WORLD BANK OPERATIONS EVALUATION DEPARTMENT

India: The Challenges of Development
Overview of Sectoral Assistance Evaluations

An OED Country Assistance Evaluation

OED India CAE Working Paper Series No. 16

Gianni Zanini

Winter 2002
TheWorld Bank

HTTR/AWWW WORL DBANK ORG/OED! Washington, D.C.



http://www.worldbank.org/oed

Copyright ©2002

Operations Evaluation Department
Partnerships & Knowledge Programs (OEDPK)
e-mail:ecampbelpage@worldbank.org

e-mail: gline@worldbank.org

Telephone: 202-458-4497

Facsimile: 202-522-3125

The OED Working Paper Series disseminates the findings of work in progress to encourage the exchange
of ideas about enhancing development effectiveness through evaluation. An objective of the seriesisto get
the findings out quickly, even if the presentations are somewhat informal. The papers carry that names of
the authors and should be cited accordingly.

The findings, interpretations, opinions, and conclusions expressed in this paper are entirely those of the
authors. They do not necessarily represent the views of the Operations Eval uation Department or any other
unit of the World Bank, its Executive Directors, or the countries they represent.

This Working Paper was published in the Partnerships and Knowledge Group (OEDPK) by the Outreach
and Dissemination Unit.

Director-General, Operations Evaluation: Robert Picciotto
Director, Operations Evaluation Department: Gregory Ingram
Manager: Ruben Lamdany

Task Manager: Gianni Zanini


mailto:eline@worldbank.org

Contents

== Tor PSR %
Selected SeCtorS and TOPICS......civeiieieiierie et e e ss e e sreetesreesreenne e 1
Overview Of SECtOral ASSISIANCE........cocuiiieiieie et es 1
Public Financial Accountability: A Promising Beginning ..........ccoccveveveninieeneneneniens 11
Mainstreaming of Participation, but Resettlement Safeguards Still Contentious........... 11
Gender: Unsuccessful MaiNStreaming.........coeeeeeeieienenenesesieseseses e 13

Annexes:

A e e e ettt et e tententeareareeneeneennennan 15
Table A.1: Sectoral ASSISIANCE RELNGS ......ccveiverieierierie e 15
Table A2: Matrix of Country Assistance Issues for Major SeCtors.........ccocvveeeeenees 16

B. Evaluating Bank Assistance for Poverty Reduction (J. van Holst Pellekaan) ............ 33

C. Evauating Bank Assistance for Public Sector Management (B. Tunce) .................. 39

D. Evaluating Bank Assistance for Financial Sector Development (D. Khatkhate)........ 43

E. Evaluating Bank Assistance for Private Sector Development (D. Khatkhate) ........... 45

F. Evaluating Bank Assistance for Urban Development (O. P. Mathur) ...........cccceeu..... 47

G. World Bank Assistance for Water Resource Management
(G.K. PItMan/1. SINGN) ....coueeiiieieieseeeeeee et 51

H. Evauating Bank Assistance for Agricultural & Rural Devel opment
(J. van HOISt PEIlEKBEN).........cocieeiiecie ettt sttt 55

I. World Bank Assistance for Forestry
(N. Kumar/N.C. SaxenalY. Alagh/K. Mitra) .........ccccevveiiieiiie e 59

J World Bank Assistance for Energy (R. BEIMEY) ....cc.oeeeeiiieiiieiee e 63

K. Evauating Bank Assistance for Transport Sector Development (H. Levy) ............... 67

L. Evauating Bank Assistance for Environmental Sustainability

(K RINGSKOG/N. CROW) ..ottt 69

M. World Bank Assistance for Population, Health, & Nutrition

(R. RIAKEI/P. IMUSTIOVE) ....veeieieetieciteesieeeteesteesee et ssee e e ssaeeseessaesntaessaesnseesnessnseenns 73

N. Evaluating Bank Assistance for Education Sector Development (H. Abadzi) ........... 79

O. Evauating Bank Assistance for Social Development (W. van Wicklin I11)............... 83

P. Evaluating Bank Assistance for Gender Equality (A. Basu) .......cccccceveeieeieeiecnenen. 87

Q. Evauating Bank Assistance for Public Financial Accountability (V. Sahgal/D.

(@8 7= (= 0 o ) PSSR 89

R. Main Lessons From Evaluations (R. Balasundaram and P. Laverley)..........ccccouee.. 91

S. Aid Coordination Survey ResultS (B. Yal€)......ccccoveeveeiiieereee e 95

T. Efficiency of Bank Business (J. van Holst Pellekaan/O. Rgjakaruna) ............ccccceeeveevecnennene 99



U. IFC sAssistanceto India (Regional IFC Staff) .......ccccevviieiiiisce e
V. Report from the Committee on Development Effectiveness (CODE) .........cccccevvvceeveeeenen,

References



Preface

This Working Paper also serves as volume 2 of the India Country Assistance Evaluation, India:
The Challenges of Development. Included in this volume, in addition to the introductory text,
taken from Chapter 4 of the main study, are all the annexes, which arelisted in the Contents.



Selected Sectorsand Topics

Overview of Sectoral Assistance

The effectiveness of Bank assistance during the 1990s varied among sectors. Results
have been strongest in power (in the second half of the decade). They have been good in
private set]hor development, population, health, nutrition, and education and modest
elsewhere.

Public sector management

Fiscal adjustment and public enterprise reform were supported by the 1991 structural
adjustment loan, but with little long-term impact. Together with the other two projects of
the early 1990s (the External Sector and the Social Safety Net adjustment operations), the
Bank supported institutional changes in taxation; the financial sector; and the trade,
foreign exchange, and investment regimes. Since explicitly acknowledging the
seriousness of governance problemsin the December 1997 Country Assistance Strategy
(CAS), the Bank has paid much more attention to thisissue in both its lending and non-
lending activities. Civil service issues are beginning to be addressed in the focus states.
The Bank’s economic and sector work (ESW) on public sector management, while
inconsequentia at the center, is having a stronger impact at the state level. Fiscal and
public enterprise reform issues are also being addressed in the context of state-level,
policy-based lending.

Institutional development components of projects were more focused at the agency level
(and even here, narrowly so, mostly in skill upgrading and management) than broadly at
the sector, state, or national level. Results were modest. Only 16 out of 100 projects
completed in Indiaand reviewed by OED in a 1997 survey had a primary focus on
institutional development. In the face of weak line ingtitutions, the Bank relied on project
implementation units to ensure better project performance, but this has been at the
expense of strengthening or reforming the existing institutional machinery.

Financial and private sector devel opment

The Bank’s high-quality ESW, intensive policy dialogue, and lending operations
(including the three adjustment loans) in the early 1990s were relevant and contributed
effectively and in atimely way to good progress in the incentives framework facing the
private sector and to strengthening the financial system. India' s commitment to structural
adjustment in 1991 represented a clear breakthrough from the piecemeal approach to
policy change.

In the second half of the decade, however, a Bank loan supporting the restructuring of a
small number of public banks achieved very little and had virtually no demonstration
effect on the rest of the banking system. But the Bank’ s strong advisory role helped

1 Annex A, table A.1, contains the evaluators' ratings of the Bank assistance in all the sectors covered by
OED sector studies or Country Assistance Evaluation background papers. Table A.2 contains a description
of sectoral assistance strategies' objectives and achievementsin a matrix format. Annexes B through Q
contain the summaries of all sectoral evaluation inputs (CAE background papers and OED sector reviews),
which are available from OED upon request.



maintain the momentum of the financia sector reforms. Moreover, many impediments to
private sector growth remain unaddressed, such as labor market rigidities, delayed justice,
poor corporate governance, slow and ineffective privatization of public enterprises and
banks, and lack of private sector participation in the development of ports and roads.
These are areas where the policy dialogue could have been more forceful.

Urban devel opment

The Bank has not finalized an urban development strategy, even after amajor but
protracted sector study and evaluation of its unsatisfactory experience in the 1980s. There
has been virtually no new lending during the 1990s except for water supply and sanitation
projects. However, the reach of the eight projects completed and evaluated has been
limited, and in most cases the borrowers weak commitment to the agreed pricing and
ingtitutional reforms meant that even their limited outcomes were not sustainable. In spite
of 25 years of Bank assistance for urban water supply projects, no Indian city today can
provide safe water for more than a few hours a day, and most water and sanitation agencies
arein financia difficulties and offer inadequate service.

Relevance of sectoral assistance has been improving in the late 1990s, but remains
modest. Three ongoing projects are being implemented satisfactorily, according to the
latest progress reports. But they also are narrowly focused on specific cities rather than
on sector-wide issues and municipa development. Furthermore, there has been little
follow-up by the Bank on its 1996 sector work (which the Quality Assurance Group,
QAG, judged “an outstanding piece of analytical work™) for building the capacity of
municipalities, assisting the central and other tiers of government in implementing the
urban agenda, and fostering a better balance between private and public participation.

Agriculture and rural development

The Bank’s 1991 country economic report concluded that Indian agriculture wasin crisis,
largely brought about by serious policy and institutional shortcomings at the central and
state government levels. Given the importance of agricultural and rural development to
economic growth and poverty reduction, adjustments in agricultural sector policy
deserved to be pursued within the government’ s broader program of stabilization and
reform. Despite the report’s conclusions, agricultural policy issues were never near the
top of the Bank’ s strategic agenda during the first half of the 1990s. Since there was a
similar lack of interest on the government side, the Bank made only weak attempts at
meaningful dialogue on agricultural policy. This neglect also held up further analytical
work by the Bank on Indian agriculture and weakened the relevance of its sectoral
assistance.

Compared with the late 1980s, there was a reduction in Bank lending for agriculturein
thefirst half of the 1990s, but this was largely due to areview of the dominant irrigation
lending component rather than a response to the unsatisfactory policy environment in the
sector. Nonetheless, the Bank continued to lend substantial amounts in the sector in an
overregulated and inefficient policy environment, with many stand-alone projects
addressing relatively narrow issues. In afew states, the Bank sought adjustmentsin
agricultural policy, with some success (for example, in water pricing). Such efforts,
however, were often undermined by weak enforcement of the hard-won project
covenants, while large-scale lending continued.



The Bank’ s assistance program was also slow to adjust to changing circumstances. For
example, the extension system assisted by a Bank-funded project was geared mainly to
supporting irrigated grain production rather than diversified and rainfed agriculture,
which would have been more relevant for rural poverty reduction. Earlier extension
projects also used the discredited training and visit system, but revised extension models
are being explored in two recently approved projects (the National Agricultural
Technology and the UP Diversified Agricultural Support projects).

In the second half of the 1990s, lending for agriculture and rural development increased,
but the Bank concentrated on a few main subsectors and placed even more emphasis on
state-level reforms. The new, sharper focus of assistance arose out of the realization that
the earlier neglect of agricultural policy issues and the dispersion of projects had limited
sustainable impact on poverty reduction and were creating serious problemsin project
implementation and performance. The increased lending was for irrigation and drainage
(still the dominant part of the portfolio), watershed and area development, and forestry.
There were also project components directed at agricultural research and extension.
Overall, Bank lending was largely directed to states willing to adopt significant policy
reforms, such as for water management and pricing. This more selective and relevant
sector orientation had a greater impact on rural development institutions than the
disparate and enclave projects of earlier years.

Providing the rural poor (mostly landless peasants or farmers on marginal lands) with
access to land on aformal basis—rather than through often illegal tenancy
arrangements—and more off-farm employment opportunities, which in recent years have
increased slowly, isimportant for sustained poverty reduction (World Bank 2000). Over
the last few years, the Bank has indeed focused more on the assetless rural poor, although
the mgjority of the ongoing rural development projects still favor those with such assets
asland. Bank researchers have recently argued in favor of the need for agrarian reform
in India, including improved land distribution (Mearns 1999; Mearns and Sinha, 1999).
Nevertheless, for enhanced off-farm (as well as on-farm) employment opportunities for
the poor, boosting agricultural production remains critical, because "the greatest
stimulant for growth of the nonagricultural economy in rural areas is dynamic agricultural
growth" (Fisher, Mahagjan, and Singha 1997). Such aboost in the sector’s growth, in
turn, will require substantial policy improvements.

In 1999, the Bank concluded a mgjor review of rura development and poverty reduction
that had began in the mid-1990s with the commissioning of various subsector reviews
and culminated in a good synthesis report that pointed to substantial shortcomingsin
incentives, institutions, and public expenditure priorities. The report, however, should
have taken a bolder approach by presenting more specific recommendations (see box 1).
In light of this sector work, the Region is currently defining its sectoral assistance
strategy, but it remains unclear how the Bank intends to strengthen the focus on
agricultural and rural development policy in itsfuture policy dialogue, in its %(erall
country strategy, and in its operations at central and state government levels.

2 Inits comments on an earlier draft, the South Asia Region noted that it has an ongoing, very detailed,
and meaningful dialogue on a number of issues relating to rural development and poverty reduction at the
statelevel. According to the Region, there is no disagreement in India, at least at the policy levels, about



Box 1: Cautious Conclusions Cloud the Policy Dialogue for Rural Development

A QAG review pand found that India— Towards Rural Development and Poverty Reduction
report (World Bank 1999), as a synthesis, contains much good analytical material and the thrust of the
report’s conclusions and recommendations is sound. But it presents surprisingly timid recommendations for
changes in incentives, institutions, and investments.

The panel acknowledged the report's strong points, which included its synthesis of existing but
unexploited analytical work and its discussion of sequencing of proposed policy changes (quite ararity). In
line with the rural development strategy that was advocated in Rural Development: From Vision to Action,
it addresses rural, not just agricultural, development; poverty reduction in its widest dimensions (except for
land redistribution); and desirable changes in incentive regimes, institutional arrangements, and public
investment.

The QAG panel thought that the Bank should have taken a bolder approach by being more specific
on recommendations for reductions of subsidies for canal irrigation, power, and urea, and by leveraging its
lending on corresponding actions (although best handled separately). Nonethel ess, the renewed interest of
the Indian government to review its agricultural policies and rural development strategy led the panel to a
positive assessment of the report’ s likely impact.

The Country Assistance Evaluationn sectoral background review also concluded that the report
could have been bolder in presenting its conclusions and that itsimpact on crucial issues for rural
development and the poor remains uncertain. The report was discussed at a workshop in New Delhi and
subsequently with the government, but no further dissemination in the states had been initiated by end-
2000.

Lending in the irrigation subsector had been a crucia part of the Bank’ s support for
increased grain production based on Green Revolution technology, which depended
heavily onirrigation. Through the 1990s, it still accounted for about 50 percent of the
agricultural portfolio. Since early in the decade, Bank assistance has been mostly for
river basin development through state-focused Water Resource Consolidation projectsin
the context of increasing pressures on domestic, agricultural, and industrial water
demand. Magjor objectives were improved river basin planning and water management to
increase the reliability of water supplies and support higher agricultural productivity.
These projects were also intended to help complete a number of older projects whose
implementation had stalled.

But these projects focused too much on construction and not enough on institutional
reform and water management. Also, irrigation projects continued to be implemented in a
policy environment providing the wrong incentives for water use and agricultural
production. Results have been disappointing so far. Only half the 18 projects completed
in the 1990s have been rated as satisfactory, only one-third were judged to have had

the need to revise fertilizer, water and power subsidies to agriculture and the central government has been
moving, abeit cautiously, in the same directions recommended by the Bank’ s sector work. It also
maintains that the public debate on the need to remove domestic and external trade restrictionsis quite
healthy, with the Bank having taken every opportunity to bring thisissue to the notice of policymakersin
the “focus’ states. Inthe Region’swords. “For example, the establishment of the rural poverty reduction
task force in Andhra Pradesh and the proposed rural policy review in Karnataka will give an opportunity to
lay these issues out and discuss them with major partner states. In Uttar Pradesh and Rajasthan, the Water
Sector Restructuring projects offer an opportunity to come to grips not only with the pricing issue with
regard to water but also with institutional reform of water management agencies.” A number of states are
finally “taking water resources management seriously. Cost recovery inirrigationisno longer a
controversia issue. Theissueisrather one of when and how it must be phased in.”




substantial institutional development impact, and only three were evaluated as having
likely sustainability (for an example of afailed project, see box 2).

Box 2: An Extraordinary Failure—The Upper Krishna lrrigation |l Project

Objectives. The Upper Krishna Irrigation Il project (a$167 million IDA credit approved in 1989 and
closed in mid-1997) had the commendable objective of increasing employment and incomes of 100,000 poor
familiesin the arid north of Karnataka. It was to do this by developing 150,000 hectares of irrigation, including
dam construction; resettlement, and improvement of the living standards of displaced persons; strengthening
capacity inirrigation management; and contributing to an effective anti-malaria campaign.

Weak I mplementation. The physical objectives were only partially achieved (80 percent). While the
plentiful availability of irrigation water at virtually zero cost to users has increased yields and returns by 200-400
percent, slow development of the command area and inefficient utilization of water resources has led to
practically no net benefits to the project because of the substantial project cost. There are now no functioning
water users associations, despite fifty having been created during 1990-92. Association members had stopped
water rotation soon after the project delivered ample water, as they saw no reason to ration water and submit
individual delivery preferences to group decisions. Moreover, the oversupply of water with considerable water
logging has caused serious damage to houses and crops.

For the state government, dam construction on the Krishna river was the priority. As aresult, despite
written assurances, dam construction took place and many villages were submerged without completion of the
resettlement arrangements. Resettlement expenditures by the state government after closing of the Bank’ s credit
have been $166 million, compared with $101 million during the eight years of Bank assistance. Thisinflux of
funds, combined with improved administrative procedures and institutional capacity, has led to more resettled
families utilizing income-generating-scheme grants (from 12 percent to 16 percent), land purchase grants (from
16 percent to 29 percent), and house construction grants (from 33 percent to 51 percent).

Outcome and Lessons. Despite the late corrections to the resettlement component, this project had an
unsatisfactory outcome and is unsustainable. The project provided the following lessons: the Bank ignored its
own agreement with the state government on the need for coordination between irrigation development and
resettlement; water management reforms were not pursued; and supply-led irrigation development cannot be
sustained.

In the second half of the 1990s, following the release of a global Water Resources Policy
Paper by the Bank (but at the same time as the Bank’ s review of irrigation strategy for
Indiaiin 1998), the Bank’ s irrigation assistance has focused increasingly on strengthening
theinstitutional capacity of irrigation management systems, the establishment of water
users associations, and cost recovery for irrigation water. The new crop of projects
appears to be performing much better than their forerunners.

The Uttar Pradesh Sodic Lands Reclamation project, for example, has not only been
technically successful but has also created increased opportunities for women and the
poor to gain access to productive land and higher incomes (see box 3). Another example
of the Bank’s new approach is the ongoing irrigation component of the Andhra Pradesh
Economic Restructuring project, which focuses on reducing the role of government and
enhancing the role of beneficiariesin the management of maor parts of irrigation
systems. In three years there has been a remarkable improvement in the rehabilitation of
canals, water management, and cost recovery in Andhra Pradesh as aresult of the
empowerment of water users groups to manage the tertiary irrigation systems.




Box 3: Strong Local Institutions and Right Incentives: Uttar Pradesh Sodic Lands
Projects

The main objective of the two Uttar Pradesh Sodic Lands Reclamation projects (the first approved
in 1993 and almost completed, and another approved in 1999) is to reclaim areas that have become
contaminated with high levels of salt in the soil and were unproductive under previous water management
regimes. Backed by enthusiastic support from the state government, the approach involves large-scale
drainage, the use of chemicals, on-farm development, the promotion of forest species on community lands,
and strengthening local ingtitutions so they can participate in implementing the land reclamation program.
An important target group for the use of the reclaimed land is the poor and landless.

Very substantial benefits have come from crop diversification and increased crop yields, leading to
an amost 50 percent increase in family income. Paddy and wheat yields have risen from 1.2 to 3.74 tons
per hectare and from 0.75 to 2.63 tons per hectare, respectively. About 11,138 hectares have been allocated
to the landless (average farm size is about 0.5 hectare). Village implementation committees review and
decide on land allocation. Women’ s self-help groups operate small-scale credit schemes.

Planned recovery of operation and maintenance costs will be only partial in the short term. But
since most of the beneficiaries are poor and the farms are very small, this may well be a better way to
transfer resources to the poor.

Improving the quality and quantity of rural water suppliesis one of the important
development challenges in India—on average, only about 75 percent of the rural
population has access to public water supplies, which still leaves some 175 million
people without safe public water. While many rural development projects also contain
rural water supply components, the performance of two completed stand-alone projectsin
Maharashtra and Keralawas modestly satisfactory at best, but two other ongoing projects
in Karnataka and Uttar Pradesh are progressing satisfactorily. The thrust of the ongoing
Bank assistance—to improve health and productivity by creating conditions at the state
level for the sustainable supply of safe water through increased involvement of the
private sector—is appropriate, as neither the Bank nor governments can possibly assist al
rural areas directly.

Two watershed management projects (classified as environment projects) were approved
in FY 90 and implemented satisfactorily. They addressed watershed issues in the “plains’
and the “hills” in anumber of states. At the end of FY 99 a second hills project, designed
to intensify a participatory approach to implementation, was approved. A series of
watershed projects is being planned, in contrast to area development projects, to reflect
the idea that watersheds should be the organizing principle for area development in rural
settings. While Bank assistance for rural roads has been relatively limited, it has been
highly relevant and efficacious throughout the decade.

In the early 1990s, the Bank launched a new program of assistance for the forestry sector
based on the government’ s policy statement of 1988 and the Bank’ s forestry policy paper
of 1991. The Bank’s policy (similar to the government’s) was based on four principles:
multisectoral approach and international cooperation; rectifying market and policy
failuresthat led to deforestation and unsustainable land use; financing operations that
lead to socially, environmentally, and economically sustainable resource expansion and
intensification; and preserving intact forest areas.




In addition to the multistate Forestry Research, Education, and Extension project and the
Ecodevelopment project, the Bank financed six state forestry projectsin the 1990s that
supported the devel opment strategies of the state forest departments and also aimed at
strengthening the capacity of the relevant state institutions. Much of the population living
around forests is poor, and hence this assistance has an impact on poverty reduction
through employment and the generation of productive assets.

Thereis considerable variation in the performance of these projects depending on the
commitment of the state forestry agencies, but their main contributions have been to:

» Provide crucia additional financing for important state forestry programs that
have generated employment for the poor.

» Strengthen local capacity for forest resource management.

* Improveforestry officials attitudes toward community participation.

» Raisepolicy and institutional development issues for discussion among
stakeholders.

Issues that need attention in future Bank assistance include an expanding role for the
private sector, the revenue-raising capabilities of the forest sector, the marketing of non-
timber forest products, the clarification of the respective roles of the center and the states
in forestry, and project sustainability.

Power

The poor performance of power projects and the post-1991 adjustment spirit led the Bank
in 1993 to decide that new lending would be conditional on the adoption of far-reaching
restructuring of the state electricity boards. The conditions included unbundling
generation, transmission, and distribution; establishing an independent state regulatory
authority; and privatizing al distribution facilities and all new generation investment.
Since 1996 a new series of highly relevant power projects has emerged in afew states,
with strong client ownership (Orissa, Haryana, Andhra Pradesh, Uttar Pradesh) and a
substantial demonstration effect on others. A QAG review panel found the ongoing
Andhra Pradesh Power adaptable program loan ($210, approved in February 1999)
highly satisfactory, and noted that the Bank’ s sequential state-by-state approach yields
opportunities for learning from experience across states with eventually important cost
savings. Both the OED sector evaluation and the QAG review panel concluded that the
South Asia Region’s approach in Indiais a best practice model that should be emulated
throughout the Bank's energy sector portfolio.

Transport

The Bank’ sintrasector lending shift from afocus on railways in the 1980s to highwaysin
the following decade was appropriate, given the government’ s unwillingness to address
the railway’ s pricing distortions (with subsidies for passenger traffic financed by very
high freight charges) and continuing poor corporate governance, exemplified by
resistance to corporatizing (and eventually privatizing) Indian Railways’ large
manufacturing units and social sector activities. At the same time, the decision by
government in the mid-1980s to accept international competitive bidding procedures
opened the door to highway lending. The increasing emphasis on subnational lending,



however, has resulted in tilting the balance of sector assistance too much in favor of state
projects, given that the national highway system represents only 8 p%cent of all major
roads but carries 35 percent of the traffic and is the most congested.

Box 4. Best Practice Projects

Among the five dozen Bank-financed projects completed since FY 95, six projectsin five different
sectors received the highest possible evaluation ratings, including highly satisfactory outcome. These projects
were all very successful at achieving their physical and institutional strengthening objectives, but they
differed greatly in their support for sectorwide policy and institutional change. OED has not yet audited these
projects; it has only conducted brief desk reviews of the completion reports. What they all shareisahigh
degree of commitment, ownership, and long-term vision.

The Oil India Ltd. Petroleum project ($140 million, FY 88-95) focused narrowly on maximizing oil
recovery from declining oil fieldsin Assam. Components were limited to investment and improvementsin
technical and management capability for acommitted and already financially viable public enterprise.

The Industrial Technology project ($200 million, FY 90-98) was relevant in the pre- and post-
liberalization environments, it catalyzed change, helped launch a domestic venture capital industry, attracted
foreign venture capitalists, supported a stronger industry orientation, increased self-financing of technology
research institutes, and contributed to liberalization of import policies. The project took into account market
failures and distortions created by government import policies. Strong, committed intermediaries, flexible
project design, strong financial incentives, consensus building, and training were crucial to success, alowing
adaptation to the changing economic environment, changing technology institutions' attitudes, and creating
new skills.

The two Technician Education projects ($472 million, FY 91, FY 98-00) were complex, multistate
projects affecting the entire polytechnic system in 20 states and surpassing al physical and institutional
targets, including women'’s enrollment (up to 30 percent from 11 percent before the projects). Thisincludes
making a new policy framework final in partnership with employers. Success factors are strong state
ownership, frequent joint meetings and reviews fostering knowledge sharing among all states, a collegiate
relationship between the Bank team and national and state counterparts, and full national policy support.
Noted shortcomings are uneven state performance in adopting a flexible curriculum, instruction quality, and
employer participation.

The Private Power Utilities project ($200 million, FY92-97, in parallel with a complementary
project, aimed at transforming the Mumbai utility—majority-owned by three public financial institutions—
from a distribution company into an integrated power utility. It aso aimed to provide additional electricity
capacity to meet increasing demand, and to support efforts to transfer ownership to the private sector. Not
devoid of controversy, preparation was delayed by a court action initiated by nongovernmental organizations
on environmental grounds. Political commitment, ownership by the utility’ s management, and the company’s
financial strength and willingness to address the environmental implications proved key to the project’s
success.

In the M ahar ashtra Emer gency Earthquake Rehabilitation project ($217 million, FY 94-99),
commitment, ownership, participation, long-term vision, and repair and reconstruction activities on an
unprecedented scale succeeded in providing safe replacement dwellings for nearly one million people in the
state’ s southeastern region. Vulnerability to seismic events was reduced by installing modern seismic
equipment and preparing widely disseminated construction guidelines, a manual for nonengineered masonry
construction, and a statewide disaster management plan.

% Inits comments on an earlier draft, the South Asia Region noted that while the Bank has indeed been
working closely with afew states and its sector lending has expanded in the state road subsector, the Bank
continued to have a strong program with the National Highway Authority. Indeed, looking at recent
lending operations (FY 00) and the lending program for FY 01-03, about 40 percent of the Bank’s lending
volume will be for national highway projects.




Environment

Since 1990 the Bank has lent to India $1.94 billion for 19 projects to mitigate
environmental damage. Another $97 million was granted under Global Environmental
Facility and Montreal Protocol trust funds for four other projects to protect the global
environment. The Bank has also supported various studies addressing environmental
issues. According to OED interviews with stakeholders, the Bank’ s sector work has had
considerable impact on policies and environmental awareness in the country. The Bank’s
most significant achievement is in mainstreaming environmental concernsin its
agriculture, power, irrigation, and water supply and sanitation portfolio. Substantial
progress has lately been made on more rational power pricing in afew states that have
embarked on Bank-supported reform. Price subsidies for water and energy producers and
consumers, however, remain in most states and are highly damaging to the environment.
Moreover, the overall impact of Bank and government actions to prevent environmental
problems has been modest.

Environmental project performance has been mixed. Most forestry and water resource
projects, the Uttar Pradesh Sodic Lands Reclamation project, and the Renewable
Resources Devel opment project, to cite afew, have performed well. Others, however,
such as the Environmental Management Capacity Building project, the Bombay Sewage
Disposal project, the Industrial Pollution Control project, and the Ecodevel opment
project, have had difficulty in implementation for various reasons, including poor
compliance by the borrowers, inadequate management, procurement problems, and
difficulty with social issues.

Mainstreaming environmental concernsin policy reforms and in the public investment
program should be an important focus of Bank effortsin India. Thiswould include
addressing environmental safeguards further upstream, supporting alternatives to public
sector management of water supply and sewerage systems, promoting rational pricing of
natural resources, backing enforcement efforts of the existing comprehensive
environmental legislation, and expanding the utilization of the Global Environment
Facility to address greenhouse gas and ozone production, and to reverse threats to
biodiversity.

Health

The Bank health program is now on the right track, having improved considerably during
the last decade. Its assistance program was built on the findings of the 1993 World
Development Report, solid sector work conducted in collaboration with Indian expertise,
effective policy dialogue, and the recognition that there needed to be afocus on specific
diseases. The result was a series of broad-based projects that focused on maternal and
child care (also as away to address population policy issues), on specific diseases, and on
state-level health system reform. Comments from the Ministry of Health and Family
Welfare express satisfaction with the Bank’ s contribution to physical capacity, but also
note its modest past achievementsin institutional development. The government’s
withdrawal from the Tamil Nadu nutrition model has been a big disappointment, but the
Bank has continued to encourage the incorporation of successful aspects of that
experience in the Integrated Child Devel opment Services projects.
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Four projects addressing specific diseases—leprosy, blindness, tuberculosis, and
malaria—were included in the program, and two HIV/AIDS projects were added during
the 1990s. Thefirst of these, which closed in FY 99, initiated significant nationwide
HIV/AIDS prevention and awareness activities. It has achieved dramatic qualitative
improvement in the blood supply situation, substantial increases in the public knowledge
of HIV, and a considerable increase in condom use in high-risk groups. Bank
performance on the design and supervision of this complex project was rated highly
satisfactory by OED in its review of this project’s implementation completion report.

