IFC OPERATIONS EVALUATION GROUP

WORLD BANK OPERATIONS EVALUATION DEPARTMENT
MIGA OPERATIONS EVALUATION UNIT ©

Extractive
Industries

and Sustainable
Development

An Evaluation of
World Bank Group Experience

Andres Liebenthal
Roland Michelitsch
Ethel Tarazona

2003

The World Bank
Washington, D.C.

International Finance Corporation
Washington, D.C.

Lt
ey,
A
el
Bl
'0-'\.

R

Multilateral Investment Guarantee Agency
Washington, D.C.

http://www.worldbank.org/oed
http://www.ifc.org/oeg



© 2003 The International Bank for Reconstruction and Development / The World Bank
1818 H Street, NW
Washington, DC 20433

All rights reserved.
Manufactured in the United States of America

123403021

The findings, interpretations, and conclusions expressed here are those of the author(s) and do not necessarily reflect the
views of the Board of Executive Directors of the World Bank or the governments they represent.

The World Bank cannot guarantee the accuracy of the data included in this work. The boundaries, colors, denomina-
tions, and other information shown on any map in this work do not imply on the part of the World Bank any judgment

of the legal status of any territory or the endorsement or acceptance of such boundaries.

Rights and Permissions

The material in this work is copyrighted. No part of this work may be reproduced or transmitted in any form or by any
means, electronic or mechanical, including photocopying, recording, or inclusion in any information storage and retrieval
system, without the prior written permission of the World Bank. The World Bank encourages dissemination of its work
and will normally grant permission promptly.

For permission to photocopy or reprint, please send a request with complete information to the Copyright Clearance
Center, Inc., 222 Rosewood Drive, Danvers, MA 01923, USA, telephone 978-750-8400, fax 978-750-4470, www.copyright.com.
All other queries on rights and licenses, including subsidiary rights, should be addressed to the Office of the Publisher,
World Bank, 1818 H Street NW, Washington, DC 20433, USA, fax 202-522-2422, e-mail pubrights@worldbank.org.

Cover photo: Courtesy of Sidney J. Edelmann, Senior Evaluation Officer, OEG/IFC

ISBN 0-8213-5712-3
eISBN 0-8213-5713-1

Library of Congress Cataloging-in-Publication Data has been applied for.

‘ ’ Printed on Recycled Paper



contents

vii Acknowledgments

iX Foreword

X Definitions

Xi Executive Summary

xiii Abbreviations and Acronyms

1 1 Background and Objective

1 Main Issues for the Sector
2 The World Bank Group’s Changing Role in the Extractive Industries

5 2 From Economic Benefits to Sustainable Development
5  Project Outcomes
6  Linking Project Benefits to Overall Country Assistance
7  Mitigating Environmental and Social Impacts and Beyond

11 3 Addressing the Governance Challenge

13 4 Recommendations
13 Recommendation 1: Formulate an Integrated Strategy
14 Recommendation 2: Strengthen Project Implementation
15 Recommendation 3: Engage the Stakeholders

17 Annex A: Interim Management Response

21 Annex B: Chairman’s Summary: Committee on Development Effectiveness (CODE)
25 Annex C: World Bank Experience

25 1 Introduction

25 Background and Context
25 Study Objective and Process
27 Evaluation Criteria



EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

27 Evaluation Process
27 Structure of the Report

27 2 The World Bank’s Extractive Industries Role and Portfolio
28 The Bank’s Evolving Policy and Role in the Extractive Industries
31 Overview of the 1980s and 1990s Projects
32 Highlights of the Portfolio of Projects under Review: FY93-FY02

34 3 Economic Benefits from Bank Projects
34 Reporting of Economic Benefits
35 Economic Benefits from Private Sector Development
35 Economic Benefits from Mine Closure or Rehabilitation
37 Economic Benefits from Environmental Cleanup and Mitigation
38 Economic Benefits of Artisanal and Small-Scale Mining
38 Conclusions

38 4 Environmental and Social Impacts and Their Mitigation
38 Addressing Environmental and Social Impacts
40 Consistency with Objectives of the Safeguards: “Do No Harm”
41 TIssues During Safeguards Implementation
41 Initial Project Screening
42 EA Categorization
42 Tdentification of Applicable Safeguards
43 Supervision, Monitoring, and Consultation
45 Beyond Safeguards: “Doing Good”
45 Addressing Pre-existing Environmental Conditions
46 Capacity-Building and Reform for Environmental and Social Management
47 Other Environmental Benefits from Extractive Industries Projects
47 Missed Opportunities in Addressing Adverse Impacts
47 Conclusions

48 5 From Resource Revenues to Sustainable Development
48 Linking Extractive Industries Sector Development
to Overall Country Assistance
51 Managing Volatility and Exhaustibility of Revenues
52 Revenue Generation
53 Revenue Distribution
53 Revenue Utilization
53 Coordination across the World Bank Group
55 Conclusions

56 6 Addressing the Challenge of Governance
57 Project Components Relating to Governance and Transparency
60 Addressing Governance at the Country Level
60 From Governance Awareness to Project Design
61 Sequencing EI Lending with Regard to Improved Macro
and Sectoral Governance
62 Conclusions

63 7 Recommendations
66 Attachment 1: Portfolio of Extractive Industries Projects: FY93-FY02



70
73
75
77
79
79
80
83
84

96
98
102

103
107
109
111
113
114
116
117
118
120
122
123
125
127
129
131
135
137
141
141

CONTENTS

Attachment 2: Extractive Industries—Dependent Countries
Attachment 3: OED Evaluation Guidelines

Attachment 4. Background Papers

Attachment 5: References

Annex D: IFC Experience

1 Introduction

2 From Economic Benefits to Sustainable Development
3 Private Sector Development and Benefits to Investors
4

Environmental and Social Issues—From “Do No Harm” to Sustainability
86 1FC’s Results in Mitigating Negative and Enhancing Positive Impacts
90 TFC Helping to Generate Sustainable Benefits
94 Challenges in Meeting IFC’s Environmental and

Social Development Objectives

5 Disclosure and Consultation
6 Governance and Challenges of Managing Revenues from Extractive Industries

7 lIssues Beyond the Control of IFC and Its Clients Require Effective Cooperation
and Action Inside and Outside the World Bank Group

8 Conclusions and Recommendations

Attachment 1: IFC Approvals at a Glance

Attachment 2: Evaluation Approach

Attachment 3: IFC’s Investments in Extractive Industries

Attachment 4A; Summary Results—All EI Projects

Attachment 4B: Performance Ratings for Evaluated El Projects

Attachment 4C: Performance Ratings for Studied Oil and Gas Projects
Attachment 4D: Performance Ratings for Studied Mining Projects

Attachment 4E: Approved Projects Reviewed by OEG—Mining

Attachment 4F: Approved Projects Reviewed by OEG—Oil and Gas

Attachment 4G: Reasons for Not Rating Projects or Companies

Attachment 4H: Evaluation Framework and Rating Guidelines for Studied Projects
Attachment 5: IFC’s Technical Assistance Trust Fund Activities in El

Attachment 6A: Perceptions of Survey Participants at the EIR Planning Workshop
Attachment 6B: Perceptions of Survey Participants at the EIR Regional Workshops
Attachment 6C: Perceptions of WBG Staff Surveyed

Attachment 7: Relevant IFC Safeguard Policies, Guidelines, and Procedures
Attachment 8: Selected Sustainability Guidance Material—Consultation

Annex E: MIGA's Experience

1 Introduction



EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

Vi

145

154

156

161

167

171
173
177
179
181

183

185

141 Evaluation Methodology and Approach
142 Portfolio Overview: MIGA Activities in the Mining Sector and
Oil and Gas Sectors
145 Cancellations of MIGA EI Projects
145 Technical Assistance, Advisory, and Mediation Services, and Claims

2 Review of MIGA's El Projects for Consistency with Safeguard Policies
150 Safeguard Issues During Project Implementation

3 Development Impacts of MIGA El Projects
155 Business Performance and Financial Sustainability: Low Metals Prices
Suppressed Profitability of EI Projects
155 Economic Sustainability: Financial Performance Limits Economic Benefits
156 Private Sector Development: Supporting Countries’ PSD Agendas

4 MIGA's Role in El Projects: Contribution, Effectiveness, and Staff Perceptions
158 MIGA’s Contribution and Effectiveness
158 Where Was MIGA’s Value Added Lowest?
158 Where Was MIGA’s Value Added Highest?
159 Staff Perceptions

