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Executive
Summary
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The Country Assistance Evaluation (CAE) for
Russia, covering the period from 1992 to 2001, showed
disappointing but improving results for the World Bank's
activities in the Russian Federation. Although OED rated
the outcome of World Bank assistance to Russia as un-
satisfactory during 1992-98, with only a modest impact
on institutional development, for the period 199801 it
rated the outcome satisfactory and institutional devel-
opment impact substantial.

The Russia CAE found that an assistance strategy
oriented around analytical and advisory services
(AAA) with limited financial support for Russia would
have been more appropriate than one involving large
volumes of adjustment lending, since such lending in
1996-97 may have delayed rather than accelerated
needed reforms. Disbursements should have re-
warded actions rather than promises. In support of
its overall outcome rating through June 1998, OED
highlighted the large size of quick-disbursing and in-
vestment loans, including SAL III, with unsatisfactory
outcomes. It noted that research and evaluation find-
ings confirmed that large amounts of lending could
not be relied upon to ensure country ownership.

A Decade of Rapid Political and Economic
Transformation

When it joined the Bank in June 1992, soon after the
dissolution of the Soviet Union, Russia was in the
midst of a protracted and deep recession. Inflation
was high and accelerating and the balance of pay-
ments was under severe pressure, compounded by
the heavy external debt inherited from the Soviet
Union and a disintegrating ruble zone. The dissolu-
tion of the institutional framework for most of Rus-
sia’s trade exacerbated the extraordinary shifts
required in relative prices. The Russian people were
hesitant about the move toward capitalism, unsure
of what this would entail for their livelihoods, and
concerned about the risks of a possible political
backlash. The obstacles to reforms included:

EXECUTIVE SUMMARY

Pe3ome

Ouenka pe3yapTaToB gesaTelbHOcTH [ pynnbl
opranusanuii Bcemupaoro 6anka B Poccuiickon
®enepanun (KA3J), oxBaThiBaromas nepuoy
1992-2001 rogoB, oTpaXkaeT HeyTelINTEIbHbIE, XOTS
U yIy4YIIaommecs pe3yJbTaThl AesATeIbHOCTH
Bcemupnoro 6anka B Poccuiickoin @enepanuu.
HOO]/I oueHnBaeT pe3yIbTaThl CONENCTBUS
Bcemupnoro 6anka Poccun B mepuon 1992-1998
roi0B KaK Hey0BJeTBOPUTEIbHbIE BBUY MX
CKPOMHOT0 BO3JeMCTBUSI HA UHCTUTYIIMOHAIBHOE
pa3BUTHE, B TO BpeMsl KaK aHAJOTHYHbIe
pe3yabrathl 3a nepuop 1998-2001 rogos
XapaKTepu3yl0TCs Kak yA0BJIeTBOPUTEJIbHbIE,
YYUTBIBAsI UX 3HAYMTEJIbHOE BO3[eCTBUE Ha
MHCTUTYLHOHAJIbHOE Pa3BUTHE.

B KAD copep:kurcst BbIBOjI 0 TOM, UTO /17151 Poccun
Obl1a O6b1 60JIEE YMECTHA CTpaTerust COfICHCTBUS,
OPHMEHTHPOBAHHAS HA OKa3aHNE AHATTMTUIECKUX U
KOHCYJIBTAMOHHBIX yeryT (AKJL) npu orpaHnyeHHOM
(pMHAHCOBOM COJICHICTBUM, IO CPABHEHHIO CO
cTpaTeruei, mpenoiararlieil 3HaunTeIbHbIe 00bEMBI
KPE/IMTOBaHNS HA CTPYKTYPHbIE MPeoOpa30BaHus,
MoCKOJIbKY B nieprofi 1996-1997 ropos
MIPEfIOCTABIICHNE TAKOTO POJia KPEIUTOBAHUS CKOpee
CHIeP>KMBAJIO, YeM YCKOPSIIO MPOBEICHUE
HeoOXomuMbIX pecopM. KpemnTHbie cpeficTBa JOIKHbBI
MPE/IOCTABNATHCS B OOMEH Ha JIEHICTBUS, a He
obelanus. B nogTeepxkjeHre cBOel OLEHKN 00X
Pe3yJIBTaTOB JICSITEILHOCTH B IEPUO] MO toHB 1998
rofa BkirounTesbHo JJOO]] oco6o noguepkuBaeT
60JIBLIION 00beM ObICTPO UCTIONIb3yEeMbIX U
WHBECTHIIOHHBIX 3alIMOB, B TOM uuciie TpeTbero
3aiiMa Ha LIeJM CTPYKTYPHBIX IPE0OPa30BaHUiA,
NpeacTaBJICHUE KOTOPLIX MMPUHECIIO
HEY/IOBIIETBOPUTENbHbIE pe3yabraTel. B KAD
OTMEYAETCsl, YTO Pe3yBTaThl MCCIIEIOBAHNI U OLIEHOK
MOJITBEPXKIAIOT TOT (PAKT, UTO 3HAUUTEIBHBII 00BEM
KPEIUTOBAHSI HE MOXKET TapaHTHPOBATh
3aMHTEPECOBAHHOE YUacTHe CTPaHbI B peasn3alun
MIPOEKTOB U MPOrPaMM.
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e State institutions designed for command and
control of economic activity instead of regula-
tion and oversight
* An economic structure based on central
planning rather than incentives and compara-
tive advantage
¢ Production and distribution systems domi-
nated by large, state-owned enterprises that
also delivered social services and provided social
protection
* A newly created, poorly regulated financial sector
* A nonfunctional payment system
* Weakening authority in a central, complex federal
system.

The Russian transition has been more difficult
than expected by the international community. Suc-
cessive Russian governments launched stabilization
and adjustment programs in the early to mid-1990s,
with assistance from the International Monetary
Fund (IMF) and the Bank, and encouragement
from the international community. Most of these
programs were only partially implemented because
of weak institutional capacity and insufficient politi-
cal will. In August 1998, a year-long stabilization
and structural adjustment program collapsed be-
cause of external shocks and inadequate fiscal ad-
justment. Russia defaulted on its debt, the ruble
was floated (depreciating by over 60 percent), and
output dropped by more than 5 percent.

Asset and income inequality have increased, partly
through a process initiated in the 1980s, when enter-
prise managers and senior government and party of-
ficials began to take over state enterprises and their
assets in what is referred to as “spontaneous privati-
zation.” But some aspects of the formal privatization
process also contributed. Poverty has increased and
indicators of social and human development have
declined, social services have deteriorated, and “mar-
ket-type” social protection mechanisms have been
slow to develop. Macroeconomic stability has been
difficult to achieve, partly because the authorities
lacked the instruments for indirect control of the
economy, but also because there was no consensus
on how to spread the costs of adjustment. Small and
medium-size enterprise (SME) has been discouraged
by high costs of entry and of doing business, includ-
ing weak rule of law and bureaucratic harassment.

HecaTuneTre ObICTPHIX MOTUTHIECKHAX

M JKOHOMMYECKHX NepeMeH

B mMomeHT BeTymuieHus B uneHbl banka B utoHe

1992 ropa, Bckope nocJie pacnaga CoBETCKOro

Coto3a, Poccust Haxouach B cepefivHe

3aTSHYBIIETOCs U TIIyO0KOTOo crnajia. Boicokuii

YPOBEHb MH(IISILIMK MTPOIOIIKAI PacTh

ObICTPBLIMU TEMIIAMMU, A TIATEKHbII OanaHC

UCTIBITHIBAJ CEPLE3HOE JIaBlIeHUE, YCYTyOJIsBLIeecs

OOJBILIMM BHEIIHUM JIOJITOM, locTaBimMcst Poccun B

HacnenacTBo ot Coerckoro Coro3a, U pacnajom

pyO6maeBoii 30HbI. Pa3zBan MHCTUTYIIMOHAILHOMN

CTPYKTYPbl OCHOBHOI 4aCTH POCCUICKON TOProBiIn

000CTpUI HEOOXOIMMOCTD MPUHSITUS] YPE3BbIYANHBIX

Mep M0 U3MEHEHHIO OTHOCUTENbHBIX LeH. Hacenenue

Poccun ucnbITIBATIO COMHEHUSI OTHOCUTENIBHO

1e71ecO06Pa3HOCTH TIEPEX0yia CTPAHbI K KaUTAIN3MY,

He OyJyuM YBEPEHHbIM B TOM, KaK 3TO MOBJMSET Ha

€ro ypOBEHb >KU3HHU, U UCTIbITbIBAs 00ECIIOKOEHHOCTh

10 MOBOJly BO3MOXHOI'O BO3BpaTa K NPe>KHEeN

MOJUTUYECKON cucTeMe. [IpensiTcTBUS B NPOBEJICHUI

pedopM BKITIOYAITH:

* TOCYJapCTBEHHbIC MHCTUTYThI, IPEJHA3HAUCHHbIC
JJ1s1 yIPaBJIEHUs] U KOHTPOJISl 32 3KOHOMUYECKOM
[eATEIbHOCTBIO, a HE 111 OCYLIECTBIICHNUS
PeryaMpoBaHus U Hai30pa;

* 3KOHOMMYECKYIO CTPYKTYPY, OCHOBAHHYIO Ha
LEHTPAIN30BaHHOM TJIAHWPOBAHUU, 4 HE HA
CTUMYJIaX U CPAaBHUTEJLHBIX MPEUMYIIECTBAX;

* CUCTEeMY IPOM3BOJICTBA U paclpefieieHusl, B
KOTOPO# IOMUHUPOBAJIIM KPYIHbIE
roCyJapCTBEHHbIE NPENPUSITUS, KOTOPbIE TaKXkKe
OKa3bIBAJIM COUUAIIbHBIE YCIYTU U MPEIOCTABIISIIU
COLMAJIbHYIO 3aIIUTY;

* HEMIaBHO CO3/JaHHBIN U IIIOXO PEryJIUpyeMbIit
(pMHAHCOBBIN CEKTOP;

* He pabOTAOUIYI0 CUCTEMY MJIaTEXe;

* ocJyabJieHWe BJIACTH B UEHTPAIM3OBAHHON CIIOXKHON
denepanabHON cUCTEME.

INepexon Poccuu K pbIHOYHOM 9KOHOMUKE OKa3aJICst
60J1e€ CJI0XKHbBIM, YEM OXKUIAJI0 MEXKIYHAPOAHOE
coo0biecTBo. B nepuoy ¢ Havana o cepeunbl 1990-x
rOJIOB CMEHSIBLLIME IPYT pyra npasuTesbeTBa Poccun
MPUCTYNUIIU K pealiu3aliy MPorpaMm CTabUIIM3auuu 1
CTPYKTYPHBIX TPe0Opa3zoBaHNil IPY COACHICTBIN
MeskyHapoaHoro BamoTaoro ¢ona (MB®) u Banka
U MOJJIEP>KKE CO CTOPOHBI MEXK/TYHAPOTHOTO



Yet, there have been no major policy rever-
sals and the economy has finally begun to re-
cover. The rapid privatization, dismantling of
controls, and price and trade reforms carried
out through the mid-1990s have made the
process irreversible, although it is unclear
whether an easier transition path could have
been found given the initial conditions and
the political realities. The 1998 crisis was a turning
point in Russia’s transition. Over the past three
years, the government has made significant progress
in fiscal adjustment, the incentive regime, legislation
approvals for structural reforms, the strengthening
of public institutions, and the restoration of public
trust in its ability to conduct policies. Aided by a
positive terms of trade shock and the effects of the
devaluation, growth recovered and inflation has
been reduced.

