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MEMORANDUM TO THE EXECUTIVE DIRECTORSAND THE PRESIDENT

SUBJECT: OED Review of the Bank’s Performance on the Environment

The Bank has made substantial improvement in its environmental performance since
1987. It has focused on the environment as a new area of activity, and it has sought to mitigate
the negative effects of its development interventions. The Bank’s participation in the 1992 United
Nations Conference on Environment and Development and the World Development Report on
the Environment demonstrated the Bank’ s engagement and hel ped launch many environmental
activities. These efforts produced commendabl e results and promoted awareness in developing
country governments of the linkages between the environment and development. The World
Bank helped many governments create environmental ministries and introduce environmental
assessment regulations.

To be sure, these achievements fell short of the expectations of many of its stakehol ders.
The momentum of the early 1990s dissipated in the face of constraints faced in the operating
environment. Internally, environmental sustainability was not adequately integrated into the
Bank’s core objectives and country assistance strategies. Intellectually, the linkages between
macroeconomic policy, poverty aleviation, and environmental sustainability were not explicitly
forged. In sum, the ingtitution’ s environmental efforts have not been consistent nor have they
been held to uniform quality standards. Y et, staff have carried out many worthwhile activities
related to the environment.

These shortfalls arein part rooted in fundamental differences of views among member
countries about the Bank’ s role. Many borrowers are reluctant to borrow for environmental
projects and/or to implement Bank environmental policies, which they perceive as costly and
rigid. Many non-governmental organizations remain critical of Bank performance. Some
advocate policies which are not consistent with the growth prerequisites of poverty reduction.
There was aso alack of consistent management commitment to the environment coupled with a
lack of clear responsibilities and accountability from senior managers to task managers. The Bank
has not supported the environment as a central theme in terms of staff incentives or resource
allocations.

This OED report finds that the Bank has made progress on the environment, and notes
that its commitments were not accompanied by precise goals and performance monitoring. It
advances explanations of why things have turned out this way. It offers recommendations which
focus on how to restore the environment to its proper rolein the Bank’ s holistic, long-term
development agenda.

Robert Picciotto
by Gregory K. Ingram
Attachment
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1. Introduction

1 Thisisthefirst OED evaluation of the Bank’s overall environmenta strategy since the
Environment Department was created in 1987. It proviﬂ% an independent evaluation of World
Bank performance and draws lessons from experiencer It istimed to inform the new
Environmental Strategy being formulated by the Environmental and Social Sustainability Vice
Presidency (ESSD).

2. Assessments of environmental programs conducted by OED, the Environment
Department, regiona units and others constitute the starting point for the evaluation. Background
reviews of Bank perforrﬂance were commissioned in selected countries and areas critical to the
environmental strategy .*Interviews with Bank staff and two surveys were undertaken.® Extensive
consultations were held with stakeholders in the regions. Two Internet forums were conducted.
The OED team coordinated closely with the Environment Strategy team and shared information
and drafts. An Adﬂ sory Panel reviewed drafts and served as a sounding board for the
recommendations.

3. This report presents the highlights and recommendations of the evaluation. Supporting
evidenceis provided in a background Technical Report, which is available upon request (Shilling
2000b). Stakeholders and the Advisory Panel have urged that the whole World Bank Group
should share a common approach and strategy. The Environment Strategy formulation team
consulted with IFC and MIGA. IFC's and MIGA's own strategies will be formulated in light of
the Bank’ s strategy. Thisreview concentrates on Bank performance.® It recognizes the importance
for the World Bank Group to formulate and pursue a common and integrated strategy.

1. Thefindings of aparallel study of the environment conducted by OED as part of the independent review of IDA 10,
11, and 12 have been incorporated with this report. See Shilling 2000a.

2. See References.

3. One survey included staff involved in environmental tasks. A questionnaire was sent to the 250 staff identified as
having recently worked on environmental projects or components (both preparation and supervision) and/or on
economic and sector work concerned with the environment. Sixty-four replied (26 percent) and constitute the sample.
A second, in-depth survey of arandom sample of 30 task team leaders was a so undertaken.

4. Mr. David McDowell, Former Director General, IUCN; Mr. Bjorn Stigson, President, World Business Council for
Sustainable Development; Ms. Frances Seymour, Program Director, Program in Institutions and Governance, World
Resources Institute; Mr. Ashok Khosla, President, Devel opment Alternatives Inc.; and Ms. Alicia Barcena, Chief,
Environment and Human Settlements Division, United Nations Economic Commission for Latin America and the
Caribbean.

5. The World Bank includes the International bank for Reconstruction and Development (IBRD) and the International
Development Association (IDA).



2. TheHistorical ContextEI

Environment in the Bank

4, The Bank created the Office of Environmental Advisor in 1970 in reaction to externally
voiced concerns. The office had asmall staff, reviewed all projects, and recommended changes
where necessary. Itsimpact was modest, and project officers widely regarded it asan
“adversary.” It remained isolated from the “mainstream” so that, by the mid-1980s, the Bank was
lagging behind other multilateral agencies and bilateral donors in implementing environmental
policies and practices such as environmental assessments.

5. Several Bank projects (including the Polonoroeste Project in Brazil and the Narmada
Project in India) elicited strong negative public reactions due to adverse environmental and social
impacts. Complaints were registered by the Bank’ s mgjor shareholders and from environmental
NGOs. In response, the Bank created an Environment Department in the 1987 reorganization,
sharply increased the number of environmental staff, instituted environmental safeguard palicies,
and launched a program of environmental lending. The new department was given wide
responsibilities for research, developing new environmental initiatives (often with regional staff),
regular environmental reviews of projects (including authority over environmental design
aspects), and strengthening the Bank’ s environmental policies. The department launched
initiativesto environmental conditions in borrower countries, introduced mechanismsto
improve them,“and set up a computer database, to track project content and i mplementation.

6. In preparation for the 1992 United Nations Conference on Environment and

Development in Rio de Janeiro, the Bank set up 23 task forces to provide technica inputs
covering awide range of issues related to environment and development. It agreed to help
member countries fulfill their obligations under internationa conventions. The 1992 World
Development Report Development and the Environment was amajor intellectual contribution and
advanced thinking on the environment in the Bank and the development community at large.* The
Bank also played aleading role in addressing global issues, as an implementing agency for the
Montreal Protocol on atmospheric ozone reduction and as one of the three executing agencies of
the Global Environment Facility (GEF).

7. Trand ation of this wide ranging agenda into concrete action has proved elusive, however.
Unclear objectives in the Environment Department in its early years and poor coordination
between the center and the Regional Environmental Divisions (REDs) led to tension and
confusion. Each unit vied for resources and control of the environmental agenda. Thisledto a
series of structural changes that gradually transferred more resources and authority to the
Regions.

6. Wade 1997.
7. The program for National Economic Action Plans was the most visible of these initiatives.

8. The ENVIS system allowed extensive word and topic searches of project documents for treatment of environmental
and other topics and was well in advance of other systems then available for project documents.

9. Despite criticism from many environmental advocates, it went about as far as was feasible for the Bank at that time
and increased awareness inside the organization and among member countries. It stopped short of addressing
environmental sustainability, although considerable background material had been prepared on that topic.



8. In the early 1990s, the Technica Departments provided regional leadership on
environmental issues with technical support and focus on broad issues being provided by the
center. The 1996 reorganization further reduced the role of the center leading to aloss of
momentum on cross-cutting issues and reinforcing the sectoral treatment of the environment.
More recently, the Environment Sector Board and the ESSD Network Council have been working
to enhance the role of the center in coordinating environmental initiatives and in shaping a new
Environment Strategy.

Environmental Policy and Strategy

9. The Bank adopted environmental sustainability as a corporate goal. According to the
Brundtland Commission: Sustainable development “ meets the needs of the present without
compromising the ability of future generations to meet their own needs.” So far, no one has
translated this broad and appealing statement into direct operational guidance. Analyses of what it
takes to achieve sustainability have been undertaken for a number of specific biological and
physical topics, but it haﬁwot been possible to aggregate these into variables or indicators that
apply at anational level.

10. In order to guide its operations, the Bank issued formal environmental policies, matching
best practice in other internationa financial institutions (in particular the Asian Development
Bank and USAID). Environmental assessments were formalized into Operational Directive (OD)
4.01in 1991 Other policies grourﬂed in prior Operational Manual Statements and Operations
Policy Notes were added thereafter.** Undertakings called for by the IDA Deputiesincluded
preparation of National Environmental Action Plans (NEAPS), inclusion of environmental issues
in Country Assistance Strategies (CASs), and disclosure of environmental assessment documents
(Shilling 2000a).

11. While not aformal sector strategy, the 1992 WDR was widely accepted as the strategic
framework for Bank environmental activities. It was supplemented by Annual Environment
Reports (1990-95) and subsequently by annual Environment Matters. Two complementary policy
approaches were identified in the WDR: those that build on the positive links between
development and the environment (“win-win") and those that break the negative links. The first
prong focused on exploiting synergies between poverty reduction and environment, removal of
subsidies with negative environmental externalities, and clarifying property rights regimes for
land, forests and fisheries. The 1992 WDR recognized that such policies by themselves are not
enough. The second prong recognized that strong institutions and policies targeted at specific
environmental problems were essential to break negative links. Furthermore, the WDR

10. Bank research and publications on natural capital and genuine savings and joint efforts with other partners, such as
OECD, to develop and refine various sector-specific environmental indicators are at the forefront of attempts to define
valid measures of environmental sustainability on a country basis. The underlying data are hard to come by in many
instances.

11. USAID, CIDA, Netherlands and the Nordic countries, had already mandated environmental assessment for their
own programs. The Bank’ s environmental ratings system was adopted from the ADB.

