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EXECUTIVE SUMMARY 

1. In recent years, the World Bank has increased significantly its attention to the 
development effectiveness, sustainability and financial integrity of the activities it 
supports. Requirements for greater transparency in procurement and financial 
management have grown. Safeguard policies, intended to ensure Bank-financed projects 
do no harm to the natural and social environment have been applied more rigorously. 
Oversight mechanisms to enhance project quality have been added. Evaluations indicate 
that the results have been positive-better-designed individual lending operations, a 
stronger project portfolio, more rigorous oversight and significantly improved project 
outcomes. 

2. At the same time, questions have arisen whether these requirements have been expanding 
faster than the capacity of many borrowers to manage them effectively, and whether they 
might be affecting some clients’ interest in borrowing from the Bank. At the same time, 
some shareholders have questioned whether the Bank has been demanding enough. In a 
period of tight budgets, this has produced a dilemma-improving quality amidst growing 
requirements, declining resources, higher expectations of some borrowers and other 
shareholders. 

3. This underscored the need to gain a better understanding of the current situation and to 
improve the value/cost relationship of these policies. Thus, the Bank established a task 
force to examine recent experience in the application of Bank’s policies on procurement, 
financial management and safeguards. The task force conducted its work in two phases. 
In the first internally-focused phase, it examined 50 projects under implementation that 
reflected both positive and negative experience, the policies of other multilateral 
development banks (MDBs), budget data and the policy-making processes within the 
Bank. In the second phase, the task force consulted with clients in 10 selected countries’ 
which together represent roughly 40% of the Bank’s FYOl portfolio/pipeline and include 
four IDA-eligible clients. 

Principal Findings 

4. The principal conclusion of the overall two phase review is that these policies have a 
positive impact and are valued by borrowers, when they are applied in an appropriate 
manner. Properly implemented, they improve project design to mitigate environmental 
impacts, avoid social costs, improve participation and commitment to development 
outcomes, reduce costs through competitive bidding and assure greater transparency and 
financial integrity in public finance. Borrowers are strongly committed to the objectives 
and principles embedded in these policies. They recognize that the costs to them and to 
the Bank of non-compliance can be very high. They also note that the benefits from Bank 
policies often have a positive influence on other activities not financed by the Bank. They 

’ Consultations held during April-May 200 1 in Argentina, Brazil, China, India, Mozambique, Philippines, Romania, 
Russia, Tanzania and Yemen. 
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appreciate the Bank’s commitment to full, cost-effective implementation of its current 
policies. This commitment is seen to have a positive impact on raising national standards 
in some cases, though the incidence is quite scattered, unsystematic and indirect. 

5. The review found that safeguard and fiduciary policies have enhanced project quality and 
sustainability when they: (i) are applied early enough in the project cycle to affect project 
design, (ii) save the client money, (iii) raise national standards toward the level of good 
international practice by “pushing the envelope” in a measured, realistic manner and, 
consequently, (iv) are capable of being implemented by the borrower, with necessary 
capacity building assistance. The task force found many cases where implementation of 
these policies helped increase their development impact. 

6. In the cases where the implementation of these policies has been ineffective and 
unnecessarily costly, the task force found that it was due primarily to: (i) over-ambition- 
requirements that were simply beyond the capacity of the borrower to implement without 
great cost; (ii) ambiguity-policies that were overly complex and difficult to interpret; 
(iii) indecision and delay-policy interpretation that sometimes took months to resolve at 
substantial financial cost to the Bank and opportunity cost to the borrower; (iv) rigidity- 
“legalistic” policy interpretation rather than professional judgment; (v) risk aversion-a 
growing tendency within the Bank that results in over-specification and “perfection” in 
design and avoidance of activities that might generate criticism; and (vi) capacity 
depletion-requirements applied to a “ring-fenced” Bank-financed project have absorbed 
resources at the expense of other priorities for the application of often limited national 
capacity. 

7. The task force estimated that in FYOl the cost to the Bank of applying these policies was 
about $83 million or about 20 percent of the total administrative budget for lending 
services. The most significant were the costs associated with procurement, which affects 
all operations throughout their life. The task force estimated that the cost to borrowers of 
applying these policies was greater than the cost to the Bank. Borrowers as a group spend 
about $118-215 million annually to comply with the Bank’s requirements for project 
preparation and implementation. It is estimated that roughly 60% of this amount is 
incremental, as all borrowers incur costs for public procurement, financial reporting and 
safeguard work, even if no Bank financing is involved. 

8. Borrowers generally felt that the direct and indirect value obtained from these policies 
exceeds these administrative costs, but they also believe that these costs can and should 
be reduced. Borrowers were also unanimous in their view that the single most critical and 
yet un-quantified element of cost is that of delay in project design, launch and 
implementation. Most delays are associated with the process of arriving at mutually 
agreed balanced judgments when it comes to fiduciary and safeguard policies, as opposed 
to sectoral policies. Borrowers accept that their own processes contribute in part to the 
delays. The one possible exception are environmental policies, whose processes allow for 
case-specific solutions to achieve policy goals, and which are well mainstreamed. Key 
actions sought by clients were: (i) to reduce policy ambiguity and enable local case- 
specific solutions to achieve policy goals; (ii) speed up decision-making in all policy 
areas, particularly in procurement; (iii) enhance up-stream attention to high safeguard risk 
operations; (iv) improve continuity of team leaders and effective coordination among 
them, lawyers and thematic experts; (v) better manage risk aversion at task, managerial 
and institutional levels; and (vi) increase delegation of authority to Country Offices. 
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9. 

10. 

11. 

12. 

Borrowers were equally clear that it is possible to enhance the value of the effort and 
reduce costs associated with the implementation of these policies. Three measures had 
wide support: building national fiduciary and safeguard systems by building on 
demonstrated client capacity; mainstreaming innovations seen under current policies to 
extend their support to national/sector wide programs; and, pursuing bottom-up country 
level policy harmonization effort, one policy at a time. 

The consultation process with the clients confirmed that the overall volume of lending by 
the Bank was not materially affected by these policies nor by the less numerous or 
rigorously applied policies of the other MDBs. Specific country circumstances- 
exposure limits, portfolio condition, IDA availability and other factors tended to 
determine lending volumes. 

However, there is feedback from clients that the willingness of IBRD borrowers to pursue 
Bank lending for certain kinds of infrastructure-electric power, dams, slum upgrading, 
transportation-is affected by the clients’ desire to avoid the costs, and the “hassle,” of 
certain safeguard policies. Given other opportunities for financing, IBRD borrowers 
articulated an explicit hierarchy of preference for official borrowing in these 
infrastructure sub-sectors: domestic resources, bilateral donors, Regional Banks and 
lastly, the World Bank. The task force concluded that an important part of the 30% 
decline in Bank lending over FY95-FYOl to infrastructure (Energy Sector decline of 
65%, Transport of 28%, Urban of 25%) is attributable to client perceptions of the Bank’s 
application of safeguard policies. This decline in one sense reflects a success in 
attracting other lenders into segments of traditional Bank lending, and is re-enforced by 
the Bank’s strategic emphasis on social sectors. 

The task force does see some risks that the Bank faces in withdrawing - or being de-facto 
excluded - from important infrastructure sub-sectors such as energy, transport, and urban: 
the risk of being absent from areas essential to growth and poverty alleviation, the risk of 
a pipeline which is costly to develop and of having a portfolio composed primarily of the 
most difficult and complex operations and the risk of losing a global development 
perspective that is the Bank’s major comparative advantage as a knowledge institution. 
Inadequate attention to client concerns about delays and costs and inefficiency in lending 
business practices due to risk aversion, would likely have a corrosive effect. The Bank, 
working with clients, has to address these issues to continue to remain an eminent 
development institution that the clients want it to remain. 

Key Recommendations and Status of their Implementation 

13. Given these circumstances, the real challenge is to find ways to enhance the benefits of 
these policies while reducing the costs, particularly by reducing the cost of delay. The 
task force recommendation of a short to medium term approach to dealing with the 
dilemma consists of measures discussed below. These include internal measures and 
those that will engage Bank clients. During the work of the task force, work had begun on 
implementing some of these recommendations. Their status is also indicated in italics. 

l Continue Reforming Current Policies and Procedures. (i) implement the 
simplification and rationalization of the LACI financial reporting and 
disbursement systems; (ii) introduce risk-based and single audit approach in - 
order to strengthen the quality of fiduciary assurance while reducing 
fragmentation, duplication and delay; (iii) complete the conversion of the 
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safeguard policies on resettlement, indigenous peoples and physical cultural 
resources to remove ambiguities and permit case specific solutions to achieve 
policy goals; (iv) revisit Bank’s procurement practices, especially related to 
procurement of IT and review of consultant contract “no objection” procedures 
and (v) pursue enhanced delegation of authority to strengthen field offices. 

(The OPC has reviewed proposals from the FM Board to streamline LACI which is to be rolled 
out starting FY02; the FM Board is reviewing the current audit system to identify ways in which 
it may be possible to eliminate fragmentation and duplication, reduce cost, and improve the 
overall level of assurance received by the Bank on the use of its funds. CODE has reviewed the 
proposed clarification in social policies and steps are underway to complete external 
consultations and codtfi changes in FY02; the procurement board has developed an action plan 
to review and develop suitable responses to client concerns; and institutionally led effort is 
underway to develop by January 2002 the next step offunctional decentralization. Further 
progress will continue to be monitored). 

l Strengthen Internal Processes. Clarify accountability for high risk operations, 
providing one-stop authoritative policy interpretations, clarify decision process 
for making judgments in application of policy requirements; and integrate all 
safeguard policy applications into a single risk assessment process under the 
umbrella of the environmental assessment. 