ENGLISH

From Investment to Adjustment Lending

The Bank, the IMF, and the European Bank for Recon-
struction and Development (EBRD) were asked by
their shareholders to work together in providing ad-
vice and financial assistance to facilitate the transition.
The Bank was entrusted with the responsibility of en-
couraging and overseeing structural reforms. This was
an unprecedented challenge for the Bank since it
lacked country knowledge and historical precedent
for this type of process. A series of strategy documents
established that, beyond its complementary assistance
in support for IMF-funded stabilization efforts, the
Bank’s focus would be on helping build the institu-
tions of a market economy, developing the private sec-
tor, and mitigating the social costs of the transition. To
this end, the Bank committed 55 loans for $12.6 bil-
lion through end-FY01, of which US$7.8 billion has
been disbursed and US$2.4 billion cancelled. Through
FY96 lending focused on rehabilitation and invest-
ment (with a heavy involvement in energy). There-
after, most lending was directed to adjustment
operations. Policy advice was provided through eco-
nomic and sector work, technical assistance, and de-
sign and implementation of lending operations.

At the behest of the international community, the
Bank rushed the processing of many projects, both
for investment and general budget support, even
though the prospects for their success were highly

EXECUTIVE SUMMARY

€0001LECTBA. BOJNBIIMHCTBO 3TUX MPOrpamMm
ObLJIM BBINOJIHEHbI JIMLIb YACTUYHO B CBSI3U CO
cNa0bIM UHCTUTYLMOHAIBHBIM MIOTEHIMAIOM U
HEJIOCTATOYHON MOJUTUYESCKON Bojiei. B
aBrycre 1998 roga ocyliecTBIsIBILIAsICS yKe B
TEYEeHHUEe LIeJI0ro rofa nporpamMMa cTabuian3anum
U CTPYKTYPHBIX NPe0Opa30BaHUil pyXHyJIa Mof
BO3/IEMICTBYEM HEOIAronpusiTHBIX BHELLIHUX
(paKTOPOB U HEAAEKBATHON pehOpMbI OFOKETHO-
HasoroBo# ccepsl. Poccust o0bsiBua iepont no
CBOMM JIOJITaM, KypC pyOJIst CTajI MIaBaroIM
(oBecrieHmBICEH pH 3TOM Gosiee YeM Ha 60
TPOTIEHTOR ), @ 00HEM TIPON3BOJICTBA COKPATHIICSI
Gornee yeM Ha S TIPOLCHTOB.

HimyliecTBEHHOE HEPaBEHCTBO U HEPABEHCTBO B
YPOBHE JIOXOfIOB YBEJIMUUIIOCH, OTYACTU B PE3YJbTaTe
HavyaTbix B 1980-¢ rosipl npeoOpa3zoBanmii, Korma
PYKOBOJCTBO NPEANPUITUI U BbICLLME
MPAaBUTEJILCTBEHHbIE Y MAPTUIHbIE YUHOBHUKY HaYaJIl
OpaThb NoJ| CBOM KOHTPOJIb FOCYJApPCTBEHHbIE
MPENPUSITUS. U X aKTUBbI B pAMKAaX TaK Ha3bIBAEMON
Teruxuitnon npuBaTuzauun T. OnpeneneHHyo polb B
3TOM MPOLECCE ChIMPANIN TAKXKE HEKOTOPbIC
0COOEHHOCTH O(PUIIMATBLHON MPUBATU3ALIUN.
MaciuTadbl 6€IHOCTH YBEJIMYMITUCH, TOKa3aTe N
COLMAJIBHOT'O Pa3BUTHSI M Pa3BUTHS JIIOICKUX PECYPCOB
CHU3WJIMCh, KAYECTBO COLUMANIBHBIX YCIIyT
YXYAUMIOCH, & MEXAaHU3MbI COLMAIBHON 3allUThI
TpbiHOUHOrO TUNAT pa3sBUBAIUCH JOCTATOYHO
MeJJIeHHO. [locThYb MaKpO3KOHOMUYECKON
CTaOUIILHOCTH ObIIO CJIOXKHO, OTYACTH U3-3a TOTO, YTO
y Bi1acTell He ObLI0 MHCTPYMEHTOB KOCBEHHOT'O
KOHTPOJISl HaJl 5KOHOMMKOW, a TaKXKe B CBSI3U C
OTCYTCTBUEM COITIACUSI B BOMPOCE PACTPEACICHUS
U3JIEpKEK CTPYKTYPHbIX npeoOpa3zoBanuii. Pazsututo
MaJbIx U cpefnnx npeanpusituii (MCIT)
MPEMNsITCTBOBAJIM BbICOKUE 3aTPaThl, CBSA3aHHbIE C
BXOX/IEHUEM B PbIHOK M OCYLIECTBIEHUEM
KOMMEPYECKOI IeITeIbHOCTH, B TOM YHCIIe CIa0bIi
MPaBOMNOPSIIOK U OI0OPOKpATUUYECKUE TIPENOHBI.

Tem ne MEHEC, NPUHUUINNAJIEHOI'O U3MEHCHU A
MOJUTUYECKOIO Kypca He ITPOU30LLII0, U 9KOHOMHUKA B
KOHLIE KOHLIOB Hayajla BOCCTAHABIMBATHCSI.
CrpemuTenbHasi NpUBaTU3aLMs, yCTPAHEHUE CUCTEMBbI
KOHTPOUISA, pehopMbl B 001aCTH 1IeHOOOPA30BaHUS 1
TOProBJIx, ocylecTBIeHHbIe B cepeuHe 1990-x
rOJIOB, C/ICNIAJIN MPOLECC HEOOPATHUMBIM, XOTSI OCTACTCS

X
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uncertain. These high-risk/high-payoff opera-
tions did not succeed, as the Bank did not
command the resources or the influence to
overcome the unprecedented constraints de-
scribed above. Results were better in opera-
tions dealing with privatization and social
protection than those dealing with stabiliza-
tion, the financial sector, and oil restructur-
ing. Bank advice and lending played a positive but
marginal role in the design of policies and in their
implementation until 1998. Since then,

however, many of the lessons drawn out of Bank
operations and analytical advice have been put to
work. This helps explain why the sustainability rat-
ings of Bank-financed operations are higher than the
outcome ratings. Their modest but cumulative bene-
fits, together with the positive impact of Bank ad-
vice, contributed to building the foundations for
Russia’s recent turnaround.

After the August 1998 financial crisis, both the rel-
evance and efficacy of assistance improved signifi-
cantly. The Bank has been cautious in new lending,
which has been focused on long-term social and in-
stitutional development. The continued policy dia-
logue on structural reforms and the Bank’s outreach
activities played a role in preventing policy reversals,
in formulating the current reform program, and in
strengthening client ownership. The Bank has be-
come the main external interlocutor on the micro-
economic and social reform agenda, and the
government has adopted many of the policies that
the Bank had recommended. Achievements sup-
ported by Bank interventions include the improve-
ment in fiscal management, the targeting of social
assistance programs, and the restructuring of the
coal sector. Portfolio performance has also improved
since 1999, partly through the cancellation of trou-
bled projects and partly through joint Russia-Bank
efforts to speed up implementation. An open ques-
tion is the resilience of these achievements to exter-
nal shocks, in particular to a significant drop in the
prices of oil or other export commodities.

IFC and MIGA Activities in Private Sector
Development

An in-depth evaluation of the activities of the Inter-
national Finance Corporation (IFC), the private
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HESICHBIM, MOXKHO JI ObLITO HAlTH Goree
MPOCTOI Iy Th NMEPeXofia K PHIHOYHOM
9KOHOMUKE, YIUTBIBAsI CTAPTOBBIE YCIIOBHSI U
nontnaeckre peannu. Kpusnc 1998 ropa
SIBUJICSI TIOBOPOTHBIM MOMEHTOM B NEPEXO/IC
Poccuu K ppIHOUHOI 3KOHOMUKE. 3a MocejHrIe
TPH TOAIa TIPABUTEILCTBO TOOMIIOCH
CYIIECTBEHHBIX YCIIEXOB B pehOpPMUPOBAHUM
OFOJIZKe THO-HAJIOTOBOI chepbl, (hOPMUPOBAHUM
CHCTEMbI CTUMYIIOB, 3aKOHO/IATEILHOM O(DOPMIICHUN
CTPYKTYPHBIX pehOpM, YKPEIIEHUH T'OCY1apCTBEHHbIX
MHCTUTYTOB, a TAK3KE CMOTIIO BOCCTAHOBHUTH BEPY
00IIIeCTBa B CBOIO CITOCOGHOCTH MPOBOAUTE PA3yMHYIO
NOJUTHKY. Biiarogapsi mojoxurebHOMY 9(peKTy OT
PE3KUX TepeMeH B 00JIaCTH TOPTOBJIU U JICBATbBALIIN
PpyOIIst BO30OGHOBWIICS POCT 9KOHOMUKH, a MHIISLIUS
CHU3UIIACK.

OT HUHBECTULMOHHOIO KPEeAUTOBAHUA K
KPeAUTOBAHUIO CTPYKTYPHBIX
npeoopa3oBaHuM

Axuuonepsl banka, MB® u Esponeiickoro 6anka
pekonctpykunu u passutusi (EBPP) o6patusucs ¢
MPOCKHOOI K 3TUM OpPraHu3anysM 00 OCyIIeCTBICHUN
COBMECTHOM JIESITETbHOCTH TI0 TIPEI0CTABICHUIO
KOHCYJIBTAIWI 1 OKa3aHuto (PUHAHCOBOTO COJICHICTBUS
B LeJsisIX obsieryenusi nepexoaa Poccum K pbIHOYHO
9KOHOMUKe. BaHKy ObLIO MOPYyYeHO 3aHUMAThCS
BONPOCAMU CTUMYJIMPOBAHUS CTPYKTYPHBIX pehopM 1
HaJI30pa 3a UX OCYIIECTBICHUEM. DTO 0Ka3aJ0oCh
HeOBLIBAJION 10 CBOEH CJIOKHOCTH 3ajadeit nist banka,
MMOCKOJIBKY OH He 00J1a/1a7T1 HEOOXOIMMbIM 00 BEMOM
3HaHWI1 O CTPaHe, a Pa3BOPAYMBAIOILMECS B CTPaHe
NpoIIeCChl HE UMEIT UCTOPUUYECKOTO Tpelie/ieHTa. B
LEJIOM psifie CTPATErnYecKuX JIOKYMEHTOB ObLIO
OTIpEJIeNIEHO, YTO, TOMUMO OKa3aHUS
MIOTIOJTHUTETHLHOTO COJIECTBUS (DUHAHCUPYEMBIM
MB® ycunusm no ctabunmnsanuu, OCHOBHOE
BHUMaHue BaHka JOMKHO ObITh COCPEIOTOYEHO Ha
COJICVICTBUY B CO3[JAHUU UHCTUTYTOB PHIHOYHOM
9KOHOMUKH, Pa3BUTHN YACTHOTO CEKTOPA U CHUKEHUN
COLMANIbHBIX U3JIEP>KEK Mepexofia K phIHOYHOMN
sKoHOMHKe. B aTux mnensx Bank B3sum Ha ce6s
00s13aTeJILCTBA MO MPEJOCTABICHNUIO 55 3afiIMOB Ha
o6yt cymmy 12,6 mupp. mosut. CIIA no xonma 2001
(pmMHaHCOBOIO TO/Ia, U3 KOTOPBIX 7,8 MIIp/. HOJLI.
CIIIA 6bu1n ucnonb30BaHbl, a 2,4 mupp. mom. CHIA



sector financing arm of the World Bank
Group, was undertaken by the IFC’s inde-
pendent Operations Evaluation Group
(OEG). Through the end of 2001, IFC de-
voted the bulk of its efforts to technical assis-
tance. This strategy reflected Russia’s needs
during the first half of the 1990s, the availabil-
ity of ample investment financing from the
EBRD, and IFC’s continuing concern with the high
risks of investment operations in the country. Com-
mitments for loans and equity investments in 48 fi-
nancial sector, manufacturing, and retail private
enterprises amounted to US$ 0.71 billion (US$ 0.51
billion in 34 companies, net of cancellations). This
was about one-seventh the scale of funding by the
EBRD. IFC’s caution in making investments was pru-
dent in the circumstances and reflected a successful
and laudable resistance to external pressure and in-
ternal approvals incentives.

