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I ntroducti on:

At the United Nations General Assenbly Special Session on the
envi ronnment, James D. Wl fensohn, the President of the Wrld Bank put enphasis
on the follow ng set of actions to protect the global environnment: Cinate
Change, Biodiversity and Sustai nable Forestry, Desertification and Land
Degradati on, Water and Qzone Depletion (Wrld Bank, 1997a). He al so nmenti oned,
in one of his speeches: "These [responses to gl obal environmental issues] are
not fringe activities. They are central to nmeeting human needs and reducing
poverty. | whol eheartedly commit the Bank to do all it can to forge a gl oba
partnership to pronote equitabl e approaches to gl obal environmental issues,
and to do so quickly. Time is not on our side. This agenda cannot afford to
wait."

There is little doubt that the Wrld Bank is much nmore well prepared
to work on environmental issues than it used to be a decade ago. The nunber of
the environnental staff nmenbers has increased fromfive in md 1980's to
around 300 in these days. The vice presidency for Environmentally Sustainable
Devel opment was established in 1993. The Wrld Bank is now the world' s |argest
| ender for the devel oping world for the environment. The Wbrld Bank's | ending
for environment projects amounted to $11.6 billions in 1997 fiscal year, while
it was just $0.03 billion in 1986 (Wrld Bank, 1997b).

Moreover, the Wirld Bank has shown its willingness to "mainstreant
gl obal environnental concerns into its regular |ending and non-1ending service
and take a major intellectual and policy | eadership role (Wrld Bank, 1997a).

The very question to be asked is whether the existing mechani sns
within the Wirld Bank are self-sufficient to deal with the environnenta
i ssues, and what sort of roons it still has, if any, to further enhance its
capacity.

Thi s paper does not intend to touch upon all the environnmental issues
associated with the Wrld Bank's activities. It rather ains at pointing out a
few rather "generic" or institutional issues within the systemof the Wrld
Bank in dealing with the environmental matters. Three
such issues, nanely "R sk of Environnmental Double Standard", "Lack of
Mechani smto Deal wi th Transboundary |ssues”, and "Environmental Assessnent
for Program Lending"” will be discussed in the foll ow ng sections.

Interviews with several staff nenbers of the Wirld Bank both those in
envi ronment al and non-envi ronnental sections were conducted, in addition to
literature survey on rel evant documents, for the purpose of identifying such
i ssues. The author wi sh to express his thanks to those interviewes, who ought
to be anonymous, for their assistance given in devel opment of



thi s paper.

Ri sk of Environnental Doubl e Standard:

There is no reason not to believe that a bank-financed project is in
general "cleaner" than other projects of the sane sort in the devel opi ng
worl d. For exanple, a Wrld Bank docunent (Wbrld Bank, 1995) nentions that the
Bank-fi nanced coal -fired thermal power plants, inplemented over the last ten
years, are significantly | ess carbon-intensive than the sane sort
of projects not financed by the Wrld Bank. That is, the Bank-financed thernma
power plants consune |ess carbon per unit of energy produced.

It is minly thanks to the environnmental conditions attached to the
Bank-fi nanced projects. A |loan agreenment, between the Wrld Bank and a
borrower, usually acconpani es conditions, which the borrower is obliged to
observe. It often happens that some environmental conponents are included in
condi tions. Such conditions may have sonme environnmental standards to be
applied for a Bank-financed project, e.g. emssion standard for a t herma
power station. The standards specified are generally tighter (i.e. less
permni ssible) than ones in a borrowi ng country. As long as a borrower sticks to
the conditions, Bank-financed projects are destined to be "cleaner” than
ot hers.

One of the major ains of applying tighter standards to a Bank -fi nanced
project is "upward harnoni zati on" of environmental standards within a country,
in that a Bank-financed project is supposed to serve as a vehicle to keep
upward of environnental standards in a devel opi ng nation
The idea behind it is that once the Bank conprom ses the |evel of standards,
to the same | evel as ones being applied in devel oped countries, in accordance
with borrower's capacity, it may increase a risk of downward standards, which
| eads to deterioration of environnent in the devel opi ng worl d.