Education

In the early 1990s, the Bank overcame the line ministry’ s resistance to lending for
education projects, which was mainly due to fear of interference by outsidersin sensitive
curriculum matters. Initially, the Bank assisted in the vocational/technical education area,
with four projects that have been recently and successfully completed. Since October
1993, seven District Primary Education projects (DPEPs) have been approved and are
still ongoing, for atotal of $1.2 billion in gross commitments from the Bank and with a
large amount of parallel donor financing. These projects focused on increasing access to
primary education for the disadvantaged, particularly children from scheduled tribes and
castes and girls, capacity building, and quality improvement.

The large efforts to promote primary education have been accompanied by high
government commitment, innovative thinking, and an emphasis on carrying out the
project preparation work with local staff only, who in the process learned a great deal.
Overall, about 50 million children have been involved, and large enrollment increases,
especially of girls, have been reported in the most deprived areas.® Some questions have
been raised among donors, scholars, and nongovernmental organizations (NGOs),
however, regarding the reliability of enrollment data, the extent of quality improvements,
the functioning of the village education committees, EPd the tight control by the
government of school visits and supervision reports.

* For example, in the Uttar Pradesh Basic Education project (UPBEP), enrollments in the 1991—2000
period reportedly increased by 67 percent at the primary level and by 74 percent at the lower secondary
level. The gross enrollment ratio increased from a baseline level of 66 percent to 107 percent (including
overage children), although the target level was only 78 percent. Girls' enrollment increased significantly,
reportedly by 97 percent. The dropout rate decreased, textbooks were provided on a large scale and were
available in classes, while 100,000 teachers received in-service training through block and cluster resource
centers. Large numbers of teachers were appointed, particularly locally residing para-teachers. Instructional
methodology was emphasized and child-centered methodol ogies were disseminated to teachers and parents.
® Inits comments, the Ministry of Human Resource Development argued that there is no merit to such
guestions. The Ministry’s view isthat, under the District Primary Education Programme, extensive and
large numbers of research studies and over 250 evaluations have been made; data reporting systems have
been effectively strengthened over the years; there are effective monitoring and training components for
village education committees; and the elaborate joint supervision mechanism—involving donors, national
research institutes, and other local experts—is very collaborative with no question of government
domination.
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Public Financial Accountability: A Promising Beginning

Therisk of fraud, waste, and abuse of public funds has been growing during the past
decades, partly fueled by the rapid economic growth that has benefited many in the
private sector and by the increased availability of luxury goods. Public financial
accountability is arecent area of emphasis for the Bank, whose knowledge of the issues
in this area at the country and state levelsis growing. That knowledge is mainly centered
on financial management and internal control proceduresin the central government and,
very recently, in afew focus states, especially Uttar Pradesh. But there are still significant
gaps in knowledge—the most significant being the effectiveness of the legidative
scrutiny processes at the center and at the states.

The Bank has not yet articulated a comprehensive long-term assistance strategy for
strengthening public financial accountability in India. While elements of a strategy have
been slowly emerging at the state level, the Bank has yet to deal with PFA issues at the
country level. At the project level, the Bank has made efforts to improve accounting,
auditing, and budgeting systems at the implementing agency level and in specific
operating departments in state governments. Outside Uttar Pradesh, however, these
interventions were not designed to address the significant capacity problemsin the state
or country’s overal public financial accountability systems.

Regarding Bank-financed projects, lessons with implementing the Loans Administration
Change Initiative suggest the importance of:

» Bank and borrower commitment to enhance financial management and control

* Training and experience of Bank staff in public sector auditing, accounting, and
scrutiny systems

» Communication to the borrower of consequences for |ess-than-satisfactory
compliance with fiduciary obligations as specified in the |loan agreements.

With the recent emphasis on programmeatic lending in India, the adequacy of the overall
public financial accountability systems at the national and subnational levels has assumed
greater importance. The Bank has done pioneering work in this areain Uttar Pradesh, but
thisinitiative alone may not be sufficient. Unless the Bank engages in a productive
dialogue and partnership with the central government on the systematic modernization of
public financial accountability systemsin the country, its current effortsin afew focus
states may be neither effective nor sustainable. The June 2000 Lucknow conference for
speakers of state legislatures proved to be an ideal forum and first step for the Bank to
articulate its views to a national audience on the need for improvementsin this area.

Mainstreaming Participation, but Resettlement Safeguards Are Still Contentious

Socia development received inadequate attention in Bank-assisted projects before the
1990s. Serious problems had accumulated, mainly caused by poor involuntary
resettlement practices, seriously damaging India s and the Bank’ s reputation (the Morse
Commission’s review in 1992 highlighted serious deficiencies on the part of the Bank)
and forcing remedial work. Much of thiswork, however, was concentrated on specific
projects, with limited attention to systemic issues. Numerous projects were canceled,
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suspended, or restructured.EI The Bank became reluctant to take on, and the government
hesitant to seek Bank support for, projects with resettlement implications, such as large-
scale irrigation, power generation, and road projects.

Recent Bank initiatives hold more promise, but to assess the longer-term results and
sustainability of the steps taken so far, better monitoring and evaluation systems are
needed. The emphasis has expanded from "do no harm" in social safeguard policiesto a
more proactive approach in the second half of the 1990s of improving Bank and borrower
performance through social assessment, participatory approaches, decentralization,
increased transparency and accountability, and community empowerment. During FY 94-
98, India had the second highest percentage (81 percent) of Bank-assisted projects
approved with community participation among all Bank borrowers with more than 10
projects. Each later péoj ect round has built on the lessons of previous effortsto achieve
greater participation. = Socia development issues have indeed become more integrated
and mainstreamed in Bank operations. Although the government has made uneven
progress in adopting participatory approaches, it is moving forward with Bank
encouragement and assistance.

The application of the Bank’ s resettlement policy, however, remains contentious. In
complaints raised by community and nongovernmental organizations about the NTPC
Power Generation project in 1997 and the Ecodevel opment project in 1998, an
independent Inspection Panel found merit to the claims of project-area residents and
tribal people that they had been (or might be) harmed by involuntary resettlement and
that their interests had been neglected. The Bank admitted policy violations in regarding
the involuntary resettlement complaint and implementation shortcomings regarding the
peoples interests. It adopted corrective action plans.

At the same time, the Bank is often seen astoo rigid in applying its resettlement policy
and too accommodating of NGOs' agendas. Some senior NTPC and government officials
raised with OED missions the issue of the Bank’s insistence on retroactive application of
its resettlement policy to projects the Bank did not originally finance. They also raised
theissue of differential treatment of resettled people in Bank-financed projects compared
with other projects, some covering adjacent areas, where lower standards were applied.
They expressed dissatisfaction with the lack of authority by field office staff to make
decisions based on local realities and with such issues being routinely referred to
headquarters staff, who apply rigid interpretations of the Bank guidelines on safeguards.

Despite the concerns of some officials, for the most part the government accepts and
supports the Bank's approach. The Bank has indeed positively influenced the resettlement
debate in India and its guidelines have become the de facto standard against which civil

® Including withdrawal of support for the Sardar Sarovar dam and a power project on the Narmadariver.

" For example, the Karnataka Rural Water Supply and Environmental Sanitation project (approved in

FY 93) built on lessons of a previous project in Maharashtra, which in turn led to improvements and greater
investments (7 percent of project budget devoted to participation compared to 2 percent in the Karnataka
project) in the Uttar Pradesh Water Supply project (approved in FY 98). The District Poverty Initiative
Projects (DPIPs) and Integrated Watershed Devel opment Projects (IWDPs), some of which have aready
been approved, are founded on a social development approach of empowering the poor through the
formation of community groups, and represent the state of the art.
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society measures government performance. During the 1990s, in an attempt to harmonize
approaches, the Bank engaged in policy dialogue about the differences between Bank and
other donor guidelines and Indian laws and practices. The major difference is that, while
the Indian approach is limited to compensation for loss of land and other assets, Bank
standards require that attention also be given to potential loss of livelihood for poor and
vulnerable people. Thus, Bank-supported projects require a broader set of supportive
measures for affected people. Such additional support, however, is complementary to,
rather than in conflict with, Indian laws and practices.

Given the impasse at the center, the Bank focused on sector and state policies where it
has had greater success. Sectoral resettlement policiesin line with Bank safeguards have
been adopted for the coal sector and for highways by the central and afew state
governments. Similarly, some states have adopted safeguards for all their public
irrigation projects. The recently approved National Highways |11 project, with full
attention to safeguards, and the central government's application of the Bank’s approach
to resettlement and social assessment to some other non-Bank financed road projects, are
strong evidence of commitment and ownership by at least some parts of the government.

Nevertheless, the high-level policy dialogue has been insufficient so far at the national
and state levels. Drafts of a new national resettlement policy and proposed amendments
to the Land Acquisition Act in line with Bank guidelines have been waiting cabinet
approval for the past five years. And the perception of unreasonableness regarding the
Bank's application of its guidelines among some senior officials in central ministries and
in NTPC remains an area of concern that the Bank needs to address.

Gender: Unsuccessful Mainstreaming

The Bank has not succeeded in mainstreaming gender issues across sectors. Attention to
gender issues has been mainly confined to enclave activities in the social sectors. While
Bank lending and nonlending operations in education and women's health have taken
women's issues into account, the picture for operationsin agriculture, basic health, water
supply and sanitation, irrigation, rural finance, rural transport, and environment is
disappointing. The failureis at the level of implementation rather than conceptualization.
The Bank’ s sector work in these areas recognized women's issues, and many project
documents addressed gender concerns at entry. However, at implementation, these
concerns often take a back seat. Moreover, the monitoring of gender disaggregated results
of lending operations remains deficient. Finaly, in such sectors as industry, energy,
transport, and finance, there has been little or no recognition of gender issues.
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ANNEX A —Table A.1: Sectoral Assistance Ratings
(Lending and Non-lending, FY 1995-99)

Item Poverty Public Finance Private Urban Water Rural Forest Energy Transport Enviro PHN Education Social Gender
Focus  Sector Sector SectorDev. Dev. Resources Dev. Sector Sector Sector  -nment Sector Dev.
Mgmt. Dev. Mgmt.
Sectoral Performance Rating

Outcome® M.Sat M.Sat M.Sa Sat Unsat M. Sat M.Sat Sat Sat M.Sat M.Sa Sa Sat M. Sat Unsat
Relevance Sub Sub Sub Sub Mod Sub Sub Sub High Sub Sub  High Sub Sub  Mod
Efficacy Mod Mod Mod Sub Mod Mod Mod Sub Sub Mod Mod  Sub Sub Mod Mod

Efficiency Na na na Na Na na na na High na na na na na na

ID Impact Mod Mod Mod Sub Mod Sub Sub Mod Sub Mod Mod  Sub Mod Mod Mod
Sustainability Unc Lik Lik Lik Unl Unc Unc unc Lik unc Unc Lik uUnc Unc unc
ASPI® 6.0 75 6.5 8.25 4.25 7.0 7.0 6.75 8.25 6.0 6.0 8.25 6.75 6.0 45

PHN = Population, Health & Nutrition; M=Moderately; SAT=Satisfactory; UNSAT=Unsatisfactory; MOD=Modest; NEG=Negligible; LIK=Likely; UNC=Uncertain; UNL=Unlikely

* METHODOLOGICAL NOTES

1. Sectoral Rating Scales

Outcome Highly Satisfactory, Satisfactory, Moderately Satisfactory, Moderately Unsatisfactory, Unsatisfactory and
Highly Unsatisfactory
Relevance High, Substantial, Modest, Negligible
Efficacy High, Substantial, Modest, Negligible
Efficiency: High, Substantial, Modest, Negligible
ID Impact High, Substantial, Modest and Negligible
Sustainability Likely, Uncertain and Unlikely

2. Outcome Components and Aggregation M ethodol ogy
We have dightly modified the standard OED algorithm embedded in OED's Project Information File (PIF) used for aggregating the component ratings (i.e., the combination of
relevance, efficacy, efficiency) for project outcome to give more weight to relevance. In this study, when rating sectoral or country-wide Bank assistance, aimost all combinations

with less than substantia relevance yield amoderately unsatisfactory or worse outcome rating. There is one exception: modest relevance and high efficacy yield a moderately
satisfactory outcome.

3. Aggregate Sectoral Performance Indicator (ASPI)
OED has developed during the last two years an Aggregate Project Performance Indicator (APPl) summarizes the project-specific project ratings of Outcome, Institutional
Development Impact, and Sustainability. The average APPI in the Bank-wide portfolio of projects at the time the ratings for India were decided was about 6.42 and the standard
deviation was 1.9. See Table R3 for the APPI for projects in the India portfolio and for scores for some regions as well as for some large countries. For this study, we have
applied the same methodology to derive Aggregate Sector Performance Indicators (ASPI) from sectoral Outcome, ID Impact, and Sustainability ratings. These cover the lending
and non-lending sectoral assistance by the Bank. The APPI/ASPI is a cardina index from 2 to 10 whose additive components are as follows. Outcome: HS =7.75; S=6.0;
MS=5.25; MU =45; U=3.75; HU =20; ID Impact: SUB =1.5; MOD =0.5; NEG =0; Sustainability: LIK =0.75; UNC =0.25; UNL 0
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Annex A —Table A.2: Matrix of Country Assistance | ssuesfor Major Sectors

|: Poverty
Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
FY 90-94: FY 90-94: FY 90-94: FY 90-94: FY90-94:

A. Poverty reduction regularly
featured as part of the Bank’s
strategic goals, but without any
quantitative aims.

B. Inthe early ninetiesthe Bank’s
poverty reduction assistance strategy
was mainly based on growth and
employment.

FY95-99:

C. Poverty reduction continued to be
the main strategic objective. In 1997
the Bank’s CAS proposed the
possibility of a’50% reduction in the
incidence of poverty to about 15%
by the year 2010. Not until the end
of the nineties was poverty reduction
asystematic focus of the assistance
programs.

Deregulation of domestic industry
and financial sector, liberalization
of exchange regime, better
enabling environment for private
sector growth. Analysis of
poverty and the role of rural
development in poverty reduction
in FY 89 and 91.

FY95-99:

Increased lending for social
sectors and for rural development.
Research and sector work on
poverty became more relevant to
policy options for poverty
reduction, and at end of the decade
was more focused on strategic
issues. Bank produced two
poverty assessments (1997 and
1998), and areport on rura
development and poverty
reduction (1999).

SAL/SAC in 1991 to support the
economic reform program,
accompanying Social Safety Net
Project, External Sector and
Investment Regime Liberalization
project, and the Export
Development project. Lending for
education started. But,
agricultural lending declined.

FY95-99:

Lending: Continued high level of
lending in primary health and
education services. Increased
lending for rural development,
forestry and agriculture research,
but irrigation (with only indirect

impact on the poor) still dominant.

At end of period, APERP
approved with conditions relevant
to poverty reduction.

Increased focus on more poverty
targeted projects such as District
Poverty Initiatives Projects of
which two approved in April ,
2000.

Non-lending: Towards the end of
the decade research and sector
work on poverty highly focused
on strategic issues.

Export growth of 12 % in early
90s, and 6% growth of GDP.
Deficit reduced. Continued
reduction in urban poverty, but
much less reductionin rura
poverty. No poverty monitoring in
Bank projects. Some advancesin
socia services. Continuation of
the unwieldy and costly targeted
government programs. Sound
analytical work in FY89 and FY91
had negligible impact.

FY95-99:

Growth rate of GDP remained
above 6%. Still further declinesin
incidence of urban poverty but
relatively small changein rural
poverty although data contro-
versial. Other estimates suggest
reduction in rural poverty in the
nineties. Still no systematic
monitoring of the poverty
reduction impact of Bank-assisted
projects.

The SAL/SAC, ED and
ESIRLP were setisfactory in
terms of impact on growth,
mainly in non farm sector, SSN
was marginally satisfactory
with negligible impact on
institutional arrangements for
targeted programs.

Weak program for rural poverty
reduction.

FY95-99:

The second half of the nineties

has seen substantial

improvements in the poverty
reduction focus of Bank
operations. Nevertheless the
outcome was still moderately
satisfactory because, while
relevance was substantial,
efficacy in terms of poverty
reduction and 1D Impact were
both modest. Sustainability of
programsis uncertain. Thereis
still no systematic application of
poverty monitoring.

Ratings:

Outcome: Moderately Sat.
Relevance: Substantial
Efficacy: Modest

ID Impact: Modest

Sustainability: Uncertain
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I1: Public Sector Management and State Level Lending

Strategic Objectives

Strategic Actions

Bank Assistance

Progress Indicators

Evaluation of Bank Assistance

FY90-94

A. Lower the fiscal deficit (warnings
in ESW of unsustainability of
deficit)

B. Lower the central government
fiscal deficit to 11% by 1990/91 and
to 8% by 1995/96

C. Restructuring/reform of public
enterprises:

FY95-99

D. State level improvementsin fiscal
management and reform as well as
in public enterprises.

FY90-94

Structural Adjustment Loan |
($500m.) in 1991 introduced PER
as component but reform was very
slow.

PER introduced into state lending.
But fiscal issues were not
transformed into lending.
Structural Adjustment Loans |
($500m.) and 111 ($300m.) were
important in reducing balance of
payment problems, but were
without macroeconomic
conditions, in particular did not
address fiscal policy.

FY95-99

1997 CAS introduced reduction of
central government deficit to
specific percent of GDP as trigger
points for moving from low to
high level lending.

FY90-94:

The Structural Adjustment Loan |
(SAL | - $500m.), the Socia
Safety Net project (SSNP/SAL I1-
$500m.) and the External Sector
and Investment Regime
Liberalization Project ($300m.)
were completed in FY92 (SAL |
& SSNP) and FY 93 respectively.

FY95-99

Andhra Pradesh Economic
Restructuring, multi-sector project
(2998) includes, inter alia, afiscal
component consisting of state and
public enterprise reforms.

FY90-94

Adjustment at the central and state
level did not materialize; fiscal
deficits continued to pose a major
threat.

Socia Safety Net project (SAL I1),
which inter alia, supported
ongoing social safety nets, did not
advance policy issues on those
programs.

FY95-99

Centra government deficit
remained high. Focus on public
sector management at state level.
Andhra Pradesh (AP) project
became effectivein FY 99, so
limited experience. But most of
fiscal conditions for 1998/99 were
met and fiscal program broadly on
track.

AP project is progressing
satisfactorily; sectoral and fiscal
programs are broadly on track.

FY90-94

FY95-99

Bank overestimated the GOI
capacity to implement fiscal
adjustments.

Public enterprise reform was
also slow to develop.

Ratings:
Outcome: Moderately Sat.

Relevance: Substantial
Efficacy: Modest
ID Impact: Modest
Sustainability: Likely
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I1l: Financial Sector

Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
FY95-99 FY95-99 FY95-99 FY95-99 FY95-99
A. Fostering competition among Recapitalization of six public Lending: Started the Financial Two of the six public sector banks | Ratings:

banks, improve allocative efficiency.

B. Financial liberalization, and
gradual privatization of public sector
banks.

sector banks, through Financia
Sector Devel opment Project
(FSDP) enhancing efficiency and
profitability of these banks through
technological improvements and
management devel opment

Sector Devel opment project
(FSDP) in 1995. Possible future
assistance on wider financia sector
reform.

Non-lending: Financial sector
studies on banking and payment
system; seminar on banking
reform; organized continuous and
informal advice connected with
FSDP.

Commitment by government to
undertake studies on debt market,
pension fund, and capital market
jointly with IFC.

issued equity in the market.

Five of the banks realized capital
adequacy ratio of 8 percent of
assets.

All six banks reached target
profits.

Modest progress in management
efficiency

Outcome: Moderately Sat.
Relevance: Substantial
Efficacy: Modest

ID Impact: Modest

Sustainability: Likely

IV: ThePrivate Sector

Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
FY89-99 FY89-99 FY89-99 FY89-99 FY95-99
A. Create an enabling environment Structural reforms like industrial Lending: Loans approved to Venture capital activity gathered Ratings:

for the private sector to be an
effective exporter to acquire and
develop technology, to help small
innovative firms obtain financing and
to encourage

deregulation and opening of the
economy to support venture capital
activity, and assist financial
institutions to strengthen the
capacities of their clientsin export
activity and development of
technology.

Haryana, Orissa, and Andhra
Pradesh for Power Sector
Restructuring projects.
Non-lending: A discussion paper
on Regulatory Reform and a
handbook on competitive
procedures for power sector
project were prepared

popularity and speed. In 1999, the
Government of Indiaannounced a
Rs. 1bn. (US$23.2m.) venture
capital fund. Exporters were
familiarized with foreign markets.

Outcome: Satisfactory
Relevance: Substantial
Efficacy: Substantial

ID Impact: Substantial

Sustainability: Likely

Note: During thefirst half of the
decade the relevance of private
sector development was
evaluated as “high”. Other
ratings were the same.
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Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
B. Participation in the infrastructure | Three states: Haryana, Orissa, and Three states, namely Haryana,
activities. Andhra Pradesh enacted necessary Orissa, and Andhra Pradesh
legislation to set up Regulatory created aframework for private
Commissions to look into power sector participation in power
sector reform. Public participation
facilitated the consensus among all
parties obtained. Preliminary steps
taken at state level to un-bundle the
energy services.
C. Deregulation of domestic industry | Major industries freed from
and promoation of foreign direct licensing. Removal of restrictions
investment, liberalization of trade in 1993 on firms holding 40
and foreign exchange regime. percent foreign equity to dispose
of assets or borrowing in Indian
market.
D. Fiscal consolidation and public Public sector reform began with
sector enterprise reform hard budget constraints imposed
on public sector enterprises and
sale of equity to public.
V: Urban Development, Water Supply, Sewerage, Sanitation, Transport and Housing
Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evauation of Bank Assistance
The 1990s The 1990s The 1990s The 1990s FY95-99
A. Improve urban infrastructureina | Strengthen the management, One urban development project Number of municipalities assisted. | Ratings:

sustainable manner.

B. Augment the institutional capacity

for improving the supply and

distribution of water, and rehabilitate

the collection, conveyance, and
treatment of sewage.
C. Strengthen the capacity of

institutions in the management of the

provision of sewerage services.

D. Sustain financial viability in the
provision of water supply and
sewerage services.

financia and technical capacities
of urban local bodies.

Report in 1997 titled, Urban
Infrastructure Services Review
prepared in light of weak project
performance. Thisreport outlined
plausible reform scenario which
included:

professionalize municipalities
create/support long term financing
facilities for infrastructure
financing

develop public/private sector
partnership

eliminate regulatory constraints on
mobilization of financial resources
free land/property markets

(Tamil Nadu) with afinancial
commitment of US$105 million.
Three water supply, sewerage and
sanitation projects with afinancia
commitment of $557.7 million.

A special Maharashtra earthquake
relief project with afinancial
commitment of $246 million.

Market-based conditionalities for
loan assistance to municipalities.
Number of households covered by
water supply.

Quantity and quality of water.
Leak detection.

Revenue collection to billing ratio.

Staff per number of sewage
connections.

Outcome: Unsatisfactory.
Relevance: Modest
Efficacy: Modest

ID Impact: Modest

Sustainability: Unlikely
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VI: Water Resour ce M anagement

Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
FY90-94 FY90-94 FY90-94 FY90-94 Before FY90-94
* lrrigation Ratings.

A. Introduce comprehensive river
basin planning and water
management

B. Focus on increasing the reliability

of water supplies through improved
system operation and maintenance,
and increased cost recovery.

C. Introduce technical solutions that

curtail opportunities for
mismanagement and increased
transparency.

D. Reform state irrigation

departments way of doing business.

E. Introduce beneficiary
participation.

F. Enforce safeguard policies,

Water supply and sanitation

A. Move towards demand manage-
ment.
B. Tailor servicesto socia capital.

Implement India's 1987 National
Water Policy (NWP) in Bank
projects.

Undertake system diagnostics to
optimize engineering and
management interventions.

Introduction of structured
irrigation systems that allowed
beneficiaries to operate the lower
distributaries.

Restructure irrigation departments
and accounting systemsto be
transparent.

Introduce water user associations.

Design resettlement of indigenous
people, environment and dam
safety components in projects.

Involve beneficiaries in project
design, operation and
mai ntenance.

1991 Irrigation Sector Review
diagnosed problems and proposed
partia adoption of NWP.
Highlighted that severe
organizational and institutional
problems persist despite NWP.
Between 1989 and 1993 there
were 38 active water and water
related investments. Of these 16
projects with a Bank investment of
US$2,023m. closed during 1989-
93 period. 13 of these 16 were
irrigation and water management
projects, 2 were urban water
supply projects.

22 projectswith aBank
investment of US$2,547m. were,
on-going. Of these, half were
irrigation, and 7 were water

supply.

Eight new projects were started at
atotal cost of US$3,034m. that
included US$773m. of
investments in water. These
investments covered dam safety,
resettlement, 2 irrigation loans one
rural development project that
included minor irrigation and
drainage and provision of drinking
and one drainage i mprovement
project 2 comprehensive
watershed devel opment projects.
22 operations were closed during
this period of which 11 were
irrigation and 8 water supply and
sanitation.

Unsuccessfully implemented
irrigation system diagnostics and
operational planning through the
$157m. National Water
Management Project, as it became
clear that this would not work,
project became a disbursement
exercise. Attempts to reform and
restructure irrigation department
became cosmetic. State irrigation
deficits continued to increase.
Beneficiary participation was very
modest.

Safeguard policies mainly in non-
compliance, in line with the most
notable - the Narmada/Gujarat
Sardar Sarovar Dam safety
project.

Outcome: Unsatisfactory
Relevance: Modest
Efficacy: Modest

ID Impact: Modest

Sustainability: Unlikely
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Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
FY95-99: FY95-99: FY95-99: FY95-99: FY 95-99:

A. Ensure sustainable water supplies | Reform policy, legislation and There were 14 new projects GOl National Water Policy ['87] Outcome: Moderately Sat.

and meet the needs of competing regulation approved for atotal cost of Bank’s Indian Irrigation Sector Relevance: Substantial

users including the environment.

B. Adopt a comprehensiveriver
basin planning framework
considering both surface and
groundwater conjunctively to
improve water resource assessment,
water allocation and management.

C. Improve service delivery in the
water subsectors

D. Improve water service to the poor

E. Achieve financiadly sustainable
water supplies for al sectors

(a) Develop an appropriate policy
framework at Center and State
levels

(b) Separate policy and regulatory
functions from operations

Institutional strengthening and
reorganization:

(a) Shift from a supply-drivento a
demand-driven approach;

(b) Reduce the role of

government and enhance the role
of non-government stakeholders
in decision-making,
implementation and management;
(c) Change therole of

government from being sole
provider and financier to one of
facilitator, enabler and regulator;
(d) Devolve water sector
operations and management to the
lowest level compatible with
effective administration i.e.:
subsidiarity

Develop financia incentives with
full cost recovery including
capital cost sharing.

Improve planning, technology and
information systems.

US$4,583 million with Bank
contributions of $2,683 million.
Almost all of these projects
promoted principles of the Bank’s
new water policy.

The vanguard of these projects
was the AP Economic
Restructuring project (APERP),
which included $282 million for
irrigation, isin accord with the
Bank’s sectoral objectives such as
devolution of management and
operation and maintenance by
beneficiaries.

Review (December '91)

Joint GOI/Bank Water Resource
Management Sector Review (June
'98) implemented.

GOl National Commission for
Integrated Water Resources
Development established (June
‘98)

State Water Policies Approved in
Orissa, Tamil Nadu and Rajasthan

State Water Policies drafted in
Uttar Pradesh, and Madhya
Pradesh

Water Policy for Irrigation Sector
was reformed in Andhra Pradesh:
(a) farmers’ management of
irrigation systems Act (April *97),
under which 10,300 water user
associations were formed; and

(b) water charges were increased
by 300% in 1997 which now meet
73% of operation and maintenance
costs.

Efficacy: Modest
ID Impact: Substantial
Sustainability: Uncertain
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VII: Rural Development

Strategic Objectives

Strategic Actions

Bank Assistance

Progress Indicators

Evaluation of Bank Assistance

FY 90-94:
A. Country strategy dominated by
macroeconomic objectives.

B. Bank sector andysisin late
eighties and early nineties pointing
to need for agricultural sector policy
change set aside in Bank’s strategy.

FY 95-99:
C. Greater focusin lending program
on afew main themes

D. Increased focus on importance of
improving agricultural and rural

policy

FY 90-94:

No specific Bank rural
development strategy.
Inadequate attention to agriculture
policy framework. Implicit
assumption that sound macro
policy would benefit agriculture,
rural employment and the poor in
rural areas. On the other hand a
review of irrigation sub-sector in
1991 which led to change in Bank
lending strategy.

FY 95-99:

Highly relevant analysis of rural
development and poverty
reduction (1999), indicating
importance and impact of
improving agricultural policy.
Increased focus on lending for
broad-based rural development
and on state agricultural policy
issues.

Still no comprehensive Bank rural
development strategy statement.

FY 90-94:

Lending: Lending to sector
declined in FY 90-94 ($1.24
billion compared with $2.5 billion
in FY85-89). Main focuson
irrigation and drainage (37 %),
strong continuation of forestry and
watershed/area devel opment
lending (21% and 18 %). Therest
was a mixture of projects with
little strategic content.
Non-lending: Highly relevant
ESW on poverty, rural
development and irrigation in
FY89, FY90 and FY91.