OEG found that the IFC had an impressive record
of technical assistance operations; they addressed
strategic needs and contributed materially to Rus-
sia’s transition process. But along with other devel-
opment finance institutions, IFC ramped up its
investments in 1993-98 ahead of the reform process,
with attendant disappointing outcomes. Mainly as a
result of the 1998 crisis and the generally difficult
business environment that led to losses for most pri-
vate companies, particularly in the financial sector,
only 35 percent of the IFC’s investment projects
achieved satisfactory development outcomes. By
contrast, 96 percent of the donors’ grants channeled
through IFC for technical assistance achieved satis-
factory development outcomes. Nonetheless, de-
spite the success of 1,100 privatization auctions the
IFC helped conduct for SMEs in the early 1990s, IFC
had not yet established a sustainable wholesale
channel for investments in SMEs. Looking forward,
OEG’s evaluation supported the planned expansion
of IFC activities in response to the improving invest-
ment climate in the past two years.

According to a desk review by its Operations Evalu-
ation Unit (OEU), the Multilateral Investment Guaran-
tee Agency’s (MIGA) guarantee program met
prudently and selectively the demands from private
foreign investors for political risk insurance. As a re-
sult, it has not suffered any claims losses in Russia,
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EXECUTIVE SUMMARY

annysmpoBanbl. [1o 1996 dbuHaHCOBBII TOJ
OCHOBHAsl YaCTh KPEJIMTHbIX CPEJICTB
HAIpAaBJIsIaCh HA BOCCTAHOBUTEIIbHYIO
NIESITENILHOCTD U MHBECTUINY (B OCHOBHOM B
oGnactu sHepretukn). ITocne aToro
KPEUTOBaHKE ITIaBHbIM 00pa3oM
HAIpaBJIsIOCh HA CTPYKTYPHbIE
npeobpa3zoBanus. KoHcynbTauum B OTHOLIEHUU
Mep MOJUTUKY MPEJOCTABISINCH B pAMKax
9KOHOMUYECKON U OTPACIIEBOIL I€ATEILHOCTH,
TEXHUUYECKOI'O COJIENCTBUS, a TAKXKE pa3pabOTKu U
peanu3auuy KpeauTHbIX onepauuii.

B cooTrBeTcTBUM € BOJIET MEXK/TYHAPOIHOTO
cooblyecTBa baHk yckopui paccMOTpeHre MHOTHX
MPOEKTOB KaK B 00JACTH OCYLIECTBIICHNUSI MHBECTULINH,
Tak U B cpepe o01eit OroKeTHON MOYIEP>KKH, laske
HECMOTpSI Ha TO, YTO NMEPCNEKTUBbI YCIEIIHOM
peanu3auyy 3TUX MPOEKTOB ObIIM BECbMa
HeoIpefieJIeHHbIMU. DTH ONEPALN, CBSI3aHHbIE C
BBICOKOH CTENEHbIO PUCKA, MOIJIM JIaTh CYLIECTBEHHbIE
pe3yabTaThl B Clyyae UX YCIEUIHOW peau3alyu, HO
OKa3aJKch HeyJauHbIMU, TOCKOJILKY BaHk He nmen
BO3MOXKHOCTHU PaclopsiKaThCsl peCypcaMu U He
00J1a/1aJ1 JOCTATOYHBIM BIIMSIHUEM JIJIs IPEOJI0JIEHNUST
Oecrpele/IeHTHbIX TPYAHOCTE, ONMCAHHbIX BbILLE.
Pe3ynsraTel onepauuii B 00JaCTh NPpUBAaTU3aLUU U
COLMAITLHON 3aIUThI ObUTH JIyYllIe, YEM B 00/IaCTsIX
crabunusauuu, (PMHAHCOB U PECTPYKTYPU3ALUN
HedTsiHOM oTpaciu. Bruors 1o 1998 ropa
fesaTeabHoCTh baHka no okazaHuio
KOHCYJIBTALMOHHBIX YCIIYT U KPEMTOBAHUIO Urpajia
MOJIOXKUTENBbHYI0, HO BECbMa HE3HAYMTENIbHYIO POJIb B
pa3paboTKe U peasu3auuu Mep noJuThKU. OIHAKO
BIOCJIE[ICTBMM MHOTHE U3 YPOKOB, U3BJICUEHHbBIX U3
onepauyii 1 aHAIMTUYECKUX KOHCyIbTaumii baxka,
HAILIJIM CBOE BOIIOLEHUE B IPAKTUUYECKOM
[eATeJbHOCTU. DTO OMOIaeT MOHSITh, TIOYeMY
PEUTHUHT YCTOMYMBOCTU (pUHAHCHUPYEMbIX bankom
onepauuii NpeBbIAeT PENTUHT Pe3yJBTaTUBHOCTH
onepauuii. CKpPOMHBIIA, HO KyMyJISITUBHbII 3(hheKT
3TUX ONEpPaLUi HAPSTY C MOJOXKUTEIbHBIM
BO3/IEICTBUEM KOHCYJIBTALUi, MPENOCTABIEHHBIX
BankoMm, nomMornu 3aj10>KuTh OCHOBY J1/1s1 HE[JABHETO
M3MEHEeHUs cuTyauuu B Poccuu B yylllyto CTOPOHY.

Mocre punancoBoro kpusuca asrycra 1998 ropa
KaK aKTyaJIbHOCTb, TaK U 3(p(heKTUBHOCTb ONepaLuil
Bbanka no okazanuto coperictBusi Poccum cyiecTBeHHO
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ASSISTING RUSSIA'S TRANSITION

which is ranked in the top five countries in the
Agency’s portfolio. Before the outbreak of the
financial crisis, MIGA covered transfer risks but
did not offer coverage for currency convertibil-
ity. MIGA continued to support projects after
the country’s default on foreign debt. Al-
though there was relatively low demand for
MIGA's products, its $549 million in coverage
issued for 18 projects—mainly in agribusiness, food
processing and beverages, finance, and extractive in-
dustries—nonetheless facilitated an estimated $1.3
billion of foreign direct investment in Russia (see
Annex 12). In investment marketing services, the
Web-based PrivatizationLink Russia was launched in
October 2000, providing important and timely infor-
mation to potential foreign investors. OEU suggested
that in the future the Agency should strive to maxi-
mize the amount of foreign direct investment it facili-
tates while diversifying its portfolio and minimizing
net exposure in Russia.

Next Steps

Bank management agreed with the OED’s recom-
mendations that the Bank should focus its assistance
even more sharply on areas with strong government
commitment to reform and relative social consen-
sus. Public sector management, legal and judicial re-
form, investment and business climate, pension
reform, land markets, and coal and electricity sector
restructuring now offer high-potential development
rewards. The ongoing policy dialogue and technical
advisory program on banking sector reform should
continue. Responding to client demand, Bank assis-
tance should provide for an expanded program of
good practice advice and strengthen the public de-
bate on reforms. Policy-based lending should be de-
signed to ensure a tight linkage between progress of
reform and actual disbursements. The Bank should
also consider targeting part of its assistance to se-
lected regions committed to reform.

Lessons Learned

The key generic lesson of the Bank’s experience in
Russia is that country ownership is crucial to the suc-
cess of assistance. Thus, it is important for the Bank
to pay close attention to the political and institutional
aspects of reforms and consult with all relevant units

Xiv

MOBBICUIIMCH. BaHK NpOSIBIISN OCTOPOXKHOCTD B
NpejIOCTaBICHUM HOBOI'O KPEJUTOBAHUS,
OCHOBHasl YaCTh KOTOPOTro Obla HalpaBJieHa Ha
JIOCTU3KEHHUE TOJITOCPOYHBIX 1ieJiell COUMATbLHOTO
Y MHCTUTYLMOHAIILHOTO Pa3BUTHSL.
[Tpoposkarouiics: AXAJIOr MO CTPYKTYPHBIM
pedopmam, a TakKe MponaraHucTcKas
nesiTesbHOCTh BaHKa chirpasu cBOIO podib B
MPEeIOTBPAILIEHNU BO3BpATa K MPEesKHEl 9KOHOMUYECKOM
NOJIUTUKE, B (DOPMYJIMPOBAHUN TEKYIEH POrPaMMBbl
pedOopM U MOBBILLICHUH CTENIEHN 3aMHTEPECOBAaHHOCTH
CTPaHbI—KJIMEHTA B OCYILECTBIEHUU 3TUX PEPOPM.
BaHK cTan 0CHOBHBIM BHELLIHUM MapTHEPOM B JieJie
MPOBeIeHNsI MUKPOIKOHOMUYECKUX U COLMANIbHBIX
pedopM, a MPaBUTENLCTBO B3SJIO KYPC Ha
OCYILIECTBJIEHHE MHOTMX Mep MOJUTUKH,
pekomeHpioBaHHbIX Bankowm. Tcnexu, TocTUrHy Thie
Gmaropiapst yuacturo banka, BKITtouaroT
COBEpILEHCTBOBAHUE YNPABIIEHNUS OIOJI>KETHO-
HAJIOroBOH c(pepoil, NOBbILIEHUE AJPECHOCTH
MPOrpaMM COLMAIBHON MOMOLLM U PECTPYKTYPHU3ALMIO
yroJIbHOM OoTpaciu. Pe3ynsrarsl peanuzanuu noptdens
MPOEKTOB Takxke ynyurmiick nocie 1999 ropa, kak 3a
CYeT aHHYJIMPOBaHUs! MPOOJIEMHbBIX TPOEKTOB, TaK U
Gsarofapsi coBMecTHbIM ycunusiM Poccun n banka no
YCKOPEHUIO peanu3auuu npoekToB. OTKPbITbIM
0CTaeTCsl BOMPOC YCTONUYMBOCTHU 3TUX JIOCTUKEHUI
nepey JIMLOM BHEUIHUX MOTPSICEHNUI, B YACTHOCTH,
PE3KOro CHIKEHHS 1IeH Ha He(DTh UJIM Ha JIpyrHre
9KCIOPTHbBIE TOBAPBI.