(A Bank wide safeguardprocess harmonization effort has been underway since July 2000; it 
includes pipeline risk assessments, joint RVP/NVP accountability for high risk tasks, structural 
harmonization across regions for safeguard functions; a one stop shop for authoritative policy 
interpretations and a helpdesk. The safeguard systemis now being reviewed by IAD to further 
adjust and strengthen, as needed). 

l Enhance Bank Capacity to Ensure Continuing Compliance. Provide 
adequate budgets for lending and supervision tasks to ensure the Bank can carry 
out its due diligence functions fully, including full cost of all policy revisions 
and intensify program of staff training and client capacity building in fiduciary 
and safeguards systems. 

(The FY02 budget aims to increase overall lending and supervision coeficients by 9% and 4% 
respectively, provides special resources for increased capacity building and staff training and 
funds sector boards/legal department to provide high quality timely support in policy 
interpretation. Actual delivery of these resources to fiduciary and safeguard workfor high risk 
tasks, is through a process ofpipeline risk assessment. This aspect will be monitored closely) 

l Reduce delays by Moving Safeguard Assessments “Upstream.” Initiate 
assessments of environmental and social impacts at the earliest possible time in 
project processing; provide funds for upstream safeguard work for high risk 
operations, especially in the PSI sector. 

(Initial FY02 b d t 11 u ge a ocations in the Regions indicate a continued adherence to pipeline risk 
assessments combined with “off-the-top ” incremental allocations for “up- stream ” safeguard 
work on high risk operations. The regional process for pipeline fiduciary and safeguard risk 
assessments needs to be harmonized into a Bank-wide process in FY02. Further work on 
reducing factors contributing to delays is needed). 

. . . 
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l Help Build Client Capacity to Manage Policy Implementation. Launch a 
pilot program to help build borrower capacity for progressively managing 
specific aspects of safeguard and fiduciary responsibilities-Bank to help assess 
current capacity, help strengthen capacity by delegating specific aspects to 
national agencies with demonstrated competence, and monitor policy outcomes. 

(The fiduciary Sector Boards are encouraging an increase in the numbers of CPARs and CFAAs 
to assess capacity and as justtfied to raise thresholds for prior review. The safeguard Boards are 
developing a customized capacity buildingpilotprogram with WBI, with the objective to help 
clients who demonstrate capacity to undertake more policy implementation work under Bank 
supervision. During the client consultation phase, some countries came forward to work on these 
ideas with the Bank.) 

l Scale-up development impact of these policies through continued 
innovation, and codify such practices into future policy. Further encourage 
and support on-going innovation; move systematically from ring-fenced project- 
based compliance to support systematic improvements in borrower’s institutions, 
while maintaining agreed policy goals. 

(Concerned Sector Boards need to take stock of these innovations and to promote these concepts 
through their quality supportfunctions and trainingprograms; lessons of experience need to be 
studied with a view to develop a process to codtfi the more successful practices into future policy 
statements.) 

l Deepen the Process of Policy Harmonization. (i) Intensify the on-going effort 
to develop common policies and standards, at the level of international good 
practice, among MDBs at the “macro” (global) level for procurement, financial 
reporting and environmental assessment; and (ii) launch pilot efforts for “micro” 
harmonization among MDBs and with national policies at the country level, one 
policy at a time. 

(During the client consultation phase, a number of countries volunteered to be included among 
the early pilots for a “bottom-up” harmonization effort. These countries are being considered 
for inclusion in a pilot effort led by the relevant Sector Boards, to complement the ongoing 
“macro”policy harmonization effort.) 

20. While many elements of the proposed agenda are moving forward as indicated above, the 
overall direction of change is complex, including the way the Bank relates to its 
borrowers in these areas. Specifically, it calls upon the Bank’s managers to (i) encourage 
balanced judgments, (ii) reward high impact activities where risks have been carefully 
assessed and managed, (iii) invest explicitly and early in risk assessments, public 
participation and consideration of design alternatives, and (iv) make timely decisions that 
will maximize development impact. Both clients and Bank staff endorse the concept of 
building capacity and delegating aspects of policy implementation to borrowers that 
demonstrate capacity. The challenge is to move systematically with specific programs 
that help build permanent capacity. It is an agenda that will only be realized with 
perseverance, flexible instruments and resources. But it is the only way forward if the 
Bank’s fiduciary and safeguard policies are to become what borrowers expect them to 
be-instruments of sustainable and effective development. 
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COST OF DOING BUSINESS 
FIDUCIARY AND SAFEGUARD POLICES AND COMPLIANCE 

Introduction 

1. In the past decade, the Bank has increased significantly its attention to the development 
effectiveness and sustainability of its activities. As a result, project design and 
implementation requirements have grown substantially. The potential negative 
consequences of development projects have been addressed systematically through 
application of “do-no-harm” safeguard policies. Concerns about corruption and financial 
misconduct have resulted in new requirements for procurement and financial 
management. And oversight mechanisms to ensure quality and compliance have also 
increased. Both quality at entry and of supervision ratings of QAG and satisfactory final 
outcome ratings of OED, have shown significant improvements. 

2. At the same time, questions have arisen whether these requirements have grown faster 
than the capacity of many borrowers, and the Bank, to manage them effectively. The 
Inspection Panel and some external critics also cite examples of projects where some of 
these policies have not been adequately addressed. At the same time, there is a sense that 
many innovative approaches adopted by Bank clients with the Bank’s support to enhance 
the development impact and sustainability of Bank policies have received little attention 
and been replicated inadequately. 

3. There is also the sense that budget costs of the expanding agenda have only recently 
begun to be systematically assessed and are not adequately funded even though an 
increasing share of the task budget has been allocated to these requirements at the 
expense of other fundamental elements of project design and analysis and has increased 
staff stress. 

4. To understand better the real costs and benefits of doing business with the Bank, a Task 
Force of regional managers and experts designated by Sector Boards, was asked to 
analyze the cost effectiveness of the application of the Bank’s safeguard and fiduciary 
(procurement and financial management) policies. The major objectives were to assess (i) 
how well these policies added real value to lending operations relative to their 
incremental cost; (ii) how their application influenced the demand for Bank lending; and 
(iii) how their application could be made more cost-effective. 

The Methodology 

5. The task force addressed three basic questions: (i) are these policies generally reasonable 
and effective in enhancing project quality and sustainability or, while technically 
excellent, do they tend to exceed the capacity of many borrowers to implement and 
consequently have limited impact; (ii) no matter how valuable they may be individually, 
have these policies through their cumulative cost, made the Bank less attractive to our 
clients than other sources of finance; and (iii) is it possible to apply these policies more 
cost-effectively with enhanced development impact while achieving the basic goals of 
these policies? 
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6. To address these questions, the task force undertook its work in two phases. 

(a) In Phase I, the focus was on internal processes and team leader’s experiences. This 
phase involved: 

(i) Project Review. Fifty projects, mostly approved during the last 3 years, were 
reviewed to draw lessons of experience. The projects were selected because they 
represented operations where the policies either: (i) added real value to the 
outcomes; (ii) detracted from the development outcomes because of added costs, 
delays or other “hassle;” or (iii) caused the Borrower to seek other sources of 
funding altogether (See Attachment I). 

(ii) Review of the Policy Development Process. The development and processing of 
two Bank policies, for financial management (the so-called LACI initiative) and 
involuntary resettlement, were examined to see how the Bank’s policy-making 
process has resulted in pursuit of actions that are sometimes difficult to implement 
on the ground. This included a comparator review of the policies of other MDBs 
and some industrial countries with Bank’s requirements in practice. 

(iii) Analysis of Available Cost Data. The Bank’s operational budget, staffing 
patterns and lending patterns were examined to assess the cost implications of the 
implementation of policy requirements. 

(b) In Phase II, following consultations with the OVPs and informal feedback from the 
Board, a series of clients consultations were undertaken. Consultations involved ten 
borrowing countries across the Bank’s regions: Argentina, Brazil, China, India, 
Mozambique, the Philippines, Romania, Russian Federation, Tanzania and Yemen. 
These countries account for about 40% of the Bank’s portfolio and FYOl lending, and 
include four IDA eligible clients. (See Attachment II, Summary of Consultations, Pg. 
37). 

I. Internal Review Phase 2 

A. Requirements have Grown and Have been Applied Rigorously 

7. There have been significant increases in the Bank’s analytical and policy requirements in 
the past decade. Project analysis once covered economic, financial, technical, 
administrative and environmental factors. Today it also includes social, poverty, 
institutional and risks analyses as well as monitoring and evaluation requirements. The 
same is true in the area of fiduciary and safeguard policies: 

l Safeguard policies have been applied more rigorously and in some cases 
progressively strengthened to ensure that Bank-financed projects avoid damage 
to the natural, social or cultural environment. There are ten such policies and 
some are currently under revision. 

l Fiduciary requirements have multiplied under the provisions of the 1998 LACI 
initiative that requires financial management specialist participation on all 

’ Undertaken from July-December 2000, and discussed with EDs in March 2001 
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appraisal missions and certification of the borrower’s financial management 
capacity, dual sign-off authority by the financial sector on all Project Appraisal 
Documents, enhanced financial reporting requirements and the option of a new 
disbursement mechanism related to project progress. Procurement has increased 
in emphasis on a greater use of national systems, with potential savings to the 
borrower; however, the Bank’s pro-active anti-corruption agenda has not 
permitted any reduction in the burden of reviewing transactions and monitoring. 

l Oversight mechanisms have increased substantially, with the establishment of 
the Quality Assurance Group (QAG) and the Inspection Panel joining OED to 
scrutinize operational performance. 