5 Findings and Recommendations
161 Findings
164 Recommendations

Attachment 1. MIGA Guarantee Projects in the Extractive Industries, FY1990-2003
(as of December 31, 2002)

Attachment 2. MIGA Extractive Industries Projects Evaluated by OEU

Attachment 3A: MIGA Safeguard Policies—Criteria for Consistency at Approval
Attachment 3B: MIGA Safeguard Policies—Criteria for Projects under Guarantee
Attachment 4. MIGA Safeguard Policy Triggers

Attachment 5A: Safeguard Policy Consistency Ratings of MIGA El Projects
at Approval

Attachment 5B: Safeguard Policy Consistency Ratings of MIGA El Projects
under Guarantee

Endnotes



Acknowledgments

pecial thanks are due to the members of
the advisory panel for the study, who pro-
vided unique perspectives and advice:

e James Cooney, General Manager, Strategic
Issues, Placer Dome Inc.

e Cristina Echavarria, Director, Mining Policy
Research Initiative, International Develop-
ment Research Centre (IDRC)

e Arvind Ganesan, Director, Business and
Human Rights, Human Rights Watch

e Michael Rae, Program Leader—Resource Con-
servation, WWEFE, Australia (formerly World
Wildlife Fund, now World Wide Fund for
Nature)

e David Rice, Group Policy Adviser, Develop-
ment Issues, BP.

The report benefited immensely from the
insights of past and present operational staff
who kindly agreed to be interviewed and gen-
erously shared their insights about their projects:
Eleodoro Mayorga Alba, Natasha Beschorner,
Mohammad Farhandi, Mansour Farsad, Nelson
de Franco, Hermann von Gersdorff, Alfred Gul-
stone, Richard Hamilton, Marc Heitner, Heinz
Hendriks, Charles Husband, Salahuddin Khwaja,
Paivi Koljonen, Marie Ange Le, Maria Lister,
Charles McPherson, James Moose, William Porter,
Emile Sawaya, Robert Taylor, and Chris Wardell.

A number of staff in the WBG’s global prod-
uct groups for oil, gas, and mining; country
departments; network anchors; regions; and
IFC’s environmental and social department pro-
vided valuable comments, suggestions, and cor-
rections during preparation of the International

Bank for Reconstruction and Development
(IBRD)/ International Development Association
(IDA) report and background papers: Ron
Anderson, Craig Andrews, Henk Busz, Anis
Dani, Poonam Gupta, Michael Haney, David
Hanrahan, John Johnson, Charles Di Leva,
Stephen Lintner, Jean-Roger Mercier, Helga
Muller, Kyle Peters, Anwar Shah, John Strong-
man, Rodrigo Suescun, Peter Thomson, and
Monika Weber-Fahr. Our particular thanks go to
Clive Armstrong and Paul Andre-Rochon, who
organized staff and management feedback and
put it in a coordinated framework.

The authors also are grateful to the 102 stake-
holder representatives and 66 World Bank Group
staff members who responded to the study sur-
veys, and to the many people they met in the
field who shared their views about the sector and
its impacts. We also thank William Hurlbut, who
provided editorial and document production
support for all parts of the report.

Annex C, on the IBRD and IDA experience,
was written by Andres Liebenthal and
Ramachandra Jammi, with inputs from three
background papers prepared by Roger Bat-
stone (Safeguards Study), Melissa Thomas (Gov-
ernance Study), and Luis Ramirez Urrutia
(Revenue Study), and from five country case
studies prepared by Dominique Babelon and
Charles Dahan (Ecuador and Equatorial Guinea),
Richard Berney (Kazakhstan), and Sunil Math-
rani (Ghana and Papua New Guinea). Soon-Won
Pak provided administrative assistance. Maria
Mar and Alex McKenzie helped set up the
online survey of WBG staff. Aracely Barahona-

Vii



EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

Viii

Strittmatter translated two country case studies
into Spanish.

Annex D, on the IFC experience, was written
by Roland Michelitsch under the general guid-
ance of Bill Stevenson, Director of IFC’s Opera-
tions Evaluation Group (OEG). Other contributors
include Sid Edelmann, Rex Bosson, and Dennis
Long, who also completed project-level evalua-
tions, conducted site visits, and helped prepare
the report. Margaret Ghobadi assisted with the
analysis of trust fund activities. Linda Morra,
Head of Special Studies in OEG, provided valu-
able advice. Pelin Aldatmaz, Nicholas Burke,
and Sanda Pesut assisted with data analysis and
presentation. Cesar Gordillo, Yvette Jarencio,
and Elvira Sanchez-Bustamante provided essen-
tial support as program assistants.

Annex E, on the MIGA experience, was writ-
ten by Ethel Tarazona, Stephan Wegner, and
Roger Batstone under the general guidance of
Aysegul Akin-Karasapan, Director of MIGA’s

Operations Evaluation Unit (OEU). Richard
Berney, Alberto Pasco-Font, Felix Remy, and
Dale Weigel prepared background papers and
case studies for this evaluation. Photis Bour-
loyannis-Tsangaridis and Brian McKenna pro-
vided research assistance. Karalee Rocker and
Alima Ngoutano-Njoya helped to edit and for-
mat this report.

Director-General, Operations Evaluation:

Gregory K. Ingram

Director, Operations Evaluation Department:

Ajay Chhibber

Director, Operations Evaluation Group:

William Stevenson

Director, Operations Evaluation Unit:

Aysegul Akin-Karasapan

Manager, Sector & Thematic Evaluation: Alain Barbu
Task Managers: Andres Liebenthal, Roland Michelitsch,

and Ethel Tarazona



Foreword

he extractive industries—oil, gas, and
mining—produce essential inputs
(energy, metals, and minerals) for the
global economy. Demand for these inputs is
likely to increase, especially in developing coun-
tries, as people seek to improve their living
standards.
The World Bank Group (WBG) finances only
a small fraction of the investment in the sector,
but its reach—through its access to stakehold-
ers and the influence of its environmental and
social policies, guidelines and procedures, and
the demonstration effects of its projects—is
potentially greater. However, the WBG’s involve-
ment in the extractive industries has come under
increased scrutiny in recent years from several
sections of civil society. At the Annual Meetings
in 2000, some nongovernmental organizations
(NGOs) presented the WBG with a request to
stop supporting the extractive industries because,
in their view, the adverse environmental, social,
and governance impacts outweigh whatever
economic and social benefits may accrue to the
domestic economy and the poor from the extrac-
tive industries. Climate change resulting from the
use of fossil fuels is also an important concern.!
Following the 2000 Annual Meetings, WBG
management launched the Extractive Industries
Review (EIR) to take an in-depth look at the
potential future role of the WBG in extractive
industries. The EIR, headed by Professor Emil
Salim, former Minister of Environment for

Indonesia, focuses on consultations with con-
cerned stakeholders.? Its findings and recom-
mendations will be presented to WBG
management in December 2003.

Conducted in parallel with the EIR, this study
by the independent evaluation units of the World
Bank, International Finance Corporation (IFC),
and Multilateral Investment Guarantee Agency
(MIGA), assesses how effective the WBG has
been in enhancing the contribution of extractive
industries to sustainable development. The pur-
pose is to provide an objective assessment of the
results within the context of the WBG’s overall
mission of poverty reduction and the promotion
of sustainable development. Its findings and
recommendations provide guidance for the
WBG’s future strategy in the sector.?

The methodology of this evaluation is outlined
in the Approach Paper.* This report highlights
the main conclusions and recommendations,
drawing from the experience of three agencies
of the WBG—World Bank (Annex C), IFC
(Annex D), and MIGA (Annex E). They are
based on a review of the portfolio of EI projects
and El-related advisory services; thematic reviews
on revenue management, safeguards compli-
ance, and governance; field missions to evalu-
ate selected projects and prepare country case
studies; and surveys of stakeholders and WBG
staff. Annexes C, D, and E contain specific con-
clusions and recommendations for the respec-
tive agencies of the WBG.



Definitions

Extractive industries for this review include
oil, gas, and mining of minerals and metals.
Mining for construction materials, including
cement production and quarries, is not included,
nor are indirect investments through financial
intermediaries.

Sustainable development meets the needs of
the present without compromising the ability of
future generations to meet their own needs.
This requires sound environmental and social
performance and economic efficiency. Given
that fiscal revenues constitute a major source of
net benefits (beyond those for the project fin-
anciers or sponsors) obtained from the extrac-
tion of mineral resources, the interests of future
generations can be protected through the effi-
cient utilization of these revenues for people in
the host country.