HesarensHocts M®K 1 MUTI'A B 001acTH
Pa3BUTHS YACTHOTO CEKTOPA

He3aBucumast [pynma oleHKy omnepayoHHO
nesitenibrocTr (TOOJT) MexxmyHaponHoil (PMHAHCOBOM
kopropanyn (M®K) — crpykrypst Becemuproro
0aHKa, 3aHUMarolIeicst (PUHAHCHUPOBAHUEM PAa3BUTHS
YACTHOTO CEKTOpa — NMPOBeJa YIyOIeHHYIO OLCHKY
nesirenibHocT M®K. TTo konen, 2001 roga M®K
HAMpaBJIsJIa OCHOBHYIO YaCTh CBOMX YCUJIMI HA
OKa3aHMe TEXHMUYECKOIro COAENCTBHSI. DTa CTpaTerus
oTpaxana norpedHocTn Poccuu B Teuenue nepBoit
nooBuHbI 1990-x rofos, HaM4ne 3HAYUTEITLHOTO
00beMa MHBECTULMOHHOTO (DMHAHCUPOBAHNS CO
ctoponbl EBPP, a Tak:ke coxpaHsitolyrocst
o6ecnokoeHHOCTh M®PK B OTHOIIIEHUU BBICOKON
CTENeHN PUCKa MHBECTHUILMOHHBIX ONMEpAIil B CTPaHe.



of government and civil society, to improve
the relevance and design of its activities and
avoid operations where commitment is weak.
There are a number of other general lessons:
*In the face of a poor track record and narrow
country ownership of reform, a large adjust-
ment lending program (especially one with
front-loaded disbursements) risks delaying
rather than accelerating reform.
In the presence of a poor track record and new
consensus on a reform program, adjustment lend-
ing should be offered after the government has
publicly adopted the necessary reforms or has
begun implementing them, as was the case for the
Coal Sectoral Adjustment Loans (SECALSs). Dis-
bursements should be backloaded and carefully
modulated on the basis of solid progress in imple-
mentation.
¢ Adequate analytical work should be available up-
stream of lending. AAA should be funded to the ex-
tent commensurate with the role the Bank is
expected to play.
* Timetables for implementation should be realistic.
* For physical rehabilitation and investment projects
to achieve their development objectives, progress
on policy and institutional reform is necessary.

ENGLISH

Management and Government Response
Bank management disagrees that the shift from in-
vestment lending to structural adjustment lending
was a misguided response to the systemic reform
challenges that Russia faced in 1996. In their view,
restricting assistance to AAA and small loans as the
OED'’s counterfactual suggests would have meant a
perpetuation of the Bank’s limited impact on policy
formulation. The 1997 Structural Adjustment Loans
(SAL I and II) and Social Protection Adjustment Loan
(SPAL) were necessary to influence the design of the
structural reform agenda. These operations, Bank
management further argues, provided the right
tools and built the necessary trust to help prevent
economic policy reversals, improve Bank-Russia rela-
tions, and sowed the seeds of the reform program
first endorsed by the government in 2000 and cur-
rently under implementation.

The Russian authorities found that the CAE “pres-
ents a sufficiently objective picture of developments

EXECUTIVE SUMMARY

O6beM 0053aTeNbCTB 10 NMPEJOCTABIEHUIO
3alIMOB U OCYILECTBJICHUIO MHBECTULIUI B
AKIMOHEPHBII KamuTaj 48 4acTHBIX
NpefNpUsiTUil, JECTBYIOIIUX B (PUHAHCOBOM
CEeKTOpe, 00padaThIBaIOLIEH MPOMBIILIJIEHHOCTH
1 PO3HUYHON TOProsim, coctasmi 0,71 mipj.
nosn. CIIA (0,51 mapp. gomn. CUIA most 34
KOMIIAHWIT 32 BEIYETOM aHHYJIMPOBAHHIT). ITO
COCTABHUJIO OKOJIO OJIHOW CeIbMOI YacTh o0beMa
¢punancuposanust EBPP. B nanHbIX 00CcTOSATENLCTBAX
OCMOTPUTEJILHOCTD, posiBieHHass MPK B oTHoweHUH
KaluTaJIOBJIOXKEHHUH, Obljla pa3yMHbIM 1LIaroM U
oTpaKaja yClneuHoe NPOTUBOJIEHCTBIE BHELLIHEMY
[aBJICHUIO U MOPSIKY YTBEPXKACHUS PELIeHU — 1
JIOCTOIHA OJJIOOPEHNSI.

I'OO/[], npumna x BeiBopty, yto M®K pocrurna
BIEUYAT/ISIOLIMX YCIIEXOB B IPOBEJEHUU ONepaLuii
TEXHUYECKOI'0 COfIENCTBUSI, KOTOPbIE OTBEYAJIN
CTpaTeruyeckum norpedHocTsM Poccun u BHecnn
CYLLECTBEHHbIN BKJaj] B nepexof Poccun K pbIHOYHOM
9KOHOMHUKe. OfJHAKO 00BEM UHBECTULWIA,
ocyuiecTsisieMblx MK, Tak ke Kak U [pyrumu
YUPEXKJAEHUSIMU, 3aHUMAIOLIMMUCS Npo0eMaMu
(puHaHCcHpoBaHus pa3BuTHs, B Tedenune 1993-1998
rofIOB onepexkal npouecc peopM, 4To MPUBEJIO K
COOTBETCTBYIOILIMM Pa304apOBbIBAIOILUM
pesyasraram. B ocHoBHOM m3-3a Kpuzuca 1998 ropa n
CJIOXKHBIX YCJIOBUI OCYLIECTBJIEHNSI KOMMEPUYECKOMN
[eATEJbHOCTH B LEJIOM, IPUBELLMX K yObITKaM 151
6O0JIbILIMHCTBA YaCTHBIX KOMIAHUIA, TPEMMYILECTBEHHO
B (DMHAHCOBOM CEKTOpE, TOJIBKO 10 35-TH MpoLeHTam
WHBECTUIMOHHBIX MPoekToB M®PK 6butn momyvyeHbl
YIOBJIETBOPUTEIILHbBIE PE3YNIbTAThl B 00IACTH
pasBuTHs. B nporuBomnonoxkHocTk 3ToMy 96
NPOLIEHTOB I'PAHTOB [JOHOPOB, HAIIPABJIEHHBIX Yepe3
M®K Ha oka3aHHe TEXHUUECKOIO COENCTBUS,
JIOCTUIIIN Y/IOBJIETBOPUTENIbHBIX PE3YJIBTATOB B
obnactu pa3BuTus. TeM He MeHee, HECMOTPS Ha ycnex
1100 aykupmonos mo npuBatuzauuu MCII,
nposefieHHbIX npu cofeiicTBun M®PK B Hauane 1990-x
roioB, M®K no HacTosiiiee Bpemsi He co3paiia
YCTOMYMBOIO KaHaja JijIsl OCYLLECTBIECHUS KPYIHbIX
nnBectuimii B MCII. OueHnBasi mepcnekThBbl Ha
oynyiee, 'OO]] nopyiep>kuBaeT IiaHupyemMoe
pacumpenue fesrenbHocTd M®PK B oTBET Ha
yJIy4llI€HUE UHBECTULIMOHHOIO KJIMMaTa B IOCJIEIHUE
/iBa rofa.
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in Russia over the past decade and outlines
the factors behind the Bank’s successes and
setbacks.” While they “for the most part agree
with the [CAE’s] assessments of the results of
the Bank’s activity in individual sectors,” they
assessed its overall outcome as satisfactory, as
the process of transition has been “very rapid”
and the positive developments post-1998 re-
sulted from efforts made in the previous period and
the important role played by the Bank and Fund. Re-
garding the relatively high share of problem projects
in the past, they pointed to shared responsibility
with the Bank, as many operations “did not rely on a
thorough understanding of the existing problems.”
Finally, they found OED’s recommendations to “coin-
cide to a greater extent with the provision of the Pro-
gram for Russia’s Cooperation with the Bank recently
approved by the government.”

Executive Directors’ Perspective

The Executive Board’s Subcommittee of the Com-
mittee on Development Effectiveness (CODE) dis-
cussed both the OED and OEG reports on May 8,
2002. They broadly supported the evaluations’ rec-
ommendations and noted management’s assurances
that they will be incorporated into the Country As-
sistance Strategy scheduled to be considered by the
full Board in June 2002. Members urged greater co-
herence, coordination, and information sharing be-
tween the Bank and the IFC. The chairman
concluded by underlining the importance of country
ownership of reforms and capacity to implement
them; the need for the Bank to work in partnership
with other donors; and the vital role of Bank en-
gagement in building ownership and strengthening
institutions early in the process of transition.

In the course of the discussion, some Subcom-
mittee members wondered whether the large
amount of adjustment lending in the early years
might not have retarded reforms by postponing the
need to deal with critical structural issues. They felt
that an assistance strategy oriented around AAA with
limited financial support for Russia would have been
more appropriate than one involving large volumes
of adjustment lending. Others, however, felt that the
leverage provided by lending had been critical to the
Bank’s dialogue with the Russian authorities and
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B cooTBeTCcTBUM C aHATUTUYECKUM
uccneioBanueM csoero OTfiena OUeHKU
onepatmonnoit aesirensHocTi (OOO)
nporpamma rapaHtuii MesxayHapojfHOro
areHTCTBA M0 MHBECTUIMOHHBIM TapaHTHIM
(MHUT'A) 0CTOPOKHO U N3GHPATETHHO
YJOBJIETBOPSIIA CIPOC MHOCTPAHHBIX YACTHBIX
MHBECTOPOB Ha CTPaXOBAaHUE OT MOJUTHUUYECKUX
puckoB. B pesynsrate MUI'A He noHec0 yOBITKOB MO
CTpPaxoBbIM Tpe6oBaHUsIM B Poccun, KoTopasi BXOJUT B
YKCJIO ISITY OCHOBHBIX CTPaH B nopTdesie AreHTCTBa.
o ¢unancosoro kpusuca B Poccun MUT'A
MPEOCTABIISAIO FAPAHTHM 110 PUCKAM, CBSA3aHHbBIM C
NEepeBOJIOM CPEJICTB, HO HE TAPAHTUPOBAJIO OT PUCKOB,
KOTOpbIe ObUTH 00YCIIOBIIEHbI HECTAOUILHOCTBIO Kypca
HanpoHanbHOU BamoThl. [locne orkasza Poccun ot
noraiieHust CBoel BHelHen 3agomkeHHoctTn MUT'A
npojioirKano (puHaHcupoBaHue npoekTos. HecmoTpst
Ha OTHOCHUTEJIBHO HEBBICOKMI CIIPOC Ha MPOYKThI
MMUTI'A, nOKpbITHE NHBECTUIIMOHHBIX PUCKOB B
pasmepe 549 muH. momn. CIHIA B pamkax 18 npoekTos
— MPEUMYILIECTBEHHO B TAKMX CEKTOPAX, KAK CEJIbCKOe
XO035ICTBO, MUIIIEBAsT TPOMBIIIIEHHOCTD, (DMHAHCHI 1
FOPHOA00bIBAIOLAS] TPOMBILIEHHOCTh — I03BOJIUIIO
Poccun nomyunts okono 1,3 mupa. gomn. CIIA
MPSIMBIX MHOCTPAHHBIX MHBECTHUIMI (CM. TIPUIIOKEHNE
KAD 12), koTopble, B IPOTUBHOM CJTyJae, BPsJ JIn
MNOCTYNUIX ObI B CTPaHy U3-3a MOPATOPHUSI HA BLITJIATY
ponroB. B okTsa6pe 2002 roga 6b110 HAUaTO
MPEOCTABIEHUE YCAYT 110 UHBECTULMOHHOMY
MapKEeTHUHTY C UCIOJIb30BaHKEeM Beb-cTpaHuupbl
“PrivatizationLink Russia”, Ha KoTOpoI1 npefcTaBIeHa
BaXKHAsl U CBOEBpeMeHHasi MH(popMaLus [Jist
MOTEHLMATIBHBIX MHOCTPAaHHbIX MHBECTOpOB. OOO]]
peKOMEHAYeT ATeHTCTBY B OyylleM MaKCUMaJIbHO
YBEJIMYUTH O0BEM MPSIMBIX MHOCTPAHHbBIX UHBECTHULIMI,
MPUTOKY KOTOPBIX OHO CIIOCOOCTBYET,
AuBEpCcU(UUMPYS IPU 3TOM CBOIi TOPT(EIb U CBOS K
MUHUMYMY YHMCTYIO CYMMY PUCKOB B Poccuu.