8. In a qualitative sense, these requirements and mechanisms reflect the growth in the 
expectations of the Bank’s contribution to a complex and diverse development agenda. 
Poverty alleviation, policy reform, capacity building, governance, community-driven 
development are initiatives at once more demanding and more difficult. As the 
recognized leader in development, the Bank has been generally raising the bar, which is 
the essence of the development process; this applies in fiduciary and safeguard areas as 
well. 

B. Effect on Project Quality has been Positive 

9. By almost any measure, the overall quality of the Bank’s operational products has 
improved significantly over the past three years. OED assessments of satisfactory project 
outcome show major improvements. The QAG evaluations of Quality-at-Entry, Quality 
of Supervision and Quality of ESW more recently show annual improvements in each of 
the past three years. The application of these policies at the earliest stages of project 
processing appeared to be particularly beneficial, as they helped identify risks and 
illuminate design options to mitigate those risks. (See Box 3, Pg. 19) 

~ 0x 
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Source: Operations Evaluation Department 
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Source: Quality Assurance Group 

10. While overall project quality has improved, two concerns remain: first the performance, 
using QAG methodology, of social safeguard and financial management aspects tends to 
be rated somewhat lower while, on the more mature policies (procurement and 
environment) the performance appears to be better. The former policies are believed to 
have a higher degree of “normative” content, unlike the other two policies, which are 
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more process based and allow for case specific solutions to achieve policy goals to be 
developed and agreed upon. 

11. 

CHART III: Fiduciary and Safeguard Quality 
At Entry 

Source: QAG Source: QAG 

CHART IV: Fiduciary and Safeguard Quality 
Supervision 

The other concern relates to OED findings that the quality of Bank portfolio does not 
correlate with the quality of country performance. “Development effectiveness at the 
country level depends on the adoptions of strategies and instruments to country 
conditions, not on project performance”. The multiplier effect of the improved quality of 
the Bank’s portfolio needs to be increased. In the fiduciary area, CPARs and CFAAs are 
aiming to extend the scope and focus of Bank support to strengthen national systems even 
as these instruments are further improved. Similar instruments in the safeguard areas such 
as Strategic Environmental Assessments and Social Analysis, are less well developed. 

C. Examples of Real Value Added in Policy Implementation 

12. In a number of instances, application of safeguard and fiduciary policies contributed 
significantly to project success. In one case, the application of the Bank’s procurement 
requirements led to project savings to the borrower of several hundred million dollars. In 
another case, early assessment of a project’s potential environmental and social impacts 
led to design changes that avoided significant resettlement and other mitigation costs. In a 
third case, the Environmental Assessment resulted in a design change which reduced the 
project’s encroachment on productive land and avoided income losses to farmers. 
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f~~nlulated its own s~~ia~sa~~~~ard poficies to pro&t these people from such risks, Adher&ce to these polices is driven in part 
by the intrinsic rislc ~~i~~~v~ri~hrn~~~ if these palicies are not ~~ffo~~d. 

13. There were three common characteristics in these examples that led to successful 
application. 

0 First, each application of the policy saved money rather than merely adding to 
project costs. The safeguard policies were applied early enough in the project cycle 
to assist in design decisions. Consequently, clients saw value added in their 
application rather than an imposed, burdensome procedure. 

0 Second, the policies were consistent with good national-and intemational- 
practice. In these cases, they were not “pushing the envelope,” beyond realizable 
norms. Bank procurement procedures, in particular, are in line with prevailing 
international practice, and environmental process requirements are similar today 
among all five MDBs and in many developing countries. 

0 Third, the policies could be implemented within a government’s existing 
processes and procedures without major modification. Environmental assessments 
are also now reasonably common in most borrowing countries. All countries have 
procedures for public procurement, and the Bank accepts national bidding 
arrangements where it finds them adequate. National policies on resettlement in 
many developing countries are not yet fully consistent with the Bank’s resettlement 
policy. 

14. In general, safeguards and fiduciary requirements contributed best to project outcomes 
when they reflected the self-interest and, consequently, the commitment of the borrower. 
They were applied as a part of the basic project analysis rather than an “add-on” to satisfy 
the letter of the law. They were also more helpful when they focused on countrywide or 
sector-wide questions and longer-term capacity building rather than on specific projects. 

D. Examples of Opportunities Lost 

15. By contrast, the task force reviewed several examples some cited by borrowers, where 
the safeguard and fiduciary requirements were applied neither effectively nor efficiently, 
and contributed to project difficulties. Discussed below are three projects where the 
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policies either went beyond the borrower’s ability to implement or were applied in rigid 
ways, leading to delays, cost increases and conflict with the client. 

16. In the first project, the Bank sought to apply the financial accounting and reporting 
requirements and disbursement procedures according to the LACI model. The LACI 
provisions, while technically superior, have proven difficult to implement in practice. 
The reporting requirements conform to almost no national systems. The PMR-based 
disbursement procedures require MIS systems not found in most developing countries. 
Even to meet the Bank’s financial reporting requirements using the system, requires 
borrowers to make significant investment in new financial management systems 
(between $50,000 and $80,000 per project). Consequently only about 5% of projects 
approved since July 1998 when LACI was introduced, currently report in this manner. 

17. The second example describes the consequences resulting from (a) lack of sufficient 
clarity in a policy, (b) failure to make timely decisions to resolve issues and (c) 
excessively “legalistic” interpretations of the policy. To avoid a project-related 
“reputational risk” the Bank in such case may have engendered a different type of 
reputation with this borrower--as an indecisive and timid partner. In this particular 
project, the delay cost the borrower an entire construction season. 

18. In the third case, Bank procurement requirements were felt to be unreasonable in the eyes 
of the borrower. Although the amounts were small and the irregularities in bidding 
minor, the Bank insisted on re-bidding twice, leading to a four-year delay in the supply of 
the equipment and the project benefits. The cost of delay was significantly greater than 
the benefits from re-bidding. In this case, the Bank failed to tailor its response to the 
modest risk and even more modest value of the goods involved. 

19. In general, the cases studied suggest six principal reasons why policies subtracted value 
and added to borrower cost: 

l Over-ambition: Some policies are too demanding for the local environment and 
simply cannot currently be implemented given the capacity of the borrower. To 
comply would involve unacceptable costs and exceed standards even in some 
industrial countries; 

l Ambiguity: Some policies have complexities, over-specifications, and ambiguities 
that need to be reworked; 

l Indecision: There has been no clear corporate authority to provide definitive 
interpretation and resolve differences on safeguards (although this is changing-(See 
Para 49). Delays occur and add cost; 

l Rigidity: Policies have been interpreted literally and “legalistically.” There is no 
differentiation relating to circumstances, project size, local competence or perceived 
risk. Professional judgment has given way to playing by the book; 
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l Risk Aversion: The Bank has become so risk averse, according to some borrowers, 
that it would rather do no project than risk criticism; and 

l Capacity-Depletion: “Ring-fencing” Bank-financed projects can result in 
misalignment of resources and enclaves of privilege without helping to build systems 
to cover similar circumstances elsewhere in a country. (In India, it is said that 98% of 
all resettlement takes place outside Bank-financed projects, yet more attention is often 
paid to perfecting the 2% affected by Bank financing than to improving the remaining 
98%). When applied to specific operations, the “capacity” is often provided by 
external consultants at considerable cost and may actually deplete national capacity. 

20. The task force studied 6 specific projects identified by the Regions as examples of 
projects dropped before reaching the financing stage. The two procurement cases 
demonstrated the effectiveness of the policy at work; to reduce the risk of subsequent 
non-compliance and to ensure adherence to a strong anti-corruption standard. In other 
areas, there were two cases in which the clients did eventually come back to the Bank, 
but there was evidence of the cost of delays, negative impact on relationships and waste 
of resources when Bank requirements are: 

(i) under major review as in LACI, but remain a formal requirement; 
(ii) ambiguously defined calling for extensive internal consultation; and, 
(iii) are perceived by clients to be significantly misaligned with their own 
policies or those of other MDBs, especially in implementation. 

E. The Bank Lending Budget is Diminishing and Compliance Costs are Rising 

21. Despite these growing requirements, the proportion of Bank’s operational budget devoted 
to lending has declined over the past several years in real terms. This has impacted task 
level budgets as well. The average lending completion costs (the cost of processing a 
project from identification through Board approval) has been declining for several years 
while requirements have been increasing. FY02 is expected to be a turnaround year for 
task level lending budgets. 

