued availability of coun-
' terpart funds.

" Clear consensus did not emerge

from any side on reducing military -

spending. Although most govein-

“ments agreed that expenditures on .

defense take important social and eco-

~ nomic resources away from develop-
ment programs, some governmenls'
argued that these expendutures ought .-
to be looked at in the geopolitical con-
text of the country. Bilateral donors also
‘emphasized that observing democratic
- processes and respect for humanrights
are part of good governance and sus- -
:talnable development.

a. From October 1990 to January 1983, forty-five

‘consultative group meatings were held fortwenty-
.nine countries. Following Is a list of the issues dis- .

cussedand the number ol countries forwhich ezch

Issue was discussed: miiitary expenditure (12)

transparency (13); human rights and democracy
(18); accountability {21); legal framework for de-

“velopment (22); and public sector management
(28l

‘tions ensures that people: affected by development acti ities can voice their
concern, debate alternatives, and negotiate compensation, Finally, the effective
“voice of local peopie, particularly the poor, can be increased by policy reforms-
at the national level that allow greater freedom to join nongovernmental - .
organizations, trade unions, and other bodie's to understand bettei' and inﬂuence :
dec:slons that affect them,

- ‘Public involvement thus helps improve information ﬂow accountablhty,
| due process, and voice and tl'ereby improves publlc sector management. ,

Instruments for partzapatory developmenr

Pamc.putory development requnres good governance policies and Eractices
within borrowing countries. The World Bank is assisting government efforts in
this respect, as part of its regular institutional development work, by locking at -
- factors thatimpede participation in borrowing countries, Staff incentives, train- -
ing, and the skills mix of civil servants can be strengthened. In addition, the
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Bank can promote pammp:mon in borrowmg countries through its support to’
- governments in their administrative and fiscal decentralization eiforts and by

‘strengthening the dlalogue ‘between govcrnments and civil society. .
- The Bank is also encouraging a more participatory approach in its own

economic and sector work and lending operations—to involve a wide range of - 7' _

entities that have a stake in the outcomes; from government bodies to NGOs and

7 local community groups. The World Bank’s report on portfoho management o

~ (World Bank 1992c) lists a variety-of actions that can deepcn borrower own-

“ership and public pasticipation through information sharing, consultation, -

wider dec1510nmakmg, and increasing local groups’ ‘initiatives on behalf of . -

their own development. Available instruments include joint sector work with = .

government agencies; beneficiary assessments and stakeholder workshops
“during . project preparation and appraisal; and greater NGO and community-
~“ level involvement in the design, preparation, and mp]ementanon of projects. .
- Other methods would include broader and more substantive borrower partici-

pation and leadership in implementation planning, project launch workshops,

~ joint lmplememanon reviews of the country portfolio, and joint discussions of - .~ -

~ country strategy, mclud.ng the development of a plpel ine of pro_jects for .
futwe financing by the Werld Bank. , .
The World Bank’s new information disclosure pohcy, will facnhtate pubhc N
participation in borrowmg countries and i increase transparency and account- )
- ability. AlthoughNGOs by themselves do not ensure greater participation of the
beneficiaries of World Bank projects, they are nonetheless likely to continue to
play an intermediary role in channeling information to and from beneficiaries.
In the past year, NGOs have participated in 73 (30 percent) of the 245 Wurld o
_' _Bank pl'OJCCtS approved by the Executive Dl[‘CCtOl’S ' '

Recent mzt.atwes

Agamst this background, an effort has been under Wey since 1991 throu chout .