Iocaenyromme aencTBUs

PykoBopcTBo Banka cormacunock ¢ peKOMeHausiMU
IOO]/I B OTHOITICHNH TOTO, YTO BaHK JJOJKeH elre
6oJiee CKOHIIEHTPUPOBAThH CBOE COJICVICTBHE HA
0071acTsIX, B KOTOPbIX NPAaBUTENbCTBO MPUBEPKEHO
pedopMaM 1 B KOTOPBIX JOCTUTHYTO OTHOCUTEIBHOE
cornacue. B HacTosiiiee BpeMst NepCieKTUBHBIMU C
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that AAA alone would likely not have cap-
tured the government’s attention. Thus, they
argued that it could be difficult to wait to
build broad consensus, especially when faced
with crisis situations. In such circumstances,
the Bank might have to accept greater risks in
acting —particularly when it has relatively TIEHCMOHHON pehOPMBI, YTIOPSIIOUeHE
less understanding of the economy—and try [ESITeIbHOCTHU 3€MEJIbHBIX PhIHKOB, a TaKXke
to build ownership through its engagement, even peECTPYKTypuU3auys yriienoObau 1
though there might be divided views in the country. aNeKTpo3HepreTuku. Heo6xoaumo npofomkuTh
TEKYLMIA JUAJIOT 110 OCYLIECTBIEHUIO 3KOHOMUUYECKUX
pecdopMm, a Tak>ke NporpaMmy NpeiocTaBIeHUs
KOHCYJIbTalMi M0 TEXHUYECKUM BONpPOcaM B 06acTu
pecdopMupoBaHMsl 6aHKOBCKOTo cekTopa. B
COOTBETCTBUM C 3aMIPOCAMU KIIUEHTA, COJIEHCTBHE CO
CcTOpOHbI baHka OIKHO 00ecneunThb pacllupeHue
IporpaMMbl KOHCYJIBTalLMii IO BOIIPOCaM NEPENOBOro
OMbITa U COBEPILLEHCTBOBAHNUE NPAKTUKU My OINYHbIX
1e6aToB MO MOBOY MPOBOAUMBIX PEOPM.
KpenuroBanue Ha NpoBeieHe SKOHOMUYECKUX
pedopM 10JI3KHO 00ECTIeYMBATh TECHYIO YBSI3KY MEX/TY
peasbHbIM NIPOJIBUXKEHUEM PEHOPM U OO BEMOM
¢pakTHUYECKU NIPEAOCTABJIEHHbIX CpeAcTB. baHk Takxe
[OJI>KEH W3Y4UTh BO3MOXHOCTb HAIIPABJIEHUS] YaCTH
CBOEI1 IOMOLIM B U30paHHbIE PETMOHbI CTPAHbI,
MPUBEP>KEHHbIE KYPCY Ha MpoBefieHne pedopm.

TOYKU 3peHMs TIOCTHKEHHS Lesiedl B 06acTu
Pa3BUTHS SIBISIFOTCS YIPaBIICHNE
rOCY/IapPCTBEHHBIM CEKTOPOM, IIPOBEJIEHNE
IOpUINIECKOiT U cyeOHOI pecopM,
COBEPLIEHCTBOBAHNE UHBECTULIMOHHOTO U
AECJIOBOrO KJIMMAaTa, OCYILECTBICHUE

[Mony4yeHHBIN ONBIT

InaBHbBIN XapaKTepHbIA yPOK, U3BJIEYEHHbIN U3

nestenbHocTu bBanka B Poccun, 3akmro4yaeTcs: B TOM,

YTO 3aMHTEPECOBAHHOCTH CTPaHbI B pean3anun

pedopM UrpaeT peliarIlyo poiib B 00eceueHnn

ycnexa copiericTers banka. B cBs3u ¢ aTum banky

HEOOXOANMO YJIeNSITh NPUCTANbHOE BHUMAaHKE

NOJIMTUYECKUM M MHCTUTYUMOHAJILHBIM aCIleKTaM

pedopM, MPOBOUTH KOHCYJIBTALIUYN C

COOTBETCTBYIOIIVMHU TIPABUTEIHCTBEHHBIMI

CTPYKTYpaMM ¥ FPak/IaHCKUM OOIIECTBOM, YTOObI

MOBBICUTBH 3HAYMMOCTb U YAYUYLIUTD MIAHUPOBAHKE

CBOE JIeATeIbHOCTY U U30eraThb onepauuil, He

MOAKPEIUIEHHBIX B HEOOXOMMBIX 00 beMax

COOTBETCTBYIOIIMMU 00s13aTenbcTBaMu. MimeeTcst

TaKk>Ke LEJbI PsT APYTUX OOMIUX YPOKOB:

e TuwuTbiBasg cnabble pe3yBTaThl B MPOILIOM U
HEJJOCTATOYHYIO 3aMHTEPECOBAHHOCTb CTPAHbI B
OCYUIECTBJIEHUM pechopM, OOIIMPHAsI porpaMma
KPEIMTOBAaHMUS HA CTPYKTYPHbIE MPeoOpa3oBaHUs

X Vil
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COOEHHO €CJIM OHA MPENoaraeT

e/l0CTaBJIeHUe OOJIbLLIEH YaCTU KPEAUTHBIX

€JICTB /10 BBIMIOJIHEHUS! TPABUTENLCTBOM

MHSITBIX 0053aTEILCTB B COOTBETCTBUU C

[JIAIIEHIEM O 3afiMe) MOXKET 3aMeJIJTUTh, a He

KOPHUThH MPOBEfIeHNE pedopM.

WUThIBasi cilabble pe3yJbTaThl B MPOLTIOM 1

[IaBHO C(pOPMHMPOBABLIMICS KOHCEHCYC IO
nporpammMe pehopM KpequTOBaHUE Ha
CTPYKTYpPHBIE MpeoOpa30BaHusl JOIKHO
HPEAOCTABISITECS MOCJIE TOTO, KaK MPABUTEIHLCTBO
ohumaTbLHO MPUMET MPOrPaMMy HEOOXOIUMBIX
pecopM MM HAYHET UX peaTu3aluIo, Kak 3TO
ObLJIO B Cllyyae OTpacyeBbIX 3aiiMOB Ha
CTPYKTYPHbIE Pe0Opa30BaHusl B YTOIbHO
npombinuierroctr (O3CI). [Mpegocraienue
KPEAUTHBIX CPEJCTB JIOJKHO ObITH 00YCIIOBIEHO
BBITNIOJIHEHUEM 0053aTENbCTB, IPUHATBIX
MPAaBUTEJILCTBOM B COOTBETCTBUU C COITIALLIEHUEM
0 3aliMe, U TLIATEJILHO MOJYJIMPOBATHCS HA OCHOBE
peasibHbIX JOCTUXKEHUI1 B OCYILIECTBICHUN
pedopm.

* Heo6xopumas aHanuTuyeckasi paboTa JOKHa
npepmecTBoBath KpeguToBanuio. AKJI momkna
¢puHaHCHpOBATHCS B 00bEME, COPA3MEPHOM
npeanosiaraeMoi poau baxka.

» Tpaduk peanuzauyu OIKEH ObITH
pEeaNMCTUYHBIM.

» Jnst Toro, 4ToObl peabUIIMTAMOHHbIE 1
MHBECTULMOHHBIE NPOEKTHI JOCTUIIIM CBOMX LieJIei
B 00J1aCTH pa3BUTHS, HEOOXOIMM MPOIPecc B
MPOBEJCHUU MOJUTUYECKUX U
WHCTUTYUMOHAJIBHBIX PehOpM.

Peakuus pykoBoactsa banka u
NMpaBUTE/IBLCTBA

PykoBopicTBO baHKa He comTacHo ¢ TeM, 4TO NEPEXOf
OT KPEIUTOBAHUS HA MIHBECTULIMOHHbIE LU K
KPEUTOBAHUIO CTPYKTYPHBIX NpeoOpa3oBaHuil
sIBUJICS OLIMOOYHOI peaklueil Ha TPyJHOCTU B
MPOBEAICHUN CUCTEMHBIX PepOpM, C KOTOPHIMU
Poccust crosnkuyiaaces B 1996 rogy. I[To MHeHHIO
PYKOBOJICTBA, OFpaHUYEHUE COMIEVICTBUSL pAMKaMU
AKI]I u npefocTapiieHreM HEOOIBIINX 3alIMOB, KaK
aro npepnaraet OO/ B pasnene «PaccMoTpeHue
aJIbTEPHATUBHBIX BAPUAHTOB», O3HAYAJIO Obl
COXpaHEeHUe OrpaHUyYeHHOro Bo3encTBus banka Ha
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¢popMHpOBaHUE 3KOHOMUYECKON MOTUTHUKH.
[Ipenocrapnennbie B 1997 ropy 3aiiMbl Ha
cTpykTypHbie npeoopasosanust (3CIT 1 u Il u
3aeM Ha CTPYKTYpHbIE MPeoOpa30BaHusl B
coupanbHoi cpepe (3CIICC)) Gbum
HEOOXOJIMMBI /17151 OKA3aHUs! BJIMSIHUS Ha
pa3paboTKy NMPOrpamMMbl CTPYKTYPHBIX pepopM.
[To muenuto pykoBojcTsa banka, 3tu onepauuu
SIBUJTUCH JICVICTBEHHBIM MEXaHU3MOM B JIeJIe CO3/IaHUs
HEOOXOIMMOT0 KPEJIUTa JOBEPHSl, O3BOIUBLIETO
n30€e>KaTh BO3BpATa K NPeXKHel 9KOHOMUUYECKO
MOJIUTUKE, YIYYIIUTh OTHOLLEHUS] MeXKly baHkoMm n
Poccueii 1 3a710XKUTh OCHOBY NpOrpamMMbl pehopM,
BIIepBbIe yTBep>KeHHON npaBuTenbcTBoM B 2000 romy
U peanu3yeMoll B HaCTOsILIEe BpeMsl.