Revenue management refers to the collection,
distribution, and utilization of government rev-
enues.

The World Bank Group includes IDA, IBRD,
IFC, and MIGA. In this report, the combination

of IDA and IBRD is referred to as the World Bank
or “the Bank.” The evaluation units of the WBG
are the Operations Evaluation Department (OED)
of the Bank, the Operations Evaluation Group
(OEG) of TFC, and the Operations Evaluation Unit
(OEU) of MIGA. These units are independent of
WBG management and report to the WBG’s
Board through the director-general, Operations
Evaluation.

Resource-rich and El-dependent are used
interchangeably in this report to refer to devel-
oping countries whose average annual export
value of oil, gas, or mineral products exceeds 15
percent of total exports. This standard has been
chosen with reference to the WBG’s Poverty
Reduction Sourcebook, which states, “A country’s
mining sector can play an important role in
poverty reduction strategies if the approximate
share of the mining sector is...greater than 10-25
percent of export earnings....” For a list of coun-
tries meeting this criterion, see Annex C, Attach-
ment 2.



Executive Summary

ow effectively has the World Bank

Group assisted its clients in enhancing

the contribution of the extractive indus-
tries (ED to sustainable development?

On the one hand, with its global mandate and
experience, comprehensive country develop-
ment focus, and overarching mission to fight
poverty, the WBG is well positioned to help
countries overcome the policy, institutional, and
technical challenges that prevent them from
transforming resource endowments into sus-
tainable benefits. Furthermore, the WBG’s
achievements are many. On the whole, its EI
projects have produced positive economic and
financial results, though compliance with its
environmental and social safeguards remains a
challenge. Its research has broadened and deep-
ened understanding of the causes for the dis-
appointing performance of resource-rich
countries. Its guidelines for the mitigation of
adverse environmental and social impacts have
been used and appreciated widely. More
recently, it has begun to address the challenge
of country governance with a variety of instru-
ments.

On the other hand, the WBG can do much
to improve its performance in enhancing the EI
sector’s contribution to sustainable development
and poverty reduction. There are three main
areas for improvement:

Formulate an integrated strategy: The WBG
has not devoted enough attention to the devel-
opmental needs of the poorly performing
resource-abundant countries, many of which

experienced negative growth during the 1990s.
To address this gap, the WBG needs to formu-
late and implement integrated strategies at the
sector and country levels for transforming
resource endowments into sustainable devel-
opment. These strategies should start with the
presumption that successful EI projects—whether
financed by the WBG or not—should not only
provide adequate returns to investors but also
provide revenues to governments, mitigate neg-
ative environmental and social effects, and ben-
efit local communities. The strategies also will
need to address governance squarely and help
to ensure that EI revenues are used effectively
to support development priorities. They will
require, in addition, much better cooperation
across the WBG and with other stakeholders.

Strengthen project implementation: The WBG
needs to strengthen the implementation of its
existing policy framework. Given the potential
environmental and social impacts of resource
extraction and the controversy surrounding the
sector, rigorous implementation of safeguard
policies is a minimum requirement for it to oper-
ate in a world concerned with sustainable devel-
opment. The safeguard policies and guidelines
adapted also need to be in line with evolving
good practice, especially where they are incon-
sistent or incomplete. In addition, in light of
growing concerns about the sustainability of EI
development, the WBG needs to define, moni-
tor, document, and report on the economic,
social, and environmental impacts of its projects
more systematically. Specifically, the distribution
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of benefits, identified as an important issue for
the sector by many stakeholders, needs to be
monitored and evaluated explicitly.

Engage the stakebolders: Often in collabora-
tion with other organizations, the WBG has
brought together diverse stakeholders in extrac-
tive industries to address issues at the local,
national, regional, and global levels. The WBG’s
convening role has been actively sought and has
been significant because of its access to all
stakeholders, its private and public develop-
ment experience, and its ongoing involvement

with project investment and technical assistance
in the sector. But the WBG has inadequately
addressed some areas—notably governance and
revenue management. The WBG’s performance
in these areas can be enhanced by improving
consultation with stakeholders, including local
communities, and by reporting on key sustain-
ability indicators systematically and transpar-
ently. The WBG also should vigorously pursue
countrywide and industrywide disclosure of
government revenues from extractive industries.
Such an approach is also likely to raise standards
and practices for the sector as a whole.
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Background

and Objective

he objective of this study is to evaluate how effectively the WBG has
assisted its clients in enhancing the contribution of extractive indus-
tries to sustainable development.” The WBG’s activities in EI have

come under increased scrutiny and criticism from several sections of civil
society. Some NGO groups have asked the WBG to stop supporting the
extractive industries because, in their view, the adverse environmental,
social, and governance impacts outweigh whatever economic and social ben-
efits might accrue to the domestic economy and the poor. Others have been
concerned with issues of poor governance and the failure to use resource
rents effectively in support of sustained economic development. This study
responds to these concerns by evaluating the WBG’s relevant experience
and making recommendations to inform decisions about the WBG’s strat-

egy in the sector.

Main Issues for the Sector

Extractive industries can contribute significantly
to a country’s economic development and often
offer the first opportunities for foreign investment
and private sector development. They generate
government revenues, foreign exchange earn-
ings, and employment, often in depressed and
remote areas. However, they also can aggravate
or cause serious environmental, health, and
social problems, including conflict and war.
They provide scope for rent-seeking and oppor-
tunities for distorting public expenditure policies.
Many resource-rich countries perform worse

than resource-poor countries in key aspects of
development, including economic, social, and
governance.® The relationship’ between EI
dependence and economic growth for all WBG
borrower countries is shown in Figure 1.1.8
Much research, at the WBG and elsewhere,
has been done to better understand and address
this paradox.” The emerging consensus is that
the underperformance of resource-rich devel-
oping countries is not inevitable, because most
of the factors that explain it result from institu-
tional and policy failure.!® Overall, while the
technical requirements for managing volatile



Figure 1.1

EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

GDP Growth 1990-99 (%)

100

Average El Exports / Total Exports, 1990-99 (%)

and exhaustible revenue flows and investing
them for sustainable development are well
understood, they are difficult to implement
because of poor governance. Thus, creating
good governance is at the heart of the institu-
tional and policy changes needed to sustain
sound fiscal management and maximize the
benefits from the extraction of mineral resources.

The World Bank Group’s Changing Role

in the Extractive Industries

The WBG provides only a very small share of
the financing for the sector, but its reach—
through its access to all stakeholders; the influ-
ence of its environmental and social policies,
guidelines, and procedures; and the demon-
stration effects of its projects—is potentially
much greater. The WBG’s advice on the enabling
environment for extractive industries also has a
broader effect on the sector than the financing
volume would indicate.

The World Bank: The Bank’s role has evolved
from mainly exploration and production activi-
ties support (1960s to the early 1980s), to sector
policy reform and commercialization of state-
owned enterprises (1980s), to a greater empha-
sis on capacity-building and private sector
development (1990s). Also in the 1990s, the
Bank began to help transition economies to

maintain production levels, rehabilitate or close
uneconomical facilities, and attract foreign invest-
ment. Since the mid-1990s, the Bank’s approach
has evolved toward greater collaboration with
civil society, local governments, and private com-
panies. The share of extractive industries in the
Bank’s overall lending declined from 4 percent
in the 1980s to under 2 percent in the 1990s.

The International Finance Corporation: [FC
has focused on countries where its value added—
as a catalytic agent and neutral third party
between governments and private investors—is
greatest. Since 1992, investments in oil and gas
(but not mining) exploration were discontinued,
mainly because of poor results and difficulties
associated with assessing exploration risks. The
share of EI investment in IFC’s total lending port-
folio has decreased substantially, from 15 percent
in 1990 to 6 percent today. Since the mid- to late
1990s, TFC has focused increasingly on sustain-
ability, especially environmental, health and
safety, and social issues, and, most recently, on
revenue management and distribution. Many of
IFC’s sustainability initiatives (such as small- and
medium-size enterprise [SME] linkages, TFC
Against AIDS) have a particular relevance to,
and focus on, the EI sector. IFC’s EI portfolio is
concentrated in oil and gas (half), gold, and
copper (over 10 percent each).