- the World Bank to learn more about and strengthen efforts to promote partici-
patory approaches in Bank work. This learning process has been supported by
~ the Swedish International Development Authority and guided by the Bank’s -
" Participatory Development Learning Group. After the Bank’s hosting of an
international workshop on participation in February 1992 and with the support
- of senior management over the past year, the learning process has been trans-
formed into a major effort to mainstream participation concerns into the Bank.
TIn this respect the learmng process. has yielded several important products, and
there have been some encouragmg uevelopmemb in pamapatory approaches
throughout the Bank: :
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- W Select Bank-supported operations, including economic and sector work and

lending, that are considered participatory have been identified and are being
~ documented as best practice. About thrrty-ﬁve cases are bemg analyzed, fifteen
- of them in depth |

- A number of other studles are bemg produced on partrcular aspects of Bank
or country experience in promating participation. One study focuses on popu- -
lar partncrpatron in economic theory and practice (Gerson 1993). Another study -
examines how the Bank’s procuremert and disbursement procedures facilitate

*- orhinder efforts to support community participation in projects. A study isalso

under way to determine the costs and time im plications of supporting participa-
tory approaches in Bank-financed operations. A further study, almost com-

pleted, statistically analyzes the experience of 121 completed rura! water and |

sanitation projects ¢ around the world and shows clearly that part1c1patron is the |
sic gle most 1mportant determmant of pro_]ect effectlvenms

. A handbook for World Bank staff on partncnpatory approaches to develop—

~ ment is being prepared with technical and financial support from the German

Technical Assistance Agency (GTZ)|2

. The Wor]d Bank's Africa Region has taken a clear lead in explonng and
_ supporting efforts to promote participatory approaches. Workshops on partici-
' - patory planmn g techniques have been held, and a few country implementation
reviews have been conducted in a consultative manner. The Southern Africa
Department issued an instruction requiring that each new pro ject under prepa-
raticn include a provision for systemaucally listening to relevant stakeholders

and beneficiaries. On the basis of its growing experience, this departmentis

preparing a guide for the staff on participatory assessments. Other regions are
also actively pursuing participatory approaches. The Latin America and Carib-
bean region has rade explicit the link between strengthenmg popular partici-
pation early in the design of operations and ensuring borrower commitment to
improving the quality, impact, and sustainability World Bank projects. And the
- Bank jointly sponsored with the South Asian Association for Regional Coop-

‘eration a regional workshop on poverty in Seuth Asia, with a partlcular focus -

on promonng greater partrcrpatlo't by the poor ‘

L) Complementmg its contmumg work on poverty assessments the World Bank

has started to develop and employ participatory techniques to listen to poor
_people’s own views on their condition and on poverty reduction strategies.

Guidelines on participatory poverty assessments have been prepared and some -



® GOVEHNANCE_'
ten parnmpatory poverty assessments are expected to be undertaken m the .
coming year ' : :

mInJ uly. 1993 apartz’cipa’tion fund was established in the amount of US$300, 000
to support innovative activities in both lending operations and economic and -
sector work. Through the benefit of a matching requirement, the fund. allowed .
World Bank staff to lay claim to up to US$600,000 in the past six months. More_, '

" ~ than thirty proposals have been submitted from twenty-five different units -

representing a wide range of countries and sectors; of these, seventeen have -

been approved. The fund was almost fully committed i in less than two months L !

- _ ‘and shou[d be replemshed in'the current. year ina Iarger amount

_ "'he final report of the Partz‘ciparary DeveIOpment Leammg Group will )
expand on the above lessons and draw on the cases and other studies commis- .

o ~ sioned for the learning process. A workshop will take place in May 1994 to-

_review these lessons, to. recommend how to make the ‘World Bank’s. core busi-
ness processes more parncnpatory, and to 1mprove staff i mcentwes, trainmg,
and admmlstratlve procedures ' : :

Makfng participation eﬁéCtz’ve

Ea:ly lessons from the learmng group on the practicalmes of encouragmg '
partlt:lpanon 1nclude the following: - )

- It is already clear that there is groWing staff awareness of the mportance of
participatory approaches, more so as a result of the work of the World Bank’s -
Portfolio Management Task Force and the Next-Steps program. To ensure that "

the World Bank is in a posrtmn to support these efforts will require major

. investmentsin trammg and some changes in the skill mix of Bank staff.