FY 95-99:

Lending: Agricultura lending
increased by 43% to $1.78 billion
in FY95-99. It was more focused
on major themes of irrigation,
watershed/area development and
forestry, and research compared
with first half of nineties.
Non-lending: Magjor, highly
relevant, sector analysesin
irrigation, rura development and
poverty reduction (1999).

FY 90-94:

Moderate, fluctuating growth in
agriculture. Incidence of rural
poverty not changed significantly
according to official Bank
government data. No improvement
in the policy and institutional
framework.

FY 95-99:

Still no significant changein
incidence of rural poverty. Very
substantial improvement in the
understanding of policy issues
following sector work but
declaration of Bank assistance
strategy for rural development
sector not yet stated explicitly. No
evidence of strong engagement
with the central government on
policy issues.

FY 90-94:

In terms of the objective of rura
poverty reduction the outcome
for the program as a whole was
moderately unsatisfactory
because of modest relevance
and efficacy. |D Impact was
modest and sustainability was
uncertain.

FY 95-99:

Outcome marginally satisfac-

tory based on highly relevant

sector analysis, substantial
ingtitutional development, but
modest efficacy based on weak
poverty reduction impact.

Ratings:

Outcome: Moderately Sat.
Relevance: Substantial
Efficacy: Modest

I D Impact: Substantial

Sustainability: Uncertain
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VIII: Forestry
Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
1991-99 1991-99 1991-99 1991-99 1991- 1994

A. The Bank-supported forestry
program in the nineties was based
on the Indian and World Bank forest
development policies of 1988 and
1991 respectively.

B. The Indian government policy
envisaged forests as an ecological
necessity, a source of goods for
local use, and source of raw
material.

C. The Bank's policy was based on
five principles namely: a
multisectoral approach; international
cooperation; rectifying market and
policy failures that lead to
deforestation and unsustainable land
use; finance operations that lead to
sociadly, environmentally, and
economically sustainable resource
expansion and intensification; and
preserve intact forest areas.

The Bank’s strategy was to
support the strategy developed in
1988 by the India government.
The policy paved the way for
Joint Forest Management (JFM)
which was also embraced by the
Bank’s 1991 forest policy paper.
The Bank’s policy focused on
five actions, namely: sustainable
and participatory approachesto
policy and institutional change;
clear definition of the rolesand
rights of stakeholders/peoplein
conservation and development
plans; base commercia use of
forests on adequate social,
environmental, and economic
assessments; provide adequately
for maintain biodiversity and the
interests of forest dwellers;
establish adequate enforcement
mechanisms.

In retrospect the Bank has made
four important contributions:

(a) bridging the budget gap to
enable forestry development

(b) improving capacity for
technology generation and
transfer

(c) ading forestry departments to
work in a participative mode with
the poor on forest protection and
regeneration

(d) playing acatalytic role by
focusing attention on important
unresolved policy institutional
issues

Six state level projects ($460.3
million) and two national projects
approved in the nineties ($ 95
million) While the details of each
state level project varies, the main
focus of these projects were:
forestry sector reform, joint forest
management, training and
research, regeneration and
afforestation, technology
improvement, wildlife and
biodiversity conservation fodder
development, and social forestry.

The national projects supported;
forestry research, education and
extension (1994); and biodiversity
and ecodevel opment (1997).

Overall thereis significant
progress on a number of fronts:
(a) forest cover in Indiahasto a
large extent stabilized;

(b) participation in forest
management has increased;

(c) the Bank has followed through
on its 1991 forest policy paper in
Indig;

(d) the quality of interaction
between state forest departments
and stakeholdersin Indiaforests
has improved significantly.

Only one state project (West
Bengal Forestry) has been
completed so far. According to an
OED evaluation the outcome was
satisfactory but there were serious
concerns about sustainability.
Overall, whilethereis considerable
variation in the performance of the
state level projects depending on
the commitment of the state
forestry agency. The Maharashtra
project isthe only one that has
been rated as problem project. The
Andhra Pradesh project has been
successful. In 1999 none were
regarded as at risk or potentially at
risk.

The research, education and
extension project is currently rated
as satisfactory in terms of its

Devel opment objectives and
implementation. On the other hand
the ecodevelopment project is rated
as unsatisfactory on both counts
and is also under scrutiny by the
inspection panel for not having
taken into account the interests of
tribal groups.

Ratings:

Outcome: Moderately Sat.
Relevance: Substantial
Efficacy: Modest

ID Impact: Negligible

Sustainability: Uncertain

FY95-99

Ratings:

Outcome: Satisfactory
Relevance: Substantial
Efficacy: Substantial

ID Impact: Modest

Sustainability: Uncertain
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I X: Energy Sector

Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
Before 1993: Before 1993: Before 1993: Before 1993: Before 1993:
Power: Power: Power: Power: Power:

A. Accelerate the installation of
generating capacity and improve.
Efficiency to gradually eliminate
the prevailing power shortagesin
the country;

B. Introduce long-range system
planning on a nationwide basis;
C. Strengthen the finances of the
institutions involved in the sector,
particularly of the State Electricity
Boards (SEBSs).

Coal:

A. Increase productive capacity of
Coad IndiaLimited in support of
GOlI’s policy of domestic coal
reliance.

Oil & Gas:
Expand production from India’s
gas and ail resources

Bank supported the devel opment of
NTPC and POWERGRID to
increase generating capacity,
improve planning and accelerate
the creation of anational
transmission grid. The Bank also
initiated support for renewable
energy projects. Loans made
during 1991-1993 recognized the
increased importance of the private
sector in power sector
development, but did not address
underlying sector problems.

The Bank |oans to the SEBs were
designed to increase generating
capacity, improve efficiency, and
improve financia situation of the
State-owned entities.

Coal:

Loans were designed to increase
productive capacity of Cod India
Limited (CIL) through
development of lower cost open-
cast pit mints.

Oil & Gas:

The Bank |oans were designed to
support physical infrastructure
development to expand production.

The Bank approved loans and
credits for 16 power sector
projects between 1987 and 1993,
representing a commitments of
over US$5 hillion. Few of the
SEB projects were satisfactorily
implemented, and most were
closed with substantial
cancellations due to non-
compliance with agreed-upon loan
covenants.

Coal:

The Bank made 1 loan to the coal
sector in 1987 for $300 million.
The Bank did not provide support
to the Indian coal sector for the
next 10 years

Oil and Gas:

The Bank supported 5 projects
between 1987-1993, totaling $1.3
billion.

The Bank succeeded in supporting
the development of NTPC asa
viable public sector enterprise, yet
failed in its attempts to correct the
inefficiencies and institutional
failures present in the SEBs.

In 1992-1993, energy shortages
had increased to 8%, and peak
electric capacity shortages were
estimated to exceed 20%.

The aggregate annual losses of the
SEBsin 1996 had increased to
US$2.2 hillion per year (about .8
percent of Indian GDP).

Coal:

The loans contributed to
significant productivity gains and
better financial results. Three of
the five Coal India Limited
subsidiaries are now profitable.

Oil and Gas:

Theloans to the oil and gas sector
led to significantly increased
productive capacity. Sectoral
policies, product pricing, and
allocation issues (gas) were not
effectively addressed.

The Banks lending (with the
exception of the SEB |oans)
was highly efficient. Most
projects were completed in a
timely fashion at reasonable
costs.

Coal:

CIL was successfully broken
down into several separate
operating companies (each with
itsown unique area). Severa of
these were unprofitable but
were subsidized by the
profitable companies.

The Bank was less successful in
achieving its stated sector
objectives, especially with
respect to improving the
resource mobilization of the
sector.
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Strategic Objectives

Strategic Actions

Bank Assistance

Progress Indicators

Evaluation of Bank Assistance

Post — 1993

The Bank shifted its focusto
improve the energy sector's
institutional, financial and
environmental sustainability.

Power:

The Bank only supports new
projectsin states that make real
commitments to reforming their
energy sectors. Such reforms
include the creation of an
independent state regul atory
authority, tariff reforms,
incorporation of power sector
activities, and eventua
privatization of distribution.

Coal:

The Bank provided support for
Indias current market-oriented
reformsin the coa sector and,
specifically, provided financial and
technical support to Coal India
Limited to make it commercialy
viable and self sustaining.
Additionally, the Bank’s objective
was to make coa production more
environmentally and socially
sustainable.

Post — 1993

Power':

The Bank has provided assistance
to three states to initiate significant
reform of their power sectors.

Four additional states have initiated
restructuring studies or have
adopted policies that endorse
sufficient power sector reform.

The Bank has utilized an APL
approach in its efforts to support
power sector restructuring, to allow
for more flexibility in the pace of
implementation. Energy efficiency
components now represent a
significant portion of the physical
investments supported by the Bank
loans to the SEBs.

Coal:

The Bank required the successful
implementation of improved
environmental and social (R&R)
policies before providing support
to alow for modernization of the
sector.

Additionally, the Bank withheld
assistance until Coal India Limited
initiated a restructuring process to
make each of its subsidiaries
managerialy and financially self
sufficient.

Post — 1993

Power:

There were no loans between 1993
and 1996 while on intensive
policy dialogue was underway.
After 1996, the Bank approved
three loans to SEBs (Orissa,
Haryana and Andhra Pradesh) to
support power sector restructuring,
two of which are APL loans,
totaling $615 million.

Coal:

Starting in 1996 the Bank
approved loans and credits for two
coal projects totaling $595
million.

Post — 1993

Power':

The restructuring processis
underway. The states have
approved necessary legislation,
and are in the process of
unbundling the SEBs and
privatizing the distribution
entities.

Coal:

Coal IndiaLimited has separated
its subsidiaries and implemented
improved environmental and
social policies, although the
sustainability of the improved
environmental and social
capability isuncertain.

GOl has not addressed several
underlying issuesin the coal
sector. Coa pricing does not
address coal quality issues, and
there are continued difficultiesin
establishing commercialy
enforceable purchase contracts. In
addition, the Bank has made little
progress in loosening the GOI's
coal alocation system, which is
often determined independently of
economic cost minimization
criteria.

Post 1993

Power:

The Bank’ s lending to the SEBs
in support of power sector
restructuring is highly relevant
to the underlying problemsin
the sector. The expected
outcome of the restructuring
projectsis highly satisfactory.

Coal:

While the Bank lending has led
to significant improvement in
the coal sector operations and
environmental and social
sustainability, there are several
issues which require continued
attention such as pricing,
combined monopolistic
behaviour, and sustainability of
improvements in environmental
and socia policies.

Oil & Gas:

There has been no meaningful
oil & gas sector dialogue since
1993.

FY95-99

Ratings:

Outcome: Satisfactory
Relevance: High
Efficacy: Substantial
Efficiency: High

ID Impact: Substantial

Sustainability: Likely
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X: Transport Sector

Strategic Objectives

Strategic Actions

Bank Assistance

Progress Indicators

Evaluation of Bank Assistance

1980 to 1990

A relative unfocused strategy with
predominance of railway operations
with objective to improve efficiency
and capacity, but also including a
broad mix of transport modes
including ports, rural, national and
state roads and urban transport.

Post - 1990

A sharper focus on the highway
system and on encouraging more
market oriented approaches and a
larger role for the private sector.

Overadll bias towards state-focused
projects which may not adequately
provide for needs of national
highway system.

1980 to 1990

A relative unfocused strategy with
predominance of railway
operations with objective to
improve efficiency and capacity,
but also including a broad mix of
transport modes including ports,
rural, national and state roads and
urban transport.

Post - 1990

Substantial increase in highway
lending, launched in late 1990s,
mainly focusing on improving the
management and condition of state
highway systems.

Launching other operations
seeking to corporatize railway
container operations and introduce
private finance in infrastructure.

1980 to 1990

Highways: 2 operations for

$450 m

Ports: 1 operation for $250 m
Railways. 3 operations for $870 m
Rural roads: 2 operations for
$155m

Urban transport: 1 operation for
$56 m

Post -1990

Highway: 3 operations for
$715.5m

Container transport: 1 operation
for $94 m

Infrastructure finance: 1 operation
for $205 m.

1980 to 1990

Railways: Projects approved since
1980 in railways generaly had
satisfactory economic returns
although investmentsin
electrification were not
economically justified. Projects
failed to corporatize the industrial
unitsin railways;

Highways: implementation delays,
procurement etc, |nternational
Competitive Bidding was
accepted.

Post - 1990

Three projects closed during '95-
99 were marginally better
compared with others approved
since '80; the monitoring and
evaluation component in the
Andhra Pradesh Economic
Restructuring Project has
transport components and the four
ongoing projects are performing
satisfactorily.

Three road projects had substantial
loan/credit cancellations.

FY95-99

Ratings:

Outcome: Moderately Sat.
Relevance: Substantial
Efficacy: Modest

ID Impact: Modest

Sustainability: Uncertain
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XI: Environmental Sustainability

Strategic Objectives

Strategic Actions

Bank Assistance

Progress Indicators

Evaluation of Bank Assistance

FY90-94:

General recognition of
environmental issues, but no clear
strategy. Focus on lending for
environmental safeguards..

FY95- 99:

Introduction of “environment-
poverty linkage” and biodiversity.
More emphasis placed on review
processes (sector/environmental
assessments) to minimize adverse
environmenta effects. In 1997 CAS
arecognition of need for amore
strategic approach to identify and
exploit “win-win” situations.
Substantial convergence of
government and Bank strategy on
environment.

FY90-94:

National Environmental Action
Plan published in 1993 by GOI;
which fulfilled IDA reguirement
but lacked ownership. CASs were
to follow NEAP
recommendations. Safeguard
policiesinstituted bankwide.

FY95-99:

Increased sector studies which
helped define problem, not as
lending based but as policy based
(e.g. power, water supply).
Forestry policy reviewed.

FY90-94:

Lending for safeguards. An
increase in lending from $180
million to $266 million (48%) for
forestry over the previous five
years. Watershed/land
development projects (including
UP Sodic Lands Reclamation)
went to total lending level of $219
million from none for the previous
five years.

FY95-99:

Decreased lending for urban sector
dueto itsineffectiveness. Three
loans ($615 million) for energy
against policy reform, and reduced
lending for forestry ($150 million)
and watershed/land devel opment
($230 million) projects.

FY90-94:

Internal Bank review of
environmental assessmentsin
Indiafound that for 1990-97 most
safeguard mechanisms were
satisfactory. On the other hand
environmental assessments weak.
Some major pollution issues were
addressed, with the most progress
in the rural sector. UP Sodic
Lands Reclamation successful.
FY95-99:

A number of Bank-assisted
projects deficient in the
implementation of environmental
components (e.g. Bombay
Suburban Electric Supply and
TEC Power projects). Impacts of
Bank efforts to address air and
water pollution have been
minimal. Investmentsin rural
sector promising where watershed
projects designed to deal with
erosion control, but less effective
than planned because of
inadequate parti cipation.

FY95-99:

Ratings:

Outcome: Moderately Sat.
Relevance: Substantial
Efficacy: Modest

ID Impact: Modest

Sustainability: Uncertain
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XI1: Population, Health & Nutrition

Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
FY90-99: FY90-99: FY90-99: FY90-99: FY90-99:

A. Improve maternal and child care Strategic focus since '87: has Basic health: 7 operationstotaling | Between the mid 1980sto themid | Ratings:

services with state focus emphasized (a) outreach, $1,400m., 1990s primary health center Outcome: Satisfactory

B. Lower fertility, mortality and accelerate the extension of the Targeted Health: 12 operations coverage increased from 19-29% Relevance: High

morbidity

C. Disease control (leprosy,
blindness, tuberculosis, malaria,
HIV/AIDS), increase nutrition levels

service delivery (b) temporary
methods versus sterilization (c)
attention to MCH (maternal &
child health) (d) less resources for
expansion, more for service
delivery (e) priority to high
fertility states, and (f) improve
service delivery to slums.
Following the WDR 1993, a
greater emphasis on improving
services.

totaling $1,502m. (this group
include population, ICDS, AIDS,
and nutrition projects)

to 48-72%. Data on budget
allocations to public health
services compare badly with
similar countries. The latest data
for 1990 show that in 1990 India
spent only 1.2% of GDP on public
(federal and state) health services.
More recent data are not available.
The Bank's sector report on health
in 1997 noted that this proportion
had increased to 1.3%.

Efficacy: Substantial
ID Impact: Substantial
Sustainability: Likely
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XII1: Education

Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
Pre-FY89 Pre-FY89 Pre-FY89 Pre-FY89 Pre-FY89
A. Human resource development to Initiated a dialogue on possible 1973 —First Education loan of Systematic faculty development. Quality of teacher'straining

reduce poverty and universalizing
primary education.

FY89-94

B. Assist in economic development
through more relevant and better
skilled manpower

C. Providing universal accessto
basic education (particularly for girls
and other disadvantaged groups)
through improving access and
quality of education

FY95-99

D. Continued focus on providing
universal access to education
through improving access and
quality of education

participation in achieving India's
goals of universalizing primary
education.

FY89-94

Bank co-sponsored the Jomtien
Conference (*90) and continued
dialogue with GOI officidsin
Education and Human Resource
Devel opment.

Bank focused on work-force
education with skills devel opment,
vocational training and technician
education.

First basic education project
launched in Uttar Pradesh in 1993.

FY95-99

Bank expanded its focus on basic
education with District Primary
Education Projects (DPEP).

$12m. to two agricultural
universities

FY89-94

Five projects launched:
1989: Vocational Training
($280m.);

1989: Electronics Industry
Development ($8 m)
1990: Technician Education (TE)
| ($260m.)

1991: TE Il ($301.1m.)
1993: Uttar Pradesh Basic
Education ($165.m.)

FY95-99

Five projects launched: 1995-96:
District Primary Education
(DPEP) | & 11 ($685.5m.) and I11
(Bihar; $152m.)

1998-99: Uttar Pradesh Basic
Education ($59.4m.) and
Rajasthan DPEP ($85.7m.)

Upgraded physical facilities.

FY89-94

Achievements included

moderni zation of workshops and
|aboratories, increased access for
women, handicapped, and
improved interaction between
industry and the polytechnics.
Shortcomings remain in the areas
of curriculum flexibility,
interaction with industry
particularly in institutionsin
smaller towns where industry
presence is not so strong. Policy
support is weak in some regions.

FY95-99

Government data, (subject to
independent verification) showed
significant increases in primary
schools enrollment, progressin
reducing the gender gap and
lower pupil-teacher ratiosin
targeted districts. Village
education committees (VECS)
formed but have limited impact in
poorer areas. Teachers and
committee (VEC) members
trained. District and state Institutes
of teacher education remain
significantly understaffed.

was less than satisfactory;
community participation had
been achieved to some extent
but the goal of community
‘ownership' remained
unfulfilled.

The SIETsand SIEMATSs
needed strengthening in
staffing, training, and research.

FY95-99

Evaluation and monitoring
capacity of the states remains
weak. Administrative and
manageria capacity aswell as
streamlining of financial
procedures needs improvement

Ratings:
Outcome: Satisfactory

Relevance: Substantial
Efficacy: Substantial
ID Impact: Modest
Sustainability: Uncertain




30

X1V: Social Development

Strategic Objectives

Strategic Actions

Bank Assistance

Progress Indicators

Evaluation of Bank Assistance

FY90-94:

A. No socia development strategy
to spesk of, only a series of
uncoordinated actions, mainly at the
project level.

B. Resolveinvoluntary resettlement
issues to the point where they would

not impede the lending portfolio (i.e.

damage control after Narmada).

FY95-99:

C. Develop acoherent strategy to
integrate social development
concerns into lending and non-
lending operations.

D. Develop a more community-
based, participatory, decentralized
approach to devel opment, to link
with GOI panchayat ragj system.

E. Continue to mitigate negative
socia impacts of lending operations,
but with a broader focus than just
impacts of involuntary resettlement.

FY90-94:

India Resettlement Review
(FY93-94), first comprehensive
review of the portfolio, to identify
and resolve mgjor involuntary
resettlement problems.

Socia development unit (ASTHR)
created in Washington and
initiates a social development
program for India.

FY95-99:

Socia development unit (part of
SASSD) established in the New
Delhi Office (FY 95), shifting the
center of the work program to the
Field Office.

Expansion of work to issues other
than involuntary resettlement,
especialy to participation and
community-based devel opment.

Scaling up from projects to more
macro interventions such as CAS,
policy dialogue, and sector
strategies.

FY90-94:

The Bank cancelled Sardar
Sarovar (Narmada) and Karnataka
Power projects (FY 94), suspended
Upper Krishnall Irrigation project
twice (FY92, FY95), and
restructured Maharashtra Compo-
sitelrrigation 111 (FY93) dueto
involuntary resettlement problems.
Remedial action plans developed
for projects with involuntary
resettlement problems.

FY95-99:

New projects devote more
resources to participation and
build upon the lessons of previous
projects.

Percentage of projects with social
assessments increased from 67%
(FY94) to 86% (FY97) before
decreasing to 68% (FY 99).

No additional projects suspended,
cancelled, or restructured due to
involuntary resettlement problems,
although project related
resettlement problems remain.

FY90-94:

Problems with involuntary
resettlement are mainly associated
with large dams for irrigation. As
these projects are completed,
resettlement problems decrease.
Bank financed first generation of
participatory projects, mainly pilots,
to seeif participatory approaches
would be effective.

FY95-99:

Bank developed resettlement training
program, encouraged state and
sectoral resettlement policies, and
devolved most supervision to the
New Delhi Office.

Bank financed second generation of
participatory projects (e.g. UP Water,
UP Sodic Lands) and designed a third
generation (e.g. DPIPs, IWDPs) with
empowerment of the poor through
participatory formation of community
groups as the central strategy.

Bank conducted a major consultation
process on the revised policy for
indigenous peoples.

FY90-94:

Ratings:

Outcome: Unsatisfactory
Relevance: Modest
Efficacy: Negligible

ID Impact: Negligible

Sustainability: Unlikely

FY95-99:

Ratings:

Outcome: Moderately Sat.
Relevance: Substantial
Efficacy: Modest

ID Impact: Modest

Sustainability: Uncertain
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XV: Gender

Strategic Objectives Strategic Actions Bank Assistance Progress Indicators Evaluation of Bank Assistance
FY 90-94: FY 90-94: FY 90-94: FY 90-94: FY 90-94:

Country strategy dominated by Major Economic Report on 29 of 58 projects approved in the Decline in most measures of Progress towards

macroeconomic stabilization
objectives. Gender objectives
confined to support for goals of
primary education for girls and
improved maternal health.

FY 95-99: Some increase in focus
on gender beyond education and
reproductive health — but still no
well-defined gender objectives or
guantitative aimsin the context of
liberalization. Gender objectives
confined primarily to reducing
disparitiesin socia sectors.

Gender formed the basis of aWID
strategy. Extension of analytical
work beyond education and
reproductive health. However, no
analytical work on gender issues
in the context of macroeconomic
adjustment or in the “hard”
sectors.

FY 95-99:

Increasing relevance of analytical
work outside education and
reproductive health sectors.
Increased attention to gender
issuesin policy diadogue. Still no
analytical work on gender issues
in the context of macroeconomic
adjustment or in the “hard” sectors

India portfolio were identified as
relevant for gender issues by
PREM. Gender relevant projects
largely confined to social sectors,
with relatively few exceptions.
context of adjustment in the form
of the Social Safety Net Project.

FY 95-99:

33 of 46 projects approved in the
portfolio were identified as
relevant for gender issues by
PREM. Thus, gender focus of
individual operationsimproved
somewhat. More of afocuson
gender issues beyond education

gender inequity — though large
gaps remained. Insufficient
attention to monitoring gender in
non-WID projects.

FY 95-99:

Decline in most measures of
gender inequity — though large
gaps remained. Insufficient
attention to monitoring gender in
reproductive health projects.
Attention to gender issuesin the
non-WID projects.

mainstreaming of gender issues
was unsatisfactory. The overal
assessment of outcome and
efficacy is unsatisfactory,
based on modest relevance and
efficiency.

FY 95-99:

Progress towards main-
streaming of gender issues,
although it was improved over
the earlier haf of the decade,
relevance was still of modest.
Efficacy is also modest due to
the neglect of gender issues
during implementation of
relevant projects.

Ratings:
Outcome: Unsatisfactory

Relevance: Modest
Efficacy: Modest
ID Impact: Modest
Sustainability: Uncertain.
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XVI: Public Financial Accountability

Strategic Objectives

Strategic Actions

Bank Assistance

Progress Indicators

Evaluation of Bank Assistance

FY 90-99:

The Bank did not articulate a clear
and consistent long-term strategy for
strengthening public financial
accountability in India

FY 90-99:

Strategic actions by the Bank were
to highlight problemsin financial
management at state level, and
prepare papers on financial
management to assist
strengthening financial
accountability and management.
In addition, dialogue between the
Bank and the State Legislature
(UP) was initiated in order to
focus attention on parliamentary
control of the public purse.

FY 90-99:

Lending: No assistance.
Non-Lending: Bank prepared brief
paper at the request of the
Ministry of Finance on
government accounting and
auditing systems (FY98). The
Bank a so prepared a Country
Profile on Financial
Accountability in FY99.

In addition, the Bank provided a
small IDF grant for training of
auditors.

FY 90-99:

There has been no follow up on
financial management and
accountability issues with the
central government.

FY 90-99:

The Bank has yet to deal with
public financial accountability
at the country level, and needs
to build up its own capacity to
deal with these issues and
strengthen its dialogue with the
central government and the
Comptroller & Auditor General
of India (CAG).
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ANNEX B: EVALUATING BANK ASSISTANCE FOR POVERTY REDUCTION

Author: Jack W. van Holst Pellekaan, Consultant

The focus on poverty reduction ky the Indian government goes back many years and those
declarations continue to this day.* Declarations about the importance of poverty reduction are
also found regularly in the World Bank’ s country assistance strategies. The objective of this
paper isto assess the extent to which the Bank’ s analytical (non-lending) work and lending
operations have had an impact on poverty reduction in India over the last decade with the main
focus on the last five years.

Disappointing Poverty Trends

Despite the declarations and many government programs for poverty reduction, it is not clear that
poverty has been reduced in India during the 1990s. The National Sample Surveys (NSS) of
Indian households, when the officia price indexes are used to determine poverty lines, indicate
that on average the incidence of rural poverty wasthe same in 1997 asit was at the end of the
eighties, namely 36 percent. This was surprising because the nineties were generaly years of
strong economic growth. It was also in contrast to the steady decline in rural poverty during the
eighties when its incidence came down from 45 percent in 1983 (the closest measure available) to
about its current level. Urban poverty also declined steadily from 36 percent since 1983 but
continued to decline to its estimated level of 30 percent in 1997. On anationa basis the
incidence of poverty declined from 43 percent in 1983 to 34 percent in 1997. The latest NSS data
up to 1998 show adeclinein poverty but because of problems with the questionnaire these results
have been rejected.

In the light of the relatively slow declinein poverty up to 1997 based on estimates using officia
price indexes the unit values of consumption implicit in the consumption expenditures collected
in household surveys have been used to re-estimate price indexes for 1987/88, 1993/94 and
1995/96. These revised price indexes were then used to re-estimate poverty lines and re-calculate
the incidence of poverty. The re-estimated incidence of poverty was calculated to be 39.2, 32.9
and 31.6 percent in rural areas for the three years, and 22.6, 18.5 and 16.8 percent respectively in
urban areas. Thisresult gives a much more favorable picture of the poverty trendsin the nineties
than when estimated using the official price indexes. Another recent estimate of poverty based on
the private consumption component of national income claims that the incidence of poverty in
Indiain 1997 was only 26 percent.

Thereisat present no consensus on the incidence or depth of poverty in India. The Bank
therefore finds itself in the unenviable position of having a country assistance strategy aimed at
reducing poverty but without adequate baseline information on the current incidence and depth of
poverty at the national or state level.

Regardless of which estimate of poverty is accepted, and evenif it is concluded that adeclinein
poverty has taken place, the reduction in poverty is disappointing considering that average growth
in GDP in the mid-nineties has been around 7.5 percent per annum following a respectable
average 5 percent per annum during the eighties. GDP growth for agriculture, the sector that
employs most of the poor, has been around 3.4 percent per annum during the nineties which was
amodest increase compared with the average growth rate in the eighties of 3.1 percent per

8 See companion background paper by T. N. Srinivasan, India’s Development in the Near Term: Constraints and Prospects,
background paper for India CAE, draft, June 1999.
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annum, but still at least a percentage point above the growth rate of population. Thereis evidence
that, despite the higher growth, the agricultural sector had a reduced ability to maintain previous
levels of employment. In addition, those traditionally employed in agriculture have had
difficulties finding alternative remunerative employment outside agriculture.

Changesin poverty at the state level vary substantially compared with the national average
reflecting their current levels of poverty and economic growth, aswell as weaker primary social
services. In states such as Bihar, Rgjasthan and Uttar Pradesh, where many Indian poor live, the
incidence of poverty (based on the use of officia prices) has tended to increase over the decade to
1993/94 when the last comprehensive survey data are available. On the other hand in states
where economic activity has been strong, where economic and socia endowments are generally
better, and where poverty was generally not so high such asin Andhra Pradesh, Madhya Pradesh,
Maharashtra, and Kerala, poverty has declined. The Punjab and Orissa are interesting exceptions.
In the Punjab (a high income state), which had arelatively low level of poverty in 1983
(headcount index of 21.5 percent) experienced an increase in its headcount to 25.2 percent in
1993/94. On the other hand, Orissa (a poor state) had a headcount of 56.8 percent in 1983 but
reduced this to 40.3 percent in 1993/94. Recent research sheds some light on the pre-conditions
for poverty reduction in different states. These will be discussed later in the paper.

