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. Preface *

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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