12. The origina policies, of which many have been converted to OPs and BPs, and their issuance dates are: OM S 2.36
Environmental Aspects of Bank Work, issued May 1984; Annex A to OD 4.00 Environmental Assessment, issued
October 1989; Annex B-B4 to OD 4.00 Environmental Policy for Dam and Reservoir Projects, issued April 1989; OD
4.20 Indigenous Peoples, issued September 1991; OP 4.36 Forestry, issued March 1993; OPN 11.02 Wildlands: Their
Protection and Management in Economic Devel opment, issued June 1986; OPN 11.03 Management of Cultural
Property in Bank-Financed projects, issued September 1986; OP/BP 4.07 Water Resources Management, issued July
1993.



emphasi zed that the environment is a cross-cutting issue that needs to be addressed in operations
in most sectors. Thisimplies a strong commitment for integration of these concernsin al Bank
activities—what is commonly known as mainstreaming.

12. Critics of the Bank have suggested that the focus on “win-win” did not take full account
of the trade-offs implicit in many environmental policies and understated the opposition of those
who stood to lose, asindicated by the difficultiesin implementation. There was widespread
concern over the concept of “ Environmental Kuznets Curves (EKC),” which assumes that
environmenta degradation increases with economic growth at low income levels, atrend
eventually re\/eﬁed asincomes rise above adistinct ‘inflection’ point, associated with each form
of degradation.*'However, such views were deemed by environmental expertsinside and outside
the Bank as complacent and implicitly supportive of the discredited doctrine of “grow now and
fix the environment later.” Of course, the Bank does not subscribe to this view and has issued
guidelines and important publications, such as The Pollution Prevention and Abatement
Handbook (World Bank 1999b) demonstrating effective ways to improve the environment at all
stages of development. Unfortunately, some Bank operational staff still argue that selectivity and
the important role of growth in poverty reduction are valid reasons to give alow priority to the
environment in low income countries.

External Situation

13. For the past three decades, the environment has been a highly contentious aspect of Bank
work. Much negative publicity materialized because of Bank involvement in several high-profile,
high-risk projects, including the Narmada Dam in India, the proposed Arun Dam in Nepal, the
Itaparica Resettlement and Irrigation project in Brazil, and most recently, the Chad-Cameroon
Pipdine Project and China Western Poverty Reduction Project. Concerns about the mixed
implementation record of Bank safeguard policies precipitated the creation of the Inspection
Panel in 1993 to review and inveﬁgate claims by eligible local parties regarding alleged lack of
compliance with its own policies.

14. Chronic concerns about the application of safeguard policies have led the Bank to initiate
process reforms; to take a more environmentally constructive approach to high-profile projects
(e.g., Nam Theun dam in Laos); and to withdraw from controversial projects, often at the request
of the borrower. Devel oping country governments have criticized the Bank for giving in to the
views of advocacy NGOs, while devel oped country governments have criticized its compliance
record and urged it to do more to promote the environment.

15. Many developing country governments view the international concern over
environmental problemsin their countries asintrusive and likely to impede development. They
argue that devel oped countries have over-exploited the environment, refused to take full
responsibility for mitigation of their own impacts on the global commons, and are shifting that
responsibility to the devel oping countries without adequate compensation. This perception has
substantial validity, and it has complicated the role of the Bank. On the other hand, public
tolerance for inadequate compliance with the Bank’s own policiesislow. All member country

13. These are based on economic Kuznets Curves that postul ate that income inequalities will increase initially before
decreasing over time (atheory that is not well supported by evidence).

14. While this study does not evaluate the I ngpection Panel, two background papers touch on issues raised by the
Inspection Panel about the Western China Project: [UCN 2000 and Boisson de Chazournes, 2000. See, aso, Shihata
1994 and Shihata 2000.



governments expect the Bank to deliver in its promises and therefore to promise only what it can
deliver.

3. TheBank'sRecord

Bank Objectives

16. The Bank sharply increased the prominence of the environment in its operations after
1987. The Bank’ s efforts were guided by a series of policies, procedures, and management
instructions issued over time, including a series of papers for the Devel opment Committee, the
IDA replenishment recommenﬁtions (IDAs9-12), the WDR of 1992, annual environmental
reports, and diverse initiatives™ Altogether, these documents defined a “fourfold” agenda
consisting of:

»  Stewardship: To help member countries to develop environmental strategic priorities, build
ingtitutions, and implement programs to support environmental sustainability. Operationally
this would be implemented by setting standards with the Bank’s own strategy, research, and
policy efforts regarding the environment and by helping countries prepare environmental
action plans, full integration of short- and long-term environmental concerns into country
strategies, capacity building, and policy dialogue with core economic ministries.

* Mainstreaming: To help member countries build on the positive linkages between poverty
reduction, economic efficiency, and environmental protection. The Bank would implement
this by making environmental sustainability a core objectivein its operational activities and
economic sector work (ESW) and by using its lending to address environmental issues,
through direct environmental projects and, more important, by integrating environmental
objectivesinto Bank activitiesin general and into projectsin other sectorsin particular.
Designing and using approrﬂate environmental indicators was to be used regularly to set
targets and monitor results.

» Safeguards: To ensure that potential adverse environmental impacts from devel opment
projects are addressed. Thisisimplemented through the environment assessment (EA) policy
and related safeguard policies. These assessments should be undertaken as early in the project
cycle as possible and the process must be fully understood by all staff.

e Global Environment: To ensure that global and transnational environmental challenges are
properly addressed in member countries. This would be implemented by raising awareness of
these issues and supporting actions in member countries to reduce adverse global impacts,
and by the Bank using its convening power to build understanding and partnerships around
these issues. The Bank has a special responsibility to focus on the local impacts of global

15. See World Bank 1987, World Bank 1988, World Bank 1990b, World Bank 1991, World Bank 1992a, World Bank
1993b, and World Bank 1994.

16. Various interpretations have been adduced about mainstreaming as applied to the Bank. For the sake of clarity in
presentation, this report uses stewardship to address policy and strategy issues that govern actions affecting the
environment. Mainstreaming is used for integrating environmental considerations in the Bank’s operations, both direct
lending (on which information is available) and incorporation into other lending (for which, despite its importance,
few indicators are available).



environmental degradation, and the local benefits of implementing the global environmental
agenda in member countries.

17. Thefirst three elements are well within the Bank’ s overall mandate to assist developing
countries. The fourth extends its responsibility beyond national development issues to aﬁnge of
global topics, including promoting awareness, support for the international conventions,** and
executing GEF projects. This agendaimplies the full integration of the environment as a core
theme in the Bank’ s overall program. In practice, the environment has all too often been treated
asjust another sector competing for attention, rather than as a cross-cutting theme.

18. Under the leadership of President Conable, the Bank’ s allocation of resourcesto
environmental activities increased substantially after the 1987 reorganization. Staffing went from
ahanﬁul before the reorganization to 70 in 1990 and 300 in 1995. It leveled off at around 250 in
2000.*'Budgets evolved in asimilar fashion. However, in an effort to strengthen its country
focus, the Bank adopted a cumbersome “ charge-back” system, whereby country program units
contract for environmental staff time. This has fragmented environmenta work, damaged morale
of staff required to fill their “billable hours” and reduced efforts on cross-cutting and cross-border
issues. Currently, only about one-third of Bank budget resources of environmental units are their
own funds. The rest are contracted from other budgets. Incr reliance on external trust funds,
has made it difficult to get a precise measure of amounts spent.

Stewar dship, Policy and Strategy

19. Following Rio, and at the urging of the IDA Deputies, the Bank pressed forward with the
completion of NEAPs or their equivalent in member countries. Many of these documents took
longer to complete than expected, especially recent NEAPs, which have goneto greater Iﬁgths to
promote participation of local stakeholders. By the end of 2000, 92 have been completed.® These
documents were intended to build national commitment to environmental sustainability and to
define concrete programs to be implemented, with Bank assistance where needed. They did lead
to a number of institution-building projects and identified important issues. But the overall quality
was mixed, and there has not been aregular program to keep them up to date.

20. The Bank undertook and sponsored a great deal of policy analysis and ESW on
environmental issues. The Research Department allocated over 10 percent of its resources to
environmental issues over the past decade. Much of thiswork is highly regarded and has
contributed to better understanding of the role environmental factors play in development and of
how to quantify many environmental impacts. Seminal work was done on natural capital,
environmental indicators, and green accounting by the Environment Department. Environmental

17. For example, Convention on Biological Diversity, United Nations Convention to Combat Desertification, Montreal
Protocol on Substances that Deplete the Ozone Layer, and Kyoto Protocol to the United Nations Framework
Convention on Climate Change.

18. World Bank Business Warehouse database. The number has declined slightly in the past two years as part of the
overal retrenchment of budgets and staffing in the Bank, but the change was roughly proportional. The separation of
the Social Development Department has also resulted in some changes in the overall figures.

19. Dueto changes in reporting, conversion to SAP, and increased use of trust funds, it has not been possible to get
accurate and comparable figures over time.

20. Under pressure to complete them quickly, some were largely the product of foreign consultants and allegedly not
reflective of local participation. Independent reviews of NEAPs have found mixed quality regardless of the particular
means of preparation.



data are regularly published in the World Development Indicators and summarized in a new
publication: The Little Green Data Book 2000 (World Bank 2000c). With the adoption of holigtic,
long term devel opment as a Bank priority with the CDF, thereis need for more research to probe
the linkages between the environment, sustainable livelihoods and poverty reduction.

Environmental Lending and Mainstreaming

21. The Bank initiated direct lending for environmental projects and institution building and
promoted mainstreaming of environmental concernsin all its projects. While good data are
availablefor direct lending, considerably less attention was given to providing guidance or
monitoring mainstreaming (Box 1). Thisis unfortunate given the importance that policy
statements accorded to integrating environmental concerns broadly into the Bank’s program.

Box 1. Mainstreaming the Environment

Both inside and outside the Bank, confusion exists as to what mainstreaming the environment is and how to
achieve it. The definition used in this paper is based on the IDA Ninth Replenishment: “To integrate
environmental concernsinto broader operational and analytical activities.” At the project level, this entails
moving beyond “safeguarding” the environment through compliance with “do-no-harm” safeguard policies
to “doing good” for the environment with the Bank’s overall program, which is essential to improve
development outcomes. Direct environmental projects may contribute, but the thrust is to incorporate
attention to environmental concerns into Bank activities supporting institutional development and into
decisions about projects, policies, and programs. To help pin down how this would occur, here are two
cases, one where it has occurred successfully and one where it has not.