The question to be asked is whether the environmental conditions
attached to the Bank-financed projects are really instrunental to inprove the
envi ronment of borrowers, in other words if the idea of "upward harnonizati on”
really works or not.

The idea seens to the author too optim stic, at |east under some
circunstances. Let us take a coal -fired thermal power plant as an exanple: In
a large country, where they produce both "clean" and "dirty" coals, the
government may sel ectively provide the Bank-financed power plant with "cl ean”
coals, so that the power station can nmaintain the em ssion standards (e.g. SOx
and NOx concentration) as requested by the Wrld Bank. In this case, "dirty"
coals are to be fed into other power plants, which are not subject to the
tighter environmental standards. This arrangenment is, fromthe viewpoint of
t he governnent, the nmpbst cost -effective way of
sticking to the conditions specified by the Wrld Bank.

It is questionable, under such a circunstance, if the Bank -financed
power station could function as a | oconotive towards environnental "upward
har moni zation"” in the country. A rather pessim stic scenario is that the
gover nment abandons the effort, to selectively provide the Bank -financed power
plant with "clean" coals, as soon as the |ast evaluation m ssion of the Wrld
Bank has left the country. This viewpoint stens fromthe fact that the
conditions attached to a particular project may give little incentive for the
borrower to apply the sane "high standards" for the entire nation

The above nentioned problempartly stems fromthe fact that an
ordi nary Environnmental Assessnent (EA) does not exami ne "indirect" inpacts of
a particular project on the borrower as a whole: in this case, whether a
Bank-fi nanced "cl ean project" could materialize the "upward harnoni zati on"
wi thin the same sector by providing the governnent with sone incentives.
The inmportance of "sectoral"” EA has been stressed by the Wrld Bank (World
Bank, 1995), so that environmental issues of a particular sector could be



analyses in relation to policies, institutions and devel opnent plans. However,
even exi sting sectoral EA nethodol ogi es do not seem adequate to eval uate the

i npact of a Bank-financed project (with environnmental conditions attached) on
"downstream of the sector in the country.

Anot her issue in a simlar context to be rai sed about environnental
conditions, is whether the environnmental requirenents specified in a
particular project are realistic for the borrower or not. In other words
whet her such conditions have been devel oped in accordance with the
institutional capacity of countries in the devel oping world and the
availability of properly trained human resources. Needless to say, the
conditions attached to a project have little chance to be materialized, unless
the borrower has sufficient amount of appropriately trained human resources as
well as both institutional and | egal frameworks.

The aut hor wonders if the Wrld Bank has enough wor ki ng know edge
about the capacity of borrowers, to the extent a rational judgenent could be
made about the feasibility of environmental conditions attached to a
particular project. It is because rather limted nunber of the Sectora
Envi ronnment al Assessnents have been conducted within the franmework of the
Worl d Bank's | ending operation for a particular project (Wrld Bank, 1995),
and it sounds too optimistic to believe that the Wrld Bank has wor ki ng
know edge about the capacity, for the sake of dealing with environnenta
i ssues, of the borrowers.

Lack of Mechanismto Deal with Transboundary | ssues:

W have reasons to believe that the Wrld Bank is now better equipped
with mechanisns to deal with gl obal environnental issues than it used be, say
a decade ago. The G obal Environnental Facility (GEF) is the major instrument
for this sake. It is a financial mechani smwhich provides grant and
concessional funding to recipient countries for projects and activities that
address climte change, biological diversity, international waters and
depl etion of the ozone |ayer. The CGEF covers the difference (or increnent)
bet ween the costs of a project undertaken w th gl obal environmental objectives
in mnd, and the costs of an alternative project that a country woul d have
i npl enented in the absence of gl obal environmental concerns. The Wrld Bank
managenent had approved 70 projects in nore than 50 countries, totaling GEF
grant commitnents of $670 mllion, since GEF' s inception in 1991 through
February 1997 (World Bank, 1997c).