Moneymetric measures of poverty do not, of course, paint the complete picture of poverty and
deprivation in India. Many reports by the government, the Bank and other ingtitutions have
illustrated the desperate condition in which about one-third of India' s population live. Whilethe
situation isimproving slowly, the UNDP Human Development Repart for 1999 ranks India as
132™ out of 174 countriesin terms of the human development index.

World Bank Non-Lending Activities— An I mproving Focus on Poverty Reduction

The Bank’s Country Assistance Strategies (CASs) have always emphasized poverty reduction as
the over-arching objective of the Bank’s assistance program, but they have been unclear about the
likely impact of assistance strategies on poverty reduction. In the early nineties the Bank strongly
supported the government’ s focus on improving macroeconomic policies to achieve economic
growth and poverty reduction. Thiswas anecessary first strategy. There was, however, an
inadequate focus by the Bank on the need to adjust nationa and state agricultural and rura

devel opmolicieﬁ as part of the growth and poverty reduction strategy, until the latter part of
the nineties™ On the other hand, projects aimed at broad based improvement of primary social
services (e.g. national primary education and health programs), while arelatively small part of the
lending program in the eighties, were an increasingly important second part of the strategy and
lending program in the second half of nineties. Of course poverty reduction resulting from
improved primary services takes many years. Third, projects with a narrowly targeted group of
beneficiaries such as the poorest groups were arelatively unimportant part of the Bank assistance
strategy until recently.

Overall there has, however, been a*“sea change” in the attention to poverty reduction in the
Bank’ s assistance programs from moderate interest in the late eighties and the first half of the
nineties to acute concern evident in the CAS of 1997. The 1999 CAS update and the draft
Comprehensive Development Review for Indiareflect a continued attention to poverty reduction
in the Bank’ s assistance strategy. The focus by the Bank matches the concern in the Indian

9 United Nations Development Programme, Human Devel opment Report 1999, Oxford University Press, 1999. The human
development index is a compositeindex designed to measure human development.

10 See companion background paper for the India CAE on agricultural and rural development. The Region’s view is that achieving
changes in policies at the central government level, while desirable, is fraught with the difficulties of an unpredictable political
economy. Itis, inthe Region’s view more direct and practicable to negotiate changesin state policies in the context of agreements on
credits and loans at the state level.
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government and in public debate about the effectiveness of national and state poverty reduction
programs. It also underlines a concern to achieve better governance and a more effective
implementation of the poverty reduction programs through the Panchayats following the 73" and
74" amendments to the constitution.

Bank research on poverty in Indiain the eighties and early nineties focused mainly on analysis of
National Sample Survey data to evaluate trends in poverty and the decomposition of those trends
into growth and distribution components. There was aso considerable analysis of the
government’ stargeted programs. This has been high quality work and highly valued. It isused
regularly in Indian academic and policy circles, and in the Bank. In recent years research has
become increasingly focused on analyzing policy issues which are relevant to public expenditure
allocations for the reduction of poverty.

The Bank’s economic and sector analysis on poverty over the last ten yearsincluded first a
Review of Poverty, Employment and Social Servicesin 1989 (the country economic
memorandum for that year). It discussed the substantial progress made in poverty reduction
during the eighties, the constraints to a continued reduction in rural poverty, and the issues that
lay ahead. The 1991 CEM laid out policies and public expenditure strategies that constrained the
opportunities for income growth in the agricultural sector and drew conclusions on actions that
needed to be taken to stimulate agricultural growth. These reports, with strong and clear
messages about strategies for poverty reduction, were both virtualy ignored within the Bank.
They contained, for example, warnings about the difficulties of achieving continued poverty
reduction in the nineties compared with the eighties. They also emphasi zed the necessity of
stimulating rural development for poverty reduction.

After ahiatusin sector work on poverty issues, two poverty assessments were prepared in 1997
and 1998. They covered respectively the importance of growth and employment to poverty
reduction, and the role of socia services and targeting in poverty reduction. Both were
informative relying heavily on Bank research, and interestingly written. Thefirst report of 1997
focused on the importance of growth in general as the solution to poverty reduction but without
any analysis of the pattern of growth that would be necessary to reduce poverty. It therefore
added little value in terms of how to design Bank operations to achieve poverty reduction. The
second report was more strategic in its discussion of options and recommendations for poverty
reduction. A follow-up report on poverty in 1998 drew from the results of qualitative surveysin
Uttar Pradesh and Bihar providing additional perspectives of poverty and drew attention to the
importance of developing socia capita as away for the poor to insure against risks of social
exclusion and as a basis for pursuing income generation. Thiswork has recently been devel oped
into an interesting poverty assessment for Uttar Pradesh.

There were also a number of country economic memoranda (CEMSs) and a plethora of sector
reportsin the second half of the nineties. The CEM for 1995 included a chapter on rural
development and poverty, but generally CEMs did not focus a great deal on poverty reduction
strategies. There were sector reports on sugar and livestock (1996) primary education, health,
and oilseeds (1997), and irrigation (1991 and 1998) which al could have focused to alarge extent
on poverty reduction. In the event their content (except for education) was narrowly sub-sector
driven missing a broad perspective on major challenges such as poverty reduction. Indeed these
sector reports reflect very well the overall conclusion that until the late nineties poverty reduction
was not the central theme for the Bank’ s assistance strategy in India.

Finally, the report on rural development and poverty reduction in 1999, capping five years of
background work, drew similar conclusions to those in the 1991 CEM. This report analyzed the
linkages between rural development, the non-farm sector and poverty reduction. It promisesto be
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aflagship product for intensifying the Region’s focus on rural development and poverty reduction
in Indiaif its messages can be effectively disseminated and discussed with the central and state
governments. The most important aspect of rural development isthat it will involve an increased
role for the private sector in contributing to poverty reduction.

Growth Strategy for Poverty Reduction

A cohort of 53 projects approved in FY 94 through FY 99 was classified according to their generic
objectives and implicit strategy for poverty reduction, namely stimulating growth, providing
broad-based improvementsin socia services, or financing narrowly targeted services and
assistance to the poor. For most of the second half of the nineties during which the Bank’s
strategy focused more explicitly on poverty reduction the project assistance was seen to intensify
considerably 58 percent of project commitments was devoted to primarily supporting growth,
namely projects addressing broad macroeconomic policy issues, increased output, or improving
the enabling environment for increased output such as more reliable power supplies. About 34
percent of project commitments financed broadly targeted support for poverty reduction such as
the development of primary servicesin education and health, and domestic water supplies. There
was very little (8 percent) of the lending program devoted to narrowly targeted programs for
poverty reduction. The forestry projects, which originally were not designed primarily to focus
on poverty reduction, are the main projectsin thisthird group. A surprising aspect of al projects
was that, despite the rhetoric in CASs about the importance of poverty reduction being an
important objective of the Bank’s operations, there were no targets established for these projects
that were directly relevant to poverty reduction and no systematic monitoring of the poverty
reduction impact of the projects financed. By and large thiswastypicd of the situation in many
countries. Reflecting arenewed concern for monitoring the Bank’ s Indiafield office has held a
workshop in mid 2000 with the objective of improving monitoring and evaluation in the Region.

Another approach to assessing the poverty focus of the lending program isto use the Bank's
classification of the expected impact of projects on poverty reduction (referred to as poverty
targeted interventions or “PTIS") assessed at the time of Board approval. For India 56 percent of
Bank-financed projects were classified as PTIs since FY 94 4 but it should a so be noted that
there is a healthy skepticism among many Bank staff about the veracity and usefulness of the PTI
classification. It is no more than arough guide to the focus of projects on poverty reduction.

Evaluation of Main Assistance Programs

Non-lending (resear ch, economic and sector work). This evaluation gives the greatest weight
to poverty assessments, followed by other economic and sector work (ESW). Thereason for this
weighting is because poverty assessments and ESW generally are intended to be relevant to the
Bank’s operational work on poverty reduction. At the sametimeit is acknowledged that the
Bank’s excellent research work on India has been extensively used in preparing the two poverty
assessments. The relevance and quality of the Bank’s ESW work for poverty reduction in the
first half of the nineties were respectively substantial and satisfactory. The impact on Bank
operations, however, was negligible since the two economic reports most relevant to poverty
reduction were virtually ignored because of the Bank’s exclusive focus on macroeconomic issues
at thetime.

In the second half of the nineties research was highly satisfactory and substantialy relevant. The
1997 poverty assessment was a so substantialy relevant to the Bank’s poverty reduction strategy
and operational work in India. While it adopted the conventiona growth-led poverty reduction

" The classification of projects as PTIs or non-PTls started in 1992.
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strategy, it was based on considerable research work (mostly by the Bank) and provided an
important baseline of knowledge about poverty in Indiathat the Bank had heretofore not been
ableto present. That was an important breakthrough in the Bank’ s collaboration with the
Government. The generality of the 1997 poverty assessment no doubt stimulated the preparation
of a specific Bank strategy for poverty reduction in the 1997 CAS. The next poverty assessment
on social services and targeting in 1998 was more strategic, but it added relatively little to the
Bank’s existing strategy in the social sectors. The Bank had already placed considerable
emphasis on putting development of the social sectorsinto high gear in Indiain the early nineties.
Also, an explicit strategy had already been laid out in the earlier 1997 CAS. The chapter on
targeting in the second poverty assessment was not relevant to the Bank’ s strategy and operations
sinceit had no intention of providing assistancein thisarea. Neverthelessit was an excellent
chapter and has no doubt generated many benefits outside the Bank. Overall the relevance of the
second poverty assessment was also judged to be substantial. The quality for both poverty
assessments was satisfactory, but their impact was modest since they contained few new strategic
insights. The other major ESW output directly relevant to poverty reduction was the 1999 report
on rural development and poverty alleviation was substantially relevant to poverty reduction, had
relevant but weakly presented recommendations for agricultural policy change, and was of a
satisfactory quality.

Lending. The outcome of projectsin terms of poverty reduction for both the first and second
halves of the ninetiesislikely to be moderately satisfactory, although there have been some
improvements in project design (and therefore better prospects for poverty reduction outcomes) in
the last half of the nineties. This assessment of outcome is based on substantial relevance of
projects to poverty reduction, and modest efficacy since these projects were mainly directed at
people with assets - namely not the poorest. 1n addition, because of the substantial surplus labor
in rura areas, additional employment opportunities would have been limited. There was virtually
no monitoring and evaluation of poverty reduction or employment generation in any of the Bank
projects so the impact of projects on poverty reduction cannot be ascertained. The institutional
development impact of projects for poverty reduction is expected to be modest but in some cases
negligible because, apart from a few exceptions, project documents show that Bank-assisted
projects have not developed long term institutional structures to address poverty. Sustainability
of projects as mechanisms or models for poverty reduction is uncertain because in most cases a
replicable approach for economic devel opment and poverty reduction did not evolve.

Overall Evaluation

On the basis of actual and expected results for poverty reduction, and giving most weight to the
portfolio of project investments compared to non-lending work over the last five years, the
overall outcome for the Bank’ s assistance program over the last decade is rated as moderately
satisfactory. The basis for this evaluation is the substantial relevance of the program to poverty
reduction. While the absence of poverty monitoring in most projects makes it impossible to
assess their impact on poverty, it is expected that their efficacy in terms of poverty reduction will
also be modest. Ingtitutional devel opment impact of Bank—assisted projectsin terms of poverty
reduction programs is expected to be modest, and sustainability of projects or components of
projects focused on poverty reduction, such as exist, is uncertain.






39

ANNEX C: EVALUATING BANK ASSISTANCE FOR PUBLIC SECTOR
MANAGEMENT

Author: Baran Tuncer, Consultant

This paper reviews and evaluates the Bank’ s involvement and performance in the area of
public sector management. It also takes a close look at the state-level policy-based
lending in Indiawhich has gained major importance in recent years. Under public sector
management issues, fiscal adjustment, public enterprise reform, governance and
institutional development are covered.

Thereis a growing consensus inside and outside of Indiathat the problems faced in
public sector management seriously constrain the economy to fully realize its potential.
However, despite the government’ s recognition of the need and the Bank’ s efforts to
assist the government, most would agree that public sector reform remainsillusive.
Clearly the challenge for the Bank is not only to identify the issues and to provide the
analytical underpinnings, but it is aso to better understand and adapt to the complexities
of India s rapidly changing political economy and the pace of change in public sector
management.

Therefore, the Bank needs to cover a number of public sector management issues.
Further analytical work may be needed in some areas. In others, the Bank can play an
important catalytic role in helping to identify promising reformsin certain states and
sectors, and in helping to gather and disseminate information regarding public sector
performance. These actions could help strengthen the Bank’ s dialogue with the
authorities, stimulate debate, and encourage change in vitally important areas within
public sector management. Areas where such action would be beneficial are identified in
the paper.

The Bank has considered fiscal adjustment an integral part of public sector reform, since
persistent fiscal deficitsin the public sector has been the major macroeconomic weakness
of the Indian economy. Fiscal adjustment was a component of the 1991 SAL operation
but. The outcome was only moderately satisfactory. After an initial declinein the first
half of the decade, the consolidated fiscal deficit has once again reached the pre-1991
level. Sincethe 1991 operation, no lending instrument addressed the fiscal deficit issue
at the center. CEMs have made reference to the problems associated with the deficit, but
they did not make lasting impact on the government. In the second half of the 1990's, the
Bank shifted its attention to the finances of the states, where the need for fiscal
adjustment is also great in view of worsening state finances. Also, it isin the states that
the Bank decided itsimpact would be greater. While thisis an appropriate strategy, the
Bank should also explore ways to help the authorities address fiscal problems at the
center.

The pace of public enterprise reform has been very slow. The government and the Bank
have agreed that reforming the public enterprise sector essential because of the large
impact of this sector on the economy, and of its negative contribution to overall fiscal
deficit. Public enterprise reform was part of the 1991 adjustment operation, the outcome
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of which was only moderately satisfactory. Since then, the Bank was devoid of any
lending instrument to address the problems of central public enterprises. Referencesto
public enterprise reform in various ESW were aso inconsequential. However, the
authorities are finally taking a more active stance and are selling the mgjority sharesin a
number of enterprises. In fact, privatization is now an acceptable term. Currently, the
Bank has shifted its focus to public enterprise reform from the center to the states through
state-level lending. Given the prominence of the central public enterprisesin the
economy, however, the Bank should not drop them from the agenda for reform
altogether.

Governance issues have been attracting more attention recently in the Bank. In India,
economy-wide corruption isamajor issue. Thelegal system falls short of fully
supporting the economic transformation the country is going through. There isroom for
improvement in the fiscal system to strengthen transparency and accountibility. The
Bank islooking into these areas mostly in the context of ESW. Also, with the shift of
focus to state-level lending, governance issues have gained even more importance where
it isamuch bigger issue. Without major improvementsin states governance, the Bank’s
impact through policy-based lending in the states can not be very beneficial. The Bank
demonstrates full awareness of this point, and governance issues are increasingly dealt
with in ESW and policy-based lending in various states. However, the Bank should
explore other entry points to contribute to the dialogue in economy-wide governance
issues. The Bank may also consider lending in specific areas, such as legal system
reform.

Institutional development issues are being dealt with in the context of individual sector
projects, some of which have aformal ID component. The impact of these projects,
which on average is modest, is more relevant from the “agency” perspective than from
the “national.” The adjustment operation of 1991 was supportive of institutional changes
in areas such as the financial sector, trade and foreign exchange regimes, and taxation.
However, there are certain areas that require much closer attention both from the
government and the Bank. Reforming the civil service and rationalizing of public
expenditures are two such areas. The Bank needs to put more emphasis on these issues,
and to strengthening the linkage between reforming core systems of government and
sector institutions. Recently, it has begun moving proactively in this direction. These
efforts need to be strengthened and encouraged.

The shift to state-level policy-based lending in the second half of the 1990sis clearly in
tune with the change in political environment and the needs of the country. States have
the responsibility for the provision of basic services and poverty alleviation. To cope
with such responsibilities, states need to initiate penetrating reforms and reverse the trend
in fiscal deterioration. Therefore, public sector management issues, including
governance, have gained in importance in the states, and the Bank’ sresponse to this
need has been timely. Also, state-level public sector management issues are increasingly
the focus of recent ESW.

The current Bank strategy favors the reforming states. This strategy is appropriate since
the impact of Bank lending is the highest in areform environment. Also, this creates an
incentive for the non-reforming states. Moreover, state-level policy-based lending

provides a framework to link various elements of public sector management, tying fiscal
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adjustment and reform to governance issues, and to institutional development.
Meanwhile, the first project on broad-based state lending is being implemented in Andhra
Pradesh. Even though the project is going well, it cannot easily be replicated elsewhere
because of its complex nature. A recently approved second project, which is structured
differently, addresses the fiscal reform and public sector restructuring in Uttar Pradesh.

Certain issues emerge from the limited experience with state-level policy-based lending.
The Bank should make additional effortsto let the new criteriafor lending be better
understood by al. Thereisadditional concern that the need for assistance in socia
sectors may even be larger in some poorer states who are not in the reform mode. While
such needs should not totally be ignored, it isimportant for the Bank to continue to focus
on reforming states to demonstrate the benefits of fiscal adjustment, better governance,
and institution building.
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ANNEX D: EVALUATING BANK ASSISTANCE FOR FINANCIAL SECTOR
DEVELOPMENT

Author: Dinanath Khatkhate, Consultant

The Indian financia system has been a government instrument over the last four decades, to
mobilize resources and to allocate them to the public and private sectors. Though the financial
sector grew both in size and diversity, it remained highly repressed, with negative real interest
rates and inefficient allocation of resources. Despite this, however, there was impressive financia
deepening. In 1991, the beginning of the reform period, M3/GDP ratio was high at 49 percent; the
ratio of household sector’ s saving in financia assets was around 9 percent and there was awide
choice of financia instruments. India’ s financial sector compared well with those in East Asian
countries; commercia banks dominating the sector accounted for 70 percent of total financial
assets. But the resources were preempted, to the extent of 80 percent, by liquidity and cash
requirements, directed credit and specia programs. Discretion for management was limited; bank
concentration was pronounced with interest rate spread of 12 percent; most of the public sector
banks (PSBs) were involved in losses; foreign banks yielded better results; capital adequacy
ratios were too low at 1-5 percent of assets. The financial position of banks was fragile with
NPAs ranging between 15-45 percent; legal framework was weak to recover bad loans;
accounting standards were not uniform; Reserve Bank of India s (RBI) supervision was weak as
the emphasis was on economic regulation rather than prudential.

Following sweeping financial reform policiesinitiated in mid-1991, the Government of India
(GOlI) and the RBI adopted a medium-term strategy of financial sector reform which comprised
strengthening capital adequacy ratio, tightening supervisory capabilities, recapitalization of
banks, enhancing flexibility in asset management (lowering liquid assets and cash ratios, removal
of subsidy in directed credit, elimination of interest rates both on loans and deposits, raising of
auditing standards, improvement of asset classification; etc. The impact of the reform was
substantial and in adesired direction. NPAs at end 1997-98 were about 18 percent of total loans
and 9.25 percent net of provision. Competition from private domestic banks and foreign banks
increased to some extent. The profit/total assets of PSBs was positive even in excess of provision.
Asset classification was generally below international standards, and compared favorably with the
standardsin East Asia, and the autonomy of PSBs still remained limited.

The World Bank’ s involvement in India s financial sector needs to be viewed not only by what it
did for the financial sector but also by the extent to which it contributed to minimizing the
microeconomic distortions in the Indian economy. The World Bank had a clear strategy regarding
assistance to India, both relating to the overall economy and the financial sector, articulated
through its economic and sector work (ESW), country assistance strategies (CAS), country
economic memorandums (CEM), sector report on the financial system (in 1990) and a stream of
regular informal dialogues and policy notes on specific topics. The Bank’ s strategy emphasized
removal of macroeconomic risks that might arise from the unsound banking system and that the
financial system should meet adequately and efficiently the credit needs of the deregulated
private sector. The Bank's diagnosis of the financial sector rightly stressed that it was good at
mobilization of resources but weak at allocation and functioned without prudential norms.

The Bank used three lending instruments, structural adjustment loan/credit (SAL/SAC, 1991),
external sector and investment loan (ESIL, 1993), which had considerable impact on the financial
system, and FSDP (1995). The first two addressed the problems of macroeconomic distortions
and structural change central to the financial sector reform and the last one FSDP focused on the
six PSBsin respect of recapitalization and management and institutional development. The



implementation of the first two was quick and impact was immediate in creating space for the
growing private sector and the congenia environment for the efficient development of the
financial sector. The FSDP objectives were achieved, partialy or otherwise, but their effect on
management of the concerned banks was not so far apparent nor was its components well
formulated as one of its constituents was dropped at the very beginning of the program
implementation.

Only two of the six banks were recapitalized. Two of the banks started privatization through issue
of equity in the market. Five of the banks reached stipulated CARSs of 8 percent of assets. All the
banks reached targeted profits. The project succeeded to some extent to demonstrate the best
practicesto other banksin India. However, the impact of the project on the management
development of the targeted banks was imperceptible. There was a doubt whether those banks
would not lose capital again. The FSDP is still ongoing but on present indications based on
supervision reports, the probable outcome would be moderately satisfactory; it's expected 1D
impact and sustainability would be at best modest and likely respectively.

The Bank’s effectiveness in improving the aggregate performance of the financial sector is
viewed in two ways—first by evaluating its ESW and second by evaluating its two major
adjustment loans—SAL/SAC and ESIL and FSDP. Asregards the first, the Bank's nonlending
assistance played an important rolein financia reform asit set out al issuesinvolved and
indicated the policy choicesto the borrower. Its report on the banking system (1990), a
subseguent volume on the proceedings of the banking seminar (in 1997) and the payments system
(1998) contributed to a better understanding of the financial reform by the policymakers, the
bankers and the public at large. On this count, the ESW is given atop billing of 1, in all
categories—strategic relevance and timeliness, internal quality, presentation, and likely impact.
The Bank’s SAL/SAC operation among the three operations had a large impact on the
development of the financial sector asit aimed at removal of the microeconomic distortionsin the
economy. Interest rate controls were dismantled, directed credit scaled down, new accounting
standards set, competition ushered in, prudential and supervision system introduced. Despite all
this, the banking system still remains massively inefficient state-controlled system. Competition
isminimal, foreign and private banks have not had any significant impact; privatization is used
simply as arevenue-raising device; bank supervision is still compliance-oriented; accounting
system has some mgjor flaws and the auditing standards are out of alignment, with international
norms and NPAs are growing as fast as fresh lending because of poor lending practices and the
flawed legal framework. For al these reasons, the Bank’ s aggregate sectoral assistance
performance is rated as moderately satisfactory in regard to outcome, modest in regard to
relevance, efficacy, ingitutional development impact and likely in respect of sustainability.
However, there is a heavy agenda of reforms of the financial system that is till unfinished. The
Bank’s effectiveness in future will depend on how it could acce erate those reforms, both through
its lending and nonlending services. NPAs problem still is serious, the operational efficiency of
banksis low without the incentive structure, asin the Western countries. Privatization of banksis
slow and management efficiency will not improve, unless the mgjority share holding and
management are in the private sector. The Bank’s ESW was prescient and focused on the major
relevant issues for the sector and the Bank islikely to continue this work even with greater
effectiveness than in the past. The Bank needs to devise alending instrument with appropriate
policy content which will give weight to sequencing of various elements of second generation
financial reforms and their effective implementation.



ANNEX E: EVALUATING BANK ASSISTANCE FOR PRIVATE SECTOR
DEVELOPMENT

Author: Dinanath Khatkhate, Consultant

The GOI’ s economic policy since 1952 was predicated on two basic premises—that the economy
should operate as a closed economy, producing as many products as possible domestically and
that the public sector should occupy the commanding heights in the economy. These policies had
the most constricting impact on the private sector, financia sector and the external sector. There
were severe restrictions on the external transactions, both current and capital. A major dent on
India's closed economy was made by the economic reforms adopted in 1991, which related to the
industrial policy deregulation, liberalization of foreign trade regime and investment, the financial
sector and the fiscal policies. As aresult, the Indian economy has been slowly opening out with a
steadily rising ratio of exports/importsto GDP since 1991. India s links with the global financial
markets become stronger with growing inflow of FDI, private portfolio investment and deposit
inflows from nonresident Indians. The degree of financia integration of Indiawith the
international financial markets as reflected in interest rate differentias or the integration index
has been increasing.

Despite the hostile economic environment, the private sector in India remained a major source of
national income growth aswell as employment. Efficiency-wise, however, the private sector
remained high cost for lack of competition in view of the tight import and foreign exchange
controls and the industrial policy. The microeconomic distortions to which these policies gave
rise, created difficultiesin pursuing a sound macroeconomic policy. Eventually Indiafaced a
severe balance of payments crisisin 1991, and to get out of the impasse, the GOI unleashed a
radical reform program under which the industrial and trade regimes were substantially
liberalized, thereby both opening the economy and providing an expanding space for the private
sector. In particular, the protection from competition previously enjoyed by the PSEs was
drastically attenuated by the liberalization of capacity licensing, trade policy and the imposition
of hard budget constraints on PSEs. The long-term impact of these reforms on the private sector
were favorable. There was a sharp turnaround in FDI and foreign portfolio inflows and the private
sector recorded progress in many areas of their operation such as profit margin, pattern of sources
of funding and net worth. With al the impressive results of reform, the private sector still
suffered from many constraints, like high fiscal deficit, weak allocative policies of banks, and the
continued dominance of the PSEs, labor market rigidities and lack of corporate governance.

The basic thrust of the World Bank’ s strategy in regard to opening of the Indian economy and the
role of the private sector was that its lending should be linked to the progress on stabilization and
the structural reforms which included private sector devel opment, financia sector deregulation,
industrial deregulation, and the orderly public sector retrenchment. This strategy and the dialogue
based on it emanated from the several studies on industrial deregulation, trade reform, and the
private sector and its participation in infrastructure. The central feature of these studies was that
unless the microeconomic distortions, such as subsidies, wrong pricing of public utilities, labor
market rigidities, high tariffs, and PSE’ sinefficient functioning were removed, the private sector
development would not accelerate. Judging the Indian reforms ushered in 1991, it seemed that the
ESW was very influential in crystallizing the GOI’ s thinking on the reform policies.

Amongst the Bank’ s lending instruments, three adjustment loans—SAL/SAC, SNN, and ESIRLP
aiming at stabilization, structural transformation, fiscal consolidation, deregulation of the
industry, and trade reform helped open the economy and reduced barriers to the growth of the
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private sector. Of these, two SAL/SAC and ESIRLP were well implemented and their outcome
and impact were satisfactory. There were other programslike IT, ED, and IL& FS, addressing the
issues of the private sector, which were also reasonably successful in advancing the private
sector. In addition, the three power sector loans to three state governments—OPSR, HPSRD,
APPSR, and the investment loan APERP to one of them, have paved the way for the entry of the
private sector into the power sector, hitherto the virtual monopoly of the public sector.

Of the five completed lending operations of the Bank during 1991-99, SAL/SAC, ESIRLP, IT,
and ED, are rated satisfactory in regard to outcome. Their relevance, efficacy, institutional
development impact are also rated as substantial, while their sustainability aslikely. The third
adjustment operation SNN fares poorly in most of the rating categories. Of the other completed
projects specificaly directed at the private sector development, IT and ED also attract, more or
less, the same rating as those for the SAL/SAC and ESIRLP and the present indications of their
future performance. The other four OPSR, HPSRDP, APPSR, and APERP on the basis of the
supervision reports, are rated as high in regard to relevance, substantial in respect of efficacy and
ingtitutional development impact, and likely in regard to sustainability. This somewhat optimistic
rating is warranted on the ground that a consensus amongst all parties—consumer groups, and the
labor—has been attained. It istoo early to give rating in regard to outcome.

The overall effectiveness of the Bank’ s sectoral assistance strategy is judged to be satisfactory.
There are, however, gtill many impediments to the private sector growth, such as labor market
rigidities, lack of improvement in corporate governance, slow privatization of banks, the faltering
reform of the PSEs, lack of development of ports, roads, and communication, all part of the
infrastructure essential for the private sector development. It isin these areas that the Bank’s
needs to focus on in its future lending programs.

The Bank’s ESW is awarded top rating in strategic relevance and timeliness, internal quality and
likely impact. In particular, its studies on industrial deregulation, trade reform and the financial
sector deregulation, coming as they did before the onset of the Indian reforms, had been
influenced in shaping those reforms. The Bank may be even more effective in its ESW if it could
involve the research institutions in Indiain preparation of its ESW. The Bank’ s comparative
advantage lies in being a knowledge provider.
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ANNEX F: EVALUATING BANK ASSISTANCE FOR URBAN DEVELOPMENT

Author: Om Prakash Mathur, Consultant

The World Bank began its urban operations in India with the launching in 1973, of the Calcutta
Urban Development Project. Over the period 1973-1999, the Bank has financed thirty urban
sector projects, comprising twelve urban development projects, fourteen water supply, sanitation
and sewerage proj ects, two urban transport projects, a special project designed to assist the
earthquake—affected areas in Maharashtra, and aloan to Housing Development Finance
Corporation (HDFC). Thetotal financial commitment of the World Bank towards these projects
is placed at US$3.17 billion.

Increasing the public supply of land, shelter and services, and devel oping and financing packages
consisting of sites and services, slum upgrading, water supply and sanitation, and transportation
for the poorer groups was the central objective in much of the Bank’ s urban lending programme
in the 1970s and 1980s. Projectsin water supply and sanitation formed a part of a broader
programme of infrastructure and institutional development, and sought to not only improve the
level of urban services and shelter, but also address the problems of efficiency and effectiveness
of resource mobilization, resource utilization and strengthening of ingtitutional frameworks.