Best practice: China — Sustainable Coastal Resources Development. The project evolved from a solely
production-oriented project to one focused on sustainability. Originally consisting of three components:
construction and rehabilitation of shrimp ponds, expanding eel production, and new aquatic facilities, the
project objective shifted to the sustainable development of coastal resources after analysis of the
environmental impact. The project will enhance the environment through the design and implementation of
coastal zone management plans, siting and selection of production components to stay within local carrying
capacity, conservation of endemic species by protected area management, hatchery development to take
pressure off natural stocks, and the provision of facilities for environmental monitoring.

Not best practice: Yemen — Fourth Fisheries Development: The main objective of this project was to
expand fish catches and improve processing. Although it included provisions for a Fish Stock Assessment,
"the TA input was too fragmented as to purpose, timing and personnel to have any lasting impact." (ICR)
As reported in an Aide Memoire, “there is urgency to assess the state of selected fish stocks in view of the
apparent over fishing of these stocks." Other studies (such as a marine resources situation report) were
undertaken, but their recommendations were not implemented. For example, fishing efforts were not
limited to levels recommended in the marine resources report.

22. The portfolio of direct environmental projects rose from $564 million in 1993 (7 ;ﬁ)j €ects)
to $1,072 million in 1996 (15 projects), but dropped to $514 million in 2000 (13 projects).*' The
portfolio includes projects that address sustainable natural resource management (36 percent of
the environmental portfolio for fiscal 2000), pollution management and urban environmental
improvements (47 percent), ingtitutional development and capacity building (8 percent), and
global issues such as the protection of international waters and biodiversity, mitigation of

21. World Bank Business Warehouse database. As a share of total Bank lending, direct environmental projects
accounted for 2.4 percent in 1993, 5.0 percent in 1996, and 3.4 percent in 2000.




greenhouse gas emissions, and phase-out of ozone-depl eting substances (9 percent)El(see Figure
1). Lending has concentrated more on pollution abatement issues (the brown agenda), while IDA
credits have been more weighted toward natural resource management (the green agenda), ﬁ
these countries tend to depend more directly on these resources for sustainabl e livelihoods.#The
trend for new projects ird)oth categories has peaked and tailed off since 1996 for amounts and
since 1998 for numbers.

Figure 1: Evolution of the World Bank’s Environment Portfolio

Financing for Direct Environment Pr ojects, 1989-2000
(in $US millions)

8000
6000
4000
2000

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

I Annuad —e— Cumulative

Dir ect Environment Pr gjects, 1989-2000
(number of projects)

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

E Annuad —e— Cumulative

Source: Business Warehouse.

22. World Bank 2000a.
23. Indiaand China are major exceptions to this tendency due to the size of their industry and energy sectors.

24. Although the share of environmental lending in total lending rose in 2000, that was primarily due to a sharp drop in
other (primarily adjustment) lending. By itself, thisis not a sign of renewed emphasis on the environment.



23. In addition, awide range of projects explicitly includes environmental components (for
example, forest protection in a highway project, or wastewater treatment in an energy project).
Various attempts have been made to monitor this mainstreaming, but no consistent criteria have
been agreed and reliable time series do not exiﬁto indicate that “ environment component”
lending has offset the decline in direct lending.

24, Even looking at environmental components misses amajor objective of mainstreaming —
incorporation of consideration of environmental factorsin the design of projects, even where
there is no explicit component. The lack, to date, of guidelines and monitoring of the extent of
mainstreaming isitself a cause for concern. Lack of lasting commitment by countries and coun
managers, budget congtraints, and the ascendancy of other priorities have been cited as reasons.

25. Beyond its own lending, the Bank is a major implementing agency for the Montreal
Protocol and the GEF. Efforts under the former are now largely completed and have been
successful. The Bank has consistently exceeded its annual ozone-depleting substances (ODS)
phase-out targets (World Bank 1999a and 2000d). GEF grants have grown in line with available
resources. GEF projects have been catalytic for bringing global environmental issues to the fore
and helpful in mainstreaming the increase in GEF disbursements through the World Bank. Bank
cofinancing in GEF projects has increased since 1997 to about 20 percent on average.

26. While acting as an important source of leverage to expand the scope of Bank lending,
GEF support is provided only for incremental costs associated with global environmental issues.
It was never intended to be alarge portion of Bank environmental support. However, in some
countries, environmenta staff have noted that using GEF fundsis almost the only way to get an
environment project into the program. This limits environmental interventions to those global
areas covered by the GEF and hinders progress toward one of the GEF s goals of leveraging its
impact through greater access to Bank resources and addressing incremental costs of global issues
through joint Bank/GEF operations. The Bank has been working with the GEF to simplify
procedures® and improve the development impact of GEF grants. In general, the availability of
grant funding (from other donors) for many environmental activitiesin borrower countries has
reduced the interest in borrowing from the Bank and IDA.

27. Over the past decade, the overall composition of Bank lending has shifted from project-
based operations to adjustment lending and now to new forms of programmatic lending.
Adjustment lending amounted to about one-quarter of total lending over the decade. It rose to
$15.3 hillion (52.9 percent of total lending) and exceeded investment lendipg in fiscal 1999, but
has declined to 33.4 percent in fiscal 2000 as the East Asian crisis receded. 2 The Bank has not
made a concerted effort to incorporate environmenta concerns into these types of operations.
Central guidance was limited, and despite identifying critical policy issues with substantial
environmental impact in the 1992 WDR and subsequent analyses, there has been a great deal of

25. The most recent such effort (IDA 2001) does not include information on closed projects, which would be essential
for the analysis of trends. Analysis carried out by the Environment Anchor indicates that the value of environmental
lending through other sector projects over the past decadeis at least of the same order of magnitude as direct
environment lending over the same period.

26. These reasons were cited by staff interviewed and by survey responses.
27. Although according to staff involved there is still along way to go.
28. World Bank 1999c.
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ambival eﬁﬁe regarding the coverage of environmental considerations into adjustment lending (see
para. 55).

Safeguards and Environmental Assessments

28. The Bank’s environmental safeguard policies have been reviewed on several occasi onéz|
and found to be generally satisfactory. All Bank investment projects are covered. From fiscal
1990 to 2000, 210 projects — about 14 percent of the Bank’s portfolio (by loan amount) — have
been classified as Category A (requiring afull EA). Another 1,004 projects — nearly 35 percent of
Bank lending — were classified as Category B (requiring alimited or targeted EA). About 51
percent were classified as Category C (World Bank 2000a). There has not been a discernable
trend over the period.

29. In most cases, the EA process has identified environmental impacts and led to
satisfactory redesign and/or mitigation. In some instances, environmental staff have used the
reviews to suggest improvements in projects outside the EA process and to incorporate
environmenta concerns in other sectors. Along with increased delegation to country units,
funding for safeguard implementation has been included in the regular task budgets. However,
until fiscal 2001, there was no independent funding or staff assignments for monitoring and
implementing the safeguards.

30. The EA process has not been fool proof, however. The most visible failures of the Bank
on environmental issues havﬁstemmed from actual or alleged failures to implement the EA
process fﬂlly and creatively.* Creation of the Inspection Panel was one reaction to external
pressure.** There have been alegation of many more violations that have not been submitted to
the IP, but there has been no systematic analysis of these concerns, so no conclusions can be
drawn. The most recent QA G assessment of supervision quality found that, in a sample of 150
projects, 5 percent had significant safeguard issues which had not been identified at the time of
approval, and for projects with safeguard aspects the mitigation actions for dealing with adverse
impacts, and arrangements for monitoring compliance, were inadequate in 20 percent of the
Ccases.

Global Concerns

3L The Bank has used its advisory services and convening power to raise awareness of
global environmental issues among member countries. It has supported country actionsin line
with the international conventions and supported the GEF. The issues of biodiversity and climate
change promoted by the developed countries have important local impacts. They have to be
addressed in the context of local support and generating local benefits, which can be substantial.
For example, recent Bank research has shown that an approach to reducing particulate air

29. Munasinghe and Cruz 1995 and World Bank 1997c¢ also discussed environmental policy issues that could have an
impact.

30. World Bank 1997c and OED 1996, World Bank 1993a. A third review of environmental assessments is under way
by ESSD.

31. In some cases, the failure led to actions before the Inspection Panel, in others, pressure led to Bank response during
project preparation, such as the Chad-Cameroon pipeline and the Nam Theun dam in Laos.

32. IFC has adopted another approach with the creation of a Compliance Advisor/Ombudsman (CAO) who isableto
deal with issues similar to those brought to the Inspection Panel in a more constructive and less adversarial manner.
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pollution, which has large local health benefits, is also nearly optimal for reducing greenhouse
gases, while an approach that focusesinitially on reducing greenhouse gases would have much
lessimpact on reducing local pollution.

32. Glaobal environmental issues are by their very nature public goods. Normal market forces
do not typically result in adeguate provision of these goods or services. Public intervention is
needed. Within national contexts, such intervention is usually the responsibility of government,
which is supposed to represent the common good of society. On the international scene,
addressing public goods issues requires collective action. Thus, leadership from international
bodies and effective partnerships among civil society groups, public institutions, and the private
sector are critical. The Bank has increased its efforts to form partnerships with key stakeholders,
including local environmental coalitions (MesoAmerica), NGOs (World Resources Institute and
World Wildlife Fund), private sector interests (Forest CEOs), and local NGOs (in GEF and the
new Critical Ecosystems Fund). The pent up demand for a Bank role in multi-country
partnerships remains strong.