CHART V: % of Operational Budget used 
for Lending 

-~ 1 
I 

CHART VI: Direct Unit Costs in FYOl $(OOO) 
I 
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(plan) 

Source: Corporate Resource Management, Dee 2000 _ 
Source: Corporate Resource Management June 2001 
Direct Lending Cost Relative to Full Operations 
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22. Individual safeguards add between 1.5 and 25 percent to the cost of project preparation, 
and when several apply, they can all but overwhelm the preparation budget. Virtually all 
task teams interviewed indicated that core preparation and supervision budgets had 
become seriously underfunded, in part due to these increasing compliance-related 
demands on a shrinking resource envelope3. Doing more with less has only been possible 
by increasing individual staff workloads. A survey conducted for this study indicated 
unrecorded staff overtime has increased from 18% to 25% of recorded work time 
between late 1998 and early 2000. 

23. The principal cost drivers for the Bank are staff costs. During the period of the Strategic 
Compact (FY98-FYOO), there have been significant increases in the number of staff 
dealing with financial management, procurement and social safeguards in particular 
reflecting the Bank’s determination to strengthen its safeguard oversight and meet its 
fiduciary responsibilities. At the same time, there is a sense that despite this injection of 
new staff, the Bank is still short of expertise in some new areas (such as cultural 
resources). I -~~ _~ ~~~~~ CHART VII: Increases in Safeguard and Fiduciary Staff 

FY96197 to FYOO 

Social and Environment, lnt’l Recrull 
(62 to 96)  

Proc”rement speclallsts, all staff 
(121.159) 

Financial Management Speclallsts. 
a,, Staff (25 to 94))  

L ~~ 

0% 50% too 150 200 250 300 
% % % % % 

24. There are about 340 operational staff engaged in procurement, financial, environmental 
and social policy development, maintenance and oversight, or roughly 20% of Regional 
and Anchor staff. Many other staff devote part-time to procurement and financial 
oversight as certified specialists. The total estimated cost to the Bank of safeguard and 
fiduciary compliance is about $83 million annually. 

25. In the aggregate, these costs raise the issue on how the high costs associated with 
procurement policies can be reduced. The Compact funded significant increases in staff 
for financial management, procurement and social development. One promising 
development has been the increased proportion of fiduciary and social safeguard work 
done from field offices. About 80% of resettlement activity and of financial management 

3 A view confirmed by the FYOl Annual Review of Portfolio Performance 
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oversight over nearly 80% of the portfolio are now done by field-based staff. Not only 
are auditing and accounting obligations being met in a more timely fashion, but country 
office based Bank staff are increasingly helping build local capacity on financial 
management and social protection. 

F. Borrower Costs are Rising and Sources of Trust Funds are not Expanding 

26. It has proven difficult to extract reliable and totally consistent cost data especially on the 
client side. Projects are unique and country circumstances vary widely. Bank and 
borrower MIS systems typically do not track costs for application of these policies. The 
task force has made its best possible estimates from a sample of operations, but these are 
presented as a range because the task force believes that the estimates are useful if treated 
only as orders of magnitude rather than definitive amounts, to guide strategic discussions. 

Table 2: Estimated Client Costs ($ Million) 
Estimated Annual Costs to Countries of Bank 
Safeguard and Fiduciary Policies 

1. Social Safeguards, Resettlement, Indigenous 
Peoples, Cultural Resources 

Costs of Policies Incremental 
costs (%I) 

25 -35 40-60 

2. Environmental Safeguards 15-25 30-40 

3. Procurement 22-40 30-35 

4. Financial - Audits, Duplicate Systems 

5. Disclosure Requirements 

55-110 60-70 

l-5 78 

118-215 50-60 
I I I I 
Source: Approximate costs estimated by Bank staff based on a typology of operations and estimated costs 
of typical EAs, EMPs, IADPs, social assessments etc; and from available client cost data sheets. 

27. The most significant costs relate to meeting the Bank’s fiduciary requirements, including 
procurement units in PIUS and audit requirements (some 6000 annually), and the 
potential cost of developing new financial management and reporting systems to meet the 
LACI standard (up to $12 million annually). Procurement and financial management 
requirements apply to virtually all operations, whereas environmental assessments take 
place on about 50 percent of investment operations and resettlement on about 25 percent. 

28. Not all of these costs are incremental. Borrowers have normal procurement and audit 
requirements, often require mitigation of environmental impacts and some forms of 
compensation for social impacts. However, Bank requirements are often more stringent 
and consequently more expensive. The Task Force estimates that Bank procurement 
requirements add about 30-35% to borrower’s normal costs, while social and 
environmental standards add perhaps 40-60% to normal borrower costs and meeting the 
Bank’s financial reporting requirements would be up to 60-70% more costly. In addition, 
Bank guidelines require that the standards of these policies apply to all project 
components whether or not the Bank funds them. Compliance with this extended 
requirement adds substantially to borrower costs. While these costs are judged to produce 
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commensurate benefits, there are mechanisms to reduce them, and these need to be 
pursued. 

29. The costs of project preparation activities, including environmental assessments and 
resettlement action plans, have traditionally been funded by the PHRD Grant Facility or 
Project Preparation Facility (especially for IDA borrowers). PHRD commitments have 
diminished significantly in the recent past (see Chart IX) and will impact disbursement in 
the next few years. Borrowers will need to find alternative sources to help them meet the 
Bank’s safeguard requirements. 

-PHRD -Disbursements --%--PHR” Commltmcnts 

G. Other MDBs Have Fewer Safeguard Requirements 

30. The Bank has the more favorable lending terms of the five Multilateral Development 
Banks (MDBs). At the same time, Bank safeguard and financial requirements and other 
business practices tend to be more comprehensive, more stringent and more consistently 
enforced and are perceived by clients to add costs. The table below compares the number 
of Bank safeguard policies to those of the other four multilateral development banks. (It 
should be noted that some MDBs combine several of these policies under the 
environmental assessment process, and others have safeguard policies where the World 
Bank does not, such as treatment of nuclear waste). 

Table 3: Bank and Other MDB Policies 

Involuntary Resettlement / NR 
Indkenous Peoules I Policv 

) Policy 
I Policv 

/ NR 
1 NR 

International Waterways NR NR NR NR 
Dam Safety Guideline Guideline NR NR 
Natural Habitats NR Guideline NR NR 
Pest Management Guideline NR NR NR 
Cultural Resources Guideline Guideline NR NR 
Projects in Disputed Areas NR NR NR NR 
NR - No Requirement; OPN - Operational Policy Note; being converted into policy 

1 Policy ) Policy 
/ Guideline 1 Policv 

Policy 
Policy 
Policy 
Policy 
OPN 
Policy 

31. Efforts are being made to “harmonize” policies among the development institutions. The 
MDBs have drafted standardized bidding documents for procurement of goods and 
agreed in principle on documents for civil works and consultants. The general approach 
to basic financial management, environment and some social policies are broadly 
comparable among MDBs but important details and rigor of enforcement vary. 
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32. However, there are also some major differences. The Bank has generally the most 
demanding requirement in most of its policies on consultation with affected peoples and 
on disclosure of information. The Bank’s requirements on involuntary resettlement, 
particularly compensation levels and the treatment of “squatters,” is also often more 
demanding than other donor policies. The financial reporting obligations for PMR-based 
disbursements under LACI require information systems not found in many industrial 
countries. 

33. Another significant difference is the degree of supervision the policy requirements 
receive during implementation. Comparing the numbers of staff in other MDBs dealing 
with the environment and social protection leads to the inevitable conclusion that World 
Bank oversight is significantly more intensive. (One Bank has only three staff working on 
the environment). As the Table 3 above indicates, not only do the other MDBs have 
fewer policies overall, they have greater flexibility in interpretation where there are 
“guidelines” rather than formally adopted policies. 

H. The Effect on Lending 

34. Apart from the exceptional circumstances of FY98 and FY99 
resulting from the global financial crisis, the Bank’s new 
commitments have declined in absolute terms between FY95 
and FYOO. There has been a steady decline in lending for 
infrastructure, urban development and agriculture, and a growth 
in the amount of non-project lending. 

35. There has been a significant shift in IBRD lending for infrastructure over the past five 
years. Lending for electric energy and power has dropped from an average of about $2 
billion in the mid ‘90s to about $750 million over the past three years. Transportation 
lending fell by an average of 28% in the same period. And lending for water and 
sanitation has declined by 25%. On the other hand, IDA lending has increased or declined 
much less (See Charts X and XI). During this time, the access of Middle Income 
Countries to private financing of infrastructure has increased. At the same time, the 
number of projects in PSI subject to environmental assessment has grown over the same 
period from less than half of all projects to almost 60%. In terms of delays leading to 
slippage which has been a key concern of clients, the PSI sector in FYOl had the highest 
slippage rate (50%) compared to 20% for the overall pipeline. Nevertheless, clients 
broadly supported the application of the EA process on Bank-financed projects, while 
providing strong indications that the manner in which these requirements were imposed 
had often reduced their inclination to borrow from the Bank for the more traditional types 
of projects-roads, water and sanitation, and power generation (See Para 57~) 
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Chart X: Average IBRD Commitments in PSI 
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36. The changing composition of Bank lending, among sectors and between “programmatic” 
and investment lending may or may not be influenced by borrowers’ attitudes toward 
safeguard, procurement and financial management policies. There are many factors at 
work, including better access to alternative sources of finance and a strategic shift in 
Bank priorities to increase support for social sectors. The task force sees some risks 
which the Bank needs to take note of. The Bank’s comparative advantage comes from its 
unique global perspective and its experience in virtually every aspect of the development 
process. It is what makes the Bank the preeminent “knowledge institution.” This in- 
depth knowledge comes from sustained, long-term engagement with partner institutions 
which is typically in our investment operations. For the Bank to withdraw---or be 
excluded-de facto-from certain core development activities such as urban development, 
electric power, natural resource management or dams, particularly because of borrower 
frustrations over the application of policies whose objectives they support, carries with it 
serious, and unnecessary, risks. There is a risk that the benefits of these policies will not 
be realized on the one hand, and that the Bank will be less able to support and influence 
the development agenda on the other. There is a risk that the Bank will be seen as the 
preferred donor only for the most complex and risky operations, which, in turn, could 
influence the overall quality of the Bank’s portfolio. Actions need to be taken to reduce 
delays, help countries develop stronger systems for fiduciary and safeguard policy and 
pursue policy harmonization with other sources of finance. As indicated in Chapter IV, 
the lessons of experience in the application of these policies and the clarity of the 
message from the clients, offer guidance on the road ahead. 