The Bank’s urban lending in India has shrunk sharply since 1990, with the Bank having approved
three stand—alone water supply, sewerage and sanitation projects, the recently—approved urban
development project in Tamil Nadu, and a specia relief project for the earthquake—affected areas
in Maharashtra. These projects of which the Maharashtra Earthquake project and one of the three
water supply projects were closed in December 1998, are guided by the objective in the case of
water supply projects, of augmenting the management capacity of institutions responsible for the
sector and achieving financial viability in the provision of water and sewerage, and in the case of
urban devel opment project, improving urban infrastructure services with private sector
participation.

Concerned at the reduction in Bank’ s urban lending to India, the World Bank produced in 1997, a
major study entitled, India: Urban Infrastructure Services Review, whose purpose was to “ create
areasonably explicit and well-documented basis for the Bank’ s future lending operations and
sector work for urban infrastructurein India.” Drawn up in the aftermath of country—wide
economic reform, the Congtitution (seventy—fourth) Amendment on Municipalities, and over two
decades of experience with urban lending in the country, this study outlined what it called, “a
plausible reform scenario” for the urban sector. According to the study, the main features of the
reform agenda for the country’ s urban sector were as follows:

» create and support long term financing facilities and intermediaries for urban infrastructure
financing;

e use public/private partnership to enhance efficiency in urban infrastructure provision and
service ddlivery;

» eliminate the regulatory constraints on effective mobilization of resources for urban
infrastructure financing;

» freetheland and property markets from different kinds of controls; and

* professionalize municipalities.
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Review of the Bank’s Urban L ending Programme

The OED evaluation of the World Bank’ s lending to the urban sector involving 27 completed
projects and afinancial commitment of US$2.60 billion shows the outcome to be satisfactory in
59.3 percent of Bank—assisted projects, and unsatisfactory for 29 percent of projects. In the
sphere of institutional development, 22 percent of Bank’s urban projects were able to
substantially build capacities and enhance the ability of institutions to better use the human,
financial and organizational resources. Further, the benefits from Bank—assisted projects were
likely to be sustained in only 26 percent of projects. The level of performance of the Bank’s
urban projects completed in the 1990s was far from satisfactory.

The less—than—satisfactory performance is explained by a number of factors, including (i) highly
complex nature of projectsin relation to the limited planning, engineering, financial,
administrative and implementation capacity of the borrowers; (ii) reluctance on the part of
borrowers to compensate for the shortcomings in capacity deficit by utilizing external
consultants; (iii) lack of ownership of, and commitment to, Bank’s projects by the borrowers, and
to the covenants attached to projects; (iv) difficult and lengthy procedures for land acquisition,
procurement, and corruption; and (v) weak municipal institutions.

The relevance and efficacy of the Bank’s urban lending to Indiain the post—1990 period
consisting of five projects (including a specia earthquake relief project) can, at best, bejudged as
modest. At the same time, the two projects, namely, the Maharashtra Earthquake project and
Hyderabad Water Supply project which stand completed, have performed well on the three
measures of outcome, ingtitutional development, and sustainability. The implementation progress
rating of the ongoing projectsis reported to be satisfactory. These projects have shown greater
sensitivity to market trends and general macroeconomic environment, with emphasis on private
sector participation in urban infrastructure financing, and financid viability in the provision of
services.

Impact of the Deceleration of Bank’s Urban Lending Oper ations

The deceleration in Bank’ s urban lending to Indiain the 1990s when the country had embarked
on economic liberalization, and initiated steps to strengthen the municipalities with such
measures as the Consgtitution (seventy—fourth) Amendment, and when the Bank itself decided to
strengthen the link between its lending assistance and the pace of implementation of reforms, isa
case of missed opportunities on the part of the Bank aswell as the Government of India and other
tiers of government. The Bank lost a unique opportunity in supporting decentralization policies
as provided for in the Constitution (seventy—fourth) Amendment Act, 1992, creating financial
intermediaries for financing municipal infrastructure, and promoting private sector initiativesin
infrastructure development and financing. On their part, the Government of Indiaand other tiers
of government missed out on utilizing the World Bank’ s expertise in developing an urban reform
agenda that would support and contribute to country—wide economic reform.

The widdy—disseminated World Bank’s study, India: Urban Infrastructure Services Review
which reflected on in depth understanding and appreciation of the India’' s complex urban sector
has also not been brought to its “logical conclusion.” The agenda, as proposed in the study, has
not been followed up and translated into projects or project ideas. In other words, despite its
satisfactory quality, after some three yearsit has had noimpact. Thisindicates an overall
moderately satisfactory outcome.
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Overall Evaluation

In the light of the modest relevance and efficacy and therefore unsatisfactory outcome of projects
completed during the 1990s, their modest institutional development and unlikely sustainability,
together with the moderately satisfactory outcome of the sector work, the overall evaluation of
this program in the 1990s is eval uated as unsatisfactory.
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ANNEX G: WORLD BANK ASSISTANCE FOR WATER RESOURCE
MANAGEMENT

Authors: G.K. Pitman, Sr. Evaluation Officer, OEDST
and
Inderjit Singh, Consultant, OEDST

India has made little progress to reform its water sector institutions even though there has been
active debate on water policy and sustained Bank support to its water sector. India’s 1987
National Water Policy preceded the Bank’s by six years and central government has long been
concerned about maintaining water infrastructure. Y et only recently has this become an important
issue at state level, driven by the 1991 constitutional and fiscal reforms, pressure from the center
and afew reformist state politicians. With assistance from the Bank, some states have issued their
own water policies— most notably Tamil Nadu (1994), Orissa (1995) and Rajasthan (1999).
Andhra Pradesh issued an Irrigation Sector Policy (1998) that stresses participatory management
with less emphasis on water resources management. Transforming policy into action has,
however, been uneven.

Following the 1991 Irrigation Sector Review and the Bank’ s 1993 Water Resources M anagement
Policy, the Bank switched from project to sector loans that would finance agreed statewide
programs through water resources consolidation projects, thus enhancing the state as the focus of
decentralization in national policy. The Narmada controversy and the Independent Review
(Morse Commission) aso focused intense international scrutiny on the Bank’ s water-related work
and helped shape Bank strategy in the 1990s. Unlike earlier project-by-project investments, these
new projects covered water resources management, addressed current and future intersectoral
needs and provided support for ingtitutional development and reformin line with the Bank’ s new
water policy. Although though the Bank’ s policy adviceis highly regarded and Indiaisthe
Bank’s second largest borrower for water investment, nationally the operational impact has been
modest. Bank lending historically accounts for less than atenth of India’ s water investment, and
even that amount was widely dispersed among many states thus lowering itsimpact for reform.

Fortunately, the move by the Bank in 1996 to focus large integrated investment packages on the
few states willing to undertake public expenditure reform has given the Bank much greater
leverage than it had before. So far, only three of 17 states have qualified: Andhra Pradeshison
board and Uttar Pradesh and Karnataka are in the pipeline; dialogue continues with Rajasthan and
Orissa. The comprehensive packaging also ensures that Bank dialog in each sector/subsector
addresses institutional and financial reform issues consistently —amajor problem in the past.

Trandating action into results, however, has remained difficult. While performance of completed
Bank water projects has been unsatisfactory because of over-optimistic appraisal and state’s
unwillingness to tackle ingtitutional and financial reform, there are signs of improvement. India’ s
comparative performance for water projects designed in the late 1980s and early 1990s and
recently completed is below that of similar Bank investments in China, other South Asia
countries and globally. However, the quality of the Bank portfolio hasimproved substantially
following more stringent management since 1996 and the proportion of satisfactory completions
increased markedly in 2000. Many ongoing Bank projects are also doing better — three projects
have received excellence awards for supervision by the Bank’s Quality Assurance Group — but it
istoo soon to make a definitive judgment on eventual outcomes.
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Much still remains to be done on devel oping sustai nable mechanisms for water alocation and
management. Severe water shortages, pollution and flooding affect many major cities with the
poor being most adversely affected. Much more attention needs to be given to management of
groundwater which supplies the magjority of rural water supplies. While more than half of the
Bank’ s post-policy water resources operations addressed water resources management issues
from a nationa perspective, only athird addressed them at river basin or state level. In part thisis
because continued fragmentation of responsibility for planning and management at nationa and
state level across sectors and organi zations frustrate sound resource management and provide few
incentives for cooperation.

Protracted inter-state water disputes have thwarted rational water planning and investment. The
tribunal process to adjudicate water disputes has encouraged a race among some states to build
dams to establish prior appropriation and often caused involves involuntary displacement of tens
of thousands of people. Unfortunately, government is not receptive to the ideathat allocation of
interstate rivers should be brought within the purview of the central government rather than the
state governments. This lack of agreement about water development priorities has curtailed Bank
investment on interstate rivers, and a more holistic treatment of all water management and
resource issues a the river basin level remains elusive.

There has been headway on reform of water institutions in the few reformist states where thereis
political will to change after decades of malaise — but in some the reforms appear to be cosmetic.
Whilethe focusis stronger on fiscal reform than on the underlying organizational and
ingtitutional issues that create perverse incentivesin the water sector, subsidies, especialy for
rural electricity, encourage inefficient water use. Implementing water tariffs to cover supply costs
remains as a challenge. Operation and maintenance suffer as aresult, further reducing revenues.
For fiscal reform to succeed, sooner or later state governments must address subsidy issues and
right-size public sector agencies to increase efficiency.

Key issues that must be addressed are persuading state governments to limit their role to water
policy rather than management — excellent examples of what is possible is the unbundling of
several state electricity boards. The primary objective is efficiency. While privatization is
normally evoked as a cure, thisis neither essential nor necessary if government and states can
change their incentive structures to induce and sustain reform. Investment and operation and
management activities should be separated. Bulk water delivery, maintenance and financial
management should be assigned to autonomous and financially self-sufficient units that are
accountable for performance to regulators and users. There must also be greater attention to good
governance and decentralization that allows the private sector, including users' groups, to take a
greater stake in water planning, investment and management.

The comprehensive water resources sector review of 1998, a collaborative effort of government,
the Bank and several development partners covered, for the first time, al subsectors. Unlike the
1991 irrigation review, it focused only on India’s performance, not the Bank’s. The review found
that little had changed since 1991: “ in recent years there has been realization and policy
pronouncements regarding the need to address these problems; however the policies have not
been translated into action.” In response, it proposed a comprehensive water reform strategy.

This strategy was developed following in-depth consultation with key central agenciesand a
number of states. Many of the recommendations, for example, reducing the size of public sector
agencies and decentralizing to beneficiaries, affect both Bank projects and nationwide practicesin
the water sector. Other recommendations, such as establishing private water markets, are the
subject of intense debate in India. Indeed, Indian participants at the May 2000 water roundtablein
Delhi stated that the Bank was too doctrinaire on privatization and that its water investments were
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insufficiently pro-poor. These issues require more debate at state level to create a broader
consensus and ownership in India and factor-in the Bank’ s global experience.

The water sector reform strategy lays out a very ambitious and detailed agenda that covers most
of the principles of the Bank’s 1993 water resources management policy. It contains more than 80
national and intersectoral recommendations aimed at the central and state governments, and more
than 170 for the main subsectors. Notably lacking, however, is clarity about the role of the Bank
in these reforms.

The scope of this strategy suggests that the Bank has learned little from the 1991 Irrigation Sector
Review that contained 52 recommended actions, which largely failed — most of the
recommendations have yet to be acted upon — because incentives and ownership were lacking.
The Bank needs to be more candid about the performance of its own projects informed by more
pragmatic monitoring and evaluation and inclusive of local stakeholders experience. Thiswould
encourage development of Indian (rather than Bank-imposed) solutions that fully factor in their
suitability to Indian conditions and indicate where reform is likely to succeed. And this would
enable the Bank to tailor its assistance to what is practicable and feasible for both the Bank and
Indiain the short to medium term.

Since political economy is at the root of many problems in the sector, the Bank should pay more
attention to issues of political will and commitment, and include political and civic leadersin the
Bank’ s dialogue on water reform. Inviting them to see successful water projects and reformsin
other countries could prove effective, asit did for Turkey. The Bank also needs to work better
with other development, research and donor agenciesin India, not only keeping them informed
but also opening itself to learning from their hard-won experience.

Under the 1998 reform agenda, institutions and practices that have remained unchanged for
decades are to be tackled and changed quickly — an approach to ingtitutional reforms that fliesin
the face of institutional redities and the political will such asthey exist in Indiatoday. The future
of water sector reform in India depends critically on GOl enforcement of its national water
policies. Without such enforcement — that may mean withdrawing support from states unwilling
to reform — there will be little progress towards modernizing India’ s failing water institutions.

Timeis also needed for ownership of new water sector institutions to grow to maturity — Europe’s
water institutions, for example, are still evolving 30 years after the first privatizations of the
1960s, indicating that not everything can be done at once. A more selective and incremental
approach to key policy and institutiona reforms might be more productive. Thisis particularly
important as the Bank has limited capacity to help Indiaimplement the ambitious 1998 reform
program and it must avoid spreading its resources too thinly to be effective.
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ANNEX H: EVALUATING BANK ASSISTANCE FQR AGRICULTURAL AND
RURAL DEVELOPMENT

Author: Jack W. van Holst Pellekaan, Consultant

Continued agricultural growth but sluggish increasesin productivity. Agriculture provides
employment for about two thirds of the national workforcein India and, therefore, growth of the
sector has aways been important for poverty reduction. Taking 1989/90 (which was closeto an
average production growth year) as a base, agriculture has been growing at an average rate of
3.4% per annum up to 1997/98, a modest increase over the average for the previous decade of
3.1% per annum. The sector has been undergoing structural change, with areduction in the
relative importance of rice and wheat production in response to moderate demand growth for
foodgrains, and an expansion of production of other high value crops, that bodes well for the
long-term sustainability of growth in the sector.

Nonetheless, India’s agricultura performance was far below that of China (5.9% per annum
production growth in the 1980s and well above 4% in the 1990s). Moreover, the drought
conditionsin parts of Indiain 1999 may well pull the sector’s performance down for the decade
asawhole. Apart from the misallocation of resources resulting from distorted agricultural
policies, aslow-down in technological progressin the major grain crops also affected negatively
total agricultural output. The reduced productivity growth in the sector appears to have had a
detrimental impact on real rural earnings. Despite the higher agricultural GDP growth, the rate of
increase of the real wages of unskilled rural workers slowed down compared to the previous
decade and was actually negative in many large states.

The Bank’s 1999 rural development report concluded that during the 1990s, despite the
depreciation of the exchange rate and trade liberalization in other sectors that improved the
overall terms of trade for agriculture, producers and traders of agricultural products were over-
regulated and faced unbalanced policies that had a negative impact on rural employment. The
allocation of substantial resources to subsidies were associated with low levels of public
investment in rura infrastructure (particularly rural roads) and major factor market distortions.
These policies constrained (and still constrain) the ongoing structural change in the sector and
need to be reformed for improved efficiency and long-term sustainability of income gains.

Rural poverty reduction stalled to some extent. The extent of change in rural poverty reduction
remains controversial in India. The official government and Bank data series show that,
compared with arapid decline in the 1980s, the incidence of poverty inrural areas stalled in the
1990s so that by 1996/97 (the latest available reliable survey estimate) the incidence of rural
poverty was about the same as it had been at the start of the decade. Alternative estimates of the
incidence of poverty for two years in the mid nineties (1993/94 and 1995/96) show that rural
poverty declined to levels significantly below those at the beginning of the decade. Whilethe
first story is consistent with the slower growth of real rural wages mentioned above, the second
one is more consistent with the reported increase in the rate of growth in agriculture.

Strategic neglect. Agricultural and rural development policies were never at the top of the Bank’s
strategic agenda during the first half of the 1990s, despite their crucial role in reducing poverty in

12 This paper should be read in conjunction with other CAE background papers on transport, environment, and on poverty aswell asa
sectoral reviews on forestry and water resourcesin Indiaby OEDST. There are important linkages between this paper and the other
papers.
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India, which had been clearly recognized in the Bank’s 1991 main economic report. The Bank’s
policy dialogue and lending program did not address the serious shortcomingsin Indian
agricultural policy at the central and state government levels. In addition, the issue of how the
distortionsin agriculture could undermine the success of the stabilization and adjustment policies
and the overarching objective of poverty reduction wasignored. Regional management and
government focus was overwhelmingly on macroeconomic and t@je issues, which were clearly
very important but were not the key issues for poverty reduction.

Bank lending continued despite inadequate policy framework. This neglect of policies also held
up development of relevant analytical work by the Bank as the basis for a strategic vision for its
contribution to poverty reduction through assistance for agriculture and rural development. There
was areduction in Bank lending for agriculture in the early 1990s, but largely due to areview of
the dominant irrigation lending component rather than a response to the unsatisfactory policy
environment in the sector asawhole. The Bank still continued to lend substantial amountsin the
sector in an acknowledged over-regulated, inefficient policy environment, with many “stand
alone’ projects addressing relatively narrow issues.

Lending increased by 43% in the second half of the 1990s compared with the previous five years,
but the Bank concentrated it on afew main sub-sectors and placed more emphasis on state-level
reforms. The new sharper focus of Bank assistance arose out of the realization that the earlier
neglect of agricultural policy issues and the dispersion of projects had limited sustainable impact
on poverty reduction and were creating serious problems in project implementation and
performance. The Bank’sincreased lending was for irrigation and drainage, watershed/area
development, and forestry, including some project components directed at agricultural research
and extension and was largely directed to those states willing to adopt significant policy reforms,
such as on water management and pricing. This more selective and more relevant sector
orientation had a potentially larger impact on rural development institutions than the dispersed
and narrowly-focused projects of earlier years.

Nonetheless, this increased lending and support for reforms was not accompanied by any in-depth
dialogue with the central government on the many agricultural and rural development policy
issues for which it had responsibility, that continued to exert negative effects on production
incentives. Furthermore, lending took place without an explicit Bank assistance strategy for
fostering policy changesin the agricultural sector.

At the end of the 1990s, however, the Bank showed a greater commitment to poverty reduction in
the design of rural development projects. These projects will pursue pillars of the Bank’s
Comprehensive Development Framework (CDF), such as establishing along term comprehensive
ingtitutionally sustainable approach to development, forging client ownership of the program,
working with and improving the commitment of existing governance frameworks to poverty
reduction, and achieving partnerships and targeted outcomes, and devel oping social capital which
will directly benefit the poorest groups

3 The Region acknowledged that inadequate improvements were made in agricultural and rural
development policy in the 1990s, but considers that this evaluation does not appreciate the imperative for
the Bank to focus on supporting the resolution of the macroeconomic crisis of the early 1990s and on the
investment and trade reforms that India was prepared to undertake. An earlier draft of this paper was also
criticized for not taking into account the impact of a number of changesin government during the 1990s
which had a detrimental impact on central—state government relations and in turn had a major impact on
the nature and pace of policy dialogue on reform with the World Bank.
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Relevant ESW. The main analytical reportsin the sector during the 1990s were the Irrigation
Sector Review (1991), the Water Resources Management Review (1998), and Towards Rural
Development and Poverty Reduction (1999). All were prepared in close collaboration with many
ingtitutions and expertsin India. The first two formed the basis for Bank support of major
ingtitutional changesin water resource management and are highly relevant to the Bank’ s support
for reform of the irrigation sub-sector at the state level.

The 1999 rural development report was based on alarge number of sub-sectoral background
papers. The main report was also highly relevant, but it was not timely. 1t was regrettabl e that
the Bank waited so long to come to conclusions on crucia strategic issues that were quite obvious
and had already been emphasized by Indian and international scholars, and in Bank documents
nine years earlier. Theinternal quality, presentation and readability of the report were
satisfactory and the substance had been carefully researched, in many cases collaboratively with
Indian partners. Its conclusions, however, were not as forthright as they could have been to make
astrong impact on policy change. Apart from the presentation of this and related reports at a
successful workshop in New Delhi in April, 1999, there was no further dissemination of its
important messages in the nineties. At the end of the decade the impact of the report on
agricultural and rural development (including investment in rural infrastructure) was uncertain.
There has, however, been much more debate and action on grain marketing and storage policy in
the last year, including the commitment by the central government to lift grain storage and
movement controls. Unfortunately no government action has yet been taken

Overall evaluation. For the decade as a whole, Bank-financed rural development projects have
had modest relevance to poverty reduction because the overwhelming proportion of their
beneficiaries were those with already significant assets rather than those below the poverty line.
Poverty reduction was certainly amongst project objectives in appraisal documents, usualy tied
to increased employment opportunities supported by Bank assistance, but one could find neither
analysis nor monitoring that would show that such increased employment would benefit the poor.
Moreover, the Bank expanded lending in an inadequate policy environment, that was over-
regulated by government, where production and marketing incentives were distorted, and where
public resources were used inefficiently for subsidies while investment in rural infrastructure
suffered. However, the stronger focus on policy issues justifies a substantia rel eve rating for
the agricultural and rural development program of the last five years of the decade.’

Although most ongoing agricultural projects are expected by the Bank to achieve their
implementation and devel opment objectives, the low ambitions with respect to poverty reduction
of many of the projects in the Bank’s portfolio during the late 1990s, the inadequate identification
and monitoring of project beneficiaries, the still prevalent (albeit changing) shortcomingsin the
policy environment, made it inevitable that the Bank’s contribution to India’ s goal of poverty
reduction was modest. Thus, when measured against the Bank’ s core objective of poverty
reduction, the outcome of the Bank’ s assistance program for agriculture/rural development in the
second half of the 1990s was only moderately satisfactory.

* The Region considers the evaluator’ s assessment that Bank-assisted rural development projects had only
modest rel evance to poverty reduction, because they were overwhelmingly focused on people with assets,
overly constrained. The presentation in the paper, the Region claims, does little justice to the type of
relationship the Bank had in India, and the strategic thrust of its assistance program. While acknowledging
the limitations of the poverty monitoring arrangements, the Region pointed out that its projects were aimed
at enhancing agricultural growth and hence poverty alleviation indirectly. In its comments the Region also
pointed out that a number of operationstarget at the poor explicitly, such as the recently approved
watershed projects. The background paper recognizes the poverty reduction focus of some projects (e.g.,
the Sodic Lands Reclamation, Watershed, and DPIP projects, among others) but does not cover projects
approved in FY 00 and pipeline projects.
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Theinstitutional development impact of the program, while modest for the first half of decade,
has been substantial over the last five years on account of the changes that have taken place at the
state level. Sustainability of the Bank assistance program’ s achievements without continuing
external support isjudged as uncertain. The prospects for improving agricultural policy at the
central government level have been also uncertain in recent years, but have been improving over
the last year. Of course one year isnot a good basis for Eial uation but recent evidence suggests a
much more vigorous focus on agricultural policy issues.

Lessons and Agenda for Future Assistance Programs. The Bank should intensify the focus of its
rural development program on poverty reduction. Moreover, the Bank’ simpact on rura
development, technologica progress, and poverty reduction could be much greater and more
sustainable, if financial assistance were tightly linked with substantial sector or sub-sector-wide
policy reforms such as removing over-regulation of the rural economy and bringing the policy
framework for the agricultur tor at the nationa and state levelsin line with liberalization in
other sectors of the economy.

Such an approach would have a much greater and broader impact on agricultura and rural
development and poverty reduction than afocus on specific technical and institutional issues that
are at the core of the Bank’ s ongoing rural development portfolio. Unwillingness of state or
central governments to agree to a different path should result in the elimination of any new Bank
lending for agriculture.

> |n the context of an interaction with the Ministry of Agriculture and Cooperatives on an earlier draft,
Ministry officials advised that a fresh draft of the National Agricultural policy isin the final stages of
preparation. Fertilizer and rural electricity subsidies have been reduced and the Government is actively
addressing grain marketing efficiency.

!® The Region, while agreeing with the need for an intensified focus on rural development and poverty
reduction, objected to the link between financial assistance and substantial sector or sub-sector-wide policy
change. Thiswas considered by the Region astoo broad, too restrictive, counterproductive and
confrontational. It was also pointed out by the Region that, in view of the small proportion that itslending
represents compared to India s total public expenditures, the Bank has limited impact on policy change.
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ANNEX |: WORLD BANK ASSISTANCE FOR FORESTRY

Authors: Nalini Kumar (OEDST), Naresh Chandra Saxena, Yoginder K. Alagh,
and Kinsuk Mitra (Consultants), OEDST

India has the largest number of poor in the world, many of whom depend directly or indirectly on
forests for aliving. Poverty, and large and expanding human and livestock populations, put
unrelenting pressure on the forests of India. The consequence is severe degradation of the
country’s forest resources. The government has attempted to slow losses to its forests and
increase tree cover through a series of programs with support from the World Bank: industrial
forestry, social forestry, and, most recently, joint forest management (JFM). The Bank’s
involvement in JFM isthe largest experiment in participatory forest management ever funded by
the Bank anywhere in the developing world. Thisreview of World Bank Group activitiesin
India s forest sector draws lessons from the experience of these programs which isintended to
help articulate aforest sector strategy for all of Indiathat would contribute not only to the
development of its forest sector but also to meeting the Bank’ s larger strategic goal of poverty
aleviation and sustainable devel opment.

Thereview isin two parts. Part | surveys the changing state of the forestsin India. It explores
causes of change in the extent and the quality of the forest cover, including the consistency and
accuracy of the information on which the conclusions are based. The major conclusions of this
section are asfollows:

» Degradation, not deforestation, currently isthe major problemin the forest sector in India,
though deforestation was more important in the past.

» Dataonforest cover, its rate of change, and the demand and supply of forest products are
unreliable. While the database needs improvement, most observers, including the authors of
this paper, believe that enough is known to support actions on various fronts.

e India sagricultural intensification has had a major positive impact, relieving pressure on
marginal lands on which most of the forests remain. On the other hand, urbanization,
industrialization, and income growth are putting a tremendous demand pressure on forests for
products and services.

*  The shrinking common property resource base, the rapidly increasing human and livestock
population, and poverty are al responsible for the tremendous degradation pressure on the
exigting forest cover.

» Although India has awell-articulated forest policy that has evolved over time, forest laws
have lagged in trand ating the policy into an implementable strategy. Even with awell-
defined forest policy, India currently lacks a strategy to meet the many diverse demands for
forest products and services from the forest sector.

Part 11 explores the World Bank’ s lending and non-lending activitiesin India before and after the
Bank’s1991 Forest Policy. While the focus of the review is on the post-policy period, the pre-
policy experienceis also relevant for drawing lessons for the future. The Bank has invested
US$830.14 million in Indiainl6 projects, 9 of them complete and 7 in various stages of
implementation. The major conclusions of this section are as follows:
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* TheBank haslargely lived up to its 1991 Forest Policy in India

e + Thereisconsiderable congruence between the Bank’s 1991 Forest Policy and India’'s
1988 Forest Policy. Both emphasize the environmental role of forests and the need to fulfill
the subsistence requirements of the local population dependent on forests. India’s current
forest strategy, to which the Bank has been responsive in the post-1991 period, is relevant but
not sufficient. An ideal forestry strategy for Indiawould provide a balance of all the three
policy phases that India has experienced since independence: industrial forestry, social
forestry, and protection/regeneration.

* A large percentage of the poorest in Indialive in and around forests and the Bank’ s forestry
strategy has the potential to contribute substantially to poverty aleviation in the country.
Since 1992, the Bank has financed six state-level sector-wide projects that support the forest
sector development strategies of individua state forest departments. The joint forest
management (JFM) strategy used in these projects involves villagers cooperating with the
Forest Departments (FDs) in forest protection in exchange for a share in the usufruct and fina
harvest. A two-pronged approach is followed to involve communities: increasing the stake of
the neighboring communities in the management and utilization of the forests, and creating
aternative sources of employment to reduce the pressure on forests. These include work on
plantation and regeneration activities as well as building of sources of drinking water supply,
approach roads, schools, check dams, and other facilities. India has more than 68 million
tribal people, alarge percentage of whom live close to the forest areas and constitute the most
disadvantaged section of society based on per capitaincome, literacy rates, nutritional and
health status, and lack of accessto social and technical services. The Bank projects have the
potential for alleviating poverty by building in the communities adjacent to forests the
grassroots capacity for forest protection and regeneration.

»  The Bank projects have been successful in promoting a major attitudina change in the FDs
towards working with the local people. The benefits of a people-oriented approach for the FD
(e.0. higher rate of tree survival, protection of forest areas, improved public image) outstrips
the cost to the agency.

Too few of the post-1991 projects have been completed to inform ajudgment of their impact on
the devel opment of the forest sector in India. Supervision ratings show implementation progress
to be satisfactory, but the performance among the states varies. Though the long-term
involvement of the Bank in the forestry sector has promoted important policy and ingtitutional
reforms, the Bank and India need to give far greater attention than they currently do to financia
sustainability concerns and to the complex social and political realities of India. Sustainability of
a participatory institutional development processis a complex issue, in ahighly differentiated
society like India, where the poor have little voice and the FDs are resource starved.

Indiais perhaps the only country in the world where the Bank has been continuoudly involved in
the forestry sector for over two decades. Over that time, the design and i mplementation of Bank
projects have improved substantially, reflecting the considerable learning that has taken place. In
retrospect, the Bank has been making four important contributions to India’ s forest sector:
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* By bridging the budgetary gap for avital sector the Bank is enabling India to implement its
forestry strategy.

» By following a systemic approach towards building the capacity for production and
management of good quality planting material it is helping build in country capacity for
production technology generation and transfer.

* By helping change the attitude of the ED towards working with the poor in tree/forest
protection and regeneration it is helping build consensus for a new strategy of forest
protection and management.

» By playing acatalytic rolein bringing several policy and institutional issuesto the table it has
been helping focus attention on areasin need of reform. The Bank clearly recognizes that the
policy, legal, and institutional environment is not yet right in forestry in India. Even so, it has
continued lending to the sector, clearly recognizing that it can be effectivein a country of
India's size and complexity only by remaining engaged and taking an incremental approach
to achieving desired results. The Bank has tried to deal with policy, legal, and institutional
issuesin the context of individual projects, but its project-by-project approach has not
enabled it to build an overarching Bank strategy towards Indian forestry.