Poccuiickue Bnactu cunrtaroT, uto KAD
“npepcTasiseT 1OCTATOYHO OObEKTUBHYIO KapTUHY
pasButus coobiTrii B Poccuu B mocriennee
[IeCATUIIETHE 1 IOMOTAET ONPENIEUTh (PaKTOPbI,
Jexallye B OCHOBe ycrexoB 1 Heyjau banka”. Ilpu
TOM, YTO POCCHUICKME BJIACTH ‘B 1I€JIOM COIVIACHBI C
[conepskatneiicst B KAD] oneHKo# pe3ynsraToB
AesiTeNnbHOCTU BaHKa B OT/IENIbHBIX OTPaCsiX”’, OHU
OLIEHMBAIOT OOLME PE3YJBTAThI IEATEILHOCTH KaK
Y/IOBJIETBOPUTEIbHbIE, TOCKOJIBbKY MPOLECC NMEPexofa K
PBIHOYHOW 9KOHOMHUKE ObUI “OYeHb ObICTPHIM™ 1
MO3UTHBHOE pa3BuThe coObIThii ocie 1998 rona
SIBUJIOCH PE3YJIBTaTOM YCUIIUIA, TPEINPUHSITBIX BO
BpEMsI MIPEJIIIECTBYIOMIETO NMePUOJia, U BasKHOI poin
Banka u ®onpa. Uto KacaeTcsi OTHOCUTEILHO
BBICOKO¥ JI0/11 IPOOJIEMHBIX MPOEKTOB B MPOLJIOM, TO
PYKOBOACTBO Poccuu 0TMETUIIO, YTO OHO pasfiesisieT
OTBETCTBEHHOCTbH ¢ BaHKOM, MOCKOJBLKY O0JbIIOE
YUCJI0 oNepauyil “He OCHOBBIBAJIOCH HA SICHOM
MOHMMAaHNM CYILECTBYIOLMX Npobsiem”. Hakonel,
poccuiickue BJIaCTH 3asiBUIIU, YTO PEKOMEHJALUN
J1OO]/] TB Gombliielt Mepe COOTBETCTBYIOT
noJioxenusim [Iporpammel corpyHuyecTBa Poccun ¢
bankoM, HeflaBHO OJITOOPEHHON PaBUTEIHLCTBOM T

Touka 3pennst IcnoJIHUTEILHBIX JUPEKTOPOB
[MoaxomuTeT KomureTa no a¢ppeKTMBHOCTH pa3BUTHS
(K3P) CoBeTta HCTIOTHATENBHBIX IUPEKTOPOB
paccmorpen otuetbl JOOJL u 'OO]] 8 mast 2002
royia. MicrosHuTENbHBIE TUPEKTOpa B LEJIOM
NojiepKanu peKOMEH/ALN, CofiepsKalliecs B
OLIEHKAX, M IPUHSIJIN K CBEICHUIO 3aBEPEHUS



DBOJICTBA O TOM, YTO OHU OYJyT BKJIFOUYEHBI B
aTeruto COfIENCTBUS CTPaHe, KOTOPYIO

UpyeTcsl paccMOTpeTh Ha 3aceiaHnu CoBeTa
oro cocraa B uroHe 2002 ropa. Ynennr CoBeTa
BBAJIN K OOJIbILEN CJIasKEeHHOCTH U KOOP/IMHALIUY
enbHOCTH Mexly bankom n M®K, a Takke k

Pe aKTMBHOMY OOMeHY MH(popMaIluen.
BjicenaTesnb MOABEI UTOTH 0OCYKICHUS,
MOIYEPKHYB Ba>KHOCTb 3aMHTEPECOBAHHOCTU CTPAHbI
B MIPOBeJIeHUU peOpM U HATTUUUS
COOTBETCTBYIOIETO OPraHU3aIOHHO-TEXHUUECKOTO
NOTeHUMasa JIsl UX OCYLIECTBJIEHUS; HEOOXOIMMOCTD
paboTel baHka B mapTHepCcTBe C pyrUMU IOHOPaMu;
a Tak>Ke NPUHLMIMAIBHYIO PoJib yyacTusi baHka B
MOBBILICHUM 3aMHTEPECOBAHHOCTU U YKPEIJIEeHUH
WHCTUTYMOHAJILHO 06a3bl HA HAYAJILHOM 3Tare
nepexofja K pbIHOYHON 9KOHOMUKE.

B xope 06cykneHnst HeKOTOpbIe WIEHBI
[TopkomuTeTa NOMHTEPECOBATNCH, HE MOT JI1
00JIBIIION 0O0BEM KPEAUTOBAHKS HA CTPYKTYPHbIE
npeo6pa3oBaHusl B HaYAJIbHbIE TOfIbl
paccMaTprBaeMoro Nepuojia BLICTYNUTh B KAYeCTBE
TOpMO3a pehopM, OTOABUHYB HEOOXOAUMOCTD
pelleHrs] BaXKHEWIIMX CTPYKTYPHbIX NpoOjeM Ha
6onee no3auuit cpok. 1o ux MHEHMIO, CTpaTerus
COJENCTBUS, MPENoaraonias B OCHOBHOM
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ocymectsienne AKJI ¢ orpaHrmueHHbIM
00beMoM (puHAHCOBOI NOJIep>KKU Poccun,
Obl1a ObI OOJIee MOAXOMSIIEH, YeEM CTPATErusl
MPEOCTABIEHUS 3HAUUTEIbHBIX 00bEMOB
KPEIMTOBAHUS Ha CTPYKTYPHbIE
npeodpazoBanus. [Ipyrue unensl [TogkomureTa,
OJIHAKO, BBICKA3aJI MHEHHE, YTO 00IIee
COJIEVICTBUE, OKA3aHHOE MOCPE/ICTBOM
KPEIMTOBAHUS, UMEJIO MPUHIMIHUATILHOE 3HAYCHUE B
pamKax juanora baHka ¢ poccuiicKMMHU BJIACTSIMU U
yTo cama no cede AKJI Bpsij i1 cMorna 6b1 MpUBJIEYb
BHUMaHNE NMPABUTENLCTBA. B CBSI3M ¢ 3TUM OHU
YTBEPXKJIaiH, YTO HUYETO He MPEANPUHNMATD B
OXXUJIaHUU (DPOPMUPOBAHUSI IIMPOKOT'O0 KOHCEHCYCa,
OCOOEHHO B YCJIOBUSIX KPU3UCHON CUTYalH, ObIJIO
Heserko. B Takux obctosrensbcTBax banky npuioch
NPUHSITH HA CeOsl MOBBILLIEHHBIN PUCK MPU
OCYIIIECTBIICHUH CBOEH JIesITeIbHOCTH (0COGEHHO C
YYETOM TOTO, YTO OH OTHOCHUTEIILHO CJ1a60 MOHMUMAT
OCOOEHHOCTH 9KOHOMHKHW CTPAHBI) W MOMBITATHCS
YKPENuThb 3aUHTEPECOBAHHOCTb OOLLIECTBEHHOCTHU B
OCYILECTBICHUN TIPOTPaMM Pa3BUTHS MTOCPEACTBOM
CBOET'0 y4acTHsl, Iaske HECMOTPSI Ha TO, YTO €AMHCTBA
MHEHMI1 B OTHOIICHUU 1I€JIECO00Pa3HOCTH
OCYIIIECTBIIEHNSI TAKMX MPOTPAMM B CTPaHE MOTJIO U He
OBITh.
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L'évaluation de I'aide par pays (EAP) pour la Rus-
sie sur la période 1992-2001 montre que les activités de
la Banque mondiale en Fédération de Russie ont eu des
résultats décevants mais sont en voie d’amélioration.
Bien que I'OED (Département de I'évaluation rétrospec-
tive) ait attribué une cote non satisfaisante aux résultats
de l'aide de la Banque mondiale a la Russie pendant la
période 1992-98 et indiqué que I'impact sur le dévelop-
pement institutionnel n'avait été que modeste, il a coté
les résultats pour 1998-01 comme satisfaisants et indi-
queé que I'impact sur le développement institutionnel
avait été substantiel.

L'EAP pour la Russie fait ressortir qu’'une stratégie
d’aide articulée autour des services analytiques et
consultatifs, accompagnée d’un soutien financier
russe limité, aurait été plus appropriée qu’'une straté-
gie basée sur un gros volume de préts a I'ajustement,
car il se pourrait qu’en 1996-97 de tels préts aient
freiné les réformes nécessaires au lieu de les accélé-
rer. Les décaissements auraient da étre effectués pour
récompenser des actions et non des promesses. Pour
expliquer sa cote des résultats a fin juin 1998, 'OED a
attiré I'attention sur les gros volumes de préts d’in-
vestissement a décaissement rapide, dont le prét
d’ajustement structurel (SAL III), qui ont eu des résul-
tats non satisfaisants. Il a fait remarquer que les résul-
tats de recherche et d’évaluation confirmaient qu’on
ne doit pas s’attendre a ce que de gros volumes de
préts assurent la propriété-pays.

Une décennie de transformation politique

et économique rapide

Lorsqu’elle a décidé de devenir membre de la
Banque en juin 1992, juste apres la dissolution de
I'Union soviétique, la Russie traversait une période
de récession sévere et persistante. Le taux d’infla-
tion était élevé et continuait son envol, et la balance
des paiements subissait une pression sévere aggra-
vée par la lourde dette extérieure héritée de I'Union
soviétique et la désintégration de la zone rouble. La
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Resumen
Ejecutivo

La evaluacion de asistencia a la Federacion de
Rusia correspondiente al periodo 1992-2001 demuestra que
los resultados de las actividades del Banco en la Federa-
cion de Rusia mejoraron pero fueron decepcionantes. Aun-
que el Departamento de Evaluacion de Operaciones (DEO)
califico como insatisfactorio el resultado de la asistencia
del Banco Mundial a la Federacién de Rusia durante el pe-
riodo 1992-98, con un impacto apenas moderado en el de-
sarrollo institucional, ese mismo departamento consideré
que el resultado de la asistencia en el periodo 1998-01 fue
satisfactorio, con un considerable impacto en el desarro-
llo institucional.

La evaluacion de la asistencia a la Federacion de
Rusia concluyd que una estrategia de asistencia orien-
tada hacia actividades analiticas y de asesoria (AAA)
con un limitado apoyo financiero para la Federacion
hubiese sido mds adecuado que una estrategia que in-
cluyera préstamos para fines de ajuste por grandes im-
portes, ya que es posible que dicha actividad de
préstamos durante el periodo 1996-97 haya demorado
en lugar de acelerar las reformas necesarias. Los de-
sembolsos deberfan recompensado acciones en lugar
de promesas. Como fundamento de la calificacion ge-
neral asignada a los resultados generales hasta junio de
1998, el DEO hizo hincapié en el volumen de présta-
mos de rapido desembolso y de préstamos para pro-
yectos de inversion, incluyendo SAL II1, cuyos
resultados fueron insatisfactorios. Observo que las
conclusiones de su trabajo de investigacion y evalua-
cion confirmaron que las grandes sumas de financia-
miento no eran suficiente para garantizar la
identificacion del pais con las medidas a tomar.

Una década de rapida transformacion politica
y econémica

Cuando ingreso6 al Banco Mundial en junio de 1992,
tras la disolucion de la Unién Soviética, la Federacion
de Rusia transitaba una profunda y prolongada rece-
sion. La inflacion era elevada y se disparaba, y la ba-
lanza de pagos experimentaba serias presiones,

XX
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dissolution du cadre institutionnel dans la
majeure partie du secteur des échanges a
exacerbé les changements extraordinaires re-
quis dans les prix relatifs. Les Russes ont hé-
sité a prendre le chemin du capitalisme,
incertains qu’ils étaient de I'impact sur leur
vie et des risques d’un contrecoup politique.

FRANCAIS

Les obstacles aux réformes ¢taient les sui-
vants :

* Des institutions gouvernementales congues pour
gérer et controler I'activité économique au lieu
de la réguler et de la surveiller.

* Une structure économique basée sur la planifica-
tion centrale plutdt que sur les incitations et
I'avantage comparatif.

* Des systemes de production et de distribution
dominés par de grandes entreprises d’état qui as-
suraient également les services et la protection
sociales.

* Un secteur financier nouvellement créé et mal r¢-
gulé.

* Un systeme de paiement non fonctionnel.

* Une autorité en déclin dans un systeme fédéral
central complexe.