II. Recent Actions Taken 

37. To begin the process of reducing transaction costs and increasing the benefits in the 
application of these policies, internal actions have been initiated since the taskforce 
started its work in July 2000. These actions provide for (i) clarification, simplification 
and integration of Bank policies, processes and procedures, (ii) strengthening of internal 
process and capacity within the Bank (iii) ensuring adequate resources to front line 
operations. 
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A. Clarify/ Rationalize Current Policies 

38. Establishing and applying policies that promote sustainable development is one of the 
Bank’s most valuable and powerful contributions to the development process. By setting 
demanding but realistic expectations, the Bank assists countries in raising their own 
standards. But if Bank-mandated policies are too ambitious or too far ahead of generally 
accepted norms, they may lead to a diminished impact. As several borrowers noted 
during the consultations, adopting in a narrow project context standards that may 
significantly exceed national requirements or financial and institutional capacity is not 
sustainable development. 

39. A review of the Bank’s policy development/revision process by the task force suggested 
that this process needs to be guided by several principles that were very helpful in some 
of the recent policy revision exercises: 

Fundamental goals and binding processes should be spelled out clearly and 
separated from desirable procedures and good practices; 
Policies should have the flexibility for specific solutions to match specific client 
situations and types of operations, while achieving basic goals; 
Role of Bank and obligations of Borrowers should be distinguished; 
Policies should be developed in full consultation with all relevant stakeholders; 
especially borrowers and other multilateral lending institutions and should be 
tested for feasibility before formal adoption; 
The costs of new or revised policies to the Bank and the Borrower should be 
estimated and fully budgeted; 
Policy development process within the Bank should be more client-oriented and 
involving more input from operational leaders; 
Policies on safeguards and fiduciary management should be oriented toward 
building institutional capacity of the borrower; and 
Safeguard policies should be melded into an integrated framework combining, for 
example, policies on natural habitats, forestry, pest management and physical 
cultural property into an integrated environmental assessment process, now well 
mainstreamed by most borrowers. 

40. Financial Reporting: The Bank’s project based financial reporting requirements have 
always been demanding and have become excessively so as old approaches have been 
appended to new situations. The Bank’s audit system is fragmented: on average, every 
project requires four annual audit reports including those for Statements of Expenditures 
(SOEs) and Trust Funds (TFs) and for various project entities. The LACI initiative 
introduced new systems of financial management, reporting and disbursements, that 
required borrowers to invest in new financial and MIS systems. The real benefits that 
have come with the LACI initiative in terms of assessing borrower financial capacity and 
helping to build greater competence has often been lost in the acrimony over LACI 
reporting formats and other subsidiary preoccupations. In the past three years, only 5% of 
new projects have been certified as LACI-compliant for disbursements against an 
expectation of 60%. 
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41. The Financial Management Board has completed a review of the LACI system and 
initiated work on the audit system. The proposed changes in LACI would be rolled out in 
the coming months and should result in significant savings to borrowers: 

l Streamlined financial management assessments, with a more structured 
approach to assessment of risk, carried out early in project processing; 

l Reporting requirements that can either be PMR-based or based on the 
project agencies’ own needs, subject to minimum requirements on 
identifying sources and uses of funds; 

l Disbursements can be made on either PMR-based reports or the 
borrower’s own reports (subject to Bank approval); and 

l Oversight within the Bank will be simplified with the elimination of 
multiple clearances and vesting clear accountability for ensuring 
compliance with Regional Financial Management Advisors. 

42. A review of the current audit system has also been launched by the FM Board. It has 
noted the fragmented nature of the Bank’s current requirements which results in 
numerous audit reports covering small amounts of disbursed funds, considerable 
duplication in efforts, and lack of timely completion. The FM Board is now focusing its 
efforts on: (i) identifying some quick wins to improve the value/cost relationships, and 
(ii) examining the feasibility of a risk-based and single audit approach to provide a higher 
quality of fiduciary assurance while reducing cost of duplication, fragmentation and 
delay. 

43. Social Safeguards: The on-going conversion process for social safeguard policies aims to 
reduce ambiguities in current policies, codify past Management decisions not reflected in 
existing policy statements, incorporate key recommendations of OED and provide clear 
guidance in areas where the policies may not have been fully complied with in the past. 
The new draft of the resettlement policy OP/BP 4.12 also provides guidance on the 
application of the policy in situations involving the two main triggers of the resettlement 
policy - land taking, and restriction of access to parks and protected areas. These 
clarifications are valuable assurances for project-affected peoples, but could also raise 
Bank and client costs if interpreted in a narrow, normative and legalistic manner. 

44. Economic rehabilitation is often a difficult, long-term process, which works well under 
favorable macro-economic conditions. Income restoration measures need to be crafted 
carefully for each situation. Often such skills do not exist in project implementing 
agencies and hence, special local support is required (civic organization, micro- 
enterprises, job training and recruiting agencies, etc.). Unlike Part I countries, markets in 
many developing countries are inefficient, tenure rights not formally recognized and 
property ownership records inadequate. With this view Bank policies favor non-cash 
compensation in situations where the affected people do not have access to efficient 
markets, which may increase the cost of implementing the policies in developing 
countries. Thus, the long-term approach should promote a process-oriented framework 
so that local consensus-based judgment is made to resolve project related social issues. 
However the success of this approach depends on two factors: (i) adoption of better 
policies by borrowers and strengthening of capacity to implement policies, and (ii) 
flexibility and judgment by the Bank in interpreting these policies to tit specific contexts. 
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The OP/BP 4.12 on Involuntary Resettlement is scheduled for Board consideration in 
2001. 

45. The other two social policies being converted from Operational Directives or Notes to 
Operational Policies are Indigenous Peoples and Physical Cultural Resources. Both 
policies take a process-oriented approach. The revisions to the cultural property policy 
note builds on the experience with other policy changes. It seeks to harmonize Bank 
policy with national policies, to initiate early consultation if not harmonization with 
MDBs, and to use existing safeguard mechanisms, in particular Environmental 
Assessment (EA). It may be the precursor to a longer-term effort to reintegrate several 
separate policies such as Forestry, Natural Habitats, Pest Management and Dam Safety 
within the umbrella of the EA process, with considerable savings, potentially, for the 
Bank and the Borrower. 

46. ESSD has completed and shared with operational staff a two page “safeguard policy 
matrices” for each of the 10 safeguard policies. These matrices describe objectives, 
policy triggers and compliance requirements at all stages of the cycle. Efforts are 
underway to simplify safeguard requirements for LILs and CDD projects; these are 
expected to be finalized in September 2001. 

47. Procurement Policies. In the internal phase of this review, procurement policies were not 
considered a major cost driver. Only two areas for action were identified: (i) 
implementing more rigorously the current policy on thresholds for prior review by the 
Bank in order to reduce client and Bank costs on reviewing transactions; and (ii) 
reviewing and systematically adjusting above thresholds based on client capacity 
assessments during appraisals and Country Procurement Assessment Review (CPARs). 

48. Borrowers during consultations provided a stronger feedback on procurement policies 
(See Para 57 e) and identified six areas in which the implementation of the procurement 
policy should be reviewed: (i) Translating the results of the Country Procurement 
Assessment Reviews (CPARS)~ into explicit decisions for greater delegation of 
responsibility to borrowers (ex-ante review limits, ex-post review frequency, use of NCB, 
etc), (ii) honoring the delegation of authority to country agencies implied by these ex-ante 
thresholds, (iii) reducing the multiple clearances on technical assistance procurement, (iv) 
accelerating the pace of IT hardware and software procurement, and (vi) harmonizing 
policies with other MDB and national procurement requirements, at the country level. 
(See Para 60 for the Procurement Sector Board’s response) 

B. Strengthen Internal Processes 

49. In safeguard areas, the Bank has initiated an action agenda which aims to ensure more 
effective and efficient execution of the Bank’s safeguard policies, provide timely 
authoritative interpretation in complex situations, apply common sense and cost effective 
solutions based on sector wide knowledge and reduce delays in decisions making. 
Improvements currently being implemented fall into four areas: 

4 An ongoing QAG review of about 20 CPARs, aims to help improve the effectiveness of this instrument. 
16 



l Clearly defined accountabilities-including clarification of the roles of key players 
in Regions, ESSD Anchor and Legal in normal risk and special risk operations 
and establishment of standards for timely resolution of issues; 

l The Quality Assurance and Compliance Unit (QACU) has been strengthened as a 
“one stop” shop for providing authoritative advice on interpretation and 
application of safeguard policies; 

l A “safeguards help desk” has been established to address questions from 
operational staff on the ten safeguard policies. The help desk, manned by a 
coordinator, relies on safeguard policy specialists and their back-ups to address 
specific queries; and 

l An integrated safeguards data sheet has replaced the Environmental Data Sheet to 
promote a balanced, upstream treatment of all safeguard policy issues. It will be 
simultaneously viewed by the regional safeguard teams and QACU. 