L Participatory development is not without risk:-_those w'ith'.a stake rnayrnot-
gain directly from their efforts, or their benefits may be negated by external
factors; local voluntary organizations may not repres=nt the views of ultimate
beneficiaries; and elected officials and bureaucrats are often out of touch with
~ the needs and mterests of their constituents or are actively hostile to local
initiatives. -

- The extent to which part1c1patory approaches yie]d better pro_;ects varies
from sector to sector. In the water sector, for example, the experience with'

- participation is well documented, and the approach clearlv works—all partici- |

pants have an mterest in cooperatmg to share water Inthe education and health
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sectors, the scope for participatory approaches requires further exploratlon
Progress has been slower than expected wnth pammpatory povcrty assess-‘
ments, : : ,

- n More work needs to be done onthe cost of usmg participatory approachcs for
project preparation. There are incremental overhead costs associated with par-
ticipation, in the form of increased pressure on World Bank staff time and
“support costs: This may require tradeoffs with staff budgets and work pro-
- grams, given the expectation of zero growth in the Bank’s budgetary resources.
" Participation also 1mp11es a more ﬂexlble approach to the Bank’s tradmonal'
~pr01 ect cycle : S |

| Despne these risks, there is evidence that projects requiring beneficiary
~ -contributions of time or money are more effectwe The World Bank Opcratlons-

. Evaluation Department’s review of fiscal 1992, project evaluations broughtout
the importance of borrower ownership and beneficiary participation in the
success of the twenty-four projects evaluated as outstanding. The greater the
‘intensity of participation (in terms of information sharing, consultation,
decisionmaking, and initiating action), the greater the sustainability.

®. Government has a key role to play in promoting an environment for partici-
pation. With the right incentives, including a.degree of autonomy, public agen-
cies have been able to reorient themselves in support of beneﬁcmry participa-
tion. Linked to this is the need to strengthen public sector management capacity
and to encourage greater decentralization in governments. The legal frame-
work for intermediary orgamzanons 1s also critical in suppornng part1C1pat10n
:of the poor. ‘

erlltary Expendltures

‘ The level of m;lntary‘ cxpendltures in some countries has long been aconcern of -
the Bank. In many developing countries, government budgets lack transpar-
" ency, especially with regard to military expenditures. The latter may be no
more than a single-line entry in budgets, tax revenues may be directed to extra-
‘budgetary funds, and military debt is often unrécorded Military spending may
not be properly scrutinized when budgets are prepared or accounted for and

audited when the money is spent. Furthermore, the. mlhtary in some countries

may control protected state enterprises that impose a heavy fiscal burden. Be-

~ cause of the secrecy that traditionally surrounds military budgets and the sensi-
" tivity of governments to the questioning of defense outlays, and because pro-
vxdmg for secumy needs is mtnnsm to pohncal soverelgnty, the lcvel of mili-
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tary expendlturc has been seen as a governance lssue rather than a strmghtfor— '
ward matter of public expenditure priority. _

In recent years, the World Bank’s mterest in military expendxtures has
grown. First, as countries struggle to-contain fiscal deficits and create condi-
. tions for sustained growth, there is a need to shift resources from public con-
sumption to more productive spendmg categories, such as infrastructure. and

the social sectors, which contribute more directly to economic performance B
There are member countries in which the high share of military spending in the

- budget is crowding out allocatrons to programs more dxrectly relcvant to socml

- progress and economic growth. . -
- Second, the end of the Cold War provndes an opportumty to reassess mlh-

tary budgets that owed more to a country’s assocnauon wnth major power blocs
than to domestic or regional security needs.

: Third, there is the perception by many bilateral donors that be..ause of the

- fungibility of budget resources, aid has indirectly financed hrgher levels of .