La transition russe a été plus difficile que s’y atten-
dait la communauté internationale. L'un apres
l'autre, des gouvernements russes ont lancé des pro-
grammes de stabilisation et d’ajustement du début
au milieu des années 1990 avec le concours du Fonds
monétaire international (FMI) et de la Banque mon-
diale, et 'encouragement de la communauté interna-
tionale. La plupart de ces programmes n’ont été que
partiellement mis en ceuvre en raison de la médiocre
capacité institutionnelle et de I'insuffisance de vo-
lonté politique. En aott 1998, un programme de sta-
bilisation et d’ajustement structurel d’'un an a
échou¢ du fait des bouleversements externes et de
I'inadéquation d’un ajustement fiscal. La Russie s’est
trouvée en défaut de paiement de sa dette, le rouble
russe a flotté (dépréciation de plus de 60 pour cent)
et le rendement a chuté de plus de 5 pour cent.

L'écart entre I'actif et le passif qui s’est creusé
¢était en partie di a un processus lancé dans les an-
nées 1980, lorsque les chefs d’entreprise, les cadres
gouvernementaux et la direction du parti ont com-
mencé a s’approprier les entreprises d’état et leurs
actifs dans le cadre de ce que I'on appelait alors la
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situacion que se veia agravada por la enorme

deuda externa heredada de la Unién Soviética y

la desintegraciéon de la zona del rublo. La disolu-

cion del marco institucional para la mayor parte
del comercio de la Federacion de Rusia exacer-
baba las extraordinarias variaciones de precios
necesarias en los precios relativos. Los ciudada-

nos rusos no se mostraban muy decididos a

adoptar el sistema capitalista, ante la incertidumbre de

lo que esta decision implicaria en sus vidas y la preocu-
pacion que planteaban los riesgos de un posible con-
tragolpe politico. Los obstdculos a las reformas eran
los siguientes:

* Instituciones publicas disefiadas para dirigir y con-
trolar la actividad econémica en lugar de regular y
supervisar

* Una estructura econdmica fundada en la planifica-
cion centralizada en lugar de fundarse en incentivos
y ventajas comparativas

e Sistemas de produccion y distribuciéon dominados
por grandes empresas estatales que también presta-
ban servicios sociales y brindaban proteccién social

* Un nuevo sector financiero recientemente creado
con una regulacion insatisfactoria

¢ Un sistema de pago que no era funcional

¢ Debilitamiento de la autoridad en un sistema fede-
ral complejo y centralizado.

El proceso de transicion de la Federacion de Rusia
ha sido mas dificil de lo esperado por la comunidad in-
ternacional. Desde el inicio a mediados de la década
de 1990, sucesivos gobiernos lanzaron programas de
estabilizacion y ajuste con la asistencia del Fondo Mo-
netario Internacional y el Banco Mundial, y el apoyo de
la comunidad internacional. En su mayoria, estos pro-
gramas se implementaron apenas parcialmente debido
a la débil capacidad institucional y la falta de voluntad
politica. En agosto de 1998, como resultado de los im-
pactos externos y la insuficiencia del ajuste fiscal, fra-
cas6 un programa de ajuste estructural y estabilizacion
puesto en marcha un ano antes. La Federacion de
Rusia suspendio el pago de su deuda, se establecio la
libre flotacion del rublo (con una depreciacion del
60%), y el producto cayd mas de un 5 por ciento.

La desigualdad de ingresos y bienes se ha incremen-
tado, en parte a través de un proceso iniciado en la dé-
cada del ochenta durante el cual los directivos de las
empresas y los funcionarios del gobierno comenzaron
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« privatisation spontanée ». Mais quelques as-
pects du processus de privatisation structu-
rée y ont aussi contribué. La pauvreté s’est
accrue et les indicateurs de développement
social et humain ont décliné, les services so-
ciaux se sont détériorés et les mécanismes de
protection sociale « de type marché » ont été
longs a se développer. La stabilité macro-éco-
nomique a été difficile a atteindre, partiellement du
fait que les autorités ne possédaient pas les instru-
ments nécessaires pour réguler indirectement I’éco-
nomie et du fait de dissensions sur la facon de
répartir les cotts de I'ajustement. La petite ou
moyenne entreprise a été découragée par le colt
¢levé d’entrée dans le commerce et de s’y maintenir,
du harcelement bureaucratique et de la faible pri-
mauté du droit.

Pourtant, méme sans réforme politique majeure,
I’économie commence finalement a reprendre. La
privatisation rapide, le démantelement des controles
et, au milieu des années 1990, les réformes au ni-
veau des prix et des échanges ont rendu le proces-
sus irréversible — bien qu’on ne soit pas str si une
voie de transition plus facile aurait pu étre trouvée
dans le contexte des conditions initiales et des réali-
tés politiques. La crise de 1998 a été un «virage »
dans la transition russe. Ces trois dernieres années,
le gouvernement a fait d’importants progres en ma-
tiere d’ajustement fiscal, de régime d’incitations,
d’approbation législative des réformes structurelles
et du renforcement des institutions publiques.
Grace a des termes commerciaux favorables et aux
effets de la dévaluation, la croissance a repris et I'in-
flation a décliné.

FRANCAIS

De I'investissement au credit d’'ajustement

Les actionnaires de la Banque, du FMI et de la
Banque européenne pour la reconstruction et le dé-
veloppement (BERD) ont demand¢ a ces orga-
nismes de travailler ensemble pour faciliter la
transition en offrant des conseils et de 'aide finan-
ciere. La Banque a été chargée d’encourager et de
surveiller les réformes structurelles, ce qui lui a posé
un défi sans précédent du fait qu’elle ne connaissait
ni le contexte ni les antécédents historiques du pays
nécessaires pour ce faire. Une série de documents
de stratégie ont établi que, en dehors de son aide
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a tomar el control de empresas estatales y de
sus activos a través de lo que se conoce como
“privatizacion espontanea”. Sin embargo, tam-
bién contribuyeron algunos aspectos del pro-
ceso de privatizacion formal. El pais ha
registrado un aumento de la pobreza acompa-
nado por una caida de los indicadores de desa-
rrollo social y humano; se deterioraron los
servicios sociales, y los mecanismos de proteccion so-
cial “de la economia de mercado” han tardado en desa-
rrollarse. No ha sido facil lograr la estabilidad
macroecondmica, en parte porque las autoridades no
contaban con los instrumentos para el control indi-
recto de la economia, pero también porque no existia
acuerdo sobre como distribuir los costos del ajuste. Se
ha desalentado el desarrollo de la pequefna y mediana
empresa (PYME) debido a los elevados costos de in-
greso y de la actividad comercial, incluyendo el débil
imperio de la ley y el acoso burocrdtico.

Sin embargo, no se han experimentado grandes re-
veses en las politicas y la economia finalmente inici6 su
recuperacion. La rapidez con que se llevaron a cabo las
privatizaciones, la desarticulacion de controles, y las
reformas de precios y comercio durante el inicio de la
década de 1990 hizo que el proceso fuera irreversible,
aunque no queda claro si podria haberse identificado
un camino mas facil en vista de las condiciones inicia-
les y las realidades politicas. La crisis de 1998 consti-
tuy6 un punto de inflexion en el proceso de transicion
de la Federacion de Rusia. En los Gltimos tres anos, el
gobierno ha realizado grandes avances en materia de
ajuste fiscal, régimen de incentivos, sanciones legislati-
vas de reformas estructurales, el fortalecimiento de
instituciones publicas, y el restablecimiento de la con-
fianza publica en la capacidad del gobierno para llevar
a cabo las politicas. Gracias al impacto positivo de las
condiciones del comercio y los efectos de la devalua-
cion, el pais logro reanudar el camino de crecimiento y
se redujo la inflacién.

La transicion de préstamos para la inversion

a préstamos para fines de ajuste

El Banco Mundial, el FMI y el Banco Europeo para la
Reconstruccion y el Fomento (BERF) fueron instados
por sus accionistas a trabajar en conjunto para brindar
asesoria y asistencia financiera destinada a facilitar la
transicion. Al Banco Mundial le fue encomendada la
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complémentaire pour les efforts de stabilisa-
tion financés par le FMI, la Banque devait
concentrer ses efforts sur la reconstruction
des institutions dans une économie de mar-
ché, le développement du secteur privé et la
mitigation des cotts sociaux de la transition.
A cette fin, la Banque s’est engagée a accor-
der 55 préts représentant au total 12,6 mil-
liards de dollars jusqu’a la fin de I'année budgétaire
2001, dont 7,8 milliards de dollars ont été décaissés
et 2,4 milliards de dollars ont été annulés. Jusqu'a la
fin de 'année budgétaire 1996, les préts étaient ac-
cordés principalement pour des projets de réhabili-
tation et d’investissement (a grande composante
d’énergie). Plus tard, les préts ont été principale-
ment axés sur les opérations d’ajustement. Les
conseils d’action politique étaient dispensés a tra-
vers les travaux économiques et sectoriels, I’assis-
tance technique, et la conception et mise en ceuvre
des opérations de crédit.

A la demande de la communauté internationale,
la Banque a accéléré la préparation de nombreux
projets, tant pour I'investissement que pour le sou-
tien budgétaire d’ensemble, bien que les chances de
réussite aient été loin d’étre certaines. Ces opéra-
tions haut risques/haut rendement n’ont pas réussi
car la Banque ne possédait ni le controle des res-
sources ni I'influence nécessaire pour surmonter les
obstacles sans précédent mentionnés ci-dessus. Les
résultats des opérations axées sur la privatisation et
la protection sociale ont été meilleurs que ceux des
projets de stabilisation, du secteur financier et de re-
structuration du secteur pétrolier. Les conseils et les
préts de la Banque ont joué un rble positif mais mar-
ginal dans I’¢élaboration des politiques et leur mise
en oceuvre jusqu’en 1998. Depuis cependant, de
nombreux enseignements tirés des opérations de la
Banque et des conseils analytiques de cet organisme
ont été pris en compte. Cela explique en partie
pourquoi les cotes de durabilité des opérations fi-
nancées par la Banque sont plus positives que les
cotes de rendement. Les bénéfices modestes cumu-
lés, conjugués a I'impact positif des conseils de la
Banque, ont contribué a établir les fondations du ré-
cent redressement en Russie.

Apres la crise financiere d’aolt 1998, la perti-
nence et I'efficacité de 'aide se sont beaucoup amé-
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responsabilidad de promover y supervisar las
reformas estructurales. Esta tarea constituia un
desafio sin precedentes para el Banco ya que ca-
recia de conocimiento sobre el pais como asi
también de precedentes historicos para enfren-
tar este tipo de proceso. Una serie de documen-
tos de estrategia establecid que, ademads de su
asistencia complementaria en respaldo de los
esfuerzos de estabilizacion financiados por el FMI, el
Banco Mundial se concentraria en ayudar a construir
las instituciones de una economia de mercado, desa-
rrollar el sector privado, y mitigar los costos sociales
de la transicion. A tal fin, el Banco se comprometio a
otorgar 55 préstamos por valor de $12.600 millones
hasta fines del ejercicio 2001, de los cuales US$7.800
millones han sido desembolsados y US$2.400 millones
se han cancelado. Hasta el ano 1996 las operaciones de
préstamo se centro en actividades de modernizacion e
inversion (con una importante participacion en el sec-
tor de energia). Con posterioridad, la mayor parte de
los préstamos se destind a operaciones de ajuste. Se
brindd asesoria para el desarrollo de politicas a través
de trabajo en el frente econémico y sectorial, asisten-
cia técnica, y el diseno e implementaciéon de operacio-
nes de préstamo.