The very question to be asked is whether the Wrld Bank has
appropri ate mechani sns, including the GEF, to deal with various aspects
related to the gl obal environnment. The author wonders if the Wrld Bank is
sufficiently prepared to tackle with transboundary, not necessarily
"global ", environnental issues: The latest list of the Wrld Bank's
Envi ronnmental Projects (Wrld Bank, 1997d) includes 85 projects under the
category of the "d obal Environmental Facility Investnent Wrk Progranmt. O
these, only 7 projects are designated as "regional™, 2 projects are under
"global " category, and all the rest are activities within a single country. To
be nore precise, two "global" projects are "Small and Medium Scal e Enterprise
Progrant, pilot phase and repl enishnment. O seven "regional” projects, three
are "Gl Pollution Managenment Projects in Seas", two are "Ship-Cenerated Waste
Managenent”, and the remaining two projects are "Conmunity - Based Natura
Resource and WIldlife Managenment" and "Lake Victoria Environnenta
Managenent " .

The above list of "global" and "regional" projects suggests that the
i ssues which can only be solved with a regional initiative have not yet been
adequat el y addressed by the Wrld Bank, even within the aid of the CEF

It my stemfromthe fact that the system of the Wrld Bank has been



tailored, in principle, for planning and inplenentation of its |ending
operation. The |lending operation is essentially a matter to be negoti ated and
agreed upon between one particul ar borrower and the Wrld Bank

Mechani sns to deal with a "regional” issue, in which nore than one country
ought to be involved, are thus generally lacking within the system It is also
the case with environnental issue. The |ack of such a nmechanismis fatal in
dealing with regional problens, which can only be solved through col |l aboration
anong countries in the region

Let us take the transboundary water resources issue as an exanple: The
wat er resources and rel ated environnment of the world are under enornous stress
(CGEF, 1995). Though efficient use and effective conservation of water
resources are required in various water systens, attaining such goals is
difficult in international water bodies, because it requires cooperation anong
riparian countries which is not often the case. As a result, many countries
are unable to utilize their shared water resources due to riparian conflicts
(Kirmani and Le Mbigne, 1997).

Sonme 60% of world population live in watershed of international water
system The global comunity is thus in need of nodalities to deal with
i nternational water bodies in a nmuch better way, both in terns of water
quantity and quality. As in armed conflicts anmbng nations, internationa
organi zati ons are expected to serve as a nechanismto nmitigate conflicts anong
riparian countries in an international water body, with a viewto nore
rati onal managenent of the shared water system However, internationa
organi zations as a whole, let alone the Wrld Bank,
have so far nmade very limted success in acting such arole. In only a few
exceptional cases, such as UNEP's initiative in formulation of the Zanbez
Action Plan (adopted by riparian countries of the Zanbezi river basin in 1987)
and UNDP' s taking a nediatory role anmong basin countries of the Mekong river
basin in early 1990's (towards a new framework of cooperation adopted in 1995
by riparians), international organizations were instrunental in formulation of
an agreenent anong basin countries (Nakayama, 1997).

The Indus Water Treaty adopted in 1960 by India and Pakistan is still
regarded as the only "success story" of the Wrld Bank in transboundary fresh
wat er bodies, in that the Wrld Bank successfully acted a role of nediator
between two riparian countries and that it let riparian
countri es agree upon the ways and neans of sharing the water resources of the
Indus River. The Wrld Bank has, however, made few direct interventions in
international water affairs in last 37 years thereafter (Kirmani and Rangel ey,
1994).