This review argues that Bank lending to India has been relevant in the past and can contribute
significantly to forestry development and poverty alleviation in the future. However, both the
Bank and India need to work towards removing the weaknesses that have hindered progressin the
past. The issues that need attention in the forest sector are complex (Table 3.4 captures the
complexity of the issues and the viewpoints of various stakeholders). The role of the private
sector, the revenue-earning capacity of the forest sector, the marketing of non-timber forest
products, the relative role of the center versus the states in forestry are some examples. The Bank
needs to continue to remain active in the sector. However, more commitment is needed from the
Government of Indiato view the Bank’sinvolvement in forestry in the larger and longer-term
context of poverty alleviation and not simply as a source of finance for the forest sector.
Moreover, the Bank can bring to bear in India positive lessons of experience from other countries
that will help improve the performance of the forest sector and its contribution to the economy.
For example, India could benefit from what has been learned in Costa Rica about increasing the
revenue-earning capacity of the forest sector.

Though what Bank forestry projects can finally achieve depends on severd factors, the recent
approach towards concentrating Bank lending in selected states that are more open to fiscal,
policy, and institutional reform may be a step in the right direction. The Bank could focusits
forestry lending effortsin these states. It is already doing so in Andhra Pradesh and successes
with the policy and institutional reforms in that state could serve as a model for other states.
However, effective implementation requires that the Bank’ s forestry strategy in these states be
planned and implemented as a part of the overall development strategy (that integrates the
agricultural, rural, and forestry strategies) instead of an effort pursued in isolation from other
sectors as has largely been the case in the past.
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ANNEX J: WORLD BANK ASSISTANCE FOR ENERGY

Author: Richard Berney, Consultant, OEDST

During the first four decades following independence, Indian policy makers reached a broad
consensus that self-reliance and the provision of cheap energy should be the twin goals of India's
energy sector, with public ownership of the means of production. Since nationalization of the
sector in 1948, installed electric capacity increased from 1,500 MW to more than 89,100 MW by
1998, making it one of the largest power sectors in the world.

Until 1993, Bank energy sector lending largely followed the government's lead, focusing on
expanding productive capacity through large-scale projects, implemented by central or state
monopolies. Institutional strengthening focused on improving financial performance by raising
prices and studying ways to improve technical performance. The Bank provided 13 loans and 3
credits to help the National Thermal Power Corporation (NTPC) rapidly expand generation
capacity and become the largest power generator in India. In the 1980s, it began supporting state
electricity board (SEB) generation expansions, with the view to improved efficiency of operation.
In the coal sector, lending in the 1980s focused on increasing the proportion of coal produced
through large, low-cost open-pit mines. Oil and gas proj ects also focused almost exclusively on
the physical infrastructure needed to expand production. Sectora policies, including product
pricing policies and, in the case of gas, allocation policies were not effectively addressed.

The Bank and IFC have a so supported development of the small but strategically important
private power sector; and in 1992, the Bank financed a renewable energy project that supported
private sector development of wind, solar, and mini-hydro power generation projects. The wind
power component has been particularly successful, and Indiais now one of the world's largest
wind power producers, with over 900 MW from this source.

Outcomes

In seeking to expand productive capacity, the energy sector projects of the 1980s were essentially
"nuts and bolts" physical investmentsin power plants, transmission facilities, coal mines, and ail
and gas production facilities.

Efficiency was the primary design and implementation concern. Projects were designed to
produce a planned output, and to be implemented in a reasonable time and at a reasonable cost.
Financia viability of the implementing agency was an important issue, but little attention was
paid to sector policies. Early loans for expanding power generation, building transmission lines,
expanding coal production, and increasing oil and gas production all were of thistype. With the
exception of loansto SEBs, the Bank's energy sector lending program in the 1980s and 1990s was
highly efficient at achieving its output targets, and played a significant role in production gainsin
the power, coal, and oil sectors.

Efficacy of the lending program(] its effectiveness in strengthening sector policies and
ingtitutions(] took on greater importance only in the late 1980s, particularly with loansto the
SEBsto improve operational performance; to Coal Indiato institute a program of cost-cutting
efficiency improvements in activities not being financed by the Bank; and to Qil Indiato
introduce modern business practices. The Bank's lending program was far less successful in



improving the sector's overall operating efficiency, particularly in the areas of institutional
financial performance and sector resource mobilization. The outcomes of loans to SEBs were
almost uniformly unsatisfactory on institutional grounds. Institutional devel opment was also less
than satisfactory in the oil and coa sector projects.

The lending program'’s lack of relevance to the Bank's broader goals of establishing long-term
viability and sustainability in the power sector began to become evident in the early 1990s. While
the lending program of the 1970s and 1980s was highly relevant to the Bank's policy objectives
on anindividual project level, it was becoming less and less relevant to the real problems of the
power sector. SEB performance continued to decline throughout the 1980s and 1990s. On
operating efficiency, distribution losses in many states were reaching levels of 40 percent and
more. By the early 1990s, SEB financial losses reached $1.8 billion or 0.5% of GDP, diverting
state and central government resources from other development objectives. By 1996, the subsidy
to agricultural and residential consumers had reached 1.5 percent of GDP. Resource mobilization
issues were important because the heavy burden of subsidizing the power sector drained state
resources away from investment programs that could directly help the poor.

India's economic crisis of 1990/91 led the Bank to reevaluate the relevance of its sector
objectives. The failure of the SEBsto improve their performance or to meet their financial
commitments led the Region to decide in 1992 to close loans to SEBs that could not meet their
covenanted commitments. Over the next three years the Bank cancelled over $2 billionin
non-performing loans, and shifted its lending strategy to focus on the sector's institutional,
financial, and environmental sustainability. It decided to lend only to states that agreed to totally
unbundle their SEBs, privatize distribution, and facilitate private participation in generation. In
the coal sector it would lend only when Coal Indiainitiated its restructuring process by making
each of its subsidiaries managerially and financially independent (with no inter-subsidiary
cross-subsidization), and for projects focused heavily on improving environmental and
resettlement/rehabilitation practices. In the gas sector, the Bank ceased lending because it was
unable to establish an effective dialogue on pricing and other relevant sector issues.

The program in the power sector, where most of the Region's effort has gone, is beginning to bear
fruit. The Bank spent three years supporting reform efforts in five states, with the help of
significant funding for technical assistance from bilateral devel opment agencies, particularly
DFID (UK), CIDA (Canada), and USAID (US). The Bank made no energy sector |oans between
1993 and 1996. Three of restructuring projects came to fruition between 1996 and 1999. Since
that time, Orissa has established an effective, independent regulatory authority, fully privatized
three of itsfour distribution networks, sold a hydropower generation plant, and iswell advanced
toward contracting an independent power producer for a new thermal power plant. Haryana and
Andhra Pradesh are also implementing restructuring programs supported by the Bank. In all these
states, government resources that previously went to support the power sector will now be
available for investments that directly improve the well being of the poor.

OED strongly supports the South Asia Region's strategy for the energy sector, initiated in
1993, that concentrated all its power sector resources into promoting SEB structural
reform and only financed distribution system upgrading. The strategy is highly
commendable for itsrelevance to India's devel opment objectives, its efficacy in
rehabilitating a critically weakened sector, its efficiency in use of Bank resources, and its
mobilization of private sector resources. In light of the radical institutional changes that
are being implemented, the reformislikely to be sustainable. OED deemsthis a best
practice model that should be emulated throughout the Bank's energy sector portfolio.
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Major Lessons

» Projectsthat focus on physical investments, with the primary objective of increasing energy
production, facilitate the continuation of inappropriate and unsustainable sector policies.
More efficacious results would be obtained if energy sector projects were evaluated for their
contribution to sustainable, balanced growth of the sector.

» Low energy priceslead to high consumption and excessive investment to support this
consumption. Bank support greatly facilitated the growth of India's coal, gas, and el ectricity
production, which hel ped the state governments to avoid changing their pricing and
ingtitutional structures. The Bank should refuse to lend to sectors where sustainable growth is
not possible because distorted prices restrict the sector's ability to generate its own resources.

* Although physical investments in energy infrastructure projects may be efficient, in the
narrow sense that they are supporting the least-cost energy development program, these
investments are unlikely to effectively utilize the country's limited resources where prices are
far below real costs.

» Efficiency of energy sector enterprises (and enterprises in any productive sector) requires
competitive markets and profit-oriented private sector participation. The Bank should lend
only in sectors that are making clear progress toward introducing private participation.

* One-shot, reversible actions to improve the financial viability of institutions are seldom
effective, aslong as the underlying causes of the financial problems are not addressed. In
particular, in the energy sector, tariff increases are unlikely to have along-term impact if
future increases remain within the political arena; and financial weakness brought about by
excessive accounts receivablesislikely to continue aslong as the energy purchaser is
financialy unstable.

» Because of their size, energy sector projects will always engender concerns about
environmental and social safeguards. While the Bank has improved its safeguard policy
assessment at appraisal, some of these concerns can only be resolved after the project isin
operation. Continued Bank supervision may be required. The support of local governmental
agenciesis also essential to maintain supervision and monitoring. The Bank needs to help
these agencies devel op the capability to implement their monitoring and reporting
responsibilities and should only lend for environmentally sensitive projects when
governments demonstrate ownership of their environmental standards.

Recommendations

Power

e TheBank should not support power generation projects (including private power projects)
that supply power to inefficient, loss-making distribution entities, even if the generation

company isitself efficient.

» Ingtitutiona reform that eliminates direct political control over the process of adjusting tariffs
should be afundamental criterion for Bank support of power generation projects.
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Coal

Oil

Further Bank support for this sector should be premised on central government
implementation of real, irreversible structural change, especialy through encouraging new
private sector mining operations and, to maintain pressure to improve efficiency, through
further unbundling Coal India subsidiaries as independent companies.

More attention needs to be focused on detailed anaysis of the contractua interface between
project entities and their suppliers and consumers, since the structure of these contracts can be
critical for the economic and financia success of the undertaking.

and Gas

The Bank needsto find ways to maintain a policy dialogue on critical gas sector paolicy issues
because gas policies affect central government resource mobilization and has fundamental
implications for the longer-term structure of the energy sector.

Setting gas prices administratively at levels below import parity hinders the development of
new indigenous gas reserves and the viability of import schemes for liquefied natural gas.
Policy discussions should emphasize moving gas prices up to parity with imported gas, so
that the market for imported LNG can develop in a smooth and economic manner.

Environmental and Social Safeguards

Monitoring and supervision of environmenta and social compliance agreements should be
made a central issue in the Bank's ongoing dial ogue with the national and local governments.
State institutions will need to be strengthened to meet their supervision obligations. Until they
are strengthened, other independent agencies should be contracted to do the job. The Bank
should continue to supervise projects until agreed social safeguard policies are fully
implemented. For environmentally sensitive energy projects, the Bank should continue to
review the performance of the state environmental ingtitutions until the loan is repaid.

To ensure that its environmental mandate is taken serioudly, the Bank needsto hold state
governments to their commitments to implement monitoring agreements. The Bank should
refuse to lend for any environmentally sensitive project needing monitoring after completion
of construction, if these institutions are unable to meet their existing obligations.
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ANNEX K: EVALUATING BANK ASSISTANCE FOR TRANSPORT SECTOR
DEVELOPMENT

Author: Hernan Levy, Principal Evaluation Officer, OEDST

Sector Characteristics and Challenges

The transport sector in Indiais characterized by high costs and poor service quality, the
underlying causes of which are antiquated and saturated road and rail systems. These transport
problems have been aggravated with India’ s sustained economic growth since the early 1990s.
During this period, the country has made substantial progressin deregulating industry (including
transport), liberalizing trade and opening up to foreign investment. Y et, little has been achieved in
attracting private capital to infrastructure investment and finance, with the exception of
telecommunications, afew power plants, and the concessioning of some port facilities.
Government funding for infrastructure has been low due to fiscal constraints and budget
reallocation towards the social sectors. By comparison, China over the past 10-15 years launched
the construction of a modern interstate highway system to support its export-oriented economy.
By 2000, it had 12,000 km of freeways, while India had practically none.

Whileinsufficient infrastructure investment is transport’s most obvious problem, there are other
significant sector issues: resistance to modern technology; antiquated public agency
organizations; too large arole of the statein direct provision of transport services; inadequate
funding of road maintenance; large distortions in the pricing of services; inefficient road transport
regulations; and, weak capacity of the domestic construction industry.

World Bank Assistance Program

Composition of Program. World Bank assistance to Indiais currently undergoing a dramatic
shift. From about 1 project every two years during the past 20 years, the latest CAS proposes two
to three transport projects per year. The focusis also shifting from an eclectic mix in 1980s
covering practically all areas in the transport sector with predominance of railways, to roads. Four
out of the five ongoing (as of March 2000) transport projects are for roads. Two more road
projects were ready for Board presentation. In addition, several non-transport projects include
rural roads components. A related trend isincreasing lending for sub-national governments
through state (rather than national) highway projects. The mediocre performance of railway
projects, especially their failure to modernize the railway’ s organization or to corporatize its
industrial units, and the heavy cross-subsidies from freight to passenger services, coupled with
the very urgent priorities of India’ s highway system lend strong justification for changing the
direction of transport lending.

The Bank has prepared five transport sector papers over the past 10 years. These papers have had
different focuses, one on roads, one on ports, one on transport, one on container logistics, and the
most recent on private participation on infrastructure (1999). All these papers are well focused
and thoughtful, and some have excellent chapters that include relevant experience in other
countries. However, itisdifficult to assess their impact, since none of the papers contained
recommendations for alending strategy. The shift in lending strategy is not buttressed by a
current analytical paper, although recent appraisal reports contain e ements for such a strategy.
The Bank has recently launched preparation of a paper to address long-term strategy issuesin the
transport sector.
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Lending performance. Of the nine transport projects approved since 1980 and aready closed,
only four had satisfactory outcomes. Within this cohort, the three projects that closed from 1994
did moderately better, since two had satisfactory outcomes. Y et, these three projects suffered
substantial implementation delays (between 1 and 3 years) and had hefty cancellations of loan
and credit amounts (more than one third of the origina amount was canceled). All the projects
had mediocre ratings in institutional development and sustainability. Ongoing projects seem to be
doing better since current QA G assessment shows three of these projects as being not at risk, and
one as potentially at risk. However, this assessment needs to be viewed with caution, sincein the
past there was a high disconnect between the ratings at the last supervision (only one out of nine
rated unsatisfactory) and the evaluation ratings (five rated as unsatisfactory). On the basis of
lending ratings (closed and ongoing proj ects), and sector work, this report rates overall
performance in the transport sector for the 1994-1999 period as follows. outcome, moderately
satisfactory; sustainability, uncertain, and institutional development impact, modest.

The Future
Thefollowing is suggested as an agenda for future devel opment:

» Highway development and lending. A strategy should be formulated to help India develop a
modern interstate highway system (with asignificant proportion of expressways), and ensure
that it would be managed efficiently. The Bank’s overall emphasis on sub-national lending
is correct but in transport it means a bias towards state-focused projects. While both the
national and the state highway systems need to be substantially improved—operations,
management and physical condition—this paper finds that development of a modern
interstate highway system should be considered the most important single priority in India’s
transport sector. The report suggests that alending arrangement could be devised that would
facilitate the channeling of Bank assistance to the national system via state governments.

* Role of the private sector. The Bank should continue its strategy of supporting an increased
role of private capital in infrastructure. Experience both in India and abroad suggests that this
will be aslow process and the lesson is that this essentially long-term strategy should not
preempt the needed public sector funding for highway development in the coming years.

* Rural roads. The Bank should continue to support rural roads, both through transport and
non-transport projects, but should ensure that design standards meet economic criteria, since
some states appear to use too high design standards (eg, paved surface) for even very low
trafficked roads.

e Railway. The Bank needsto assess whether to retain its arms’ -length relationship with the
railway or, aternatively, find practical ways to further encourage modernization and reform.
Thisreport favorsthe latter. Despite losing much traffic to the road, the railway remains a
key component of India s transport system, and there is alarge scope for improving
efficiency and making its service more market-oriented through a variety of ingtitutional
reforms and better focused investments.
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ANNEX L: WORLD BANK ASSISTANCE FOR ENVIRONMENTAL
SUSTAINABILITY

Authors: Klas Ringskog, Principal Evaluation Specialist
and Ms. Nola Chow, Consultant, OEDST

India s environmental problems are deep-rooted and severe. Estimates of annual
environmental damage range from 4.5% to 8% of GDP, in line with annual economic
growth. Out of the estimated environmental costs 59% are related to the burden of
disease due to unsafe water and unsanitary excreta disposal , 20% to soil degradation, and
13% to air pollution. With thisin mind, the OED evaluation pays special attention to
these three areas of environmental damage.

Since 1990 the World Bank has lent India $1.94 billion for 19 projects to mitigate
environmental damage and another $97 million was granted under GEF and Montreal
Protocol trust funds for four projects to protect the global environment. Although sizable,
the Bank’ s role will remain marginal compared to India’ s own actions. Most of the Bank
projects are still active or have only recently closed, which prevents afull evaluation of
the impact of the Bank’ s environmental program at thistime. The Bank has also
supported a spectrum of economic and sector work (ESW) that address environmental
issues based on country assistance strategies. Interviews with Indian stakeholders show
that the Bank’s ESW has had considerable impact on environmental awareness and
policies.

OED’s summary rating of the Bank’ s results is moderately satisfactory. The summary
rating is predicated on India s intractable environmental imbalances where poverty
reduction is at times at the expense of the vulnerable environment. As could be expected
for a country of India s complexity, the Bank effort has comprised a wide range of
projects. The Bank’s most significant contribution is in mainstreaming environmental
concerns in sectors such as agriculture, power, water resources, and water supply and
sanitation. Compared to the present situation where electric energy and water are under-
priced, more realistic pricing of natural resources and energy would reduce both the
consumption and pollution through the demonstrated elasticity of demand. Some
environmental projects have also had implementation problems, including one that is
currently under Inspection Panel review. In contrast, there are highly successful projects,
such as the Uttar Pradesh Sodic Lands Reclamation Project and those that aim at reducing
the use and production of ozone-depleting substances. The Sodic Lands Project is proof
that poverty reduction is possible with lasting environmental improvements. The same
would be true of efforts to conserve natural resources and biodiversity since the most
vulnerable people are often relegated to the most vulnerable lands.

The Government of India (GOI) has attempted to regul ate the environment for several
decades, but itsinstitutional capacity for efficient monitoring, enforcement, and
promotion of more sustainabl e alternatives does not match the task. The GOI produced a
major environmental document, the National Environmental Action Plan (NEAP) in
1993, but itsimplementation is lagging. Identified main priorities include addressing the
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pollution of air and water resources, and land degradation that threaten the health and
prosperity of the population.

OED’s evaluation suggest a number of general lessons. The Bank’s safeguards to
minimize environmental damage have been moderately successful and their performance
has improved as the Bank and India have become more familiar with policies and issues.
Good stewardship in the Bank’ s environment programs is conditioned on in aligning the
Bank’s commitment with GOI’ s priorities and most serious environmental problems
(e.g., water supply and sanitation), and change the incentives to rely more on market-
based mechanisms. Mainstreaming environmental concerns into other sectors has begun,
but further efforts are needed. Global issues deserve attention since mitigating India’'s
own environmental problems would also benefit global environmental issuesto such a
large degree, given India s size and diversity..

The report identifies eight conclusions for the Bank’ s future environmental assistance to
India. The eight conclusions identify cost-effective measures with both short-and long-
term benefits:

* Integrate safeguards earlier in the project cycle. Environmentally sounder project
alternatives can be accommodated at the least cost early in the project cycle. To do so will
require added resources to enable Bank staff to review all projects and ensure their
compliance with safeguards with a set of relevant monitoring indicators.

* Provide alternativesto public sector management of water supply and sewerage systems.
Estimates are that close to 60% of the environmental damage is explained by unsafe water
supplies and the absence of sanitary excreta disposal. Alternatives to inadequate and unsafe
public management are overdue. One possibility is private management underpinned by a
clear separation between public regulation of results achieved and private management

» Greatly expand support of sanitation programs. A recent Bank research project in the state
of Andhra Pradesh has pinpointed the crucial health importance of sanitary excreta disposal.
The cost effectiveness of sanitation programs compares favorably with the cost of other
health interventions. Safe sanitation is of priority to both urban and rural poor since they are
more likely to lack service and quality service. If possible, sanitation programs should use
community-based organizations and NGOs as implementers.

» Air pollution needs to be targeted as a priority measure. Air pollution has rapidly reached
crisis proportionsin al of India’ s mgor cities. Incentives to move to less polluting
technology and enforcement of emission standards are urgently needed to start addressing the
problem. In-door air pollution deserves special attention because of its direct link to health of
the poor.

e Step up effortsto promoterational pricing of natural resources. Much of the stress on air
and water resources can be attributed to unrealistically low resource prices and ineffective
metering, billings, and collections in the power and irrigation sectors. More rational prices
will remain ineffective unless reforms can create the capacity to administer prices and relate
payments to resource use.

e Monitoring and enforcement of environmental standardsis lagging and underminesthe
whole regulatory effort. Indian environmenta legislation is comprehensive, but its
enforcement is weak. One good alternative would be to use private subcontractors under
public regulators Bank projects can raise effective regulatory enforcement rapidly.

e Links between poverty reduction and ecological balance must be more fully documented.
The poorest popul ation segments often live in the environmentally most vulnerable areas. The
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Bank, through economic and sector work, could further explore this relationship and seek
development paradigms that achieve both goals.

Better recognition of global environmental threats would also addresslocal concerns. India
isasignificant source of greenhouse gases (mainly from coal-based power plants), remains
one of the few ozone-producing countries, and faces the extinction of some its threatened
species. The Bank through the Global Environmental Facility can and should do more. The
greatest positive effect on global issues would be through mainstreaming environmental
sustainability in all Bank programs through correct levels and administration of prices of
inputs.
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ANNEX M: WORLD BANK ASSISTANCE FOR POPULATION, HEALTH AND
NUTRITION

Authors: Ronald Ridker, Task Manager
and
Philip Musgrove, Principal Economist
HDNHE

Fertility, mortality, and morbidity have slowly and steadily declined in India since
independence but remain unacceptably high. While the root causes are poverty and low
levels of education, the public health programs bear some of the responsibility. These
programs have faced a series of well-recognized problems, the most serious of which are
inadequate access by the most vulnerable groups, poor quality of primary and secondary
facilities, which has resulted in their under-utilization, and until recently, excessive focus
on sterilization and inadequate focus on maternal and child health.

Since 1972, the Bank has assisted the government in its attempt to correct these problems
through 23 projects to which the Bank contributed over $2.6 billion, plus studies (sector
work) and policy dialogue. This study evaluates this program by first reviewing the
projects and sector work that the Bank funded and then by taking up a number of special
issues in more depth.

Evolution of Programs and Projects

From 1972 to 1988, the Bank funded five population projects that primarily consisted of
hel ping the government carry out its Family Welfare Program, afamily planning-cum-
maternity and child care (MCH) program. The Bank had little influence on the direction
of these programs, among other reasons because the government only wanted assi stance
expanding its existing program and the Bank had little leverage because its inputs were
small and it did little to develop viable alternatives prior to 1988. The overall goa of
these projects was to accel erate the extension of the service delivery network for the
Family Welfare Program in specific districts. With a couple of exceptions, however, the
projects did not make significant differential improvementsin project districts compared
to non-project districts, among other reasons because inputs other than infrastructure
were largely neglected, no attempt was made to apply different delivery modelsin project
districts, and project districts continued to operate under the same personnel and recurrent
budget constraints as non-project districts.

After the reorganization of the Bank in 1987, a new operational team took over and
rapidly expanded sector work. These studies have generally taken up the proper subjects
and are an excellent source of information and diagnosis of problems. The most recent
sector work is generally better than earlier work at analyzing the underlying
(sociological, political, ingtitutional) forces that explain why things work the way they
do. Onereason for thisis that task managers made a point of involving the government in
selecting and designing the studies and local consultantsin their execution. This change
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in styleis at least asimportant as content and soundness of analysisin explaining their
greater influence.

In January 1987, India and the Bank agreed to afive-point sector strategy: (i) increased
emphasis on outreach; (ii) increased emphasis on temporary methods versus sterilization;
(iii) increased attention to MCH; (iv) fewer project resources for expansion of the system
and more for enhancing quality of service delivery, training, and IEC; and (v) priority to
improving these services in urban slums and backward, high fertility states not covered
by previous projects. It has taken some time for these principlesto be reflected in
projects, but al of them have now been fully incorporated.

The Bank has supported two, quite different, nutrition programs. The first, the Tamil
Nadu Integrated Nutrition Project, designed largely by Bank staff and consultants, was an
innovative program that focused on changing the way mothers feed themselves and their
preschool children, rather than on feeding per se. This program has been well
implemented and quite successful in reducing severe malnutrition.

The second program, Integrated Child Development Services (ICDYS), initiated before
TINP, has become the government’ s predominant program for preschool children. It is
meant to be halistic, offering non-formal preschool education, supplemental nutrition,
immunization, and health checkups for children age 06, and nutrition and health
education for pregnant and nursing mothers. Recent assessments suggest that the program
is having only modest positive effects.

The GOI has shown no interest in continuing the TINP model, despite its relative success.
Rather than pressing for this, the Bank decided to support ICDS and try to influence it to
incorporate the more attractive elements of TINP. The Bank has provided support for
ICDS through three free-standing projects and componentsin at least two others.
Outcomes to date have been disappointing. The TINP experience seems to have been lost
on India, and with it, a clear emphasis on malnutrition as aleading risk for ill health,
although it has affected the design of some nutrition projects in other parts of the world.

Thefirst free-standing health project was funded in 1992. Today, this portfolio consists
of two types of projects:. five specific disease control projects and four state systems
projects with several more in the planning stage. These projects bring to bear Bank
experience elsewhere, introduce new treatment protocols, and attempt to involve the
private sector and nongovernmental agencies. They have resulted in asignificantly more
rapid decline in prevalence of leprosy and cataract blindness than would otherwise have
occurred, an increase in the pace of detection and treatment of tuberculosis, substantial
improvement in the safety of blood transfusions, and modest improvements in protective
behavior among some high-risk groups, but, so far at least, no visible impact in slowing
the AIDS epidemic and no progress in bringing malaria under control.

The state systems proj ects provide the Bank with an opportunity to influence more
fundamental determinants of how the public health system works, to do so at the leve of
the states, which are responsible for health care, and where the Bank can have more
leverage than is possible at the national level, and to provide assistance tailored to the
vastly different circumstances in different states. The first of these projects focused on
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improving secondary hospitalsin one state. Thisimprovement is a necessary, though not
sufficient, step toward establishing an adequate referral system between primary and
secondary institutions. The other projects are extending the principles of the first but in
some cases adding more work at the primary level.

Much of the above can be summarized by comparing projects, sector work and style of
operations before and after about 1988. Before this time there were no free-standing health
projects, population projects were usually supply-oriented, the Bank’ s stance was to
support the government program without seriously pressing for the policy changesit
believed to be necessary, and there was almost no sector work. Since 1988, sector work has
flourished and raised policy issues that are being taken serioudly, health projects have been
added to the portfolio, serious efforts have been made to shift the balance within the FW
program from family planning to MCH, contraceptive targeting was dropped, and health
and state system reform projects have proliferated. This sea-change resulted from a number
of factors. evidence that old approaches were not working, the emergence of some new,
cost-effective treatments for some diseases, the emergence of new diseases, pressures to
pay more attention to what women actually want, changes in personnel in both the ministry
and the Bank, and perhaps most important, the deterioration in economic conditionsin
1990/91 which increased the government’ s interest in acquiring foreign assistance and led
to an agreement that assistance obtained by the MOHFP would be considered additiona to
its plan budget, thus giving the ministry a strong incentive to acquire such assistance.

Selected Topics

In additjon to the historic approach, this study considered severa special topics and
issues, - two concerned with componentsincluded in nearly al HNP projects (training and
IEC), three concerned with policy initiatives the Bank has been advocating for some time
(dropping sterilization targets, decentralization, and involvement of NGOs and the private
sector) and two involving efforts to assess the extent and determinants of overall

progress. While the historic approach indicates that recent programs and projects are
much better designed and executed than earlier efforts, this second view of the situation
suggests that many serious problems remain.

The empirical studies suggest that the quality of primary services provided by the
government did not improve significantly between 1987 and 1996, that income,
education, and the overall quality of state administration are more important than specific
public health interventions in explaining differences in demographic and health indicators
during the period 1981-91. The Bank’s main contribution has been to expand capacity.
Its efforts to improve quality have not accomplished much and it has devoted inadequate
attention to content, monitoring and evaluation, and feedback of results. Another study
shows that shortly after the immediate drop in contraceptive rates brought about by a
change in policy, rates were beginning to recover and staff were beginning to emphasize
temporary methods and MCH. But clients perceived little change in behavior of health
personnel. The study of Bank efforts to involve NGOs and the private sector concludes
that progress in this direction has been very slow. The study of decentralization concludes

! The discussion of these issues is based on commissioned papers and their review in a special workshop that took placein April,
1998. These papers are listed in the appendix and available on request from OED.
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that little authority over budget and personnel has yet been given to local agencies. It aso
guestions the wisdom of doing so, in contrast to devolution to state and district level.

The studies are more cautious in their conclusions than is possible in this brief summary
and all need to be qualified in important ways. Most important, given the improvements
in programs and projects in recent years, repeating these studies five years from now
would probably yield more positive results. But it is sobering, nonetheless, to observe
how little progress has been made despite the considerable efforts extended during the
first two decades of the Bank’ s involvement. And the studies caution against excess
optimism about how much these new initiatives can accomplish in a country as large and
complex as India.