- military spending than would otherwise have been possible. This concern ap-___ '

plies as much to World Bank Group lending as it does to bilateral aid. Donors i ‘
have raised the subject of military expenditure in aid coordmatxon forums in - f
which the Bank is looked toward for leadership. Some bilateral donors have

made reductions in the level of mllntary expendltures an explicit allocation.
criterion for their aid. Finally, there have been countries whose governments

| ~ have dlrectly sought Bank assistance, either for the conversion of defense

~ industries to peaceful purposes or for clcfnoblllzauon and remtegratton of former' |
combatants into the civilian economy. :

To explore the 1mp11catxons of military expend:tures for the Bank’s man-, . ,' _
date, a working group was convened in 1991. This working group reviewed the -
issues. raised by military expenditures in relation to the Bank's Artrcles of

- Agreement, whether the Bank had a comparative advantage in the field, and the

types of assistance that might be- sought by governments trying to reduce mili- - -
tary outlays In addition, 2 symposium on military expenditure issues was held . -

(Lamb and Kallab 1992). A clarification of the Bank’s approach was provided

" to the Executive Board and to World Bank staff in December 1992 while the

- Bank agreed to work closely with the International Monetary Fund (IMF) in’
~ seeking from borrowers. better information on military-related- aggregate ex-
- penditures and mlhtary-related debt. _
~ Within the framework of i 1ts gmdelmes the World Bank. has confronted the
issue of ‘military expendtture in the case of several countries in which such
* allocations seemed excessive relaiive to spending on development: objecnves-’ o
and when important social and physical infrastructure programs were being
starved of resources. Because of the sensitivity of the topic, the dialogue has
~ been at the level of Bank senior management and country leaders. The Bank
_ stands ready to work with borrowers to analyze the impact of nondevelopment -
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expendltures mc]udm;, military expendnures, wuh a view to reducmg them to'
the extent feasible.

In some countries (Argenuna and Uganda, for example), the World Bank
has responded to government requests to develop options for bringing mxhtary_

- ~ expenditures more in balance with other spending priorities and has prov:ded o

broad support for implementing such changes. In'such circumstances, care is
‘taken to ensure that a proper distinction is made between 'those aspects of the
subject that fall within the competence of the Bank to advise on and those that
lie outside it. Although the aggregate level of military eXpenditure is an appro- -
priate area for the Bank to focus on if such expenditure has an adverse impact

on development programs, the focus on specific equipment purchases, forex- -

.ample, is not. The. Bank addresses the level of military expendlture in the
context of the resources needed for economic development. . .

An important study has recently been completed by staff of the Bank'
Afnca region on the comparative experience of eight countries in demobiliza-
tion and reintegration of military personnel, following civil war. The purpose of

the study is to better equip the Bank to provide assistance to countries that seek
" - to reintegrate former combatants (box 2.4), a task that has some parallels (as
well as major differences) with civil service reform and downsnzmg -
Several conclusions may be drawn from.the Bank’s experience of grap-'
pling with the issue of military expenditure. The first is the complexity of the.
- topic. Although there may be a number of countries where high levels of mili-
tary expenditure crowd out budgetary allocations to more directly productive
programs in the social and economic sectors and also contribute to high fiscal |
- deficits, a dnrect inverse relationship between military expendlture and eco-
* nomic growth is difficult to establish. In an econometric study of data from 71 -
noncommunist countries (Landau 1993), no clear relationship could be found
‘between military spendmg and economic growth except at very high levels of -
the former. A strong correlation, however, was found between military expen-
~diture in one country and the level of mlhtary spendmg in nexghbonng coun-
tries. : |
Second, the cases where the Bank has discussed mlhtaxy expendlture as an
issue have tended to be countries with arelatively high dependence on external
aid flows. Since bilateral aid donors are increasingly making the level of mili-
tary expenditure a criterion of their assistance, the issue inevitably arises in the
dialogue with governments, given the Bank’s central role in aid coordination
forums. Elsewhere, the Bank’s treatment of this highly sensitive issue has de-
- pended on country circumstances and the state of the dlalocrue thh the govem—, -
ment. ' -
Third, as Argentma s experience shows (box 2.5), there is scope for devel- '
‘oping what might be termed a governance approach to military expenditure. In-
contrast to many developing countries, civilian control over the military is .
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BOX 2.4 DEMOBILIZATION AND
.REINTEGRATION"

For many Afncan co_untries it has be-
come painfully clear that continuing

- insecurity and the diversion of re- -
sources caused by civil war represent -

the primary roadblocks to economic
and social development.  African
countries embroiled in such conflict
routinely spend between 15 and 40

- percent of their national budgets and

~_ between 5and 10 percent of theirane
~ on the military. These countries rank
" inthe bottom 15 percent of the UNDP’s
human developmentindex and spend
- only between 0.6 and 6 percent of

~ their GNP on priority development ex- -
‘pendltures However, the combination

of economic deterioration and the end

of the Cold War rivalry between East
“and West has created a climate in -

which many African governments are
starting to explore ways to shift hu-

" man and material resources to non-

military sectors of the economy.