The Multilateral Investment Guarantee
Agency: MIGA has supported extractive indus-
tries with political risk guarantees and, to a
lesser extent, technical assistance and advisory
services. MIGA’s early involvement was con-
centrated heavily in the mining sector. Between
1990 and December 2002, MIGA provided guar-
antees for 31 projects in EI, most of them in min-
ing. Throughout the 1990s, there was high
demand for MIGA insurance, with large oper-
ations in countries with higher political risk pro-
files. Learning from its earlier experience, MIGA
increasingly has paid more attention to envi-
ronmental and social aspects of EI projects
(and adopted its own environmental assessment
and disclosure policies in 1999 and its own
interim safeguard policies in 2002). Because of
the low volume of new guarantees in extrac-
tive industries projects since 2001 and cancel-
lation and expiration of MIGA coverage for
some projects, the sector’s share in MIGA’s
portfolio has continued to decrease and is now
11 percent.

BACKGROUND AND OBJECTIVE

Complementary and Coordinated Roles: The
different parts of the WBG have coordinated and
complementary roles in their approach to extrac-
tive industries and resource-rich countries. The
Bank has responsibility for country policy dialogue
and tends to focus on broader structural and
social issues, including sector policy reform and
institutional capacity-building, with a focus on
poverty reduction. IFC has focused on attracting
private sector investment, particularly in “high-risk”
countries, where its projects were expected to
have a catalytic effect in attracting new investments
and demonstrating sound management of envi-
ronmental and social effects. MIGA specializes in
providing political risk guarantees, while at the
same time ensuring that the projects it supports
comply with applicable environmental and social
performance standards. Since the late 1990s,
WBG projects and policy work in the extractive
industries have been coordinated through joint
Bank-IFC Global Product Groups in the oil and
gas sector and the mining sector, and joint Bank-
I[FC-MIGA country assistance strategies (CASs).






From Economic Benefits to
Sustainable Development

Project Outcomes

be World Bank: Overall, ex post evaluations show that about 80 per-

cent of the Bank’s EI projects!! have had moderately satisfactory or

better outcomes,? above the Bank-wide average of 75 percent. The
benefits from investment projects included increased production, increased
private investment, and improved productivity. Adjustment and technical assis-
tance projects, on the other hand, generated economic benefits through pri-
vate sector development, improved production levels, institutional
capacity-building and policy reform, rehabilitation or closure of uneconomical
mines, environmental cleanup, and the integration of artisanal and small-
scale mines into the formal sector. However, the Bank’s documentation and
reporting on the economic benefits of the projects, such as ex post economic
analyses and other quantitative indicators, has been limited."* Given the ques-
tions that have been raised about the justification for the Bank’s continued
involvement in the sector, improved reporting could inform stakeholders
and strengthen accountability.

The main finding that emerges from the
review of the Bank’s portfolio is that projects with
satisfactory outcome ratings tended to be asso-
ciated with greater government commitment to
project objectives and adequate infrastructure,
favorable commodity prices, and a high level of
stakeholder involvement. The less successful
projects appeared to be affected by poor gov-
ernment commitment and unfavorable economic
conditions or commodity prices.

The International Finance Corporation:
Overall development results in IFC’s EI projects'
were about the same as in other sectors, with
60 percent success. It is noteworthy that IFC’s
EI investments are concentrated in particularly
difficult countries, where many development
agencies are struggling to achieve positive
results,’ and are subject to substantial risks
(commodity price fluctuations, geological risks,
etc.). About three-quarters of EI projects had sat-



isfactory economic returns, with projects in oil
and gas performing better than those in other
sectors and mining projects performing about the
same as those in other sectors. IFC’s EI projects
often were among the first investment oppor-
tunities in the country, frequently followed by
other investments, notably in SMEs. Several proj-
ects involved privatization and demonstrated
that the private sector tends to operate more effi-
ciently and in a more environmentally sound
manner than state-owned enterprises. Most proj-
ects generated large government revenues, some-
times even where investors lost money. But
when little or nothing flowed back to local com-
munities, this created problems—for local peo-
ple and investors. The distribution of benefits,
considered one of the top issues in the sector,
was not consistently and sufficiently addressed
in IFC projects. Close cooperation within the
WBG—in particular between IFC and the Bank’s
country departments—and between the WBG
and the host government will be necessary to
address this issue effectively.'o

IFC’s EI projects typically created economic
opportunities for people—notably direct and
indirect jobs, often in remote areas. Many proj-
ects improved local roads, water, and power sup-
ply, and the best ones tried to maximize
economic opportunities for the local community.
Recently, IFC has focused increasingly on
enhancing benefits and opportunities for local
communities. For example, IFC’s “SME linkage”
program, which tries to increase supply linkages
to large projects, was particularly active in extrac-
tive industries, and so was “IFC Against AIDS.”
IFC also has focused on helping clients improve
their community development programs, often
using trust funds. The most effective programs,
identified through consultations, were commu-
nity needs, priorities, and aspirations. While
overall positive economic effects dominated,
there were adverse consequences. For example,
economic opportunities often attract a large
number of people, and companies and com-
munities found it difficult to deal with this influx,
particularly where government capacity was
weak. Local people did not always have the req-
uisite skills to take advantage of the opportuni-
ties. They sometimes lost agricultural lands, and,
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in a few cases, compensation did not restore
livelihoods for everyone affected.

The Multilateral Investment Guarantee
Agency: All evaluated MIGA projects!” have
been affected adversely by the drop in metal
prices since the late 1990s, which reduced their
financial and economic returns and sustainabil-
ity. In most projects, however, economic bene-
fits were above financial rates of return, because
of the benefits accruing from creation of jobs and
provision of training to the workforce, often in
remote and depressed areas. In addition, these
projects (several in low-income, resource-rich
countries) generated sizable revenues to local
and central governments, although governments
holding equity shares in return for providing ore
reserves were disappointed by lower-than-
expected equity returns. Most projects also
funded community initiatives, including a few
that established exemplary community devel-
opment programs.

All evaluated MIGA projects were generally
consistent with the private sector strategies of
their host countries. Most were in countries
where international private investors had been
reluctant to make large investments because of
limited experience with new governments or dif-
ficulties faced by previous investments in that
country or sector. In these instances, MIGA’s
political risk insurance was significant in enabling
investment flows into the mining sector and, in
some cases, has led the way for other invest-
ments in the host country.

Linking Project Benefits to Overall
Country Assistance

Beyond the generation of project benefits, the
WBG’s involvement in the transformation of
resource riches into sustainable development
has been limited.'® A review of the latest CASs"
in poorly performing resource-rich countries
found that 64 percent recognize the special
issues associated with the management of
resource rents, but in only a few instances is the
discussion linked to specific interventions. The
inadequacy of linkages between EI sector activ-
ities and sustainable development also was high-
lighted by 47 percent of the WBG’s EI sector staff
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who responded to a survey; 50 percent attrib-
uted it to inadequate support from the relevant
country department/country management unit.
In addition, the Bank’s overall lending to
resource-rich countries experiencing negative
growth has been lower than average, with no
indication of compensating nonlending inter-
ventions.?!

A detailed review in a sample of five resource-
rich countries indicates that Bank interventions
were only modestly relevant and efficacious in
addressing the challenge of improving fiscal
policies and public expenditures, with the qual-
ity of governance emerging as the key factor. This
suggests that good governance is a prerequisite
for enhancing the positive linkage between
increased fiscal revenue flows and sustainable
development.?? Good governance was also
important for development results and IFC’s
investment results—both were better where
country governance was good.?

Taken together, these findings suggest that,
while the WBG is aware of the underlying causes
for the underperformance of many resource-
rich countries—primarily unsound revenue man-
agement and poor governance—it has yet to
formulate and implement viable approaches to
address them. If the WBG is to have a more
effective role in poorly performing EI-depend-
ent countries, it will require government com-
mitment as well as use of the WBG’s full
influence to achieve sound fiscal management
and build a supportive governance framework.
The linkages between resource rents and sus-
tainable development can best be made explicit
through CASs, to guide the design of specific
projects and the monitoring and evaluation of
results.

Mitigating Environmental and Social
Impacts and Beyond

Extractive industries tend to have a heavy “foot-
print’—Ilarge, wide-ranging, and long-term envi-
ronmental and Effective
implementation of the WBG’s safeguard policies
is therefore particularly important in this sector.

social impacts.