33. In addition, the Bank was instrumental in the creation of the World Commission on
Dams, based in part on the Bank’ s own increasing concerns about the environmental and social
impacts of large dams. The World Commission on Dams has proposed global guidelinesfor dam
building through a process that involved al the interested parties. The commission has completed
itswork and issued a consensus report. It remains to be seen how its recommendations are put
into effect by the Bank.

34. During the period under review, the Bank’ s performance on the environment has
improved in anumber of areas, but progress has been more halting and fragmented than coherent.
Its strategy has been ambivalent, leading to ambiguity as to whether to treat environment as a
sector or atheme. Guidelines and expectations about performance have not been clear. Indicators,
monitorable targets, and regular evaluation of progress on the environment have been the
exception rather than the rule. Accountability has been weak: managers have not been
systematically held to account for meeting Bank objectives or complying with Bank policiesin
this area. While these shortcomings should not distract from the many successes that have been
achieved, they highlight why performance has naot lived up to the Bank’ s rhetoric and help
explain the continuing dissatisfaction with the Bank' s performance on the environment @/en by
responsible external critics, as well as the frustrations felt by many environmental staff.

4. Main Findings

35. The cross-cutting nature of environmental issues and the variety of interventions relevant
to protecting the environment make it difficult to apply the usual portfolio approach to this
evaluation. Shareholder expectations and the Bank’ s own strategic formulations have conceived
of the environment as a theme rather than a sector. Operationally and in its organizational
structure, it has been the reverse. Accepting the thematic approach as dominant, this evaluation
looks at how well the Bank has performed on the objective of incorporating the environment into
its activities as well asits performance on environmental projects and safeguards. The absence of

33. The Advisory Panel believes “that the appropriate benchmarks for measuring performance should be the Bank’s
own stated commitments, and the degree to which the Bank’ s response has been commensurate with the agency and
importance of the challenge. By both these measures, and particularly in light of the failure to mainstream and evidence
of recent back tracking, the Bank’s performance has clearly been unsatisfactory.”
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an explicit strategy statement and the lack of agreed and verifiable corporate and country
performance indicators have hindered the conduct of the evaluation. However, the intent of
numerous Bank policy statementsis clear: to integrate the environment into the Bank’s
development agenda. Accordingly, over and above the record on projects, country strategies, and
other activities, this evaluation looks at how internal organization, incentives, and accountability
structures have affected performance.

Stewar dship, Policy, and Strategy

36. The Bank has structured its approach to the environment as an economic sector and
focused primarily on individual projects. The introduction of a maor new area of attention
required a concerted effort by dedicated units and staff. Most of the expertise was specialized and
not part of the background of most Bank staff. The concept that environmental sustainability isan
integral part of sustainable development has not been explicitly accepted at a strategic and policy
level, athough agreat deal of importance has been given to specific aspects of the environmental
agendain terms of projects and safeguards. The long-term, systemic nature of environmental
issuesis hard to reconcile with the short time horizons and sectoral structure of the Bank and its
borrowers. The long term, holistic vision of the CDF has yet to take hold (OED 1999).

37. The absence of integration is reflected in the formul ation of Bank strategies. The Mission
Statement (1997) includes “help[ing] people help themselves and their environment . . .” asan
adjunct to fighting poverty, but that part of the statement is rardly referenced in justifying country
assistance strategies or budgetary allocations. Perhaps most surprising and despite
recommendations from IDA deputies, the Environment Department, and many external agencies,
the Bank did not pursue either analytically or operationally the links between environmental
sustainahjlity and poverty alleviation in the context of a sustainable development strategy (DFID
2000b).**These links are important, particularly for natural resource management in rural areas
and health in urban areas.

38. Neither the 1990 nor the 2000 WDR make the link between poverty and the environment,
although environmental degradation isamajor factor in hindering the creation of sustainable
livelihoods for the poor. The link was made in the 1992 WDR, but an authoritative statement of
corporate strategy linking poverty reduction to the environment has not been issued. The poor
often contribute to degradation when pushed to the margins in order to survive. But more
important, environmental degradation from various aspects of industrialization and growth have
had very adverse affects on the poor: pollution on their health, soil erosion on their productive
capacity, land encroachment on their access to traditional productive assets are among the most
prominent. The recent Voices of the Poor exercise and the consultations for the environment
strategy have underscored the fact that the poor consider achieving sustainable livelihoods from
environmental resources and improving the environmental aspects of quality of life to be very
important. The British development agency, DFID, recently made this connection transparent and
compelling in relation to achieving the 2015 International Development Targets (DFID 2000a).

39. Strategy papersin other sectors have addressed environmental issues where thereisa
clear overlap. The strategy papers: Water Resour ces Management, A World Bank Policy Paper
and Citiesin Transition, World Bank Urban and Local Government Strategy are excellent
examples. Fuel for Thought was a unique attempt to draw the environmental implications of a
global environmental priority in terms of programatic results. Its preparation was fraught with

34. The planned 2002 WDR on Sustainable Development may address thisissue.
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contention about how large arole environmental factors should play in other sector activities.
Other sector strategies have been less extensive in their treatment of the environment, and few
have provided anayses of the linkages between environmental objectives and sector strategy
goals. In particular, treatment of environmental issuesin private sector development activities has
been weak.

40. Even where the environment is incorporated in a sector strategy, it has not necessarily
been reflected in subsequent projects. This has to do with incentives and the sector orientation of
the Bank’ s organizational structure. There have been few efforts to establish and build upon
cross-sectoral links, despite obvious impacts that actions in most sectors have on the environment
and conversely. The Environment Strategy currently under preparation should be designed to
redress this situation. Whether or not a “ sector board” is equipped to deal with athematic priority
such as the environment remains to be seen.

41. The Comprehensive Development Framework (CDF) introduced in 1999 brought a
holistic and long-term vision to the Bank’ s approach to development. The environment, together
with cultural heritage, was included as one column in the CDF matrix. This treatment falls short
of addressing the cross-cutting nature of environmental considerations. the environment column
does not intersect with other sectors, which are also columns. Similarly, the Poverty Reduction
Strategy Papers (PRSPs) introduced in the context of the Highly Indebted Poor Country (HIPC)
initiative treated the environment as a subsidiary sector. The Strategic Compact laynched in 1996
did not include a component supporting the enhancement of environmental work.22 These are
telling signs that the Bank has not yet succeeded in making the environment a core thematic
priority or in emphasizing environmental issuesin all relevant aspects of Bank activities.

42, The Bank’s program to support NEAPs and environmental ESW did put the environment
onto most policy radar screens, athough the documents themselves have been of mixed quality
and follow-up has not been consistent. The NEAPs have helped member countries gather
information on the environment. The Bank has supported research on environmental indicators,
such as genuipe savings, and estimated the costs of environmenta degradation in terms of GDP
(see Table 1).*¥'This substantial body of work, however striking the environmenta threats and
damages recorded, has not had the expected impact on country policy dialogue and strategy work.

43. Integration of the environment into CASs has been limited, even for IDA countries where
the Deputies stressed such inclusion. Reviews of 37 CASsin 1999 and of 51 IDA CASsover the
period 1992-99 show that treatment of environmental issues was only partially satisfactory. They
are adequately addressed in only half the CASs. The quality of the treatment has not improved
over the period (Shyamsundar and Hamilton 2000, and Ekbom and Bojo 1997). Senior
management did not make inclusion of environmental issues into the CAS areview priority.
Typicaly, the environment is mentioned as a sector rather than integrated into the devel opment

35. There was asmall item for assessmentsin Africa. Although the Strategic Compact did not provide additiona funds
for the environment, that “sector” shared in the subsequent cutbacks.

36. Studies have shown for example that the costs of environmental damage to health, soils, etc. amount to about 8
percent of GDP in China each year, and about 5 percent in India. See: World Bank 1997b, Hommann and Brandon
1995, Babu and Khanna 1997, and Tata Energy Research Institute 1998. Estimates in other countries also suggest
substantial costs.
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strategy, Ehthough there are best practices that take a broader approach (such as Vietham and
Panama).

Table 1: Indicators of Environmental Degradation for Selected Countries’

Gross domestic Genuine domestic Environmental Net forest
Country savings savings® degradation depletion
(% of GDP) (% of GDP) (% of GDP) (% of GDP)
Bangladesh 171 10 " 2.1
China 42.6 32.0 8° 0.4
Costa Rica 26.8 20.6 . 1.0
India 20.9 10.3 45-8° 1.6
Indonesia 24.1 5.9 . 1.2
Mali 10.1 5.2 . 0.0
Mexico 22.4 12.4 10 0.0
Morocco 14.7 9.7 . 0.0
Nigeria 11.8 -14.2 15° 1.8
Philippines 16.3 7.6 . 1.6
Poland 21.3 14.6 . 0.0
Romania 9.2 0.4 . 0.0
Yemen 2.4 -26.3 . 0.0

a. Unless otherwise referenced, all statistics are drawn from The Little Green Data Book 2000 (World Bank 2000c) and the
Environmental Economics and Indicators Unit (EEI), World Bank, 2000. The data in this book is for the years 1990, 1997,
and 1998 or the most recent year for which data is available.

b. Genuine domestic savings is defined as being equal to net domestic savings, plus education expenditure and minus
energy depletion, mineral depletion, net forest depletion, and carbon dioxide damage.

c. World Bank 1997a .Air and water pollution damages have been estimated to be at least $54 billion a year or nearly 8
percent of GDP in 1995.

d. Hommann and Brandon (1995) assessed annual environmental costs at 4.5 percent of GDP. Babu and Khanna (1997)
estimated costs from air pollution, groundwater mining, deteriorating quality of many aquifers, land degradation, and
deforestation to be 5 percent of GDP. Annual economic costs of air pollution, contaminated water, soil degradation, and
deforestation were estimated to be 8 percent of total GDP in Tata Energy Research Institute (1998).

e. Estimated from World Bank (1990a).