It is in this context that the World

" Bank is increasingly receiving re-

quests by member govemments for

. technical and financial assistance to- -
- reintegrate demobilized combatants.

However, experience with such pro-

grams is limited, particularly in weak ..
economies with low administrative and - .
institutional capacities. Thus, in: April

1992, the World Bank’s Africa Region |

' _'sougnt to educate itself by undertak- -
ing informal research on the experi- -
-ence with demobiiization and reinte-

granon programs (DARPS) to date. The

report focused on seven countries—
- Angola, Chad, Mozambique, Namibia,
- Nicaragua, Uganda, and Zimbabwe.

Analysns of the programs shows up
their institutior ~I, logistical, and paoliti-

“cal complexity. Some programs have

required disarming former combatants
and transporting and targeting ben-
efits to more than 80,000 people in a

* relatively short period of time. More-

over, in most cases, governments

. were newly formed, in transition, ur
weakened after years of civil: war.

7 firmly estabhshed in the mdusmahzed democracxes Budgets are transparent ‘
defense priorities are regularlv dobated and reviewed by officials, legislators, -

-+ and an inforraed media, and spending proposals are subject to the same scrutiny -

as civilian programs. The more extensively other countries are able to-apply
this approach, the more likely military budgets will become consistent with'a
country’s genuine security needs and resources will be used efﬁc:ently andbe
properly controlled and accounted for. ‘ -
The conclusion relates to defense industry conversion, a ma_]or issue for
countries in Europe and Central Asia. Here the World Bank’s Articles of Agree-
“ment explicitly permit the Bank to assist countries in conversion of wartime
facilities for civilian use, and the Bank’s reluctance to become directly in-
volved i in the restructurmg of specnf ¢ defense industries has to. do with the .
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pRPs thus demand close cootdina-

- tion among a diverse group of play-
ers who may not be in the habit of
communicating among themselves—

the military, the civilian government,

NGOs, donors, and local communities,

Reintegration programs that were

planned, even notionally, while com-
batants were still demobilizing, pro-
vided crucial information on ex-com-

" batants’ background, skills, and in-"

tended place of settiement and al-
~ lowed officials to issue identification
" cards for benefits eligibility.

Although virtually all DRPs ended -
up providing some form of cashcom-
pensation (ranging from 12 percent
. to five times GNP per capita), program-

- planners stressed the importance of

. basic and vocational training. Anec-

dotal accounts suggest that smalier,

- privately run training programs were -

. more efficient and effective than large
~ government-run programs. Program
planners also stressed thz importance

of involving veterans in program man- -

agement, as has been done in

Uganda with the creatlor_x of local vet-

“erans’ organizations.

The cost of 2 DRP is generally simi-

lar to or less than that of a civil ser-

vice retrenchment program, ranging -

from US$1,050 per combatantin Chad
. to more than US$3,000 per combat-

ant over a period of five years in Zim-

babwe. In the latter, which had apro- -
. gram offering the highest total pay- -

ments to ex-combatants, 83 percent

. of former guerrillas had found employ-

ment eight years after the DRP. How- R
ever, 55.percent of them found that
employment in either the civil service

or the military. Analysis noted thatin
-Uganda the “peace dividend" gener-
- ‘ated US$14 million in fiscal 1993
“alone; in Nicaragua, defense expen-
- ditures dropped from 28 percent of - .
GDP in 1989 to 5 percent in 1991, and