The case of the Aral Sea basin nmay be a good exanple in this context:
The World Bank (in practice) took over fromUNEP in 1992 the leading role in
dealing with the environmental disaster of the Aral Sea region. The activity
was initiated by UNEP in 1989 in accordance with the request by the forner
USSR It was then expected that the Wrld Bank could serve as a coordi nat or
bot h anong basin countries and within the donor comunity, so that an
i ntegrated regi onal schene woul d be devel oped and inplemented to cope with the
environnmental disaster. The Aral Sea Basin Unit was established in the Wrld
Bank to adm ni ster certain donor funds
and ensure international coordination. The progress thereafter has been, to
say the least, not as fast as it was hoped to be. Though the | ending operation
of the Wrld Bank was initiated in all the basin countries, i.e. former
republics of the USSR in the Central Asia, the devel opnent of a
regi onal environmental programand its inplenmentation scheme, to deal with the
Aral Sea, has observed a substantial delay. In particular, the idea of the
Worl d Bank's coordinati ng donors has encountered difficulties, and the planned
nmeeting of donors was postponed by a few years. The neeting was at | ast
organi zed i n Cctober 1997, though not as a "donors neeting” but just as a
"meeting of participating bodies".



The Aral Sea Basin Unit was abolished, even before the "meeting of
partici pati ng bodi es”, w thout establishing a full -fl edged acti on program
wi th supports fromdonors, to conbat the environmental disaster

What is lacking within the Wrld Bank is a functioning nmechanismto
deal with environnental issues of transboundary nature. The author wonders, in
this context, if an ad-hoc nechani smsuch as now defunct Aral Sea Basin Unit
could really be functional and instrumental. The institutional framework of
the Wrl d Bank has been optim zed for country-by-country
| endi ng operation. It thus generally lacks built -in incentives, within the
system to work on regional issues, as shown by the project portfolio of the
past CEF projects.

Envi ronment al Assessnent for Program Lendi ng:

The staff nenbers of the Wbrld Bank have been required, since 1989, to
classify all the proposed investnent projects in accordance with their
potential inpacts on environment. The cl assification depends on the type,
| ocation, sensitivity, scale, nature and magnitude of potential inpacts.
Category A projects are supposed to give significant inpacts on environnent,
whi ch are sensitive, irreversible and diverse (Wrld Bank, 1997d). The
projects under this category are subject to a full EA Category B projects nay
have | ess significant inpacts than those under Category A and few if any of
the inmpacts are irreversible. An EAis not nandatory for Category C projects,
whi ch are supposed not to give adverse inpacts on environnent.

O 598 projects screened by the Wrld Bank between 1993 and 1995 for
their potential environmental inpacts, 67 projects (11% were classified as
Category A, 242 (40% projects were classified as Category B, and remai ning
289 projects (48% were classified as Category C (Wrld Bank, 1995). Category
A projects were concentrated in the agriculture, energy and power, transport,
urban, and water and sanitation sectors.

It is remarkable that all the 19 Category A projects approved by the
Wrld Bank (IBRDYIDA in this case) are "project” type of |ending, and no
"program lending is under this category. The programlending in this context
represents |l oans for structural reformand sector reform conmmonly known as
Structural Adjustnent Loan (SAL).

Most of the World Bank's | oans are for specific projects. However,
under the assunption, which is based on the past experiences, that projects
have a high rate of failure in unstable or distorted econom c environnent, the
Wrld Bank initiated in early 1980's SAL for borrowers, which is designed to
support basic changes in economc, financial, and other policies, which may
include (a) a greater reliance on market forces, (b) reduced government price
i nterventions and subsidies, (c) limts on public sector involvenment in
i ndustrial and agricultural production, (d) a better business environnent and
greater reliance on the private sector, (e) a nore open trading systemto
provi de better yardstick for efficiency, and (f) stimulus for competition and
export grow h.

The adj ustnent |lending in 1995 amounted to 24% of the Wrld Bank's
conmtments, which is some 10 tines |larger than the controversial |ending for
construction of large danms (which is 2 or 3% share of the Wrld Bank's overal
portfolio).