C. Ensure Adequate Resources for Bank to Honor its Commitments 

50. To meet fully fiduciary and safeguard oversight responsibilities, requires additional task 
level budgets and staff resources. These were estimated in the internal phase and included 
in the FY02 budget process. They included resources for increased lending and 
supervision at the task level, especially for upstream safeguard work on high-risk 
operations, staff training, client capacity assessments and capacity building as well as for 
the Sector Boards to support timely policy interpretation. On the basis of these internal 
phase estimates and the response from the Regions and Networks, FY02 budgets and 
operational plans provide for the following: 

Table 4: Planned FY02 Additional Resources to I 

J 

Total 

21.8 

4.8 
1.9 

28.5 
Source: Regional and Network submissions based on current plans: 19 June 2001 

51. Safeguard Areas: Based on safeguard risk assessments of the pipeline and the portfolio, 
it is expected that preparation and supervision budget for projects with safeguard issues 
would be adequately funded. Specifically, full implementation of the current 
Resettlement Policy is estimated to require an additional $2.5 million and the changes in 
the revised policy are estimated to require another $1 .O million. Similarly, while 
implementing, the current Indigenous Peoples Policy is expected to cost $3.3 million, the 
revised policy, which calls for early consultation and mandatory social assessments in 
situations involving adverse impacts on indigenous peoples, would require an additional 
$1 .O million. (Incremental cost to Borrowers is expected to be $5.5 million). In the case 
of the revised Cultural Resources policy, about $2.4 million will be needed to fully 
comply with current policy and an additional $0.8 million to comply with the proposed 
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revisions, to support cultural assessments within the environmental assessment process 
and improve project supervision. (Incremental cost to Borrowers are estimated at $5.8 
million). The current portfolio of projects is being adequately supervised for projects 
which have an environmental rating of “A”, and the additional resources would allow 
better supervision of “B” projects which was seen as less satisfactory in recent QAG 
reviews. 

52. Fiduciary Areas: The Procurement Sector Board would undertake the review of the 
feedback from clients and recent developments in international public procurement. 
Based on a risk assessment of the pipeline and the portfolio that the FM Board is 
expected to undertake in FY02, it is expected these resources would lead to additional 
work in the area of financial management (costing about $4 million) for: 

(i) Better compliance with present policies, especially oversight over estimated 4000 
Trust Funds; and 
(ii) More complete follow-up on project audits. 

53. Staff/Manager Training: In the complex area of safeguard and fiduciary policies, 
especially when the Bank is expected to provide leadership, the need for staff and 
management training is constant and large. Training of staff in safeguards is expected to 
be expanded from the current level of about $2.0 million a year to about $3.0 million. 
Programs of training targeted at managers, and focusing on institutionalizing safeguards 
in sectoral and country strategy are planned. Training in procurement would need to 
focus on institutional analysis and building national systems with a special attention to 
field based staff and on the needs of specialized sectors. FM training needs are also 
changing, away from a focus on the mechanics of PMR based disbursements to the needs 
of national financial system development. 

54. Enhanced task budgets would be translated into increased fiduciary and Regions: 
safeguard work based on pipeline and portfolio risk assessments, to ensure that 
incremental efforts and resources are targeted where most needed. Included in this would 
be to move upstream more of the safeguard work on high risk operations. As indicated in 
the Box below, early attention to social and environmental risks can reduce project costs 
and uncertainties. 

Box 3: Early Brewntion is Better than Later Cure 

AIlticip~~~~~ ~ote~~i~l probIems and rn~~i~at~n~ the risk tllrou~h better project design or site s~~~c~i#~ is 
very cos~-~ff~~~v~ but all-too~seldom done in ~~-~~~~ced projects. ~~c~u~~er~~ an ~che~~o~ica~. site 
in the c&se of co~s~ct~o~ where there had been no prior ~sessment or in~est~~~tio~ can have 
ca~as~o~hic consequences un project im~lerne~tat~o~. Using envi~o~me~ta~ assessments to rat~~na~j2e 
dec~siol~s already made rather than illuminate choices reduces their potential value in saving the client 

j money, time and “‘hassle”. Leaving critical safeguard issues u~resoived until late in a project cycle can 
result in ma&r ~o~~~~tat~~~ and loss, 

A typical example reviewed by the Task Force was a dam financed by the Bank and cons~ucted and 
commissioned wi~o~t new water wi~drawal rights having been agreed. To comply with existing water 
rights, the power au~ori~ would have to reduce veneration ~atical~y with a direct loss of $20 miftion 
arguably in revenue and an indirect Ioss to the ec~~orny estimated at $200 million. ~o~eover, unique 
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1 animal and plant species will now require costly ~~asur~s to ensure sumivai now that the project is 
operative. Risks to the borrower are high given its co~~it~e~ts under t& ~o~ve~tio~ on ~i,o~o~ica~ 
Diversity and to the Bank and its commitment in the natural habitats policy to help preserve critical 
ecosystems. An early assessment of the risks and potential impacts would have included options for 
different sites. A little money spent early in the project cycle would have saved ~~jllio~s of dollars later. 

55. 

III. Client Consultation Phase5 

Following informal discussions with the Board, client consultations were organized in 10 
select countries identified by the Regions. Country Offices played a major role in 
setting-up these consultations. Country participants ranged from 20-50 and typically 
included three groups of officials: those who worked directly with Bank-financed 
projects, others in the national regulatory agencies and those who are designated Bank 
counterpart ministries/agencies. Typically, the format involved an introduction by the 
CD/Country manager and a plenary discussion of the key initial findings of the internal 
work, a plenary or more often, small group discussions of fiduciary and safeguard 
policies, a report back to the plenary followed by discussions of the way forward. 

56. In general, all the borrowers felt that their relationship with the Bank has had a 
significantly positive impact on their countries’ development experience. In relation to 
the overall relationship, clients who participated went out of their way to emphasize: 

their appreciation for the Banks’ effort to bring to bear a simultaneous depth in 
terms of country context and breadth in terms of the relevant cross-country 
sectoral knowledge; 
the value they attach to the perceived objectivity of’the Bank’s advice; 
the importance they attach to continuity and sustained association with the 
Bank achieved over the period of implementing projects; and 
the concern they feel that the Bank’s increased emphasis on supporting 
adjustment and budget support operations will come at the cost of sustained 
association at the sectoral level. 

57. In relation to the Bank fiduciary and safeguard policies, as emerged in the internal phase, 
the Bank’s relationship with its borrowers is complex and often combines appreciation 
and frustration at the same time. The overall feedback from the consultations with ten 
borrowers reflects this mix. The primary messages from these client consultations are: 

(a> Overall, the Bank’s fiduciary and safeguard policies are judged to be of considerable 
and demonstrated value, fully consistent with national goals and objectives and 
commitment to them is universal. The Bank’s policies have generally helped raise 
standards and ensured adequate attention to the protection of the biophysical and social 
environment and to transparent public procurement and financial management. There 
appears to be a clear commitment among borrowers, regardless of their level of income 

5 Consultations held during April-May 2001 in Argentina, Brazil, China, India, Mozambique, Philippines, Romania, 
Russia, Tanzania and Yemen. 
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or state of institutional development, to work toward adoption of international good 
practice in application of these policies. 

~hi~i~~i~es. Bank’s insistence on ICB process resulted in a 60% reduction in cost and 
higher quality of books.. 
A~~~~ti~a. In the absence of ~~~~o~~~t~ou about ~~ovi~~es md at the national level, 
Bank”s policies provide a much needed cozen op~~a~~ framework which ~~~tr~b~t~s 
to ~~sp~e~cy, redweed conflicts and faster decision faking; and a price ~d~an~~~ of 
1 O-20% due to Bank p~o~ed~~es and assured ~~a~~~~~, 

Numerous examples of Bank procedures leading to si~i~can~ cost savings (%I- China. 
60%) over ~adit~onal methods. 
&KJ&. Bank pro~~re~e~~ ~uidelj~es have often saved money, estj~ated to be about 10% 
in some speciEc cases. 
Tanzania, Processes developed for EM financed g _ -__ mieets voluntarily extended to apply 
to entire sector, ~esul~~~~ in Iower cost and avoidance of later delays due to post-award 
~o~~icts. 
Financial ~~na~eme~t 

In the absence of a national ~n~~~a~ ~a~.a~e~ent system, the Bank’s LACX Yemen. 
fr~ework provides a ~uc~-~eed~d sta~d~d approach asxoss all sectors for a t~ans~are~~ 
and reliable system. 
Armntina. Practices of the Bank and support under the CFAA have fa~~r~b~y ~~~~cted 

given a lack off& ~~~o~~~t~~n of 

ow~e~~~~ oftbe c~~uni~ and reduce cost of i~pI~~~~tat~o~ of the roads pro~r~. 
ap~~~catio~ of Bank policy led ta a 50% cost ~ed~ctj~~ Brazil. In the ~~~A I project: 

by avoiding a change in the course of the river and instead c#~s~~ctj~~ an ‘~al~ev~~tion’~ 
channel. 
Jg&. The ~ti~~al hi&way authored has adopted the Bank’s approach to me-settlement 
in its entire national p~o~~a~~ even ~bo~~h it is not ~~a~~ed by the Bank. 
Tanmia, EL& and be~e~~i~ assessment done for the water sector o~rat~o~ have 
helped develop better design standards and better ~~~polj~ies, more in tune with 
be~e~~~~ies’ ability to pay. 