44, Admittedly, CASs carry alarge burden, and tend to be short-termin focus, perhaps more
so than needed for a strategic document. However, inclusion of asummary diagnosis of the
environment in the CASis essentia to ensure that environmental considerations are adequately
included in the overall development vision and strategy. So if the environment is a corporate
priority, it should be covered inthe CAS. It may be that other objectives take priority in a
particular country at a particular time, but if so, the CAS should note the rationale for that
decision so senior management and country officials are aware of the strategic choices. Lack of
such treatment, and of insistence on it, is a very worrisome shortfall.

45, The quality of any country strategy or policy dialogue on the environment depends on the
underlying information. Environmental indicators are not yet required in CASs, dthough useful
ones are currently available, and a project funded by external donors has created a standard
format and data set.*NEAPs are becoming dated, and there is no program to keep them current.
Management has not requested any regular follow-up on NEAPSs, or made efforts to incorporate
lessons from their preparation into other environmental activities.

46. Environmental ESW is declining compared to the early 1990s, both with respect to
numbers of studies and budgetary allocations. A recent study by the Bank’s Operations Policy,
and Strategy (OPS) group found that the Bank needs to be diligent in ensuring that environmental

37. thelast CAS Retrospective shows that only 16 percent of CAS were unsatisfactory, with regard to their treatment of
the environment (World Bank 2000).

38. Only two of the CASs reviewed included environmental indicators: Zambia and South Africa
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issues are analyzed for al countries and that there is current environment ESW whereitisan
important issue. For this purpose, adequate coverage in integrative ESW (such as the proposed
development policy review) would be an important first step.

47. The reluctance within the institution to be more proactive in making the case for the
environment to its clients cannot be wholly justified by country resistance or the recent emphasis
on serving the clients' own objectives. Nurturing policy reformis acentral Bank objective. The
evidence of mgjor negative impacts from environmenta degradation (where the analysis has been
done) argues for the Bank making a stronger case based on the facts. Substantial progress has
been made where committed staff and line managers in the Bank have stressed the issue and
borrower countries recognize the importance of the environment. China, Mozambique, Costa
Rica, and Poland demonstrate that substantial progress can be made in gaining government
commitment and improving the design and application of a country’s own environmental
policies. Many other cases, however, show significant shortfalls (such as Mexico, Jordan, and
until recently, Indonesia). Satisfying results have been obtained in both low- and middle-income
countries. The priority the Bank gives to the environment in its own objectives, strategy, and
programs is as important asignal to member countries as the extent of the financial assistance it
offers.

48. Overall, the Bank has been partially successful iE]i ncorporating the environment into
sector strategies, country strategies, and policy dialogues.®* Even OED evaluations of country
assistance programs have not regularly assessed the Bank’ s activitiesin relation to the
environment. Recent reviews of 29 Country Assistance Evaluations (CAEs) by OED (15 IBRD
countries and 13 IDA countries) found that only 9 examined the treatment of environmental
issues fully. Ten gave some reference to environmental issues and nine had no, or only marginal
references to the environment despite significant environmental challenges faced by many of
these countries. Of course, CAEs should not be expected to cover everything. On the other hand,
since environmental sustainability is not just another theme or sector but one of the core
objectives of the Bank (along with poverty reduction and broad based growth), it would be
appropriate for CAESto review the its relevance and coverage in the Bank’ s country programs,
even if only to briefly note that taking action on the environment may be alower priority at a
particular point.

Environmental Lending and Mainstreaming

49, Among the Bank’s environmental projects and programs are many successful examples
of direct lending and of mainstreaming the environment into other operations, some of which
have served as models for other projectsin the country served. The Loess Plateau Watershed
Rehabilitation and Sustainable Coastal Resources Development projects in China, Uttar Pradesh
Sodic Lands Reclamation in India, Industrial Pollutionin Bulgaria, Arid Lands Resource
Management in Kenya, district heating projects in Poland, and air pollution projectsin Mexico
are al good examples. Significant efforts have been made in countries like Madagascar to
implement major and vitally needed reformsin the treatment of the environment, but the results
are till uncertain. These positive results demonstrate the potential of the Bank. They area
function of individual efforts in the borrowing country or the Bank, or more often than not, both,
according to interview data. In countries where ownership by domestic authorities could not be
dicited, staff efforts have been less successful (for example, forest reform in Cameroon and
Indonesia, industrial pollution in India, and water projectsin Mexico).

39. The performance is comparable to that of other donors, based on their own evaluations. See Annex A.
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50. The Bank’ s treatment of the environment as a sector, rather than as a cross-cutting
priority, isreflected in the difficulty of getting environmental projectsinto country programs and
environmental components into projects in other sectors. The current structure pits environmental
units against other sector units competing for funds and space in country lending programs. There
are few incentives for mainstreaming into other sectors, and few independent Bank resources to
draw on for environmental staff to mainstream environmental components into other projects
unless an enlightened task manager is determined to do so. Some environmental staff offer
projects on “loss-leader” terms, hoping to make up the difference from trust funds or other
sources. This competitive structure has made it difficult for environmenta ynitsto form
constructive partnerships so as to mainstream the environment in projects®The Asian regions,
which have stressed mainstreaming, encouraged the inclusion of environmental concernsinto
projects in other sectors, provided budget alocations and, in some cases, joint appointments of
staff.

51. A more important and persuasive objective of mainstreaming is to include environmental
concernsin the design and implementation of projects across the board (for example, choice of
transport strategies, energy sources, forestry development). This is more difficult to do and to
monitor than specific projects and components, but it can have much more dramatic effects. So
far, the Bank has not established guidelines, incentives, or monitoring procedures for this degree
of mainstreaming, although many environmental supportersinside the Bank and out have urged
more effortsin this direction. Devel oping an effective methodology for mainstreaming in this
manner should be a high priority for the environment strategy and senior management.

52. To shed some light on the extent of mainstreaming in non-environmental projects, OED
undertook a desk review of arandom sample of 30 infrastructure projects. Six energy projects
within the sample were found to have positive environmental externalities of increased supply of
environmentally superior energy sources and/or improved energy efficiency. Outside of these six
projects, modest efforts were made to mainstream the environment beyond the mitigation of the
immediate negative impacts of the project in 20 of the remaining 24 projects in the sample.

53. The initiatives for mainstreaming the environment included policy reform measures,
strengthening environmental capacity, undertaking resource strategy and plans, and developing
environmental guidelines and regulations. These activities were also noted in some Country Case
Studies. For example, partly as aresult of the Bank’sinvolvement in Morocco, most ministries
and agencies have an environmental unit in charge of mainstreaming the environment in the
sector’ s policies and projects. Within the sample of infrastructure projects, a Brazil State
Highway project helped establish environmental units within the State Roads Departments to
implement environmental guidelines prepared with technical assistance financed under the
project. In Cyprus, the Southeast Coast Sewerage and Drainage project led to increases, albeit
much lower than planned, in water charges to help promote the rational use of water. It also
supported innovative engineering to permit the re-use of treated wastewater for the irrigation of
“green” areas, saving the volume of clean water supplied to the community. The Country Case
Studies also revea Bank-supported energy price reformsin Poland and India and mainstreaming
of natural resource conservation in infrastructure projectsin Madagscar. A best practice example
of mainstreaming is the China— Sustainable Coastal Resources Development project, is
highlighted in Box 1.

40. These relations are complicated by the policing function of the same units with respect to the safeguard policies,
which often creates an adversarial relationship.
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54, Despite this progress, many difficulties have been faced in introducing mainstreaming
activities. Sector reviews may be completed but their recommendations not followed up.
Environmental capacity can be developed but then be lost when the environmental specialists
move elsewhere. There needs to be real commitment from the borrower through adequate budgets
and accountability of operations managers. This commitment is more easily found where the
value of the environmental resources is high and evident. The value of the resource can betied to
the resource’ s economic potential, the health risks associated with a course of inaction, and its
significant ecological value.

55. An issue faced by Bank staff is the reluctance of countriesto borrow for environmental
projects, even on IDA terms. Understandably, they prefer to seek grant funding from bilateral
agencies and to use relatively scarce Bank/IDA funds for other priorities. Thishasled to
environmental concerns dropping out of Bank strategies, despite the need to integrate the
environment into the overall strategy, even if not funded by the Bank (for example, Boliviaand
Mozambique). It also highlights the importance of building stronger partnerships with other
agencies such asis expected to occur under the Comprehensive Development Framework (CDF)
initiative. In one important case, the China Department expressed concern that its graduation
from IDA may lead to adrop in Bank environmental lending to a country that has made major
effortsin that area. China requires beneficiaries to generate the funds to repay Bank or IDA loans.
The public good nature of many environmental investments means that full cost recovery may not
be feasible, so the beneficiariesin Chinawill not be able to repay on IBRD terms. The Bank is
trying to find other sources of concessional finance from other donors.**So far, this has not
proved to be amajor problem, but it does illustrate the importance of finding waysto fund the
public goods aspects of environmental projectsin a consistent way.

56. Lending for adjustment operations and a variety of new forms of programmatic lending
has been an increasing portion of the portfolio in recent years* Adjustment lending is aimed at
macro or sector policy reforms, and programmatic lending typically provides budget support for
an approved sector or public expenditure program. In both cases, it has proved difficult to
incorporate environmental concerns. The guidelines for adjustment lending recommend that staff
identify environmental impacts. OD 8.60 states that “analysis of adjustment programs also
considers the implications for the environment, since sound environmental management is akey
objective of the Bank’s assistance to countries. To help prepare appropriate assi stance programs,
Bank staff should review the environmental policies and practices in the country. The design of
adjustment programs should take into account the findings and recommendations of such reviews
and identify the linkages between the various reforms in the adjustment program and the
environment.” It goes on to suggest that environmental issues should normally be addressed by
other policy actions. Thisis circular reasoning, since adjustment operations are the Bank’s
primary tool to support policy reform.

57. In practice, most adjustment loans do not address environmental issueﬁ.lEI Policy work by
the Environment Department in 1995 identified extensive potential linkages and suggested a
matrix with which to analyze the impacts and make adjustment |oans more environmentally
sensitive (Munasinghe and Cruz 1995). This was never applied. An ongoing review of adjustment

41. Thisis particularly unfortunate because China has been one of the Bank’s strongest interlocutors on the
environment and has made substantial progress, with Bank support.