It has been a matter of disputes, between NGO and the World Bank, if
SALs have given adverse inpacts on environment in recipients or not, in
particular for ow incone group in a country. A report of the
WAF- | nternational (Reed, 1992) exam ned the consequences of SALs in three
countries (Cote d'lvoire, Mexico and Thail and) and concl uded that the
devel opnent paths these three countries pursued had created high | evel of
envi ronment al degradati on and generated unnecessary waste and | oss of nationa



weal th. On the other hands, a report of the Wrld Bank (Minasinghe and Cruz,
1995) reviewed several cases, with a viewto identifying the broad

rel ati onshi p between econonyw de policies and environnment, and offered the
recognition of the generally positive environnental consequences of
econonywi de policy reformns.

W at this stage have no clear -cut answer to the question, nanely if
SALs coul d inmprove or degrade environment of borrowers. It sinply requires a
ot nore efforts and tinme to have a solid viewin this regard.

The question to be asked is why no such programlending (i.e. SAL) has
been found in Category A projects, despite the fact that the magnitude of
structural reformand sector reformprograns are, in terns of the amount of
funds, nuch larger than a single projects for one hydroel ectric power station
whi ch has been often a matter of big di spute anong NGO>s and
I ending institutes including the Wrld Bank.

The author wonders if the Wrld Bank has devel oped EA mnet hodol ogi es,
whi ch are applicable for program|ending operati on. The magni tude of inpacts
of such loans could be nuch bigger, in accordance with the amount of funds
i nvol ved, than a single project. The cause-and-effect relationship of SALs
ought to be quite conplicated, for SALs nmay give inpacts on various sectors in
various fornms within a country. The anal ytical frameworks enployed for both of
t he above nentioned reports, nanely by the WAF-International and the Wrld
Bank, seemrather enpirical and experinental.

It is safe to nmention that our know edge about estimating possible
i npacts of SALs may be insufficient to devel op a functional EA nethodol ogi es
for such program | endi ng operation. However, now that a quarter of the |oans
of the Wrld Bank is under this category, it seens
i nperative to put nore resources to work on this very issue. It is even
surprising to the author, that though SALs have been accused by NG as great
threats for environnent in various countries, very limted nunber of
quantitative (or numerical) analysis have ever been conducted by those
i nvolved (i.e. NG and lending institutes), and that we therefore still do
not have a working know edge to devel op an EA net hodol ogy to deal with SALs.

Concl usi on:

Three issues related to environnent, which need further institutiona
enhancenent and met hodol ogi cal advancenent within the Wrld Bank, have been
identified. These existing problens may not have quick sol utions.

The issue raised under "Ri sk of Environnmental Double Standard" seens
rather generic in the system for it may require sone fundanmental changes in
way of thinking about the possible "trickle down effect"” of Bank-financed
projects in the devel oping world. The issue of "Lack of
Mechanismto Deal with Transboundary |ssues” may not be sol ved under the
present institutional framework of the World Bank, for devel oping a | oan
essentially involves only one recipient, and dealing with a regional issue is
not within the framework of the Wrld Bank's daily operation. The issue
mentioned in "Environnental Assessment for Program Lendi ng" apparently
requires nore research efforts in devel opnent of solid EA nethodol ogies to
enconpass rather conpl ex cause-and-effects relation of the inpacts, on account
of a nationw de reform policy.

Solutions for these problens may not necessarily be nmutually
conpati ble: for exanple, changing the institutional framework of the Wrld
Bank for the sake of regional issue (e.g. shifting nore human resources from
country operation into regional operation) mght be feasible only at the cost
of its capacity to deal with SALs related matter, which is particularly an
issue within a single country. Institution-wide reviewis apparently needed to
give priorities on the issues, which are currently not adequately addressed in



the system so that the Wrld Bank coul d make best use of its finite financi al
and human resources to cope with national, regional and gl obal environnental

i ssues. Sharing of environnental responsibilities with other bi -lateral and
mul ti-1ateral organizations should also be exam ned to find out an optim zed
solution, in the framework of international organizations as well as the donor
conmunity as a whol e.
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