The World Bank: The assessment of a sample
of Bank EI projects found the majority to be sub-

stantially consistent with applicable safeguard
policies, but the degree of consistency varied
depending on the environmental category of
the project and the stage of the project cycle.?*
Thus, about 74 percent of the ‘A” and ‘B’ proj-
ects were assessed to be substantially (or highly)
consistent with safeguards at approval, with the
share declining to 67 percent during imple-
mentation.?> The decline may be associated with
the finding that safeguards supervision inputs and
reporting had been adequate in only 41 percent
of the projects. Even so, these findings are more
positive than those obtained from the survey of
stakeholders, which points to their perception
of a need for improved performance in the envi-
ronmental and social areas.

Most significant shortcomings in the Bank’s
implementation of safeguards can be traced to
inadequacies at the initial project screening,
especially for sectoral adjustment and technical
assistance projects, where the guidance has been
subject to varying interpretations.?® Inadequate
supervision and reporting were other important
sources of problems: environmental or social
specialists supervised only about 30 percent of
the projects in the sample, and fewer than a
quarter of the project completion reports had ade-
quate reporting and discussion of this subject.?’

While the validity of these findings is limited
to the sample of 38 EI projects that was reviewed
(half of all projects in the EI portfolio), the results
make a strong case for strengthening imple-
mentation of the Bank’s safeguards framework,
which is no different for extractive industries
than for other types of projects. The findings
point, in particular, to the need for clearer and
more consistent guidance for the environmental
assessment (EA) categorization of sectoral adjust-
ment and technical assistance projects, the iden-
tification of applicable safeguards at the initial
project screening, the appropriate scope and
arrangements for monitoring of safeguards imple-
mentation, and the reporting and evaluation of
results at project completion. Improvement would
be particularly important for extractive industries,
given the large share of sectoral adjustment and
technical assistance projects, the inadequacies in
monitoring and reporting, and the controversy
surrounding the sector.



The International Finance Corporation: The
evaluation of IFC projects’ compliance with safe-
guard policies and guidelines found oil and gas
projects performing significantly better and min-
ing projects significantly worse than those in
other sectors. Judging from the desk review of
portfolio projects, the performance of mining
projects appears to have improved and is now
in line with the IFC average.?® The main prob-
lems in mining projects related to the handling
of hazardous materials—for which IFC has now
developed guidelines—and difficulties in ensur-
ing adequate mine closure. Oil and gas projects
featured almost no compliance issues per se, but
gas flaring was a concern in many projects,
downstream transportation in others.

IFC’s supervision of EI projects was signifi-
cantly better than average better than that of the
average IFC project, and IFC’s environmental and
social specialists spent more time on extractive
industries (one-third more in fiscal year 2002)
than on any other sector. But gaps remain, in part
attributable to insufficient management systems.
For example, while project-level supervision
was generally strong, no central database iden-
tifies which safeguard policies and key issues
apply to which project. Clients expressed appre-
ciation for IFC’s environmental and social spe-
cialists, who helped improve the environmental
and social aspects of numerous projects. But they
cannot replace local monitoring, particularly
because IFC usually exits from projects before
project closure. Building local monitoring capac-
ity—either that of local consultants or that of gov-
agencies (through the World
Bank)—could help address this issue. Disclosure
of environmental monitoring data would likely
improve trust and improve performance—pos-
sibly even after IFC’s exit.

ernment

The Multilateral Investment Guarantee
Agency: The review of a sample of MIGA EI
projects® found that 73 percent were consistent™
with MIGA’s (2002) issue-specific interim safe-
guard policies at the time of MIGA Board
approval. The consistency improved during proj-
ect implementation (while under MIGA guar-
antee or at the time of cancellation of the MIGA
guarantee). Although in at least two cases MIGA
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played a direct positive role, in other cases these
improvements were not clearly attributable to
MIGA. The level of consistency was not uniform
across all applicable safeguard policies. The
project review noted systemic deficiencies in
the application of the social aspects of safe-
guards. OEU found that, in addition to lower-
ing perceived political risks as a guarantee
provider, MIGA had the greatest potential to
add value with its support to environmental
and social aspects of EI projects.

The evaluated projects showed an overall
improving trend in the consistency of safeguard
policies over time, implying institutional learn-
ing from experience and strengthened policies
and implementation as MIGA expanded its oper-
ations. However, the shortcomings identified
point to a lack of a proactive approach with its
clients throughout its involvement with the proj-
ects to add value by improving their environ-
mental and social impacts.

Need for Continued Updating: The WBG's
safeguard policies, guidelines, good practice
manuals, and notes have received wide accept-
ance, even where the WBG is not involved—
some other international financial institutions
use them, and recently some of the largest pri-
vate project finance banks have committed to
adopt them. But some of them are inconsistent,
incomplete, or lacking. For example, while lead-
ers in extractive industries and some govern-
ments subscribe to “voluntary principles on
security and human rights,” the WBG has no
comparable guidance. Given that human rights
violations frequently have been alleged in con-
nection with the site security of EI projects—
including some WBG projects—this is one of the
gaps that needs to be filled.3! Another area is
HIV/AIDS, an important issue for the sector,
but one not covered by guidelines.?? Given the
wide use of the WBG’s guidelines, it is particu-
larly important that they be comprehensive,
practical, and updated regularly to reflect lessons
and evolving good practice standards. Their
standard-setting character points to the poten-
tial for the WBG to continue building on its
global mandate, public and private sector knowl-
edge, and convening power for catalyzing good



FROM ECONOMIC BENEFITS TO SUSTAINABLE DEVELOPMENT

practice with respect to environmental, social,
and other issues. Besides improving the results
of WBG-supported projects, this would also
help to define a level playing field among inter-
national financial institutions and among differ-
ent companies.

Beyond Safeguards: The WBG'’s efforts to “do
good” by addressing existing environmental
conditions and building capacity for the man-
agement of environmental and social impacts

have yielded mostly satisfactory results. As part
of its sustainability initiative, IFC has started to
focus on improving the impacts of its projects
“beyond compliance” (for example, by maxi-
mizing linkages with local SMEs).?* These find-
ings point to the continuing potential for the
WBG to make a valuable contribution to the
development of the host countries and the
extractive industries sector, in an area that the
private sector alone cannot address.?t






Addressing the
Governance Challenge

igh dependence on revenues from extractive industries has been

associated with corrosive effects on economic and political life in

many countries, including rent-seeking and government ineffec-
tiveness. Indeed, a review of the literature and feedback from NGOs sug-
gests that good governance is central to creating an environment that
fosters sustainable and equitable development, and is an essential complement
to sound revenue management and safeguard policies. Figure 3.1 shows the
negative association between the quality of governance and EI dependence.®

Countries such as Botswana and Chile® have
leveraged their natural resource wealth into sus-
tainable growth through investment-friendly
policies, fiscal discipline, and long-term planning.
While the highest quality of macro and sectoral
governance” may not be required for resource
extraction to be beneficial to a client country,
some minimum conditions should exist to help
ensure that the benefits from EI projects are not
squandered and the citizens left with costs that
can include environmental damage, health risks,
and conflict.

At least since the early 1990s, the WBG has
been aware of the importance of addressing
the governance challenge for ensuring the trans-
formation of resource rents into sustainable
development. But there is little discussion of sec-
tor-specific governance issues in the country
strategies of EI-dependent countries. There are
also few cases where a link can be discerned

between a diagnostic assessment of governance,
a governance-informed strategic approach to
the EI sector set out in the country strategy, and
the design of EI projects.® Where some links can
be observed, such as in Papua New Guinea
and Kazakhstan, experience suggests that gov-
ernance issues take a long time to address, and
working to establish good governance in parallel
with, or after, supporting increased investment
in EI is a high-risk strategy in countries with poor
governance.

This fact points to the need for the WBG to
tailor its support for resource extraction on the
basis of an assessment of the quality of gover-
nance. Important indicators of macro gover-
nance include the quality of public financial
management® and rule of law,* as measures of
the government’s ability to address problems
through formal institutional reforms. At pres-
ent, while the Bank’s economic and sector work
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Figure 3.1
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frequently assesses the quality of public finan-
cial management, it has no diagnostic instrument
to evaluate the rule of law or the quality of sec-
toral governance. These gaps need to be
addressed. This governance analysis then has to
inform the risk assessment, structuring, and
investment or underwriting decision. Recogniz-
ing that fiscal revenues may be misused in coun-
tries with poor governance, IFC has developed
a position paper outlining possible steps to
address this risk.*! MIGA has not yet addressed
the issue of revenue management from extrac-
tive industries in a similar way.