(b) Clients recognize and wish to reduce the increased administrative costs to 
them associated with these policies, but are much more concerned about the cost of 
delays associated with the way the Bank does business in these policy areas. During the 
consultation process, some borrowers provided data to support their view that the 
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estimates by the task force of client cost (See Para 26) underestimated the real client costs 
of these policies. Moreover, alJ borrowers indicated that the most significant cost of 
doing business with the Bank--cost of delay in launching and implementing projects had 
never been explicitly estimated. Examples were cited of the loss of an entire construction 
season because the Bank could not decide on policy interpretations. Procurement delays 
were mentioned consistently-IT equipment that was obsolete on arrival and multiple 
reviews at various stages of small consulting contracts. Most borrowers said they shared 
part of the responsibilities for delay and they were willing to bear the reasonable 
incremental costs of these policies where they clearly improved the cost-effectiveness of 
a project. However, they sought action to reduce the costs of avoidable delay resulting 
from the Bank’s inefficiency in making decisions and higher level of risk-aversion. 
Clients believe there is scope for reducing the costs of these policies through a sharper 
focus on fundamental goals, more timely and consistent policy interpretation and greater 
consistency in policy application with national standards and among donors. There is also 
room for enhancing the benefits of these policies by building national capacity and 
shifting the focus of application of these policies, over time, from individual projects to 
entire sectors and sub-regions. (See Section (h) below) 

The Bank‘s work with the private sector shows an apprecia~~~~~ of the value oftime. The private sector is 
hilling to spend money up-front TV save time and reduce costs ia ways the public sector--ad often the 
Bank--are not. The private sponsors of the BuIivia-~~a~l Gas Pipelil~e Project i~~v~ste~ s~~~~~~n~ 
resources Ulster in ~~v~ro~rnen~l and so&I assessments tu h&p buiId a co~~i~e~~y for the project, 
ensure good project design and lower the chances of irn~Ie~~~~tati~n delays. In Xnrfia, the Infrastructure 
~~~d~~g and Financial Services Project built into the project a mechanism tu help swb-bo~owers carry out 

m~t~gatiu~ strategies uproot. 

By contrast, the $ank’s work with the rubric sector alien seems ~nd~~~r~~~ to the time value af money. 
One project included tifunds to porcine computer h~dw~e and software at an estimated cost of $ I 
million. The initia1 biddj~g resulted in no accep~ble bids. The speci~catio~s were subsequently found to 
have been u~accep~ble and, after some delay, were revised. A second round of budding was initiated. 
The cost estimate had iacreased to $1 S million. The lowest evaluated bidder was selected. However, the 

have an impact on the outcome of the bjdd~g~ the Bank insisted on a third round of bidding. ‘Ihe 
~~u~ver refused and faked other sources of funds. Result elapsed time: four years and si~i~c~t 
borrower costs. 

In a second case, during the prep~a~~o~ phase of an urban aspic project the social scientist on the task 
team took the view that the ~~di~~~o~s people’s policy should net be applied given that the tiected 
minorities by the project had mi~ated to urban areas and the project does not make them vulnerable to 
~~~p*s~e~i~c ~rnpac~. however, the Lebal ~ep~ment noted that since the affected rni~~rit~es are 
indigenous peoples as defined in and for the intent of the OD 4.20, irres~ct~ve of their place of residence, 
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project ia a coupttry facing an acute energy crisis, was held up almost 

Cc) These policies have not affected the overall volume of Bank/IDA lending 
but may be impacting sectoral composition. This is partly because of 
recent policy to emphasize new sectors such as human development. 
Country-specific situations such as exposure limits, portfolio quality, 
availability of IDA and other factors are more important to overall 
borrowing. However, there is evidence especially among IBRD clients, that 
the composition of lending has been impacted. In some traditional sectors, 
such as energy, transportation and water resources, the Bank is seen by our 
clients to be a less preferred source of financing. Turning from the Bank for 
funding of infrastructure, is at least partly due to the desire to avoid the 
complexities of resettlement, indigenous peoples, environmental assessment 
and other safeguard policies. The same participants indicated that these 
questions get less attention in the Bank’s absence (and are also less costly 
and time consuming). The Bank may be genuinely becoming a lender of last 
resort, but for perhaps the wrong reasons. (See Para 35 also) 

Cd) 

Stated Order of Lender Preference for Insfrastructure 

IDA Eligible Clients 

No Preference indicated 

IBRD Clients 

Commercial Sources 
Bilateral Donors 

Other MDBs 
IBRD 

I I I 

Most clients sense that the Bank is loosing its ability to make balanced, 
context-specific judgments in favor of a risk-averse, rule-book approach 
to avoid criticism. Many clients noted the changes within the Bank, that has 
manifested themselves in many different forms including: (i) multiple 
channels (team leaders, policy enforcers and legal staffl communicating 
directly with borrowers, (ii) inconsistent and sometimes conflicting 
application of policies, (iii) delays in decision-making and multiple 
clearances. The participants noted that differing country circumstances and 
capacities were less and less respected, with a tendency for seeking 
“perfection” on every aspect of a project, regardless of reality or cost. They 
also felt a reduced managerial engagement in promoting balanced decision- 
making among competing goals. They sensed that there is a new internal 
culture or standard where pursuit of best practice in every dimension has 
become the minimum requirement, and the quality of an operation is 
measured by its “compliance” with QAG, OED or Inspection Panel 
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assessments rather than its sustainability on the ground in actual client 
conditions. 

69 Clients’ major concerns were more about procurement and financial 
management, since these affect all operations. Procurement issues were more 
prominent than during the internal Bank review phase, while environment was 
less prominent. 

(9 Procurement. Procurement was the single-most hotly discussed issue. 
Perhaps it was because procurement occurs in almost all projects and is inherently 
time-consuming and expensive. It is a continuous process unlike audits (an annual 
event) or environmental assessment (a single event). However, there were many 
examples where the bank’s Guidelines for Procurement were said to be 
inappropriate or their interpretation by the Bank to be extremely rigid, leading to 
neither efticiency nor effectiveness in procuring goods and services. Principal 
concerns were: inflexibility in applying the official guidelines, low value-added 
multiple reviews and “no-objections” for procuring technical assistance, TL 
“encroachment” below the agreed ex-ante thresholds, inappropriate requirements 
for procuring IT hardware and software, and the failure to treat more successful 
and experienced institutions with a lighter hand. 

(ii) Financial Management. While clients support the basic goals of 
financial management policies and the concepts behind the LACI program, their 
views about the infeasibility of the PMR-based disbursement process were fairly 
uniform and loud. However in countries at the two extremes of institutional 
development (i.e. having no national FM systems and having good national FM 
systems) implementation was more relatively successful. Clients all agreed that 
reducing multiplicity of project audits and harmonizing audit and financial 
reporting requirements among national authorities, other donors and the Bank 
would achieve considerable savings without reducing the quality of fiduciary 
assurance. 

(iii) Safeguards. Bank safeguard policy objectives were applauded and were 
said to conform to most country requirements in principle. Several had been 
adopted on a national basis. The principal disagreements came over involuntary 
resettlement, primarily the treatment of “squatters,” the levels of compensation 
and multiplicity of compensation regimes, and the Bank’s reluctance to accept 
cash compensation instead of income restoration measures. Indigenous Peoples 
policy concerns were primarily about the definition of the target groups and 
applicability of the policy in urban settings. Dam Safety was mentioned in one 
country (raising concerns about its link to the World Commission on Dams 
recommendations) and Physical Cultural Resources in another (urging the 
Bank’s full attention to this question in its risk analysis). Environmental policies 
came in for least commentary, reflecting perhaps the internalization of 
environmental assessments and less “normative” content of the Bank policy than 
in some social safeguards. 
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(0 “Harmonization” should be pursued primarily at the country level, especially 
the convergence among national and sub-national policies with those of the MDBs. 
The major conflict between donors and borrowers comes when national laws, regulations 
and standards differ from external funder requirements. Implementation will be faster 
and less costly and sustainable impact will be greater when these differences disappear, 
and national standards conform to good international practice. The three principal 
messages from the consultations: 

(i) In countries with federal structures, there is as much of a challenge to help 
harmonize policies and standards among states and provinces as between national 
and international standards; 
(ii) Harmonization of MDB requirements at the country level and managed by 
the country itself seems to have yielded considerable success, because differences 
are fewer; and, 
(iii) The Bank h s ould focus its efforts increasingly on helping individual 
countries enhance their overall capacity to apply these policies to all development 
activity. 