Conclusions and Policy Implications

The Bank is now on the right track, but it took an inordinately long time to get there.
Reasons for thisinclude resistance on the part of the government prior to the early 1990s
and the Bank’ s rather cautious approach to India, which for along time manifested itself
in continuing to support expansion of programs it knew to be serioudy flawed,
willingness to continue funding even when project goals were not achieved or agreements
not met, and failure to insist on adequate monitoring and evaluation to come to hard
judgments about performance. This reluctance to enforce reasonable performance
standards may be related to the reluctance, or inability, of the MOHFW to do so vis-a-vis
the states, which have responsibility for implementation of most projects. Recent
instances where the Bank or the MOHFW has taken a firm stand and obtained real
improvements are encouraging and, one hopes, will stiffen the backbone of both
organizations. The performance-based allocation mechanism built into the RCH project is
also encouraging.

The report concludes by focusing on the following policy implications.

* Project outcomes are more dependent on personalities and style of operations than
anticipated. Large bureaucracies like the Bank and the MOHFW are reluctant to
admit this, hoping no doubt that work plans, rules, and regulation will insulate
programs from the exigencies of personnel assignments and different operating styles.
But in incident after incident it is difficult to explain outcomes without taking these
factors into account. In designing projects, more conscious attention should be
devoted to these issues.

» Closdaly related is the neglect of personnel issues in project implementation, by the
Bank and perhaps also by the MOHFW. These issues include policies and practices
regarding compensation, assignment and transfer, promotion and demotion, work
rules and supervision, all of which determine the incentives that govern how
individuals do their job. Provision of plant, equipment, supplies and even training will
not accomplish much if these incentives are incorrect.

»  Sector work and project design need to take more account of field conditions, not just
to make sure that project designs are realistic but to find solutions to implementation
problems. A casein point isthe need to understand the incentives that determine
performance of workersin direct contact with clients. The related tendency to add
new initiatives before older ones are adequately implemented needs to be resisted.
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Thus, for example, we need to ensure that family planning is not neglected in the
wake of the reproductive health initiative and that basic, simple, services for the poor
are not neglected in the wake of the attention being paid to secondary hospitals.
There needs to be more focus on determinants of health status that are outside the
traditional confines of the formal medical care system. Transport, communications,
environmental pollution, and health education are examples. Civil service rules and
regulation as they affect health workersis another.

The establishment of an effective referral system requires more than upgrading skills and
facilities at both ends of the chain; it aso requires good transport and communications and
the willingness on the part of the referral hospital to make the system work. The latter cannot
be done without supervising some aspects of lower level operations and that may require
some institutional changes. It probably also requiresthat qualified staff at the referral hospital
be assigned this function on a full-time basis.

Mobilizing the private (profit and non-profit) sector to serve public health goals raises issues
about using public money to buy private services, which implies the need for contracting,
accreditation, regulation, referral, and appropriate division of labor between the public and
private sectors—all complex issues that other countries are wrestling with as well. The Bank
can help by encouraging experimentation with different approaches in the projectsit funds
and by bringing to bear information on how these issues are resolved in other countries.

The recent initiatives to introduce performance-based budgeting into projects needs to be
extended and intensified. In principle, it could help the government resolve one of its most
perplexing problems, how to make the system more accountable.
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ANNEX N: EVALUATING BANK ASSISTANCE FOR EDUCATION SECTOR
DEVELOPMENT

Authors. Helen Abadzi, Sr. Eval. Officer, OEDST; Sukhdeep Brar, Consultant
(Aklilu Habte, Consultant, supervising)

World Bank lending in education has taken place through a unique working relationship in line
with India's principle of self-sufficiency and domestic development. Until the late 1980s, the
government of India strongly resisted external funding for education programs. Subsequently, the
goal of universal elementary education resulted in demand for additional resources, leading the
Department of Education (DOE) to review its policy on external funding in education. The

Bank’ s continued efforts towards a dialogue with DOE aimed at confidence building also
contributed to this change in policy. Since 1980, the Bank’ s investments in education in India
have grown from an almost negligible amount to $2 billion. The Bank has approved four
vocational and technical education and training (TVET) projects and six basi ¢ education projects.

Completed Projects— Technical and Vocational Education and Training

In addition to civil works and equipment, the TVET projects focused on improving the quality of
instruction and on empowering institutions to carry out the tasks needed to train students who
would be valuable to industry (curricular revisions, updating teacher skills, self-maintenance of
equipment, improved linkages with industry, income generation, financial, and academic
autonomy). They also focused on increasing female participationin TVET.

All four TVET projects are completed and audited. Although the V ocational Education Project
(Cr. 2008-1N) fell short of some of itstargets, the Technician | and I projects achieved or
surpassed theirs. Altogether, about 1,100 institutions were constructed or received additions,
equipment, and furniture. Overall, their capacity increased more than 50 percent, by roughly
100,000 student places, and expansion often exceeded targets. The Operations Evaluation
Department (OED) has rated project performance as satisfactory or highly satisfactory, though
substantial improvements are still needed in industry linkages, quality of trainers and academic
flexibility.

Ongoing Projects — Primary Education

The primary education projects, which focus on local-level delivery of inputs through innovative
means, are still under implementation. Therefore, evaluative statements about them are tentative.
There is much state variance in achievement of various project outcomes, but joint review
mission reports and other materials show achievements in the following areas:

e A very highlevel of government commitment at the central and state level. Donor staff have
been very much impressed by the eagerness of various officials to implement the very large
and complex district-based projects. Overal, about 50 million children have been involved.

e Large enrollment increases in the most deprived areas. For example, in the Uttar Pradesh
Basic Education Project (UPBEP), enrollments in the 19912000 period reportedly increased
by 67 percent at the primary level and by 74 percent at the lower secondary (also called upper
primary). The gross enrollment ratio increased from a baseline level of 66 percent to 107
percent (including overage children), although the target level was only 78 percent.
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Largeincreases of female enrollments. Girls' enrollment reportedly increased by 97 percent
in the UPBEP and by 39 percent in DPEP; girls attendance was 77-87 percent in project
areas. Dropout decreased.

Textbooks that are actually used in classes were provided on alarge scale.

In-service training of about 100,000 teachers through block and cluster resource centers.
Instructional methodology was emphasized and child-centered methodologies were
disseminated to teachers and parents.

Large numbers of teacher appointments, particularly locally residing para-teachers.
Formation of over 171,000 village education committees, some of which are very active.
Construction of thousands of schools, toilets, and drinking water fountains through local
village authorities and through suitable local designs.

Establishment of block and cluster resource centers aswell as district institutes of teacher
education.

Areas of concern for primary education include:

e Lessthan impressive learning outcomes. Baseline to mid-term comparisons showed
strongest improvement for grade 1 and minimal improvement for the higher primary
grades. Overall, achievement in the poorer districts remained far below expected
minimum standards.

* Fewer teachersin areas where need is greatest; some teachers may be reassigned near
their homes, leaving the poorest children under-served.

» Uneven quality of in-service training and modest development of training institutions.

» School construction problems in poorer areas and in the earlier project stages.

» Limited function of village education committee activities in the poorer aress.

In addition, it has been difficult to verify program effects due to:

Uncertainty regarding the provision of inputs, partly because donors are usually unableto
visit project sites unannounced and observe operations as they happen under everyday
conditions;

Uncertainty regarding outputs, because donors have limited access to data and studies; studies
are executed by afew chosen institutions;

Some questions regarding the reliability and methodology of data collection and reporting;
Agreements between government and donors that remain unwritten, omission of some
controversial issues in aide-memoires; and

Inadequate procedures for ensuring financial accountability.

Nevertheless, the government has tackled, with great energy, extremely difficult and complex
problems. It would be impossible to improve quickly on al fronts, and some imperfections are
inevitable. OED rates the outcome of the educational program as satisfactory, with high
relevance and substantial efficacy and efficiency. Institutional development is rated as modest
and sustainability as likely.

Specificaly for primary education, OED suggests:

* Independent verification of enrollments, project benefits, and flow of funds at the
local level. NGOs or independent academics might undertake these activities and
report to the government and the donors, thus giving the government the opportunity
to mitigate problems early. Donors should visit many school sites unannounced.
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Data sets from independent studies (e.g. health surveys and PROBE) should be
analyzed to compare sampled DPEP and non-DPEP districts.

Increased availability of the studies to donors and qualified academics, improved
quality of reports and statistical analyses. More extensive data analyses at the local,
digtrict, and state levels, particularly by independent academics.

Assessment of the local-level processes that greatly influence project success. Study
of the social or other types of obstacles which arise (e.g. difficulties of
operationalizing village education committees, keeping teachersin remote areas,
local microcorruption customs) in search of remedies.

Eliminating some fundamental limitations of lower-income classrooms (e.g. densely
packed large and noisy classes of children who receive limited teacher attention)
through after-hours remediation of the weakest students and specific training to help
teachers focus on low performers early on.

Restructuring the district and state institutes of education which thus far have not
been able to provide suitable service or locate suitable staff. Study world experience
in locating such capacity in various administrative entities, such aslocal colleges of
education.

For the lending program in sectoral terms, OED recommends:

Anintegrated approach and study of the effects of one subsector on another;
Increased financing of higher education through user fees and alumni contributions;
Direct lending to states;

Better use of donors' technical expertise and world experience in various
methodological and administrative issues.
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ANNEX O: EVALUATING BANK ASSISTANCE FOR SOCIAL
DEVELOPMENT

Author: Warren Van Wicklin 11, Social Scientist, OEDCR

Socia development issues received inadequate attention until 1994. Problems had
reached unacceptable levels, requiring enormous remedial work by the Bank and the
government. There were widespread problems in involuntary resettlement operations,
limited stakeholder participation in Bank operations, few social assessments, and little
attention to indigenous peoplesissues. It iseasy to forget how undevel oped and
unsophisticated the Bank’ s work was on social development issues only six short years
ago. The Bank has taken major actions to emphasize social development inits
operations, first focusing on resettlement, but since 1995, on participation and social
assessment, and more recently on indigenous peoples and other issues.

Much of the Bank’ s social development work has not had as much results on the ground
as the Bank and NGOs hoped. Asthe 1998 OED involuntary resettlement evaluation
found, the main failings were not due to lack of Bank attention or commitment asto the
difficulty of reaching Bank objectives, relying on public sectors agencies with limited
capacities, the appropriateness of Bank interventions, and follow through. Thisis true of
the social development agenda more broadly. The Bank needsto find ways to achieve
greater government commitment, or else be more selective in itsinvolvement. The Bank
cannot afford to compromise its principles; this would be an abdication of responsibility.
But the Bank needs to remain engaged, to promote more effective government
approaches to poverty alleviation. Most Indian government programs tend to be too
centralized, not very participatory, and not very effective at reducing poverty. Because
the GOI’ s anti-poverty programs $2 billion of annual resources dwarfs the Bank’s
program, the Bank’ s influence on GOI programs may well make more of a difference
than improving the Bank’s own programs. So far there has been inadequate connection
between Bank and government plans and programs.

Recent Bank initiatives are promising. The India social development team has made
major strides in just the past five years, but the outcomes of those efforts will require a
longer time horizon to evaluate with confidence. Even so, there is preliminary evidence
of success in some areas, especialy participation. Each new round of projects builds
upon the lessons of previous efforts to achieve new higher levels of participation. For
example, the Karnataka rural water supply project built upon lessons from participation
in the Maharashtrawater project, which in turn led to improvements in the participatory
approach in the Uttar Pradesh water project. Good practices are extending throughout
sectors across India. The assumption now isthat participatory projects are the norm, not
the exception. A broad strategy is emerging for improving government performance
through decentralization, increased transparency and accountability, and community
empowerment. Given that past strategies have not reduced the number of people living
in poverty, thisrelatively new socia development strategy should be given afair chance
to determine its efficacy and sustainability.
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Nonetheless, social development remains insufficiently mainstreamed and integrated into
the core of Bank operations. Civil society observers of the Bank emphasized that the
Bank needsto believe in what it promotes, and to demonstrate real commitment.*= Some
NGOs especially fedl that thereisalot of talk, but not enough results, and are starting to
become skeptical. They believe socia development should be about empowerment and
socia change. These NGOs are pressing for amuch more proactive social development
agenda, and the Bank is caught in between as government has not been able to respond
quickly to Bank social development initiatives. More time is needed to see significant
improvements, although clearly there has been progress over the last 10 years. The
tension is more over the rate of progress. NGOs urge the Bank to take the initiative with
other donors to move the social development agenda forward.

Although thisis abrief review, some conclusions are apparent.

» Theimpact of assistance for social development needs to be increased through
guality enhancement and working more on the policy level. Even though the Bank
has made major progress on socia development in its operationsin India, there are
many areas of shortcomings and excessive unevenness in the quality and impact of
the work. Socia development work needs to move more to the policy level.
Achieving government ownership and capacity to effectively implement social
development are crucia. Holding government accountable, and creating or supporting
thelocal level ingtitutions to do thisis the key.

» The Bank needs to take a more institutional, capacity-building approach, to social
development. The Bank has tended to take a project approach, but that raises questions of
sustainability. Institutional structures are the instruments by which social devel opment
interventions can be sustained. This means both promoting increased government capacity,
and local ingtitutions that represent the interests of the poor and vulnerable.

» The Bank has progressed further in rethinking its approach to social development than in
implementing it. The DPIPs have been in preparation for five years, and were approved only
in 2000. The Inclusive Institutions proposa has not yet been implemented. Many approaches
still need to be field tested. The criticism that rhetoric is outpacing results is fair.

e Thequality and impact of social assessments needsto be significantly improved. Social
assessments should be carried out by competent and credible organizations and of sufficient
quality to improve the design and implementation of projects. Social assessment needs to be
an ongoing process throughout the project, not a one-off data collection effort. The impact
that high quality social assessments made reinforces the need for quality.

» There needsto be moretraining and capacity-building of all stakeholdersin all areas of
social development. Participation, social assessment, indigenous peoples, and involuntary
resettlement are all at fairly early stages of development. While some individuas and
organizations are quite advanced, most are not. Thisis generally the case at lower levels of
government. The capacity existsin India, much of it in NGOs. Their skills and experience
need to be shared much more broadly, especially with government. Tripartite (the Bank,

7 Taped participant comment, India CAE Workshop on Social Development, New Delhi, April 3, 2000.
18 Taped participant comment, India CAE Workshop on Social Development, New Delhi, April 3, 2000.
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government, and civil society) programs are one means of capacity building. Even Bank staff
need to develop their social development skills, especially at the sector and country level.

Relations with NGOs and civil society should be better organized, with more continuity and
follow-up. NGOs should not be brought into consultations on arandom, occasional basis.
Instead, along-term partnership should be forged. Currently the situation does not reflect a
genuine, equal partnership. There should be more systematic communication and interaction.
NGOs and communities have alot of valuable experience, and the Bank should be learning
from that experience, trying to strengthen and support it, not reinvent it.

Participatory monitoring and evaluation (PM&E) would provide greater accountability to
clients, greater transparency, increased learning, and a focus on results. Too often the Bank
has not followed up its worthy efforts which end up wasted. The 1998 OED resettlement
evaluation found far too many completion reports with inadequate reporting on resettlement
outcomes. The focus had been on acceptable plans at appraisal, but plans do not necessarily
lead to results. The social development team has made progress in shifting its focus towards
results, but putting PM& E systems in place—especially in projects—would help agreat deal.

The involuntary resettlement and indigenous peoples policies require raising the issue at the
level of policy dialogue to achieve greater Indian government owner ship of these issues.
Pursuing these policies on a project by project basisisinefficient. If the Bank cannot succeed
in getting its policies and standards applied to non-Bank projects, the Bank is protecting only
people affected by projectsits assists, at a high cost, and not very effectively. TheBank is
raising the issuein policy dialogue, and needs to follow through until government takes
ownership of these issues.

Integration of social development work yields higher returns. High quality social
assessments contributed to good designs for participation in severa projects. Thework on
indigenous peoples and involuntary resettlement benefited from a more participatory
approach. Inclusive Institutionsis a promising framework for integrating the socia
development approach. Whereas previously social development tended to apply to only one
theme or component of a project (e.g. resettlement), more recently social development has
been the underlying project concept (e.g. the DPIPs). Designing projects starting with social
development should be further developed and tested.

Social development requires more resources. Participation, and social development
more generally, have been underfunded. For example, about 2 percent of the project
budget in the Karnataka water supply project is devoted to participation, but it has
made a significant difference to the project. The UP water supply project invested
about 7 percent on participation and that has allegedly led to even better participation
and project effectiveness. Much of the social assessment work was financed by
Strategic Compact funds which have ended, so new sources will be required, if social
assessment work is judged worthwhile.

Work with international and local development partners to promote the social devel opment
agenda. NGOs and CBOs have much valuable experience on participation and other social
development tasks. They have a sustained presence in communities, and therefore outlast
Bank projects. They can contribute to the institutional mechanisms that can sustain and
advance socia development. International partners can help mobilize consensus for
promoting the social development agenda, and often have comparative advantagesin skills
and experience. Even within government, there are individuals and agencies that are internal
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champions of participation and social development. The Bank should seek opportunities to
develop partnerships with all these adlies to promote socia development.

The Bank should stay the course on its participatory, decentralized poverty alleviation
strategy. It isdtill too early to evaluate the longer-term results and sustainability of this
strategy. We can only observe the improved participatory process and differencesin short-
term outputs and outcomes. Nonethel ess, the approach appears to be paying off based on
early indicators. The Bank should work with the government to strengthen the panchayat ra
system and to make it more participatory, democratic, and responsive to communities.
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ANNEX P EVALUATING BANK ASSISTANCE FOR GENDER EQUALITY

Author: Ananya Basu, Research Economist, DECRG

This background report, prepared for the Operations Evaluation Department (OED) of the World
Bank for the Country Assistance Evaluation (CAE) for India covering the 1990s, analyzes the
relevance, and, to the extent possible, the efficacy of the Bank’s assistance to Indiafrom a gender
perspective. Thisreport isbased exclusively on a desk review of Country Assistance Strategy
(CAS) documents, Economic and Sector Work (ESW) and various project documents,
supplemented by interviews with Bank staff and gender expertsin India. Relevanceisjudged by
the degree of gender awareness displayed in the Bank’s own actions, inputs and processes. With
thisend in view, the paper examines the extent to which the Bank has succeeded in the
integration of measures to address gender disparitiesinto all aspects of country assistance
programming—into its lending and non-lending operations within and across sectors, and into
overall development policy. Efficacy is measured by information on outcomes and impacts of the
Bank’s strategy.

The broad conclusions that emerge from our review of lending and non-lending operations can be
summarized briefly.

» Assistance for Education and Reproductive Health has been reasonably successful in
integrating gender issues into analysis, design and implementation.

» Assistance for Agriculture and Basic Health has been disappointing from a gender
perspective, and the failure is more pronounced at the level of implementation than analysis,
though isolated examples of success do exist.

e Assistance for Environment, Water Supply and Sanitation, and Social Protection has been
only partially successful in integrating gender concerns, and there is significant room for
improvement.

» Assistance for Electrical Power and Energy, Industry, Finance, Oil and Gas, and Transport
has failed to even recognize gender issues adequately.

* Mainstreaming of gender issues across sectorsis far from areality, even though there has
been some progress over the 1990s.

e Gender concerns have not been integrated into overall development policy, especially in the
context of structural adjustment.

The progress that the Bank has made in addressing gender issues over the 1990s should not be
discounted. Thetotal package (consisting of ESW reports, the CAS, and projects) al display an
increasing degree of attention to gender issues. Gender concerns form a part of the Bank’s palicy
dialogue with GOI. A number of targeted interventions for the development of human resources
have achieved success. The Gender Action Plan for India has aimed at reducing the literacy gap,
improving women'’s health care and nutrition, improving access to productive resources, creating
better living environments and gender sensitization of key stakeholders through a combination of
lending focused on women, sector work and dialogue with GOI and other institutions concerned
with women. Gender issues are moving out of Education and Reproductive Health sectors into
operationsin other sectors like Agriculture, Basic Health, Water Supply and Sanitation,
Environment, Urban Development and Socia Protection. Thisisindicative of the fact that the
Bank has achieved some measure of success in addressing women’'s problems in Indiawithin its
own actions.
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However, the Bank could have achieved more. Despite there being encouraging success stories
in selected subsectors, the World Bank does not appear to have achieved much successin
mainstreaming gender issues. Officialy, gender isapriority. However, it has certainly not
permeated all Bank operationsin India. Gender concerns are still confined to discussions and
activitiesin the social sectors as an enclave to the overall India program, and have not been
mainstreamed into the overall macroeconomic policy in the context of liberalization and
adjustment. There are clear indications of disinterest in and lack of support for gender concerns
even within the Bank which should be addressed. At the very least, gender issues should be taken
more serioudly by task managers.

This evaluation calls for some modifications in the existing gender strategy. First, the strategy
should focus more on empowerment of women. In that regard, the Rural Women’s Devel opment
and Empowerment Project (FY 97), which has among its goals to strengthen processes that
promote economic devel opment of women and create an environment for social change, isastep
in the right direction.

Second, it is necessary to clarify, in analytical work, what mainstreaming of gender issues
actually involves. Part of the failure of the Bank’s strategy in addressing aspects of the gender
gap can be attributed to inadequate sector work. The gender relevance of analytical work in the
neglected sectors (for example, Finance, Electrical Power and Energy, Transport, and Industry)
should be extended to recognize that policies and programs in these sectors can have gender-
differentiated impacts, and to suggest possible counter-measures to address these. It would also
be useful to update the 1991 Country Gender Study to take into account the continued
liberalization of the Indian economy. The collection and analysis of gender-disaggregated data
would be acritical strand of further analytical work in the macroeconomic context.

Third, the Bank should strike a balance between mainstreaming gender and working through
WID-specific projects. It isalso important not to neglect women’s projects in the social sectors.
Existing gender disparitiesin social indicators suggest that WID-focussed projects in education
and health, where the Bank has achieved reasonabl e success during the preceding decade, could
still play an important role in addressing gender imbalances. However, it is critica that gender
issues should not be confined to the social sectors, and gender should develop into more of a
cross-cutting concern.

Fourth, even within the framework of the existing strategy, gender issues need to move from
appraisal to monitoring and implementation. It is necessary to set realistic but meaningful targets
for women and supervise the achievement of these goals.

Finally, the Bank isin a unigue position to make a stronger impact through its dialogue and
comparative advantage in influencing policy. It could play a more enhanced and effective role
with more serious commitment to women’sissuesin India.
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ANNEX Q: EVALUATING BANK ASSISTANCE FOR PUBLIC FINANCIAL
ACCOUNTABILITY

Authors: Vinod Sahgal, Lead Evaluation Officer
and Deepa Chakrapani, Research Analyst, OEDST

Public financial accountability isthe system by which the legislature and citizens of a country
hold the government to account for its performance and its use of public resources. It
encompasses a range of stakeholders including legidature, government, external auditors, media
and civil society. The Bank and many other stakeholdersin India have explicitly raised concerns
on public financial accountability. These concerns relate to the need to increase effectiveness of
the Legidlative Committee system, to improve and reform civil service culture, to modernize the
accounting and auditing functions including, further strengthening the Office of the Comptroller
and Auditor General, to revitalize state-level financia management and control, and to enhance
public awareness on the economic and socia costs of corruption and waste.

This Operations Evaluation Department (OED) desk review assesses the impact of the Bank’s
efforts on public financial accountability in India. It finds that public financial accountability isa
recent area of emphasis for the Bank and that the Bank’ s knowledge of the issue area at the
country and state levelsis nascent and growing. The Bank's limited knowledge is centered on
financial management and internal control procedures in the central government and very
recently, has extended to afew “focus’ states. There are significant gaps in knowledge—the most
significant being the effectiveness of the legidlative scrutiny processes at the center and at the
states.

The Bank has not articulated a clear and consistent long-term strategy for strengthening public
financial accountability in India. While elements of a strategy are slowly emerging at the state
level, the Bank has yet to deal with public financial accountability issues at the country level. At
the project level, the Bank has made efforts to improve accounting, auditing and budgeting
systems at the project implementing agency level and in specific operating departments in state
government. These interventions, however, were not designed to help resolve the significant
capacity problemsin the country’ s overall financial accountability systems.

The nature and extent of risk of fraud, waste and abuse of public fundsis growing. With the
recent emphasis on programmatic lending in India, the overall public financial accountability
systems assume greater importance and the Bank is commended for some pioneering work in this
areain the state of Uttar Pradesh. But this initiative alone may not be sufficient. Accountability
has to be induced, it cannot be decreed by fiat. Accountability isaresult of acomplex set of
incentives, transparency in processes and decisionmaking, and checks and balances at various
levels of government. Thus, unless the Bank dial ogues with the Government of India (GOI) on
the need to modernize India’s overall public financial accountability systems, its efforts at the
state level aone may be neither effective nor sustainable. The proposed conference for speakers
of state legislatures to be organized by Uttar Pradesh is an ideal forum for the Bank to articulate
its recommendations on public financial accountability issues at the national level.
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The Bank also needsto further build its own capacity to deal with country and state level issuesin
public financial accountahility. Lessons of experience with implementing LACI (Loan
Administration Change Initiative) suggest the importance of: (a) Bank and borrower commitment
to enhance financial management and control, (b) training and experience of Bank staff in public
sector auditing, accounting and scrutiny systems, and most importantly, (¢) communication to the
borrower of consequences for less than satisfactory compliance with fiduciary obligations as
specified in the Loan Agreements. The Bank should supplement and build on its existing skill
base in project financial management with specialistsin public accountability systems. Thereis
an urgent need to upscal e capacity building to the national and sub national levels.
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ANNEX R: MAIN LESSONS FROM EVALUATIONS

Authors. Rema Balasundaram, Evaluation Officer
and
Patricia Laverley, Consultant
OEDPK

Main Lessonsfrom Donors' India Country Program EvaluationsJ£I

The development of partnershipsis at the core of the Swiss Agency for Development
Cooperation’s (SDC) assistance strategy for India. Thanks to the quality of its selective assistance
(mainly for sustainable land use, livestock, small and micro enterprises, and sericulture) effective
policy dialogue has been possible for even a donor as small as the SDC (the Government recently
invited SDC to contribute to the formulation of a national livestock policy). SDC’'s emphasis on
partnerships was not at the cost of a healthy business-like relationship, that included temporary
suspension of cooperation (e.g. with Andhra Pradesh’s Animal Husbandry Department ) and
disengagement from programs that had no common basis (the Punjab Livestock Project and the
Goat Project Rgasthan). SDC had, however, problems disengaging itself from successful programs
like that of the Indo-Swiss Kerala Project.

The 1999 SDC's country program evaluation found alarge potential for emerging institutions and
new initiatives. Realizing the importance of the sectoral policy framework and that the pace of
work largely depends on the capacities of the partners, SDC's intends to enhance its policy
dialogue and its support for organization strengthening and institutional development among
partners, and also to increase its partnerships with state governments, the private sector, regional
rural banks, private financial institutions, promotional associations, and local NGOs and el ected
bodies at the village level.

The Dutch Government’ s 1994 country program evaluation concluded that, while the Netherlands's
macroeconomic support (including fertilizer aid) contributed to the country’ s economic
achievements, it also contributed to its failures by enabling India to postpone the necessary policy
adjustmentsfor along time. It also faulted a number of activities that were funded in a poor policy
and institutiona environment (e.g., for rural credit) or without paying sufficient attention to the
ultimate beneficiaries (e.g., better off farmers often appropriated benefits from land and water
schemes). The report recommends that new assistance be concentrated on direct poverty
alleviation programs, including to rural development programs and the socia safety net, but that it
be more supportive of better policies at the state and sub-state levels, especialy in the drinking
water supply and land and water sectors. Poor preparation of the program by country desks because
of managerial constraints, personnel limitations and extensive aid procedures on both the Indian
and the Netherlands side had negative effects on the speed and quality of assistance. The
evaluation called for areconsideration of the scope of the overall project portfolio to reflect the
capability of the embassy to guide and monitor the preparation and implementation of projects. It
also recommended greater joint planning in preparation, monitoring and implementation of
programs and greater use of Indian expertise to increase Indian ownership.

! This section summarizes the findings of the country assistance program evaluations by three bilateral donors (Switzerland, the
Netherlands, and the United Kingdom). See Country Programme For India: 1996-2003, Swiss Agency for Devel opment Cooperation
(SDC), 1999; Evaluation of the Netherlands Development Programme with India, 1980-1992; Evaluation of DFID’s Support to Poverty
reduction, India Country Sudy (Draft) 1998.
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The evaluation believed unjustified the Netherlands' over-reliance on the World Bank for
monitoring and evaluation (which failed to raise the alarm over the bankruptcy of the rura banking
system) and called for an independent analysis of the Indian Government’s and the Bank’s
economic reports, so as to contribute more to socia and policy discussions at the regular
consortium and bilateral meetings. The evaluation further suggested that the Netherlands
Government pay more attention to performance criteria while determining aid levels, and that
regular performance reviews assess the program'’s effectiveness and their implementation efficiency
in terms of both the Netherlands' and India’s policy objectives.

DFID’s India program was highly poverty focused. The study notes that there was an Indian
consensus about what did work in reducing poverty in India. In addition to sustained economic
growth, the study emphasized the importance of female literacy. DFID’ s assistance strategy moved
in opposite direction to that of the Bank with respect to state-focus: it shifted in the mid nineties
from state level primary socia sector services to support for national programs implemented in
selected states.