Promoting transparency is an essential tool for
building good governance, and the WBG has
long played a role, mainly in conjunction with
its EA policy,* but also through institution-

building and policy reform efforts aimed at
improving the enabling environment for the
sector. About 15 percent of Bank EI projects have
provisions for disclosure and dissemination of
project information beyond the requirements
of the EA policy, but with the exception of the
recent Bank/IFC Chad-Cameroon Pipeline proj-
ects, the WBG has not required disclosure of fis-
cal revenues from EI, even though it sometimes
recommends it. A few companies operating in
the sector have started disclosing government
revenues, and some global initiatives advocate
disclosure.* While some governments make
such disclosure illegal, and companies are con-
cerned that unilateral disclosure could harm
them, industry overall appears to be in favor—
if a level playing field can be ensured.



Recommendations

ith its global mandate and country development perspective, com-

bined with public and private sector experience, the WBG is well

positioned to help countries transform resource riches into sus-
tainable development. The Bank’s research has broadened and deepened
the understanding of the “paradox of plenty,” and the WBG has led or par-
ticipated in numerous initiatives to address EI issues. In most dimensions,
the WBG’s EI projects appear to perform at least as well or better than proj-
ects in other sectors, but much more needs to be done to improve imple-
mentation and monitoring of compliance with existing policies and to
address governance, transparency, and revenue management issues. Unless
the WBG improves its performance in these areas, it will not be able to max-
imize the sector’s contribution to sustainable development and will face con-
tinued—and warranted—criticism. The key recommendations are summarized
below. Annexes C, D, and E contain additional specific recommendations
for the Bank, IFC, and MIGA.*

Recommendation 1: Formulate an sumption that successful EI projects—whether

Integrated Strategy

The WBG has not devoted enough attention to
the developmental needs of the poorly per-
forming resource-abundant countries, many of
which experienced negative growth during the
1990s. To address this gap, the WBG needs to
formulate and implement integrated sector- and
country-level strategies for transforming resource
endowments into sustainable development. Such
integrated strategies will start with the pre-

financed by the WBG or not—have to provide
not only adequate returns to investors but also
revenues to governments and benefits to local
communities, and mitigate negative environ-
mental and social effects. They will also need to
address governance squarely and help to ensure
that EI revenues are effectively used to support
development priorities. They will also require
much better cooperation within the WBG and
with other stakeholders.

13
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Formulate a World Bank Group sector strat-
egy: The WBG needs to design and implement
a sectoral strategy that closely integrates resource
extraction with sustainable development through
the effective management of EI revenues in sup-
port of developmental priorities and the reliable
mitigation of adverse environmental and social
impacts. Where macro and sectoral governance
are weak, the WBG’s assistance should focus on
strengthening governance. In such cases, the
WBG should carefully assess and report on the
risks that EI fiscal revenues may not be used for
development priorities. The WBG should not
support significant sector expansion unless it can
adequately mitigate these risks.*> Where macro
governance is sound but sectoral governance is
weak, the WBG should focus on improving sec-
toral governance and should support the sector
only in conjunction with adequate provisions to
overcome sectoral governance weaknesses.*

Address extractive industries in Country
Assistance Strategies: For all resource-rich
countries, the WBG should explicitly address
extractive industries in the CASs.*” The CAS
should explicitly discuss the sector’s current and
potential economy-wide linkages (for example,
the importance of government revenues, their
management, distribution, and use for devel-
opment priorities) and reference the underlying
governance assessment. This approach should
guide future project design, facilitate monitoring
and evaluation, and provide an agreed frame-
work for WBG-wide coordination and collabo-
ration in the EI sector. The different agencies of
the WBG should work together routinely to
enhance the development impacts of EI projects;
for example, in the form of public-private part-
nerships with respect to community development
programs.

Promote governance improvements: The
Bank should compensate for the lower level of
lending that may be appropriate for resource-rich
countries with weak macro and sectoral gover-
nance’® by devoting greater management atten-
tion and an administrative budget for advisory
and analytical activities aimed at improving the
policy, institutional, and governance framework

for EI. Doing so would enable the Bank to
establish and maintain continuity of engage-
ment and facilitate responding quickly to oppor-
tunities for assistance when they arise.*’

Support private sector development and
environmental sustainability: In all countries,
the WBG should continue its support to close
uneconomical mines, reform and privatize state-
owned enterprises, and mitigate pre-existing
environmental and social problems. Where
appropriate, the WBG should help integrate arti-
sanal and small-scale mining (ASM) with the for-
mal sector and internalize their environmental and
social impacts, while at the same time creating
alternative employment opportunities and sup-
porting the consolidation of ASM activities for
greater efficiencies and economies of scale.

Recommendation 2: Strengthen Project
Implementation

The WBG needs to strengthen the implementa-
tion of projects within its existing policy frame-
work. Given the potential impacts of resource
extraction and the controversy surrounding the
sector, rigorous implementation of safeguard
policies is a minimum requirement for the WBG
to operate in a world concerned with sustain-
able development. In addition, in light of grow-
ing concerns about sustainable development, the
WBG needs to define, monitor, document, and
report on the economic, social, and environ-
mental impacts of its projects more systematically.
Specifically, the distribution of benefits, identi-
fied by many stakeholders as an important issue
for resource extraction, needs to be explicitly
monitored and evaluated.

Improve project screening and monitoring:
The WBG should provide clearer and more con-
sistent guidance for the categorization of proj-
ects,” the identification of applicable safeguards
at the initial project screening, the appropriate
scope and nature of the EA instruments, and the
reporting and evaluation of safeguards imple-
mentation. This needs to be followed up through
the entire implementation framework, from good
practice guidelines to appropriate monitoring and
training.



Involve specialists throughout: The WBG
should provide adequate resources and incen-
tives for the participation of qualified environ-
mental and social specialists in the preparation,
appraisal, and supervision of all projects that are
likely to have adverse impacts. This will ensure
that such impacts are addressed adequately
through the upstream design of appropriate mit-
igation strategies or project alternatives, as well
as through the retrofit of timely remediation
measures should unexpected impacts material-
ize during project implementation.

Enbance reporting of results: The Bank
should strengthen reporting of its results by
ensuring that project completion reports include
an ex post economic rate of return or net pres-
ent value (NPV) or, where that is not feasible,
a cost-effectiveness analysis to determine
whether the project represented the least-cost
solution to attain its objectives. IFC should
develop and use a reporting template for envi-
ronmental and socioeconomic sustainability indi-
cators, building on industry initiatives. MIGA
needs to adopt more standardized and timely
reporting mechanisms on environmental and
social safeguards compliance and ex post devel-
opment outcomes. The WBG should prepare
completion reports for every significant non-
lending/guarantee issuance activity.>!

Evaluate the sharing of benefits: At appraisal
and during supervision,>* the WBG should sys-
tematically estimate the distribution of project
benefits among different stakeholder groups
(government at different levels, private compa-
nies, and local communities), evaluate its sen-
sitivity to different scenarios, and discuss the
acceptability of benefit-sharing with key stake-
holder groups.

Recommendation 3: Engage the
Stakeholders

Often in collaboration with other organizations,
the WBG has brought together diverse stake-
holders in extractive industries to address issues
at the local, national, regional, and global levels.
The WBG’s convening role has been actively
sought and has been significant because of its

RECOMMENDATIONS

access to all stakeholders, private and public
development experience, and ongoing involve-
ment with project investment and technical assis-
tance in the sector. But the WBG has addressed
some areas inadequately—notably governance
and revenue management. The WBG’s perform-
ance in these areas can be enhanced by improv-
ing consultation with stakeholders, including
local communities, and by systematically and
transparently reporting on key sustainability indi-
cators. Such an approach also is likely to raise stan-
dards and practices of the sector as a whole.

Update policy framework: In consultation
with its stakeholders, the WBG should period-
ically adjust its policy framework for extractive
industries to ensure that it remains up-to-date
with evolving industry practice. It should resolve
remaining inconsistencies, such as those between
requirements for different mine types (such as
funding for mine closure), onshore versus off-
shore oil projects, dam safety, and involuntary
resettlement. It should address identified gaps,
such as those related to consultation and dis-
closure, community development, social issues
of mine closure, security, hazardous materials
management, acid rock drainage, gas flaring, and
transportation of 0il.? It should also recognize
the expanding awareness of the human rights
dimension of WBG policies and projects and
explore possible avenues for addressing the
issues, especially where it lags industry best
practices, such as regarding site security.