(g) A new Bank commitment to building national capacity was sought. There 
was a strong consensus that the ultimate safeguard is to have borrowers with the 
determination and capacity to apply these policies in all their development endeavors, not 
just on Bank-financed projects. In lieu of traditional TA and Bank studies, borrowers 
want the Bank and development partners to progressively rely more on strengthened 
national and sub-national institutions to apply these policies or aspects thereof, based on 
their demonstrated capacity. Borrowers urged the Bank to move beyond the PIU model 
supported by costly TA, and to engage systematically in building mainline national 
institutional capacity and progressively devolve responsibility and accountability to those 
who demonstrate their ability to apply the policies effectively. This would involve a 
systematic assessment of current capacity, efforts to build competence over time, and 
evaluation of experience leading to increasing delegation of authority for various aspects 
of policy implementation. Borrowers were aware that CPAFWCFAA’s instruments are 
being increasingly deployed in tiduciary areas to assess capacity, but did not yet see 
support for capacity building nor increased delegation to their institutions as foreseen in 
these instruments. Similar instruments and efforts in the safeguard area were not known. 

@I Clients support further innovation in policy implementation to increase their 
value and reduce the costs. In the internal phase of this work, many examples were 
highlighted of team leaders creatively extending the impact of the current policies by 
working at the sector-wide level, by strengthening national institutions and by delegating 
aspects of policy implementation to them (See Box 10). Clients in the 10 country sample 
were not always aware of these innovations. Borrowers argued that the Bank’s medium 
term strategy should be to refocus the efforts on safeguards and fiduciary management so 
that borrowers exercise principal responsibility for implementation of due diligence and 
compliance, while the Bank focuses on the sharing of knowledge about effective 
practices among clients and monitoring the achievement of policy goals. The current 
safeguard policy framework, built on the “ring-fenced” investment project model, was 
not seen as designed for these type of sector-wide programmatic lending activities. There 
was a sense that continued innovation to meet these emerging activities needs to be 
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accelerated. Over the medium term, a strengthened policy framework would need to 
codify the role of the Bank, to (i) help build country capacity, (ii) more clearly define, 
and differentiate, the Bank’s due diligence responsibilities and the Borrower’s 
implementation responsibilities; and (iii) harmonize national and donor standards over 
time to agreed international good practice. 

IV. The Way Forward 

A. Respond to Client Feedback 

58. Most clients took the consultation process very seriously, and many have continued to be 
engaged following the process with additional details and ideas. Management is also 
taking this feedback seriously, keeping in mind its commitment to full compliance with 
current policies and to being cost effective. Some Sector Boards had started taking action 
as early as the first internal phase of the work, others have become more engaged since 
the client feedback. The Safeguard Sector Boards had launched a strengthening of the 
internal system to ensure consistency and faster decision making. They are equally 
committed to take up the recent client feedback. (See Box 6 below) 
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Table 5: Resettlement P tations 

1. Compensation of 
“squatters”. 

cases? 
Policy issue. Clearly stated 
in the policy. 

3. Requirement to go 
beyond cash 
compensation to 
restoration of incomes. 

Policy issue. This has been 
a key objective of the policy 
for the past eleven years. 

Wide range in actual practice. 
Pragmatic solutions are found 
based on specific circumstances. 
Good practices have been 
documented. 

Replacement cost is determined 
based on valuation carried out by 
responsible government agencies. 
Independent valuators not used. 

Wide range depending on the 
specific circumstances. In 
countries where markets are 
functioning well (e.g. Korea, 
Thailand), cash compensation by 
itself helps achieve the objective of 
income restoration. 

1 Similar treatment of souatters 
in most MDB policies. Lack 
of comprehensive information 
on the range ofpractice in 
other MDBs. 

much less pressure on public lands. 
1 Much better protection of and 

Therefore, rarely an issue. 
However, if squatting takes place, 
practice related to providing 
assistance is variable. 

requirement on replacement 
/ Similar to the World Bank’s 

cost. 
replacement cost of affected asset, 
which is usually negotiated and 

/ Compensation is calculated at the 

calculated by professional 
valuators. 

MDB policies also require 
income restoration. Wide 
range in actual practice, 
depending on the specific 
circumstances. 

Due to efficient markets, payment 
of compensation at replacement 
value results in income restoration. 
Implicit assumption about income 
restoration in the compensation 
regime. 
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59. The Financial Management Sector Board, in addition to actions on reforming LACI, is 
actively engaged in reviewing the audit system for options available to enhance the level 
of fiduciary assurance while at the same time reducing its cost. (See Paras 40-41) 

60. The Procurement Sector Board has developed a set of proposed actions to respond to 
client concerns, noting that it is not in a position to follow through on all dimensions 
without significant support from RVPs. The support of RVPs is critically needed in the 
area of developing and implementing models of cost-effective delegation of functions 
and authority in the area of procurement to Country Offices. The procurement Board has 
also analyzed the key differences among MDBs that may be contributing to increased 
client costs (Attachment III). These will form the basis of further work on harmonization. 

61. Regions have welcomed the systematic feedback from their clients as part of a Bank- 
wide process. They have made particular note of~ 

(i) The sharper articulation of client concerns regarding procurement and the call for 
greater decentralization; 

(ii) The clearer messages from IBRD clients regarding the impact of application of 
safeguard policies on the PSI sector; and 

(iii) Client views of the high cost of delays when combined with perceptions of 
increased risk aversion, 
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In addition to strengthening pipeline risk assessments and targeted upstream support (See 
Para 50 also), regions plan to enhance managerial support to team leaders to make 
balanced judgements, review regional processes to ensure timely attention to complex 
cases, and to enhance recognition to those staff who transparently manage risk and help 
clients produce high impacts. Regions strongly endorse a more vigorous implementation 
of the concept of building capacity by building on client capacity, and gradually 
delegating aspects of policy implementation to those client institutions that demonstrate 
capacity. This needs to be done systematically, as an orderly process based on progress 
made under agreed action programs. Regions plan to intensify these programs as much as 
possible and support them, as appropriate, through sector/country wide operations. 
Regions also take seriously the feedback on increased rule book mentality among staff, 
and beyond managerial support, they believe that role of institutional signals generated 
for example through internal audits and evaluations needs to be re-assessed. 

B. Build Client Capacity by Building on Capacity to Enhance Benefits 

62. All ten borrowers interviewed during the consultation process endorsed the principles and 
objectives of the Bank’s safeguard and fiduciary policies. They felt strongly that 
ultimately, the commitment and capacity of borrowers to implement these policies will 
determine their effectiveness. Borrowers conceded that their capacity to apply these 
policies effectively was often quite limited and had grown more slowly than the demands 
of the policies. For example, many lack the requisite information systems to implement 
LACI or the PMR-based disbursement mechanisms. As of February 2001, only 22 
projects were using PMR-based disbursement mechanism, or 5 percent of all projects 
approved since LACI was introduced, compared to a target of 60 percent of all projects. 

63. Many borrowers have limited capacity to undertake environmental, social or poverty 
assessments (and typically entrust the task to foreign consultants to satisfy the Bank’s 
requirements). Even in cases where borrower institutions have built capacity and applied 
safeguard processes along the lines of Bank policies, a number of consultation 
participants noted a continuing reluctance by the Bank to delegate any responsibility to, 
or in some cases even to engage, national institutions and, consequently, to reduce costs 
to clients. 

Bank Group lending for training to build local capacity has remained constant at about 
$675 million per year, primarily to support specific project-related institutions. A few 
IDA credits for TA to environmental institutions are also under implementation. The 
Bank’s experience in technical assistance lending has been disappointing. Countries are 
increasingly reluctant to borrow for capacity building. The principal reasons for failure 
are lack of borrower commitment, inadequate time allowed to bring about changes, 
inadequate professional expertise guiding the process and lack of perseverance. There 
has been some support to strengthen sector-wide or country-wide training for 
procurement management and financial management, such as in the Philippines, but 
client capacity building support in safeguard areas has been very modest. The Bank has 
also provided grant funding through the Institutional Development Fund (IDF), but 
overall such support has been inadequate both in volume and in scope. Over the last 7 
years, the IDF has financed $22 million mainly for strengthening fiduciary systems. 
World Bank Institute (WBI) conducts almost no training of member country specialists in 
safeguard policies in environment and social development or tinancial management. 
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65. Further innovations, under current policies, are possible. It is time to consider alternative 
approaches to capacity building. Rather than building technical assistance primarily into 
investment projects alone, capacity building for fiduciary and safeguard management 
needs to become a program fully driven by and integrated into country assistance 
strategies. The Bank would collaborate with other donors to carry out country 
assessments, and design and delivery of capacity building program. The capacity 
building program would be phased in time and in scope. The Bank in turn would 
increase its focus on monitoring the ex-post results and achievements of policy goals with 
the explicit purpose of delegating responsibility for policy implementation increasingly to 
client agencies that meet the requisite standards. The process of delegation would 
consist of four principal elements: 

l Country capacity assessment-expanding current assessments for procurement 
(CPARs) and financial management (CFAAs), and initiating similar assessments of 
safeguard capacity; 

l Capacity building-initiating a pilot program for capacity building based on the 
assessments; 

l Delegation-Enkusting greater responsibility and accountability over time to 
client agencies for specific aspects of policy implementation, based on 
demonstrated competence, under gradually diminishing Bank supervision; and 

l Monitoring and evaluation-Monitoring the actual achievement of policy goals 
and client performance periodically against the agreed standards. 
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