42. Programmatic lending included Sector Wide Assistance Programs (SWAPs), Public Expenditure Review Loans
(PERLYS), and Poverty Reduction Strategy Loans (PRSLs), and policy-based budget support loans

43. ESSD is currently reviewing how to better incorporate environmental concerns into adjustment lending.
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lending by OPCS has found that the proportion of adjustment lending that deal with
environmental issues varies widely over time, averaging about 23% in the 1990s. Where the Bank
has tried to incorporate environmental issues into adjustment lending, the results have been mixed
despite significant efforts by the staff involved (see, for example, Seymour and Dubash 2000).
Mainstreaming the environment into programmatic and adjustment lending remains a major
challenge.

58. The Bank’ s performance on direct environmental lending compares well with lending in
general. Performance rating of individual environmental projects by OED and the Quality
Assurance Group (QAG) indicate that they have improved since the beginning of the decade and
now do about as well as projectsin general on the indicators used. Recent eval uations have raised
concerns about institutional devel opment projects being too complex and not designed to support
ingtitution-building processes long enough to have lasting effects (Margolis and V etleseter 1999).
Both QAG and OED have looked at the impacts of individual projects on the environment, which
has |ed to positive recommendations in severa cases

59. Performance on mainstreaming into other sectors and adjustment lending is harder to
measure than the results of direct environment projects. The management decision to abandon the
ENVIS database in 1992 has deprived staff and evaluators of an important tool to anayze the
extent and importance of mainstreaming. Interview data suggest that the Bank’ s sectoral
orientation and lack of established environmental priorities have made it difficult for
environmental staff to participate in projects in other sectors and incorporate more sensitivity to
environmental issues. Although it iswidely agreed by both management and staff that an
integrated approach is highly desirable, lack of clear objectives, insufficient means of monitoring,
and perverseinternal incentives have pushed in the opposite direction. It istoo soon to judge
results of recent efforts to change thisin some regions.

60. The modest extent of mainstreaming the environment into the Bank’ s overall program is
disturbing. Having identified the pervasive aspects of environmental issues, recorded their
importance to poverty alleviation, and confirmed that mainstreaming is essential to achieving its
environmental objectives and commitments, in practice, the Bank has done little institutionally to
promote, monitor, or otherwise make mainstreaming happen. Anecdotally, there are excellent
examples of mainstreaming, but no sense of whether those represent atrend or sufficient
coverage. What is missing is evidence of a clear, operational institutional commitment. And that
isworrisome. Performance has been partially satisfactory on lending and mainstreaming.

Safeguards and Environmental Assessments

61. The Bank’ s performance on the environmental safeguard policies remains contentious.
Implementation has been mixed. OED and ESSD reviews of the EA process have found that the
policies and objectives are generally sound, although there is room for improvement, refinement,
and updating (World Bank 1993a, OED 1996, World Bank 1997c). These reviews have
consistently found that the EAs are often not completed soon enough in the project cycle to have
much impact on project design. As aresult, the EA process focuses much more on mitigation than
on improving project design. Criteriafor application of EA standards have not been consistently
applied across regions and countries. Delays in making the EAs available to the public have

44. The Advisory Panel concludes that “the Bank’ s performance overall in mainstreaming of the country level has been
unsatisfactory.”
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contributed to external criticism. Heavy reliance on external consultants has undercut EA
effectiveness and not contributed to building local capacity.

62. Compliance shortfalls highlighted in highly visible projects have cast doubt on the
integrity of quality assurance processes. The Inspection Panel report on the Western China project
and subsequent exchanges highlighted many issues of concern (World Bank 2000c). Guidelines
for application of policies have not been internalized by many task managers and staff, partly
because the provisions are not aways clear. Thisis complicated by the diffusion of responsibility
and accountability associated with matrix management. Line staff are put in a difficult position
trying to apply policies where they have dua rﬁoonsi bilities for monitoring compliance with the
safeguards and for promoting the environment.**Key findings of this report with respect to the
Bank’ s safeguard policiesinclude the following:

63. Clarifying the Palicies. Recent Inspection Panel reports have highlighted a significant
problem with the implementation of EA structure in the Bank due to perceived ambiguitiesin the
scope, intent, and requirements of the policies among staff responsible for their implementation.
According to the Inspection Panel interviews, lack of clarity and sharp differences of
interpretation are prevalent even among senior management (World Bank 2000e). Recent studies
sponsored by OED (IUCN 2000, Boisson de Chazournes 2000) confirm the need to clarify certain
aspects of the EA palicies (for example, the term “significant” is not defined in OP 4.01, but it
forms the distinction between A and B projects). Surveys of task managers confirm that lack of
clarity and authoritative guidance play arole in the problems encountered with the application of
EA policies. While the palicies themselves may be appropriate and adequate, the language both
of the palicies and standards by which they are to be applied need clarification and reliable
interpretation to ensure consistent implementation.

64. Effects on Project Design and Supervision; and Ensuring Sustainability of Results. Most
of the EA work isfront-loaded, focusing on completing the EA and on project design
modifications or mitigation activity to satisfy the recommendations of the EA. Attention to the
process falls off thereafter. Supervision of environmental aspects of category A and particularly B
projects has been weak, and monitoring of action plan implementation spotty. This aggravates the
systematic weakness in compliance monitoring and reporting. As aresult, it is nearly impossible
to verify the effectiveness of mitigation measures. Perhaps most important, the Bank’s
involvement in the EA process formally ends when the project is completed (that is, when
disbursements are completed). There is no regular program for monitoring the implementation
and sustainability of the environmental measures during the subsequent life of the project.

65. Harmonizing Borrower/Bank Standards. Borrowers are establishing their own
environmental assessment regulations and implementation procedures, often with Bank assistance
and encouragement. Many of these structures are still relatively new and they are not strong, but
they have grown out of domestic processes and represent important first steps in environmental
policy development. The national EA requirements are often different from those of the Bank.
Concerns have been raised by borrowers that lack of efforts to harmonize Bank and national
policy application standards in the country leads to unnecessary friction and harms the overall
cause of the environment.““ There isinsufficient guidance on how staff can implement the Bank’s
standards flexibly enough to harmonize with local rules, and to strengthen local processes —and

45. For example, staff who depend on task managers for work assignments under the current work program system may
also be required to monitor compliance with EA policies in projects of the same task manager, creating a conflict of
interest.

46. From interviews during country visits undertaken in preparation of this report.



20

to do so without undermining the basic safeguard policy obj ectives.é his is an important question
that should be considered in the Bank’ s revisions of its EA policies:

66. Application to Adjustment and Programmatic Lending. Adjustment lending was excluded
from the EA process when the policy was initialy formulated. Severa NGOs and internal studies
(Reed 1992 and 1996; Munasinghe and Cruz 1995) have highlighted important impacts that
adjustment lending can have on the environment and recommended methods for incorporating
attention to environmental issuesin adjustment operations. Since March 1999, sector adjustment
loans are included among the projects subject to the EA process. ESSD is currently examining to
what extent and how safeguard policies should be applied to adjustment lending and to other
programmatic operations. It isimportant that satisfactory guidelines be developed for al Bank
lending.

67. Internal Structure and Incentives. Since the creation of the Office of the Environmental
Advisor, application of environmenta mitigation measures has been viewed by a number of
borrowers and task managers as an added cost and burden that impeded rapid project execution.
While such EAs necessarily have a policing element, the culture and structure of the Bank have
resulted in an unnecessarily adversarial relationship that has contributed to making the
environment an enclave activity. The Bank’s model for managing EAs has changed over time, but
ishasyet to find afully satisfactory form.

68. Following the 1987 reorganization, the central Environment Department had authority to
review environmental aspects of al projects, one of only three mandatory reviews external to the
region (the other two were legal and procurement). For a variety of reasons, authority for the EA
process migrated to the regions, while the central Environmental Department retained substantial
independent resourcesto assist in and review decisionsin the EA process. This model was further
modified following the creation of networks and the shift to country-based task budgeting that
began in the 1996 reorganization. Both the central and regional environmental units saw their
own-managed budget resources reduced and became more dependent on country directors and
task managers for most of their funding and staff assignments. As aresult, fewer resources were
available for cross-cutting and cross-border issues and work became more fragmented as staff
sought the security of specific assignments to support their “billable hours.” This also placed
regiona environmental staff in a conflict of interest situation of both policing the safeguards and
trying to build constructive relations with colleagues in other sectors. Regional management was
held responsible for delivering the lending program, but shared accountability for the
implementation of safeguards with the networks. In turn, they held major sway over Network
Anchors through the budget and influence in the sector board. The quality of the EA process
deteriorated.

69. External criticism by NGOs and some donors of the Bank for shortcomings on these
policies combined with lack of clear manageria accountability, created arisk-averse mentaity
among both managers and staff. Some proj ects have been refused because of potentia
environmental risks, and most senior management attention to environmental issues has been
directed to the high-profile, high-risk projects. Partly as aresult of the issues raised in the recent
Inspection Panel investigation of a proposed Western China Poverty Alleviation project,
substantial additional resources (estimated to be about $6 million) have been allocated to
strengthening the application of environmental safeguards and restoring more responsibility to the

47. A background survey on incentives found that task team |eaders considered the mismatch between the Bank’s OP
4.01 — Environmental Assessment policy and the borrower’ s corresponding policies, regulations, and legidation as
being the greatest constraint to implementing OP 4.01.
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ESSD Vice Presidency. Finding a functional model for balancing the roles of the center and the
regions regarding the EA processes should be a high priority.

70. While strengthening the safeguard processesis critical to the credibility of the Bank, care
must be taken not to reinforce perverse incentives. Safeguard policies areincreasingly seento
have primacy among the Bank’s environmental objectives, rather than their proper role asa
backup assurance to high-quality environmental mainstreaming in project design. These
safeguard activities, while essential to display the Bank’s commitment to develop “with a human
face,” should not distract attention from the priority to be given to mainstreaming the
environment in strategy work and all lending activities.