Promote disclosure of fiscal revenues from
EI: The WBG should vigorously pursue coun-
try- and industry-wide disclosure of government
revenues from EI and related contractual arrange-
ments (such as production-sharing agreements,
concession, and privatization terms).>* The Bank
should work toward and support disclosure of
EI revenues and their use in resource-rich coun-
tries. IFC and MIGA also should strongly encour-
age (and consider requiring) their private sector
clients to publish their payments to govern-
ments.

Develop and monitor sustainability indica-
tors: Together with other stakeholders, the
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WBG should develop indicators of economic,
social, and environmental sustainability, estab-
lish baseline data, provide for adequate moni-
toring over the life of the project, and report and
evaluate the results during supervision and in
project completion reports. The WBG also should
encourage more independent outside monitor-
ing, ideally using local capacity (which may
have to be developed).

Increase local community participation:
The WBG should support enhanced community
consultation and participation throughout the life
cycle of EI projects. The WBG should help coun-
tries to increase involvement by local commu-
nities in EI decisionmaking processes and
ongoing consultation throughout the project life
cycle, including closure.



ANNEX A: INTERIM MANAGEMENT RESPONSE

Introduction

This paper presents the initial responses of the
Managements of the World Bank, IFC, and MIGA
to an evaluation of the World Bank Group’s
activities in the extractive industries: the over-
all summary of a joint OED/OEG/OEU sector
review of the World Bank Group’s activities,
OED'’s review of the Bank’s activities, OEG’s
review of IFC’s activities, and OEU’s review of
MIGA'’s activities.

Extractive Industries Review. The reports
and responses need to be considered in the
context of the EIR,% an independent consulta-
tive exercise with stakeholders about the best
role for the World Bank Group in the extractive
industries. Led by Dr. Emil Salim, the EIR has
attracted a wide range of stakeholders, but it is
still ongoing; it is scheduled to finish with the
delivery of its report to the president of the
World Bank Group in December 2003. In par-
allel to the EIR, OED/OEG/OEU evaluated the
World Bank Group’s activities in the sector.

Compliance Advisor/Ombudsman Review.
The Office of the Compliance Advisor/Ombuds-
man (CAO) has produced a separate review of
the appraisal process of eight IFC and MIGA
projects (too recent to have been included in
the OEG review).’” The CAO report contains a
number of messages on IFC’s activities in the
extractive industries that will be addressed along
with those arising from the EIR report. In addi-
tion, the CAO’s office has delivered to IFC Man-
agement its final report on its review of IFC
safeguards policies in general, which will soon
be discussed at the Committee on Develop-
ment Effectiveness (CODE).”® How IFC
addresses the findings of the safeguards report

will have implications for its activities in the
extractive industries.

Final Management Response. Because the EIR
has raised, and is still discussing, many of the
issues raised in the World Bank Group’s Sector
Evaluation, Management proposes to defer its
final response until the EIR report is delivered. At
that stage, Management will be able to frame its
responses, and CODE will be able to judge them,
in the broader context of the OED/OEG/OEU and
CAO reviews and the EIR report.

Overall Report

This suite of reports provides a broad-ranging
review of Bank, IFC, and MIGA activities in the
extractive industries sector. The reports have
added to the World Bank Group’s understand-
ing of the issues in the sector and of its own per-
formance, and they can contribute to the ongoing
EIR process. They show that, on balance, World
Bank Group activities in the sector have added
value and generally contributed to the devel-
opment of the countries concerned. The reports
lay out specific areas for attention and provide
important perspectives going forward on key
issues for each institution and for the Bank
Group as a whole with regard to EI support. In
view of the ongoing EIR, it would be premature
for World Bank Group Management to set out
detailed responses to these recommendations,
and it will defer its full Management Response
until the EIR report is received.

Interim Management Response to
Operations Evaluation Department Report
(Annex C)

Management welcomes OED’s report, which
provides a thoughtful and thorough review of
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the Bank’s activities in the EI sector. The report
makes a valuable contribution to discussion
about future Bank activities in the sector and,
together with its companion volumes, provides
useful input for the recommended construction
of an overall framework for World Bank Group
activities in the sector.

Report Description. The report focuses on
assessing economic effects, environmental and
social effects, and governance issues associated
with the Bank’s interventions in the EI sector.
More specifically, it evaluates the Bank’s effec-
tiveness in enhancing the sustainable develop-
ment contribution of the extractive industries.
The evaluation was carried out in two phases:
Phase T consisted of a review of the portfolio of
World Bank EI projects supplemented by a
review of CASs and a literature survey. Phase II,
which built on the findings from Phase I, con-
sisted of three Thematic Studies of the Bank’s EI
portfolio, five country case studies, Project Per-
formance Assessment Reports (PPARs) of 12
projects in seven countries, and two surveys. In
a number of places, the report has noted changes
in the Bank’s approach.

Classification and Supervision. Using a pilot
approach and evaluating the degree of consis-
tency with safeguards in line with the evolving
interpretation of these policies, the report finds
that a number of projects were wrongly classi-
fied with regard to environmental assessment cat-
egory and thus were poorly supervised. These
projects were largely of the sector adjustment
type, for which potential impacts and classifi-
cation are not always clear-cut. However, Man-
agement accepts the recommendations about the
need for clearer guidelines on classification and
supervision processes.

Implementation Completion Reports. The
OED report asserts that the economic evaluations
of EI projects in Implementation Completion
Reports are not sufficient. In particular, it calls
for more rigorous evaluation of technical assis-
tance and adjustment projects (which make up
more than half of the EI portfolio), operations
for which quantitative economic evaluations are

very difficult and therefore have not normally
been undertaken. The recommendations in this
respect are probably generally applicable for sim-
ilar activities across other sectors.

Final Management Response. Management
will defer its full response until the EIR report
is produced. The Management Response to that
report will also address the OED recommenda-
tions in detail and present an overall World
Bank Group approach for the sector.

Interim Management Response to
Operations Evaluation Group Report
(Annex D)

IFC Management welcomes OEG’s report, which
provides a thoughtful and thorough review of
[FC’s activities in the extractive industries sector.
The report makes a valuable contribution to
discussion about future IFC activities in the sec-
tor and, together with its companion volumes,
provides useful input for the recommended
development of an overall framework for World
Bank Group activities in the sector.

Report Description. The focus of the report’s
investigation was 22 projects for which detailed
evaluations had been performed. Typically,
these projects were approved at least five years
ago and in some respects might not reflect more
recent changes in IFC’s approach to the projects
it finances—particularly environmental and social
due diligence and IFC’s efforts to enhance and
broaden the positive development impact of
the projects it supports. However, to an extent,
this focus was balanced by a review of 45 other
projects approved after FY93 and still in IFC’s
portfolio—a broader set of projects that included
some more recent projects and confirmed the
evolution of TFC’s approach. In a number of
places, the report notes changes in IFC’s
approach. OEG validated its review of evalua-
tions through more than a dozen project visits
in six countries.

Principal Messages. The major messages that
Management takes from the report are as follows:
e The extractive industries have contributed to

sustainable development when projects in



the sector meet appropriate environmental,
social, and economic criteria. The report also
provides evidence that the overall World
Bank Group approach of supporting the pri-
vate sector as the most effective vehicle for
new investment in the sector has been con-
structive.

e IFC’s support for extractive industries projects
has been generally effective. Projects have
generated revenues for government and
opportunities for people, and have con-
tributed to IFC as an institution.

e [FC has added value in the environmental and
social aspects of its projects, and its safe-
guards and guidelines have been useful to
others even when it is not involved in proj-
ects. More recently, IFC has increased its
focus on broadening the sustainable impact
of the resource projects it supports.

e The report lays out a number of areas in
which TFC can enhance its performance and
its contribution to the sustainable impact of
its projects.

Final Management Response. Management
will defer its full response until the EIR report
is produced—and will coordinate and integrate
that response with its response to the CAO’s rec-
ommendations on safeguard policies in gen-
eral. The final Management Response to the
EIR report will address all the recommenda-
tions in detail and also will present an overall
World Bank Group approach for the sector.

Interim Management Response to
Operations Evaluation Unit Report
(Annex E)

MIGA Management welcomes OEU’s report,
which provides a thoughtful review of MIGA’s
activities in the extractive industries sector. It
makes a valuable contribution to informing and
guiding discussion about future MIGA activities
in the sector and, together with its companion
volumes, provides useful input for the recom-
mended construction of an overall framework

for World Bank Group activities in the sector. In
the current ferment of new models and concepts
about how best to facilitate development that is
sustainable and productive at both local and
macroeconomic levels, this series of reports will
be useful.