in Zimbabwae defense expenditures as

~a percentage of GNP decreased from
. 8.8 percent in. 1980 to 6. 7 percent in

1989

- practical difficulty of achieving a successful cutcome rather than an absence of -
-mandate. Instead it has emphasized the role of macroeconomic and sector
- policy reforms to provide an environment in which market-based enterpnse
restructuring may take place.”® This would appear to be a more realistic ap-
proach than direct intervention. Defense industry is often spread across many
different industrial sectors;.and the Bank has concluded that isolating military
conversion.as a topic for special attention other than in the context of policies
for overall industrial restructuring would be inappropriate for the institution.
The Bank’s review of the éxperience of defense conversion in Western indus-
-trialized economies has found few successful examples to follow (H: itz
1992) Where alternative product lines had been developed, they absorbed onl y -
a fraction of the labor force formerly employed in defense production.
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' .BOX 2.5 DEFENSE BUDGET

'RESTRUCTURING IN ARGENTINA

Argentina’s achievements in stabili-
zation and structural reform in the past -
. twe years are widely recognized. One - -
element in the reform of the public
sector has been a reduciion in mili- -
tary spencing, accompanied by apro-
‘gram to rationalize the armed forces - -
~_in tune with the countrys secunty;

‘needs.

in the past have touched on defense
expenditures, this was the first deep

‘analytical work on the subject in a’ 7
- ~country context. Specifically, the dis-

cussion on military expendlture cov-
ered the followang

— Analysns ofmllltaryexpendlture ]"IIS-‘
- torically and by major. categories,
~ highlighting shares and trends (down- *
ward relative to Gbr but with a grow-
' ing imbalance between the wage bill

_and operations and maintenance .

“=.Review of defense enterpriéeS'and
the government's plans to privatize

them, along with recommendatlons on

asset dlsposal pollcy

" w Analysis of the military ‘and civilian -
wage bill of the Ministry of Defense, -

including pensions. Costs and ben-

efits of different dcwnsizing options B
: (:nterms of wage bill savings and sev- . -

erance costs—not military effective-
ness); recommendations on rational-

izing pensions, sumpllfymg pay scales, S
.and retrenchment. :

= Basic pnncnples fortreatmg mllltary "

_expenditure: subjecting defense I |

At the reqeest of the Mmlstry of _ . spending proposals to same budget- .

' Defense, a recent World Bank inter-
~nal report analyzed military expendi-
~ ture in detail. Although Bank reports

ary processes as other categories;
transparency; use of asset sales pro-

ceeds to finance structural reforms in°

the mllltary. or overall deficit reduc-‘_

~ tion, not consumption.

The public finance review is

" pathbreaking not only for the topic =

chosen but also for the way in which

- the analysis proceeded. This was to -

treat military expenditures as essen-

‘ tlally no different from other catego- -
ries of spending. At the same time, = -
care was taken to analyze optionsthat ~

“the Argentina authorities were already.

considering and to avoid making judg-

. ments about military expenditures. A"

follow-up project assisting the defense -
mmlstry in privatizing airports and dis-.

_ posing of real estate is under prepa-

ration, using divestiiure techniques
~rplied in other sectors. - o

. ,Human nghts

W:thm the donor community the polmcal dimensions of govemance are be-
coming increasingly important in detéermining the allocation of bilateral aid

. flows. The Development Assistance Committee (DAC) of the Orgamzanon for

Economic Cooperation and Development (OECD) links the World Bank’s defi-

. nmon of governance ‘with parncnpatory development human rlghts and de- .
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. mocratlzatlon‘ It sees an overall agenda emerging in the aid policies of its

~-member states‘wnth the following links: legitimacy of government (degree of
democratization), accountability of political and official elements of govern-
- ment (media freedom, transparency of decisionmaking, accountability mecha-
msms), competence oi governments to formulate policies and dehver services,
respect for human rights and rule of law (individual and group rights and
o secumy, framework for economrc and soc:al actw:ty, and partxcrpauon) (OECD o

‘ 1993) :