71. Overall, the performance in the area of safeguards has been only partially satisfactory.
Fundamental reform of implementation and accountability processesis critical. Management is
aware of these shortcomings and is strengthening its approach to safeguards. OED has expressed
some reservations about recently proposed changes. Two issues, in particular, remain to be
addressed. Firgt, under the emerging safeguards compliance framework of decentralized
responsibility with central oversight, the members of regional safeguards compliance team will
still depend on cross-support from project task managers for a substantial portion of their own
work program, and thus face a potential conflict of interest. Second, since management monitors
el apsed time between the project concept document (PCD) and the project approval date as a key
performance indicator, there is a built in incentive to delay the formal issuance of a PCD. On the
other hand, since the PCD often represents the first time that a project can be reviewed by, those
not involved in the project, including the staff responsible for quality assurance on safeguards,
safeguards issues may be identified too late in the project processing cycle to allow adequate
consideration of more environmentally friendly alternatives to the project.

Global Concerns

72. The Bank, based on its own analyses and on the recommendations of others, has
promoted initiatives related to climate change at the countﬁi level and as part of the global
agenda. Its focus on global concerns has been appropriate® However, the emphasis on the global
aspects of climate change, protecting forests and biodiversity, desertification, and the like has
seemed to reflect the concerns of devel oped countries and to understate the importance of these
environmenta concerns to local interests and welfare. The issues have become divisivein
international forums such as negotiation of conventions and meetings of the UN’s Commission
on Sustainable Development. Opportunities for cooperation have been missed. Fuel for Thought,
the Bank'’ s strategy for improving the environmental performance of the energy sector was caught
in asimilar debate between global and local approaches and came out aweaker document as a
resullt.

73. The Bank has prepared GEF projects to address biodiversity, ozone depletion, and
international water issues. These have sometimes been isolated, enclave operattjns responding to
the global mandate of GEF and not integrated into coherent national strategies.**In other cases,
they have contributed to larger environmental objectives and helped the Bank’ s effortsto
mainstream.* The Bank is beginning to recognize that while global issues require global

48. See World Bank 2000g for a complete discussion of the efforts made and challenges encountered in this area.

49. The Lake Victoria project in Africa, a successful GEF project, did lead to some associated IDA lending after the
GEF project demonstrated definitively the value of those activities.

50. See World Bank 1998b for more detail on GEF' s performance, which was not a topic of this evaluation.
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cooperation, there are also very important loca reasons to be concerned about them. It has made
modest efforts to promote renewable energy, and much larger efforts to improve energy
conservation in Eastern Europe and the states of the former Soviet Union (FSU), athough the
environmental benefits were primari ly aresult of improving economic efficiency rather than a
primary focus of the operations.* It has promoted the Prototype Carbon Fund, global forest
initiatives, and assisted in work on the desertification convention. It has been a major supporter
and executing agency for the GEF.

74. The Bank’s emphasis on global issues should not detract from addressing regional,
transboundary environmental issues, which are very important for member countries. Many
environmental issues are concerned with watersheds or eco-systems which span national borders.
Cooperation among countries is needed, and the Bank has the potential to facilitate and support
more such cooperation than has been the case so far. The Bank has encouraged membersto take
these issues into account, but it has not undertaken projects to address multi-country
environmental issues. The GEF has taken some initiatives for regional issues, and the Bank
should learn from theseﬁperiences. The strong country orientation of the Bank’ s structure has
impeded such activities”Regions should find ways to do more regiona environmenta work.

75. Considering resource constraints, the Bank’ s efforts to address global issuesin itsown
research and analysis have been satisfactory. It has also begun working with international
agencies and NGOs on global issues. This approach has proven partially effective in promoting
attention to the global issuesin its country dialogues, but has not made much progressin gaining
borrower support to deal with the global issues as normally presented. The Bank’ s efforts have
not yet been satisfactory in the areas of mitigating local impacts of climate change, nor in
addressing regional, transboundary issues. But it is beginning to expand it work in the former.

Internal Structure, Incentives, and Accountability

76. Understanding the Bank’ s own organization and incentive structure is a prime factor in
evaluating its performance in the areas discussed above. Theinitia push to expand environmental
activities was given a highly sectoral flavor by the Bank’ s sector- and country-based structure and
the weakness of the network councils. There were few incentives to build cross-cutting themes
into holistic approaches at either a strategic or operational level. The joint emphasis on safeguards
and environment projects and the continued priority to move projects have reinforced the
compartmentalization of the environment and perpetuated the adversarial relationship between
environmental interests and those who wanted to speed up project preparation and simplify
procedures. So long as mainstreaming the environment was not clearly stated and pursued as a
coreinstitutional objective and staff were not recognized for their accomplishmentsin this area,
there were few material incentives to movein that direction.

77. The expansion of the environmental units, however, brought into the Bank a number of
highly motivated and innovative staff committed to the environment, and they received
encouragement within the Bank’ s environmental community and from some managers. When the

51. Reviews of Bank projects since 1997 in the power, energy, and oil and gas sectors has revealed that few explicitly
analyze or estimate potential greenhouse gas emissions.

52. Its strong country-oriented structure and the difficulty of making loans to more than one country account for part of
this reluctance. There have been exceptions using grant funds, such as the riverblindness program in West Africa, and
several GEF-funded projects (e.g., Aral Sea, Lake Victoria, Maghreb Shipwaste Disposal, Caribbean Shipwaste
Disposal) that suggest innovative means could be found.
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Environment Department had substantial independent resources for environmenta activities,
there was arapid expansion of research, analysis, and lending. The subsequent effortsto
decentralize responsibility and budgets to the regions and country units eroded the capacity of the
Environment Department to integrate thematic environmental concerns more broadly into sector
programs or to monitor implementation of policies. Increased necessity to compete for resources
further reduced the environment to a low-priority sector. These changes diminishd the Bank’s
capacity both to mainstream the environment into country programs and to implement its
safeguard policies effectively. It istg? often viewed as aluxury that can wait rather than a centra
part of the development objectives.

78. With increasingly constrained budgets, task managersin other sectors often viewed
environmental inputs as an added cost and chose not to include environmental staff unless
absolutely necessary. Thjs made mainstreaming harder and led to underfunding of some
safeguarding activities.* ' Environmenta staff have exercised a great deal of ingenuity to raise
funds from other sources to support their activities. Although external funding sources have been
valuable in the short term, they have their costs. Considerable staff time is spent raising funds
rather than working directly on tasks. ditions on this funding may distort the direction of the
activitiesto the priorities of the donors.> And the reliance on external funding has tended to
further reinforce the separation of the environment from mainline Bapk activities and access to
normal Bank funds, creating more division rather than incorporation.

79. The Bank as an ingtitution and in the statements of its last four presidents has made
strong commitments to supporting the environment. This has been reflected in the creation and
alocation of resources to the Environment Department, expanded environmental activities, a
number of major external partnerships, and strengthening the safeguard processes. However,
these actions have not been accompanied by incentives or direct action by management to ensure
that mainstreaming takes place. Senior management reviews of CASs did not focus on
environment issues unless there was areputational risk issue. Responsibility for other
environmental aspects, was del egated to the Environment Department, which was outside the
operation line responsible for country strategies, projects, and other activities and for which it had
insufficient independent resources. Theinitial instructions for the PRSPs did not mention the
environment. No system has been established to define objectives for mainstreaming or to
monitor results. Without guidelines and assignment of responsibility, no oneis held accountable
for mainstreaming.

80. The series of reorganizations implemented over the past 13 years have had as a goal
improving cooperation across sectors and moving toward a more holistic approach.
Unfortunately, the successive reorgani zations have tended to reinforce the Bank’ s tendencies

53. Unfortunately, a number of high-level initiatives and partnerships, while important in themselves, have tended to
reinforce the sectoral separation of the environment from other activities. Many of these initiatives have created small,
separately funded units to carry out specific mandates, such as the Prototype Carbon Fund, or they carry separate grant
funding, such asthe Montreal Protocol. Both approaches fragment rather than integrate environmental issues.

54. There were increments to the budget overall in 1997 for safeguards activities, but after allocation to the regions,
they were not earmarked and went into general resources. It has not been possible to determine how they were spent.

55. Thisis not a criticism of donor priorities, but having to respond to differing external priorities makes putting
together a coherent program within a country context more difficult.

56. Thisis aso true of GEF funding. Some Bank staff interviewed stated that they were really working for GEF and
doing GEF projects as the only way to maintain their positions and get an environmental foot in the door of many
country programs.
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toward sector fragmentation. With some exceptions, the other networks are not moving to
mainstream the environment in their strategies or programs.

81. The allocation of responsibility and accountability regarding the environment is a major
factor in this. Senior managers have not been held accountable for incorporating environmental
concernsinto the activities of their units, either in the regions or in the networks. This problem
has been recognized and a new task force formed to try to clarify the accountahilitiesin the
matrix. The results on the ground have yet to emerge. In the case of safeguards, regional
responsibility for approval of EAswas hot accompanied by adequate accountability. The regiona
vice presidents were not accountable for the EA process. That was located in the regional
environmenta units, which were faced with conflicting objectives of enforcing the policies and
contributing to regional lending targets. ESSD and senior management are putting in place a new
system that is intended to produce clearer accountability and much better results. It should be
monitored closely.

82. Given the many other pressures on staff and managers and the ambivalence of many
governments regarding the role of the environment in development, it is understandable that the
environment has gotten alow priority. The current system does not provide the appropriate
accountability structure to meet the Bank’ s commitments to incorporate environmental
sustainability into its core objectives and to mainstream the environment into its operations. It is
not that the individuals who operate ﬁithi n the system do not work hard to try to meet the
objectives on which they are judged.f- Rather, the time has come to examine how the Bank should
align its goals and priorities with clear incentives, lines of accountability, and authority to achieve
results. Management has aresponsibility to define its priorities and objectivesin a manner that
can be implemented with available resources, even in the face of pressure to overload its
mandate. In the case of the environment, which is commonly seen as central to poverty
aleviation and growth, this means better integration into a coherent strategy and better
monitoring.