Principal Messages. The major messages that
Management takes from the OEU evaluation,
recent CAO reports, and its own evaluation are
as follows:

e The extractive industries have contributed to
sustainable development when projects in
the sector meet appropriate environmental,
social, and economic criteria.

e MIGA’s supportt for extractive industries proj-
ects has been generally effective. Projects
have generated revenues for government and
opportunities for people and have contributed
to MIGA'’s ability to function effectively and
efficiently as an investment insurer.

e MIGA has added value in the environmental
and social aspects of its projects where those
opportunities are available and have been
identified, and its safeguards and guidelines
have been useful to other investment insur-
ers and lenders even when MIGA is not
involved in projects. When MIGA issues its
guarantees, even to lenders or minority part-
ners in projects, it exercises good judgment
in evaluating projects’ environmental and
social soundness and likely ability to produce
an overall positive development impact.

e There are a number of areas, including areas
identified by OEU, in which MIGA can
enhance its performance and its contribu-
tion to the sustainable impact of its work.

Final Management Response. Management
will defer its full response until the EIR report
is produced. The Management Response to that
report also will address the OEU recommenda-
tions in detail and CAO reports, and will pres-
ent an overall World Bank Group approach for
the sector.

ANNEX A
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ANNEX B: CHAIRMAN’S SUMMARY:

COMMITTEE ON DEVELOPMENT EFFECTIVENESS (CODE)

Background

This joint evaluation was one of the major sec-
tor evaluations in OED’s FY03 work program. It
was undertaken in parallel with the EIR, an
independent, multi-stakeholder consultative exer-
cise, headed by Mr. Emil Salim, former Minister
of Environment of Indonesia. The EIR focuses
on the future role of the WBG in extractive
industries ( comprising oil, gas, and minerals and
metals mining). The EIR was launched by Bank
Management following the 2000 Annual Meet-
ings in Prague, where a group of NGOs
approached the Management of the World Bank
with a proposal that the WBG should cease its
support for EI projects, on the grounds that
these projects did more harm than good in
developing countries. Management decided to
undertake a review of the WBG’s involvement
in this sector, and the EIR is its response to this
commitment.

Main Findings and Recommendations

Conducted in parallel with the EIR, the joint eval-
uation by the three WBG-independent operations
evaluation units assesses the effectiveness of
WBG assistance to clients in enhancing the con-
tribution of EI to sustainable development. The
evaluation report’s main message is that—while
there are differences in performance between
WB, IFC, and MIGA projects—EI projects have
produced positive economic and financial results
and have contributed to sustainable development
where projects meet appropriate social, envi-
ronmental, and economic criteria. While the
majority of WBG projects were in compliance
with its environmental and social safeguards, the
degree of compliance has been uneven. The
WBG is well positioned to assist countries in
overcoming the policy, institutional, and tech-

nical challenges to transforming resource endow-
ments into sustainable benefits for their people.
The OED/OEG/OEU evaluation reports include
recommendations directed at the Bank, IFC,
and MIGA, respectively.

The key recommendations for the WBG are
that it remain engaged in EI and that it should
(D) formulate integrated strategies for the sector
and resource-abundant countries that address
the risk that EI contributions to fiscal revenues
may not be used effectively for development
priorities; (i) not support significant sector expan-
sion where the risk that EI fiscal revenues may
not be used for development priorities cannot be
adequately mitigated; (iii) strengthen the imple-
mentation of the existing policy framework;
adapt the safeguard policies and guidance to be
in line with evolving best practice; rigorously
apply safeguard policies; and monitor, docu-
ment, and report on the social, economic, and
environmental/safety impacts of its EI projects and
specifically monitor the distributional benefits; and
(iv) proactively engage stakeholders with a focus
on governance, revenue management, and com-
munity development; define and report on key
sustainability indicators; and work toward and
support disclosure of fiscal revenues from EI. In
its comments on the joint evaluation, the Exter-
nal Advisory Panel supports the recommendations
but believes they should be made more com-
prehensive and binding.

Conclusions and Next Steps

The Committee welcomed the report’s findings,
including the positive performance of the WBG
portfolio in EI. It was generally satisfied with the
scope and analysis presented in the OED/OEG/
OEU evaluation. The Committee believed that the
Interim Management Response (IMR) was appro-
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priate and also agreed with Management’s pro-
posal to formulate a comprehensive Final Man-
agement Response (FMR) following completion
of the external EIR (expected in December 2003).
The Committee will have a more extensive sec-
ond-round discussion, focusing on the recom-
mendations and their policy implications, at the
time it discusses the FMR and the findings of the
EIR. The Committee agreed with OED’s recom-
mendation that the joint evaluation, the IMR,
CODE Chairman’s Report, and the report of the
External Advisory Panel be disclosed following
this first-round CODE discussion.

Governance

The Committee emphasized the importance of
the Bank addressing governance and revenue
management issues both in resource-abundant
and resource-poor countries in a proactive and
transparent way. Members supported the eval-
uation’s recommendation to develop a WBG
strategy for sequencing its EI interventions tak-
ing governance issues into account. They also
recognized the difficulty of implementing this and
cautioned against a one-size-fits-all approach.
Members considered that there are questions
about how issues of governance, including
human rights, should be addressed in EI proj-
ects. These questions require further attention by
all parties. The WBG’s involvement in such
issues should be consistent with its mandate
and comparative advantage. At the same time,
the approach adopted in each country needs to
have local ownership. Management noted the
importance of governance issues and agreed to
address them, as well as the question of CAS
treatment of EI issues, in its FMR.

Revenue Generation from EI Projects

The Committee noted that revenue generation
from EI projects constitutes a particular chal-
lenge. Some members noted that when assessing
the impact of EI the focus on revenues was too
narrow, and some underlined the importance of
assessing the full impact of EI projects on poverty,
employment, and the environment. The Com-
mittee underlined the need for the WBG to be
even more forthright in its dialogue with clients
in addressing the issue of disclosure of revenues

and noted that good models existed from the
Botswana and Chad-Cameroon projects. Some
members noted that they were not convinced by
the “resource curse” arguments presented in the
joint review and cautioned that resource-poor
countries and non-FI sectors also have governance
issues. The performance of resource-rich coun-
tries, however, could be adversely affected by the
so-called Dutch-disease problem. They recom-
mended including examples from successful
countries to provide a more nuanced under-
standing of the relationship between the EI sec-
tor and macroeconomic performance and were
of the opinion that revenue management should
be addressed primarily within the context of
overall public finance management. Management
agreed that it would be key to address trans-
parency and distribution issues related to EI rev-
enue management in its FMR.

Safeguards and Performance of the
Portfolio

Members asked for clarification of the recom-
mendation that safeguard policies in extractive
industries projects be rigorously applied and, in
particular, whether there would be a different
standard for EI projects. The DGO responded
that the recommendation was that existing poli-
cies be implemented and that this recommen-
dation should apply to all sectors, not just EI.
Some members noted that the report suggested
that there were still gaps and overlaps in safe-
guard policies, and that further consideration
needs to be given to human rights issues. Man-
agement noted that considerable progress had
been made by public and private entities in
improving environmental management of EI
resources.

Report of the External Advisory Panel

Members would have liked to have seen more
substantiation of the conclusions of the
OED/OEG/OEU’s external advisory panel report.
They did not agree with the advisory panel’s
assessment regarding the limited value of a
“rear-view approach” and reemphasized the
importance of evaluation to the Bank’s opera-
tions. The DGO clarified that the advisory panel
has been used for several major evaluations and



that the role of the panel was to advise OED/
OEG/OEU in the development of the review but
stressed that panel comments were conveyed to
CODE as written by the panel.

Scope of the Final Management
Response

Committee members provided their expecta-
tions regarding the scope of the FMR. They
asked that it provide a framework for WBG
involvement in the EI sector and a clear assess-
ment of the recommendations in both the eval-
uation and the EIR reports. Members also noted
that the WBG should forge partnerships to
address recommendations that touched on areas
outside of the WBG’s mandate.

Communication

The Committee suggested that Management con-
sider a communication to the public explaining
the background and process for the two-stage
response by Management to the OED/OEU/OEG
evaluation. It also suggested that WBG Man-
agement consider a workshop on the results of
the OED/OEG/OEU study, perhaps in connec-
tion with the EIR process. It was agreed that the
Committee chair would inform the Board con-
cerning the discussion of the OED/OEG/OEU
review and the two-stage process by which
Management will respond to it.

Finn Jonck, Chairman
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