' Although human nghts are :n a larger sense mdmsxble, the WorldBanL as
an international ﬁnancr\l institution, deals with those aspects of human rights -
‘relevant to its mandate. Except in situations where the violation of human rights
‘has created. conditions. hostile to effective lmplementanon of projects or has’

e other adverse economic consequences, or where there are international obliga--
tions relevant to the Bank, such as those ‘mandated by bmdlng decnslons of the

* "U.N. Security Council, the World Bank does not take into account the political
‘dimensions of human rights in its lending decisions. The World Bank’s Articles

- of Agreement: pl’Ohlblt the institution from taking polmcal considerations into
account, interfering in the political affairs of any country, or being affected by
the political form or orientation of a couniry. Consistent with the Articles, the.

* focus of the Bank’s efforts in the area of human nghts ison those rights that are

" "economic and soc1al in nature. !

‘The Bank’s contribution to economic and socxal human nghts is embodled ‘

in its strategy on poverty reduction and has two mutually remforcmg e]ements o
As elaborated in World Development Repart 1990, the first element in this

: '-strategy is to promote the productive use of the poor’s most abundant asset—
- labor—through pOllCleS that provide opportumtles and enable poor people to

o participate in economic growth. In turn, this means economyw1de and sectoral

polices that encourage rural development and urban employment such as rela-
“tively undistorted product and factor markets, sound macroeconomic manage- -
- ment, publlc provision of infrastructure, and an environment that makes techm—_ =
-cal change accessible to small farmers and the poor. The Bank’s strategy for

“economic and social human rights also-means spemﬁc policies to improve the.

_ participation of the poor in growth by increasing their access to land, credit, and
public infrastructure and services, together with special measures for resource- -
‘poor regions where poverty and environmental degradation are interrelated.!
' The World Bank has also'been concerned with the treatment of mdrgcnous
- people, such as in regard to resettlement and land titling. An example of the
latter is the new Natural Resources Management Project in Colombia. _
_ The second element in the Bank’s poverty reuction strategy is to provide

'~ basic soc1a1 services to the poor, such as primary health care, family planning, -
- nutrition, and primary education, thus enhancing economic and social human
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nghts These pohcxes may - also need to- be augmented by targeted transfer
programs and social safety nets. ,

_ The promotion of human ri ights through the Bank's poverty reducnon strat-'
egy is reflected in the growing share of World Bank lending commitments to

' - human resources development. As noted in the Bank's' 1993: poverty report -

(World Bank 1993c), total Bank lendmg to human resources development has

increased almost fivefold in dollar terms since the early 1980s and rose from'5 - :
- percent-of total Bank lendmg in fiscal years 1981-83 to 14 percent in fiscal o

- years 1990-92. The share of lendmg further rose in fiscal 1993 Lo 16 percent.

Acconipanying the rising share has been a shift in the composition of. : o

World Bank lending to human resource development with lending now con-

centrated in the development and extension of basic social servxces, such as o
primary health care and pnmary education, with special emphasis on maternal -
~ and child health and on 1mprovmg educational opportunities for girls. There :

~ has also been increased targeting of resources within projects toward the poor.-

" Anincreasing number of World Bank adjustment loans are addressing poverty-

- related i issues, such as the promotion of social safety nets, the protection and’

~ reorientation of public spending for social services, and the development of -
poverty pollcy and the monitoring of poverty condmons by the government. In -
addition, in recent years 2 major shift has occurred in human resources lending, .

witha growmg number of investment loans supporting the introduction, devel- - -

o opment, and extension of the various facets of social safety nets and labor;- |
- market interventions, such as social security systems, health-and social insur-
ance systems, and social assistance schemes. Accompanymg this has: beena

sharp increase in the amount of country-specxﬁc poverty analysis the World: -

Bank is carrying out, through its country poverty assessments and poverty

related economic and sector work. By mtd-1994 twenty—nme country poverty D

- assessments had been carried out, with a further forty-under way. These assess- -
" ‘ments provide a vehicle for dialogue on poverty issues—in some countries not -
just with governments but w1th a wider audlence {for example Uganda and' :
- Zambla) :