83. The Bank’ s organizational and incentive structure has supported the expansion of Bank
direct lending for the environment to about 6 percent of the overall portfolio. (If environmental
components are included, the share may be about 10 percent.) Environmenta |ending made up
nearly 3 percent of new commitmentsin fiscal 1999. The recent budget cuts will test whether this
level can be maintained. However, the Bank’ s structure and incentives reinforce the treatment of
the environment as a sector. The Bank’ s accountability structure has not been able to encourage
the mainstreaming of the environment in a satisfactory manner or convince managers and staff to
make it a cross-cutting theme. Unless and until that happens and the environment becomes part of
the Bank’s core objectives and a normal part of doing quality anaysis, projects, and strategies,
the tension between the Bank and its stakeholders that has characterized the past decade will
continue and probably intensify.

5. Recommendations

84. By and large, the findings of this evaluation are not new and are similar to those of other
donors who have aso evaluated their environmental programs (see Annex A). Many are based on

57. And many environmenta staff and some managers follow their own commitments to the environment despite the
lack of reward and incentive in the system.
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internal and external studies done over the past decade. The need to make environment a strategic
priority was recognized by the Bank with the creation of the Environment Department and
reaffirmed at the Rio conference and in the 1992 WDR. Various presidential statements and
individual initiatives reflect an awareness of the importance of the environment. NEAPs were to
be integrated into country strategies, EAs were supposed to be broadened to sectoral and regional
bases, the GEF was supposed to complement Bank programs, not become a substitute. Why
didn’t this happen? The preponderance of evidence suggests the following: (1) The Bank did not
mount a concerted effort to integrate doing positive environmenta good as a critica priority inits
core objectives. The cross-sectoral and thematic aspects of the environment received little
emphasis, and most disconcertingly, the fundamental link between environmental sustainability
and poverty alleviation was not pursued. (2) The Bank’s safeguard policiesto prevent or mitigate
against environmental harm from its projects, while sound in conception, were not accompanied
by clear standards and consistently effective implementation. This has resulted in increased
reputational risks and diversion of attention to damage control. (3) The Bank’s effortsin dealing
with global issues have been hampered by their early formulation as goals externa to member
countries and by the strong country orientation of the Bank.

8b. In all of these areas, the structure of incentives, priorities, and direct processes of
accountability from senior management down the line have not been supportive of strategic
inclusion of the environment, of adegquate monitoring and evaluation, nor of positive recognition
of activities and staff in this area. While it may be argued that Bank management reflects the
ambivalence of its collective membership on thisissue, that ignores the leadership role attributed
to and accepted by the Bank for the promotion of equitable and sustainable development. Unless
the Bank expressesiits priority for the environment and demonstrates how to implement this
priority in its programs, it is hard to expect its borrowers to take the lead. Simply recommending
more or better NEAPSs, alocating more staff or resources to the environment, or doing better EAs
will have no more impact than in the past. The recent emphasis on being responsive to clients
makes exercising the Bank’ s leadership and role modeling functions even more critical.

86. The findings highlighted a number of specific strengths and weaknesses of the Bank’s
performance on the environment. Many of these can and are being addressed. The critical issues
that must be addressed by the Environment Strategy and the Bank’ s senior management stem
from the three major shortcoming identified above. The agenda presented below is a medium
term set of corporate objectives. It calls for judicious sequencing and gradual implementation in
line with the resources actually allocated to enhance the implementation of this corporate priority.
The forthcoming sector strategy paper provides a unique opportunity to secure arealistic and
workabl e consensus among the membership about the future role of the Bank on the environment.

87. Recommendation 1: In pursuit of holistic, long term development and the
International Development Goals, the Bank should build on its compar ative advantage and
analytical capacity to demonstratethecritical role of the environment in sustainable
development and poverty reduction. It should incor por ate environmental objectivesinto its
core strategy and its operations. In particular, the Bank should:

» Reform the structure of its management, staff and budget incentives to give added emphasis
to achieving environmental objectives.
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» Integrate environmental sustainability into country and sector strategies.

» Make the environment a central feature of policy dialogue with core ministries, with
particular attention to the links between the environment, poverty reduction and sustainable
livelihoods.

*  Ensurethat environment is adequately covered in due diligence ESW (such as the proposed
development policy reviews). When the CA S indicates a need for more in-depth analysis of
environmental issues, environmental ESW should be carried out in a participatory manner
taking full account of the work carried out by partners (e.g., national strategies for sustainable
development proposed by DFID).

* Mainstream environmental concernsinto its research and operations. Adequate guidance,
standards, and monitoring should be put in place so that staff have the tools and incentives to
implement the environmental strategy.

»  Strengthen monitoring and evaluation of progress on the environment in CASs and SSPs. To
thisend, it should expand the use of environmental indicatorsin country analysis, particularly
indicators of environmental degradation in terms of GDP.

» Enhanceits efforts at capacity building in member countries, strengthening institutions,
policies, and regulatory enforcement.

88. Recommendation 2; The Bank should review itsenvironmental safeguard oversight
system and processesto strengthen accountability for compliance. In paralld, the policy
framework should be moder nized and adapted to the changing practices and instruments
being used by the Bank and take account of recent experience. In particular the Bank
should:

» Ensurethat the safeguard policies and standards for their implementation are clear and fully
understood by managers and staff.

» Define policies and practices for treating environmental issues in adjustment and
programmatic lending not currently covered by the EA policy.

*  Provide adequate and independent funding for oversight of safeguard processes and shield
compliance review processes and staff from conflicts of interest.

» Allocate accountability and responsibility for implementation of the safeguard policiesto the
relevant line managers and empower the central environment unit to intervene where
compliance problems are identified.

» Establish atransparent adjudication process to resolve differences and avoid muddying
responsibility and accountability.

58. Thisis not to propose a one-size-fits-all approach but appropriate inclusion among other key priorities with explicit,
country-specific priorities worked out within the overall framework.

59. The Advisory Panel recommends “that definitive clearance authority on every project with environmental
implementations should be centralized to ensure clarity and consistency in the application of safeguard policies.”
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Help build borrowing countries’ capacities to formulate and implement EA policies, and
manage environmental resources and risks.

Recommendation 3: The Bank should help implement the global environmental

agenda by concentrating on global issues which involvelocal and national benefits. In
particular, the Bank should:

Identify environmental actions that achieve national and local benefits while addressing
critical issues of global concern.

Assist countries to prepare for the impacts of global environmental degradation such as global
warming, and support transitions to renewabl e energy sources and end use efficiency.

Give adequate attention to regional (transboundary) environmental issuesin its analytic and
program work, including cross-boundary cooperation.

Enhanceitsrole asaglobal leader in the environment through its public statements, being a
role model through its own actions, and promoting understanding of the poverty-
environment-devel opment nexus.

Use its convening power and partnership programs to increase attention to environmental
issues of common concern, promote coordination among donors, and empower all
stakehol ders to achieve common objectives.
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Annex A. Donor Evaluations

Four Donors have recently evaluated their environmental aid programs: Norway, 1995;
Denmark, 1996; Finland, 1999; and UK, 1999 (Denmark, Ministry of Foreign Affairs 1996a.
Finland, Ministry for Foreign Affairs 1999a, 1999b, 1999c¢, 1999d, 1999¢, 1999f, FNI and ECON
1995, Hint et al. 1999). These were major studies of one to several volumes. They have come to
surprisingly similar conclusions that are consistent with those of this review. Although their
programs are generally smaller than the Bank’ s overall, these evaluations are important because
many Bank countries have expressed a preference for bilateral (grant) support for environmental
projects.

While the emphasis and terms of expression differ across reports, the themes expressed
here are common to al studies. They all note that environment has been made a high priority in
their aid programs and express confidence in the formulation and emphasis of their policy
statements. They also express some satisfaction that their programs have had positive impacts and
that progress has been made. Beyond that, the picture is not good.

A significant gap between the rhetoric and reality is amajor themein all reports, and the
more recent indicate afalling-off in performance in the late 1990s as effective priorities seem to
have shifted away from the environment.

Thereports find that translation of environmental goalsinto action is weak for a number
of reasons:

»  Country-level strategies are hon-existent or inadequate (usually both from the donor
and country points of view, though the availability of NEAPs was welcomed).

» Thereisalack of clear targets and guidelines for staff to follow.

» Not enough skilled staff are available, and those that are on board are stretched too
thin and do not have the necessary authority.

» Thereisnot enough integration or mainstreaming of environmental issues into other
projects.

* Thereisapaucity of monitorable environmental indicators.

» Application of EAsis deficient and where applied, they are often too late in the
project cycle to do more than risk mitigation.

The reports aso focused on the lack of adequate monitoring and eval uation of
environmental projects and of the inclusion of environmental concerns in other projects. Internal
feedback systems were deemed inadequate. Management reviews rarely addressed environmental
issues, so there was no effective accountability for achieving the environmental principles and
goals that had been articul ated.

The recommendations suggested improvements in the areas noted above. Particular
attention was given to getting better strategies, to improving implementation across the board, to
getting better indicators and to improving monitoring.
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Although the Bank has rightly been under pressure from its donors to improve its
performance, it is interesting to note that the shortfallsidentified for the Bank also occur in many
of the donors' own programs. This suggests that promoting environmental sustainability is
difficult and not internalized in any of these institutions to the extent that it ought to be. There
may be good reason for a cooperative effort to improve performance. Coordinated efforts on
developing strategies, environmental indicators, and monitoring and eval uation procedures would
be a good place to begin. This should be supplemented by effective in-country coordination of
environmenta programs and their evaluation rather than independent implementation of each
donor’ s program.
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	89.	Recommendation 3: The Bank should help implement the global environmental agenda by concentrating on global issues which involve local and national benefits. In particular, the Bank should:
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