The study notes missed opportunities in the social sector and a reluctance to engage with the central
government on its poverty reduction programs. Moreover, the components of its assistance
program, despite its concentration on three states, remained too isolated from each other to make a
significant impact on poverty. DFID’slack of consistent engagement with the Indian development
discourse meant that it formulated its strategies from first principles. Given such an approach in a
complex environment such as India, the development of best practice models turned out to be an
uphill task. Central policy guidance which was not poverty focused a so obscured the value of
innovative work. The most controversial component of DFID’ s program was its support for the
energy sector, with atenuous link to poverty reduction. Among the lessons learned, theinclusion
of gender issues has generally accompanied and hel ped enhance the focus on poor people;
knowledge products combined with working in the "mainstream” were the most effective
combination for influencing government; and "insiders' were better able to influence policies and
outcomes than outsiders. Insider status was highly dependent on the length of time committed to an
activity or sector, staffing patterns (especially the employment of Indians) and networking capacity.

Recurring Lessons from OED India Evaluations

The genera lessons gleaned from the OED’ s eval uation database of project completion reviews,
project performance audits and sector impact studies for India for improved devel opment
effectiveness are related to: (i) the adequacy of the policy and ingtitutional environment; (ii) client
ownership and commitment; and (iii) quality at entry;

For successful achievement and relevance of project objectives, it isimportant to ensure that the
appropriate policy environment isin place or iswell understood and its shortcomings directly
addressed by the project. Project objectives and design must therefore be matched against local
rules, existing policies and legal boundaries to check for compatibility. Successful policy-based
operations require patience, investment in consensus building, and a deep appreciation of the
appropriate speed and sequencing of reforms. Reliance on strong local partnershipsis necessary to
meet these challenges and assure client ownership and commitment.

Adjustment operationsin Indiain the early 1990s were typically successful, as the Government
took ownership of the reform agenda and the Bank played a supportive, not leading, role. For
example, the External Sector and Investment Regime Liberalization loan, whose outcome was
highly satisfactory, was prepared in 1992/93 to support the Government's ongoing reform of the
country's trade regime and to liberalize the investment licensing systems. It was designed as a one-
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tranche operation and all agreed reform measures were undertaken prior to Board approval in June
1993. With the Government fully committed to the reform agenda, over the following twelve
months, exports grew by 20 percent in dollar terms, foreign investment inflows and foreign
exchange reserves increased, domestic and externa confidence was restored and, despite
considerable externa debt service payments, medium-term external financing needs turned out
even lower than projected.

Unsatisfactory quality at entry generdly hasled to unsatisfactory outcomes. Poorly grounded
project objectives and overly complex project designs lower the likelihood of success from the
outset. Thiswas particularly evident in the Kerala Power Project, in which the ingtitutional and
financial capability to undertake the project was not realistically assessed. At thetime of appraisal,
all the technica and bidding documents were not available for review, the forest and land
acquisition clearances had not been obtained prior to the issuance of the bidding documents, and
the procurement plan had an excessive number of contracts.

Hence, it would be useful from the outset of project preparation to understand capacity constraints,
to identify the needed ingtitutional changes and staff development efforts, and then design the
project accordingly. Prior sector work, intensive policy dialogue, beneficiary close involvement,
and use of small scale pilot projects before design of larger projects contribute to a better
understanding of the existing policy and institutional framework and provide atesting ground for
reforms and innovations. Bank teams which adopted a combination of these features improved
relevance of their interventions, and achieved better quality at entry and effective consensus
building -- negotiation processes were smoother and subsequent communications and cooperation
with the Borrower were easier.

Continuity in task management, including careful planning for a change in task manager,
contributes substantially to successful implementation. Equally important is the need to have
realistic implementation schedules at entry and to convey to the local institutions the appropriate
Bank procurement procedures and its operationa policies. In addition, OED evaluations have
called for increased use of the logical framework approach to connect effectively project inputs to
monitorable results. The challenge with this approach lies with ensuring that indicators measured
are meaningful to participants.
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ANNEX S: AID COORDINATION SURVEY RESULTS

Author: Barbara Yale, Consultant, OED

I. Country Context

For thisevaluation, aﬁurvey of the main donors’' views about aid coordination was conducted, with
agood response rate.~ The main focuses of responding donors are: health, environmental
protection, poverty reduction and gender issues. The mgjority of the 8 donors have significant
decision-making authority at the operation level and 5 of the 8 report that their governments have
specific policies regarding aid coordination in India.

Il. Goalsfor Aid Coordination (AC)

Important Objectives of AC (Q6): The most important reasons given were: @) to reach a consensus
on the country's overall development strategy (4.67); b) to ensure poverty alleviation (4.43); b) to
highlight environmental concerns (4.29); d) to encourage participation of civil society and the
private sector (4.14); and €) to raise issues of governance (4.14).

Evolution of AC Meetings (Q7): Although responses are divergent, the general picture seemsto be
that, even though India AC meetings have not evolved to "partnership exercises," the country's
interests are not neglected and come before commercial or national interests, despite the fact that
the mgjority of donors commit the bulk of their aid budgets prior to AC meetings.

comments. (USAID) -- that this question was besides the point, since GOl isin charge. Inwhich
case the question becomes whether the India Development Forum (IDF) is useful to either the
donorsor the GOI, and most donors agree that the IDF is a waste of time.

I11. Relevance of Aid Coordination Activities

Relevance of Activities (Q8): Most issues of relevance were rated moderate to highly relevant,
ratings 4.00 and above were: a) poverty reduction, b) sustainable human devel opment; ¢) anational
development plan; d) environmental stability and €) capacity development. All of which coincide
with the prominent thematic focuses for the donors surveyed .

I'V. Efficacy: Achievement of Results

A. Impact (Q9): Issues of impact were rated moderate - all ranging from 2.4-3.4. The two top
impacts were: a) environmental sustainability; and b) capacity building (both rating 3.43). Thus, the
impacts of AC are seen asrather limited.

B. Outcome (Q10): The donors seem mixed in their views of outcome. Policy reform and
ingtitutional capacity tied at 3.57 and resource mobilization rated 3.29. However, results were
scattered in some cases. Overall, it would appear that AC outcomes are seen as rather modest.

C. Output (Q11): The questionnaire revealsthat AC outputs are seen as moderate. The results range
between 2.7-3.8. The outputs that standout are "focus of aid on key development priorities" which
was rated at 3.86, "co-financing of projects’ at 3.57 and "coherence among donor supported
programs’ which averaged 3.43. However, the resultsfall sharply when the questions come to
donor selectivity or comparative advantage and provision of technical assistance for capacity
building (3.29), and to 3.00 for procedural harmonization and 2.71 regarding consistency of policies
and practicesfor hiring local staff.

! Eight donor representatives in Delhi responded out of fourteen solicited with awritten questionnaire. Most donors indicated that an
assessment of the Bank’ s effectivenessin aid coordination was not possible, as the Government was the one in charge.
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V. Instrumentsor Inputsto Aid Coordination

Factors contributing to most successful AC meeting attended (Q14): Some of the meeting factors
aretoo divergent to evaluate. However, what was unanimously assessed as the most important
factor in meeting success was "the policy measures the government had implemented during the
previous year" - which averaged 4.71 (very important). Also important were the Government's
coordination with donors throughout meeting preparation and the skill of the chairperson (4.29),
and leadership of the government head of the delegation (4.00). All of which substantiate
comments presented in other parts of the survey, that indicate that a) the Government of Indiais
"in-charge" of directing aid coordination and b) without close Governmental collaboration, a
meeting is doomed to failure (see questions 7, 22 and 24).

Effectiveness of WB in most recent AC meeting (Q15): Although most ratings for Bank
effectiveness were moderate to good (3.00-4.00 range), the lack of responses (4 donors) and
disparity inindividual responses, makes this section all but impossible to assess. Noted, however,
was that the OECF had never been invited to, or attended one of the WB AC meetings.

V1. Efficiency or Cost-Effectiveness of Aid Coordination Activities
Bank effectiveness in minimizing cost (Q16): Ratings were moderate at 3.33.
VII. Aid Coordination at the Country Level

A. Aid Management Issues (Q18): Donors agreed moderately that the Bank should promote local
AC meetings, and convene them if necessary (3.50). They also agreed moderately with the idea that
major sector donorsin concert with the government should |ead sector meetings -- rating 3.29.
However, they disagreed, albeit in differing degrees, with the ideas that in-country AC should not
be held unless the government takes an active role; as well as with the idea that the Government
should always chair the meetings -- both rated 2.29 and 2.43 respectively. Which would indicate
that donors are not confident in the Government's ability to conduct AC.

"Quggestions' (Q22-24): The GOI is seen to maintain the lead role in In-Country AC. Yet, the AC
efforts are floundering under alack of information among donors. There needs to be greater
coordination and information sharing across the board, while managing to maintain astrong
government involvement.

Value Added (Q27): There seemsto be no conclusive answer as to whether AC has been beneficial
in mobilizing more resources for India than could have been arranged under bilateral agreements.
The average hovers at 3.29, but responses are extremely divergent on thisissue, making it difficult
to provide a summary assessment.

Advantages/Disadvantage (Q28):Opinions on most of the advantages/disadvantages of AC are
highly scattered. Most respondents agree that AC @) stimulates debate on local issues (4.33); b)
brings government policy under public scrutiny (3.83); ) encourages greater collaboration with
civil society and the private sector (3.67); and ¢) does not pose a serious logigtical problem (1.33).

VIlI. Role of the Government in AC

Role of Government (Q29): Donors agree that responsibility for AC should rest primarily with the
Government - rating 4.00.

Government Effectiveness (Q31): Despite the fact that the unit in charge of AC (inthe GQI) is
considered a strength, donors agree that the GOI isweak in a) its unwillingness to deal with donors
as agroup (which concurs with comments during the CAE mission meeting with donorsin India);
b) its degree of authority vis-a-visthe line ministries; and c) its staff capacity and budget.
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I X. General Questions

Major strengths of WB in AC (Q36): Some examples: High quality analysis and caliber of staff;
most influential donor, with institutional clout with national and state governments.

Major shortcomings of WB in AC (Q37): Some examples: Distant decision making; weak on
follow-up activities; lack of mativation.

Lessons from AC (Q38): Some examples: Government participation/ownership vital; need for more
state-wide coordination.
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ANNEX T: EFFICIENCY OF BANK BUSINESS

Authors: Jack van Holst Pellekaan and Oliver Rajakaruna (Consultants)

Overall Budgetary Trends

India and China each absorbed on average 1.3 % of the Bank’ stotal annual operational budget,
during FY90-99. Asa percentage of the total budget of all regional vice presidential units, thus
removing much of the Bank’s overheads, it was on average 2.8 % for both Indiaand China. On a
per 1,000 population basis over the last two year, India' s share was about US$17, compared with
US$13 for China. These per capita budget allocations are about one-quarter of those for medium-
sized countries such as Pakistan and Brazil. The Bank’s budget for Indiain FY 99 has been
allocated, as intended, predominantly to areas that are highly relevant for poverty reduction (human
development, rural development, anti-poverty interventions, economic management) and to
reforming sectors such as the power sector.

The average Bank project preparation cost per project (to Board approval) increased in nominal
terms by 42%, from about US$359,000 to US$510,000 per project approved, between the first and
second half of the decade (FY 1995-99), although average project size remained about the same.
Some of the increase in costs may be due to the greater emphasis placed in more recent yearson a
participatory approach to project preparation. These rising preparation costs for the India program
compare with a decline by 11% for China, from US$467,000 to US$416,000. In Argentina, Brazil,
Mexico, and Pakistan, preparation costs have also been lower (US$245,000, US$285,000,
US$376,000, and US$346,000, respectively) over the last five years.

On aper US$ 1 million of commitment basis, preparation costs for projectsin India (about
US$2,600 per US$ mill. commitment) are also higher than in China (about US$2,400) during the
last five years. Similarly, preparation costs for other large but more developed countries during
FY 95-99 were generally lower than for India, namely Argentina ($1,300), Brazil ($2,100), and
Mexico ($1,400). On the other hand, costsin India are slightly lower than for al other regions,
except for the East Asia Pecific (EAP), and the Bank average ($3,700).

Supervision costs in India per project during FY 95-99 (US$67,000) were higher than for China
($58,000), Argentina ($64,000), Brazil ($53,000), and Mexico ($50,000), but lower than for
Pakistan ($87,000), and almost the same as the Bank average ($66,000). On a per US$1 million of
commitment basis, supervision costs for both India or China are comparable ($2,000 and $1,800)
and are much lower than the Bank average. On thisbasis, India also compares well with other
large countries, except Mexico (which has a cost per US$1 million commitment of $1,200. In
comparing India's costs with those of China, it should be noted that in China the government
carries out a much higher proportion of the supervision work than in other countries and regions.

The cost of ESW in Indiais difficult to evaluate because the practice of lumping together under one
umbrella various sub-tasks (such as background papers) as well as the main report may well
invalidate the emerging picture of relatively expensive ESW tasks based on cross-country
comparisons of costs per task. India's ESW cost per scheduled output has been rising in nominal
terms between the first and second halves of the decade, namely from about US$243,000 to about
US$308,000 per formal report (a 27% increase), whereas in China the costs per formal report
declined by 4% to US$218,000. For FY 95-99, the average costs per ESW task for Argentina,

¥ These figures do not include the actual cost of projects under preparation and not yet approved (by the Board) during the period
specified (see also R.6)
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Brazil and Mexico and Pakistan were also lower at $231,000, $173,000, $240,000 and 183,000
respectively per scheduled output (see Table R6).

Against therising operational costs noted above, there have also been notable improvements in the
performance of the recent portfolio (albeit not yet reflected in higher OED ratings for completed
projects). For example, by FY 99, the proportion of projects at risk had declined from its FY 93
peak of 33% to 11%, and the proportion of problem projects (i.e. with unsatisfactory supervision
ratings for either development objectives or implementation) had declined from its FY 96 peak of
21%to 7%. Other indicators point also to faster project implementation. For example,
disbursement ratios are up from 13.0% in 1992 to 16.2% in 1999 and 17.9% in 2000. Moreover,
whereas in the early 1990s the average project age (including adjustment operations) was about 4.5
years, it had declined by the end of FY 99 to around 3.9 years. For FY 2000, however, portfolio
performance indicators show a somewhat puzzling deterioration.

regions. For example the portfolio composite management index, the project status report update
frequency, and the elapsed time for disbursement approval and that for actual disbursement were all
at end FY 99 levels which ether very closeto the Bank’ s service standards or close to the Bank’s
average.

Decentralization of Operations

Until 1997, the large Bank office in New Dehi was till a“resident mission”, even though the
resident representative shared de facto management responsibility with the Washington-based India
department director. At least asfar back as 1991 the resident mission was already responsible for a
significant part of supervision work. In the following years its role expanded to encompass all of
supervision, to support procurement, disbursement, auditing, and to deal with strategic and policy
issues related to infrastructure development, socia development, public affairs and state focus.

The July 1997 reorganization of the Bank created a new matrix structure, with a small country unit
headed by a country director posted in the “field office” and virtually all operational staff working
on India (whether New Delhi- or headquarters-based) placed administratively under regiona sector
unit managers (based at headquarters). In addition, senior staff at both headquarters and in the
Delhi office were assigned to lead India sector teams. The strength of the field office increased
from 50 to 57 professionals between FY 91 and FY 97, but its size jumped to 83 professionalsin

FY 99 as aresult of the recruitment of India professionals financed by resources made available
under the Strategic Compact.

Preliminary estimates from a study of total field office costs currently underway as part of a Bank-
wide review show that in FY 99 the Bank spent about US$8 million or 24% of its expenditures on
the whole India program (US$33 million). Thisis about the same percentage as for the Africa and
South Asiaregions, and dightly lower than for the EAP region (26%). The Bank’stotal
expenditures for operational work for the India program for FY 99 represented about 5% of those
for al regions, amuch lower percentage than the country's share of the devel oping world's
population or the poor.

Benefits of Decentralization

Bank staff and OED evaluators with exposure to the Bank’ s activitiesin India all praise the Bank’s
enhanced appreciation of country culture and conditions, client-focus, connectivity, and
responsiveness that management and staff decentralization in India has brought about. In spite of
earlier fearsin some quarters that having nationals doing procurement might present some conflicts
of interest, Bank staff perception isthat the field-based procurement unit staff have been rigorousin
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upholding the Bank's guidelines and have proved as capable as the internationally recruited
procurement specialistsin the Bank. Expanded field presence was crucial to the increased focus
and successful expansion of Bank activities during the 1990s in education, socia development and
the focus on state level operations. On the other hand, the shrinking field presence in agriculture
and gender has paralleled less successful performancesin these areas.

A (pilot) 1998 client satisfaction survey also pointed to an improvement, albeit small, in Bank
effectiveness compared to the previous year. Respondents expressed satisfaction with the effect
that the post FY 97 Bank decentralization had achieved, especialy in respect of the speed of
decision making and the strength of the Bank/client partnership. They also rated personal
interactions with field office staff higher on virtually every aspect than they did headquarters staff.
The overall degree of client satisfaction with field office staff (albeit still less than full praise) was
higher than for any other category. However, the respondents still appeared dissatisfied with the
degree of authority delegated to field office staff. The Bank was, however, rated only slightly
better than other donor agencies, and the survey showed less than full client satisfaction for al
service dimensions, especially for the category of technical support, strategy and program of
assistance, and project design.

Conclusions

Although efficiency isnot at China s high level, the India program has average project preparation
costs on acommitment basis and average total costs on a satisfactory commitments, when
compared to neighbors and other relevant regions. In supervision, performance is more cost-
effective compared with al other large countries except China and Mexico. There should be,
however, an urgent review by the Region of the reasons for the significantly higher preparation
costs when compared to all other large countries. Up to FY 99, there was evidence of higher service
indicators, improving outstanding portfolio performance, expanded stakeholder participationin
Bank operations, higher relevance of the assistance strategy (the new state-focus since mid-1990s
also being a more expensive approach for the Bank), and a stronger impact of the sector work and
the policy dialogue on the internal debate over reforms.






103

ANNEX U: IFC ASSISTANCE TO INDIA

Authors: Regional |FC Staff

India has been a member of IFC since 1956, and the Corporation has built up a significant
portfolio over the years, which has been among IFC’ sfive largest and most diversified ones. At
the beginning of the 1990s, the portfolio consisted of loans of just under $300 million and equity
investments of $37million, which were concentrated in basic industries, general manufacturing
and financial intermediaries.

Investment Climate and Response. It was with great expectations that foreign investorsin general
and IFC in particular participated in the liberalization effortsin India during the 1990s. Foreign
direct investments more than doubled and so did IFC approvals, which amounted to 102 approved
projects, providing $1.45 billion for its own account and close to $ 650 million for the accounts of
participantsin IFC's loan syndication program. The record would have been even better if
liberalization had proceeded as anticipated and without several sectors remaining hampered by
regulatory obstacles (particularly in infrastructure). In addition, bureaucratic delays and strict
regulations on foreign commercial borrowings in the mid-1990s and sanctions enforced by the
Bank Group's shareholders after India’ s nuclear testing over the last two yearsresulted in a
declinein IFC's activities. However, a substantial pipeline has been built up, and IFC investments
can be expected to rise rapidly, if the current favorable economic and political situation can be
mai ntained.

Srategy. |FC's ability to bring about significant development impact through direct project
financing is challenged by India's status as one of the world poorest and most popul ated nations.
As aconsequence IFC has focused on: (@) projects with significant demonstration effects,
particularly in infrastructure; (b) export-oriented projects to boost the foreign exchange earning
capacity of the country; and (c) capital and financial market projects, which contribute to a
stronger financia sector. More recently, special attention has been paid to initiate investment in
education and heath, as well as to support the SME sector. In addition, India has become the
focal point for IFC's decentralization effort, with the establishment of afull scale regional office
in Delhi and smaller officesin Mumbai (and in Bangladesh, Sri Lanka and Nepal).

Portfolio. In July 2000, IFC's held portfolio stood at $797 million, of which 33% was equity, up
from 11% in 1990. In line with the assistance strategies crafted during the 1990s, it has become
more diversified, with large investments in power and transport becoming dominant (nearly 50%
share in value terms). With respect to number of projects, IFC is most activein Indias financial
sector, where it undertook alarge variety of investments, including support to private commercial
banks, housing finance ingtitutions, and leasing and venture capital. While IFC succeeded in
carrying out sound and successful investments in the 1990s, the portfolio showed signs of stress
in 1998/99, following a period of more stringent monetary policies, which affected a number of
manufacturing and financial companies negatively. The recovery in the real and financial sectors
during 1999/00 helped aleviate those problems and also had a positive impact on India’ s security
markets.

Technical Assistance and Advisory Services. Through its Corporate Services Department IFC has
been actively promoting privatization in areas as diverse asregiona ports and water supply as
well as power in basic manufacturing. At the same time IFC's Central Capital Market Department
continued to advise various government agencies on financial, legal and regulatory matters
related to the development of a market-oriented financial sector. Regional seminars on topics as
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diverse as the development of bond markets and industry and environment were also part of
IFC’s technical assistance program in the 1990s. The World Bank Group's Foreign Investment
Advisory Service (FIAS) examined Indias foreign investment incentivesin the mid-1990s and is
now engaged in looking into foreign investment issues of individual states.

Collaboration with the Bank. After severa years of divergence, which were linked to the rather
gradual process of liberalization of the Indian economy, IFC collaborated more closely with the
Bank in a number of areas at the end of the decade. Examples are the power and distribution
projectsin Orissa, aswell asjoint support for IDFC, India's major infrastructure finance
company. Further joint efforts are underway to work closely together in the social infrastructure
fields of education and health, in which the continuously high demand of India's population can
better be met by joint public and private initiatives than by pure government support asin the
past.
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ANNEX V: REPORT FROM THE COMMITTEE ON DEVELOPMENT
EFFECTIVENESS (CODE)

The Informal Subcommittee of the Committee on Development Effectiveness (SC) met
on March 16, 2001 to discuss the Country Assistance Evaluation (CAE) for India
(CODE2001-18). OED remarked that the evaluation had been OED’ s largest and most
complex CAE exercise with intensive involvement from all stakeholders. OED
particularly thanked the Government of India (Gol) and Management for the
collaborative approach in CAE preparation. OED reported that in the 1990s, Bank
assistance was timely and effective in supporting India’ s structural adjustment program,
energy sector reforms, water resource management at the state level, and human
development. While there was progress in the Government’ s reform program at this
time, it was well below India’s potential and the sustainability of the reforms remain
uncertain. Moreover, there was insufficient attention to rural poverty reduction, and the
gender and socia gaps are persistent problems. OED stressed that an important weakness
in Bank assistance had been in neglecting the policy reform needs of the agriculture and
rural sectors. OED welcomed the Region’s agreement to link the Bank’s overall lending
volumes with the implementation of an effective rural and agricultural development
strategy, and to improve the monitoring of the poverty and gender impacts of the Gol’s
programs. OED emphasized that the next CAS needed to provide quantifiable indicators
to measure the future success of Bank assistance in this and other areas. Lastly, OED
stressed the importance of increasing the impact of ESW, improving the country’s
resettlement safeguards, and strengthening aid coordination as outlined in the CAE.

Management welcomed the CAE and the lessons learned through the preparation process.
However, Management questioned the feasibility of carrying out asingle evaluation
exercise for a country as large and complex as India and suggested that it was difficult to
evaluate the impact of the many aspects of the Bank’s programs given the size of the
country. Management considered that the CAE simplified the richness and complexity of
the issues faced both by the country and the Bank’ s program as aresult. Management
agreed with the importance of addressing rural poverty and stressed that this played a
central role in the upcoming CAS. While acknowledging that the dissemination of ESW
needed improvement, Management noted that the CAE underestimated the ultimate
impact of the Bank’s ESW.

The SC welcomed the CAE and thanked OED for awell-written and comprehensive
study noting the challenge presented by the large scale of the country and the Bank’s
programs. The SC recognized the tensions (as outlined in Management’ s remarks) in
evaluating the Bank’ s program in a country as large and complex as India and there was
debate about the most effective approach to undertaking evaluations in large countries.
The SC particularly welcomed the broad consultations in the preparation of the CAE and
hoped that the chapter outlining feedback from the Gol and civil society would become a
regular feature in all CAEs.
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The Chair representing India also thanked OED for its efforts and noted that the CAE
was a useful report for the Gol and was the result of an intensive consultative process.
He stressed, however, that the CAE should be understood as an evaluation of the Bank’s
program in India and not of India s reform program as awhole. He also noted that the
report was not an exhaustive commentary on the range of development issues affecting a
country as complex as India and often did not convey the nuances of the country and the
Bank’s program. With regard to the CAE recommendations, he noted that the Gol
supported the state focused approach, including the proposal to engage poor and non-
reforming states with non-lending services and demonstration projects, but that it did not
wish to see the Bank concentrate its social sector lending on the focus states alone as the
Gol had aresponsibility in thisareato all states regardless of their reform inclinations.
Finally, he stressed that the Gol objected to the linkage of lending volumesto reformsin
agricultural and rural development as proposed by the CAE.

Among the specific issues raised by the Subcommittee were:

Rural Development. The SC shared OED’s concerns on the lack of progressin
addressing rural poverty and stressed that the Bank needed to focus more aggressively on
implementing arural and agricultural development strategy. Members emphasi zed that
rural poverty must be tackled if the International Development Goals were to be attained.
Management responded that thiswas a pillar of the new CAS.

Assistanceto States. Many members welcomed Management’ s approach of focusing
efforts on reforming states but also stressed that the remaining states had serious
development needs and the Bank should not disengage entirely with them. Members
agreed with the CAE approach that support to the poorer performers take the form of
ESW and Technical Assistance programs, but supported recent shiftsin the Bank’s
program in favor of good performers and selectivity in Bank interventions based on
receptivity to reform. One member asked whether reform was a political issue in many
states and whether lack of political consensus on reform had led to “poor performers”.
The SC encouraged the Bank to create demonstration projects through its work with
reforming states to be replicated in other states. Management commented that the Bank’s
current support to the states included some of the poorest and most popul ous states in
India and that the state of Bihar was the only left in the category of “poor performers”.
The new CAS was addressing this issue.

In this regard, the SC also noted that the complexitiesin a country as large as India
created atension between focusing Bank assistance on states versus the center. Some
speakers stressed that while working with the states was welcome, this should not be
done at the expense of attention to the central government which was still the Bank’s
primary counterpart and client.

Donor Coordination. The SC expressed concern about weak donor coordination in
India as a continuing problem. While acknowledging and welcoming the Gol’slead in
this matter, the Subcommittee stressed the need for the Bank to play arole and asked how
the Bank planned to improve coordination with other donors. One member noted,
however, that donor coordination would be far more effective if tackled on a sector-by-
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sector basis and given the sophisticated democratic processes in India, should be led by
the Gol. The Subcommittee urged Management to immediately address the Bank’ s role
in improving donor coordination, particularly leveraging the decentralization of the
Bank’s programsin India.

Economic and Sector Work. Many speakers welcomed the quality of ESW done by the
Bank in India but expressed concern at the lack of dissemination noting that only a small
group of Indian experts seemed to be using Bank ESW. The SC urged Management to
work with the Gol to improve ESW dissemination and ensure broader access to the
Bank’ s work as recommended in the CAE. Some members questioned why ESW was
still necessary given the capacity, human resources, and expertise available locally in
India and questioned the relevance and audience for the over 200 ESW reports done in
Indiain the past decade. Members further stressed that the CAE needed more in-depth
analysis on ESW focusing on relevance, duplication, presence of local knowledge and
expertise, and selectivity from the Bank. In thisregard, the Subcommittee expressed
concern that only one Public Expenditure Review had been carried out and there had
been no ESW on corruption and governance issues in this time period. Speakers stressed
that limited IDA resources, the fungibility of funds, and the shift towards programmatic
lending necessitated a PER at the central level. Though many members agreed with
Management that it was difficult to undertake atraditional PER in a country aslarge and
complex as India and that innovative approaches may be required, they, nonethel ess,
noted that a PER type exercise was necessary. Management responded that a PER wasin
the work program for the coming year. Management also responded that the Bank’s
economic reports had addressed public expenditure issues, at both the central and state
levels, although these reports were not formally called PERs. Furthermore, the Bank’s
engagement at the state level placed particular emphasis on fiscal performance and
extensive advisory and analytical work was done to develop programs of fiscal
adjustment and improved public expenditure. Management also noted that while
governance was not a pillar of the 1997 CAS, it was central to the upcoming CAS.

Project Implementation Units. Many speakers expressed concerns about the enclave
nature of PIUs and urged Management to mainstream implementation through the line
ministriesin India. One member stressed, however, that the role of PIUs should be
decided on a country by country basis as many line ministries did not have the required
capacity and PIUs served the important function of creating a critical mass of reformers
that moved development programs forward. OED noted that the India CAE had not
evauated the PIU issue in Indiain detail asit did not appear to be a concern for the Gol.
However, OED’s overall view has been that PIUs are generally found to not be
conducive to sustainable ingtitutional development though there are cases where low
capacity or emergency situations warrant establishing PIUs. The Subcommittee
emphasized that the Bank needed to move away from the PIU concept and build capacity
within ministries.

Evaluation Methodology. Some members questioned whether the CAE was meant to be
an evaluation of the Bank’s program or India’ s reform program. Members stressed that
the development paradigm was shifting towards collaborative and comprehensive (i.e.
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Programmatic Adjustment Lending) approaches and thus, it was difficult to clearly
demarcate the Bank’ s program from the country’ s program.

Process. Many members of the SC questioned the timing of the CAE discussion and the
process for Board input noting that the CAS had already been circulated for Board
discussion. They wondered how members' comments on the CAE would be incorporated
into the CAS. Management responded that it had been logistically difficult to schedule
the CAE discussion prior to the finalization of the CAS but that the CAS had been
prepared in close consultation with the OED CAE team and incorporated the lessons
from the CAE. Furthermore, the CAS would be revised after the April 5 Board
discussion leaving an opportunity to incorporate the Subcommittee’ s comments as
required.

Lewis Holden, Acting Chairman
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