A instancia de la comunidad internacional, el Banco
apresur6 la tramitaciéon de muchos proyectos, tanto de
inversiéon como de apoyo general al presupuesto, aun-
que las probabilidades de éxito eran muy inciertas.
Estas operaciones de alto riesgo y alto rendimiento no
tuvieron éxito, ya que el Banco no contaba con los re-
cursos ni la influencia para superar las limitaciones sin
precedentes antes descriptas. Las operaciones destina-
das a privatizaciones y protecciéon social tuvieron mejo-
res resultados que las operaciones dirigidas a la
estabilizacion, el sector financiero y la reestructuracion
del sector petrolero. Hasta 1998, la actividad de aseso-
ria y financiamiento del Banco desempend un papel
positivo, aunque marginal, en el diseno e implementa-
cion de politicas. Desde entonces, sin embargo, se han
incorporado muchas de las lecciones recogidas de las
operaciones del Banco y de la actividad de asesoria
analitica. Esto explica porqué las calificaciones de sos-
tenibilidad de las operaciones financiadas por el Banco
son mas elevadas que las calificaciones de los resulta-
dos. Sus beneficios modestos aunque acumulativos,
junto con el impacto positivo de la asesoria del Banco,
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lioré. La Banque a été prudente quant aux
nouveaux préts qui sont maintenant axés sur
le développement social et institutionnel a
long terme. Le dialogue politique sur les ré-
formes structurelles s’est poursuivi et les acti-
vités de la Banque au niveau communautaire
ont joué un roéle significatif dans la préven-
tion des renversements de politique, 1’élabo-
ration du programme actuel de réformes et le
renforcement de la propriété client. La Banque est
devenue l'interlocuteur externe principal pour le
programme de réformes sociales et micro-écono-
miques, et le gouvernement a adopté un grand
nombre de recommandations faites par la Banque.
Parmi les réalisations appuyées par les interventions
de la Banque citons I'amélioration de la gestion fis-
cale, l'orientation des programmes d’assistance so-
ciale et la restructuration du secteur du charbon. La
performance du portefeuille s’est également amélio-
rée depuis 1999, partiellement en raison de I'annula-
tion des projets en difficulté et partiellement a
travers les efforts conjoints Russie-Banque visant a
accélérer la mise en ceuvre. Une question discutable
est celle de la résilience de ces réalisations aux bou-
leversements externes, notamment a une chute im-
portante des prix du pétrole et autres produits
d’exportation.

FRANCAIS

Les activités de la SFl et de 'AMGI dans

le développement du secteur privé

Une évaluation en profondeur des activités de la So-
ciété financiere internationale (SFI), branche du
Groupe de la Banque mondiale pour le financement
du secteur privé, a été effectuée par 'OEG (le
groupe indépendant de la SFI chargé de I’évaluation
rétrospective des opérations). Jusqu’a fin 2001, la
SFI a orienté la majeure partie de ses efforts sur Ias-
sistance technique. Cette démarche répondait aux
besoins de la premiere moitié des années 1990 et re-
flétait la grande disponibilité de financement des in-
vestissements de la BERD, ainsi que les inquié¢tudes
persistantes de la SFI au sujet des hauts risques as-
sociés aux opérations d’investissement dans ce pays.
Le montant des préts engagés et des investissements
de participation dans 48 entreprises privées des sec-
teurs financiers, de fabrication et de détail s’éleve a
0,71 milliard de dollars (0,51 milliard de dollars dans
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han contribuido a crear los cimientos de la re-
ciente reconversion de la Federacion de Rusia.
Tras la crisis financiera de agosto de 1998,
tanto la importancia como la eficacia de la asis-
tencia mejoraron considerablemente. El Banco
ha adoptado una postura prudente en la nueva
actividad de financiamiento, que se concentrd
en el desarrollo social e institucional a largo
plazo. El didlogo ininterrumpido en materia de politi-
cas destinadas a reformas estructurales y las activida-
des de extension del Banco influyeron para impedir
reveses en el desarrollo de politicas, formular el actual
programa de reforma, y fortalecer la identificacion del
cliente con el programa. El Banco se ha convertido en
el principal interlocutor externo en la agenda de re-
forma microecondémica y social, y el gobierno ha adop-
tado muchas de las politicas recomendadas por el
Banco. Los logros respaldados por las intervenciones
del Banco incluyen el mejoramiento de la gestion fis-
cal, la seleccion de programas de asistencia social, y la
reestructuracion del sector de carbon. Desde 1999
también se advierte una mejora en el rendimiento de
la cartera, lo que obedece en parte a la cancelacion de
proyectos insatisfactorios, asi como también a los es-
fuerzos mancomunados de la Federacion de Rusia y el
Banco por acelerar la implementacion. Aun resta eva-
luar la capacidad de respuesta de estos logros frente a
impactos externos, en particular, la drastica caida de
los precios del petréleo u otros productos primarios
de exportacion.

Las actividades de la CFl y del OMGI para

el desarrollo del sector privado

El Departamento de Evaluacion de Operaciones (DEP)
independiente de la Corporacion Financiera Interna-
cional (CFI) realizd una evaluacion minuciosa de las
actividades de la CFI. Hasta fines de 2001, la CFI des-
tind la mayor parte de sus esfuerzos a operaciones de
asistencia técnica. Esta estrategia era reflejo de las ne-
cesidades de este pais durante la primera parte de la
década de 1990, el acceso a abundante financiamiento
para la inversion proveniente del BERF, y la continua
preocupacion de la CFI por los altos riesgos de las
operaciones de inversion en el pais. Los compromisos
asumidos en virtud de préstamos e inversiones en ca-
pital accionario en 48 empresas financieras, manufac-
tureras y minoristas del sector privado ascendian a US$
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34 sociétés, déduction fait des annulations).
Cela représente environ un septicme du vo-
lume de financement de la BERD. La SFI a
exercé beaucoup de prudence en la circons-
tance et a fait preuve d’une résistance louable
a la pression extérieure et aux incitations
pour I'approbation interne.

L'OEG a mis en lumicre les antécédents
impressionnants de la SFI en maticre d’opérations
d’assistance technique, sa réponse aux besoins stra-
tégiques, et sa contribution matérielle au processus
de transition de la Russie. Mais en 1993-98, de
concert avec d’autres institutions financieres de dé-
veloppement, elle a accéléré ses investissements, en
avance sur le processus de réforme, et les résultats
ont été décevants. Principalement en raison de la
crise de 1998 et de I’environnement difficile du com-
merce qui a entrainé des pertes pour la plupart des
sociétés privées, notamment dans le secteur finan-
cier, 35 pour cent seulement des projets d’investis-
sement de la SFI ont eu des résultats satisfaisants en
matiere de développement. En revanche, 96 pour
cent des subventions des donateurs, canalisés a tra-
vers la SFI pour I'assistance technique, ont eu des
résultats satisfaisants sur le plan du développement.
Néanmoins, malgré les 1,100 encheres de privatisa-
tion que la SFI a aidé a réaliser pour les PME au
début des années 1990, la SFI n’a pas encore établi
une canalisation en gros durable pour les investisse-
ments dans les PME. En ce qui concerne 'avenir,
I’évaluation menée par 'OEG est favorable a I’'expan-
sion planifiée des activités de la SFI visant a am¢lio-
rer le climat des investissements des deux dernieres
années.

Selon I'examen des documents par son OEU
(unité d’évaluation rétrospective des opérations), le
programme de garantie de I’Agence multilatérale de
garantie des investissements (AMGI) a répondu avec
prudence et de maniere sélective aux demandes des
investisseurs privés étrangers pour une assurance-
risque politique. Ainsi, il n’a pas subi de pertes au ni-
veau des revendications en Russie, I'un des cing
pays les plus importants du portefeuille de I’Agence.
Avant le déclenchement de la crise financiere,
I’AMGI couvrait les risques de transfert mais n’offrait
pas de couverture pour la convertibilité monétaire.
L'AMGTI a continué¢ de soutenir les projets apres le
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71 millones (US$ 51 millones en 34 empresas,
descontadas las cancelaciones). Esto equivalia a
una séptima parte del financiamiento aportado
por el BERF. La prudencia de la CFI en las ope-
raciones de inversion fue acertada dadas las cir-
cunstancias, y reflejé una resistencia exitosa y
loable ante la presion externa y los incentivos
internos de aprobacion.
El DEO concluyo que la CFI tuvo un registro admira-
ble de operaciones de asistencia técnica; éstas dieron
respuesta a las necesidades estratégicas y contribuye-
ron en gran medida al proceso de transicion de la Fede-
racion de Rusia. Sin embargo, junto con otras
instituciones financieras de fomento, la CFI elevo sus
inversiones en el periodo 1993-1998 antes del proceso
de reforma, con los consiguientes resultados insatisfac-
torios. Como consecuencia principalmente de la crisis
de 1998 y la dificil coyuntura general de la actividad em-
presarial que provoco pérdidas en la mayoria de las em-
presas del sector privado, especialmente en el sector
financiero, apenas el 35 por ciento de los proyectos de
inversion de la CFI alcanzo resultados de desarrollo sa-
tisfactorios. Por el contrario, el 96 por ciento de las do-
naciones canalizadas a través de la CFI para asistencia
técnica alcanzo resultados de desarrollo satisfactorios.
No obstante, a pesar del éxito obtenido por 1.100 pro-
cesos de privatizacion que la CFI ayudo a realizar para
las PYME a comienzos de la década del noventa, la CFI
no habia logrado establecer ain un canal mayorista sos-
tenible para las inversiones en este sector. De cara al fu-
turo, la evaluacion del DEO respaldo la expansion
planificada de las actividades de la CFI en respuesta a
un mejor clima de inversion en los dos ultimos anos.
De acuerdo con un andlisis documental de la Uni-
dad de Evaluacion de Operaciones (UEO), el programa
de garantias del Organismo Multilateral de Garantia de
Inversiones (OMGI) satisfizo con prudencia y en forma
selectiva las necesidades de los inversores privados ex-
tranjeros en materia de seguro contra riesgo politico.
En consecuencia, no se han presentado reclamos por
pérdidas en la Federacion de Rusia, que se ubica entre
los cinco primeros paises en la cartera de dicho orga-
nismo. Antes de que se desencadenara la crisis finan-
ciera, el OMGI brind6 cobertura para riesgos de
transferencia pero no ofrecié seguro contra riesgo de
inconvertibilidad. El OMGI continué brindando apoyo
a proyectos después de que el pais declarara la cesa-
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défaut de paiement de la Russie pour sa dette
étrangere. Bien que la demande en produits
AMGI ait été relativement faible, sa couver-
ture de 549 millions de dollars pour 18 pro-
jets — principalement dans I'agroindustrie, 1a
transformation alimentaire et les boissons, les
finances et les industries d’extraction — a
néanmoins facilité I'investissement direct
étranger de 1,3 milliard de dollars en Russie (voir
I'annexe 12). Dans le secteur de I'investissement
dans les services de marketing, le site web « Privati-
zationLink Russia » a été lancé en octobre 2000 et
fournit en temps opportun d’importantes informa-
tions aux investisseurs étrangers potentiels. LOEU a
suggéré qu’a 'avenir ’Agence s’efforce de maximiser
le montant de l'investissement direct étranger qu’il
facilite, tout en diversifiant son portefeuille et en mi-
nimisant ses risques nets en Russie.

FRANCAIS

Etapes suivantes

La direction de la Banque a adopté les recommanda-
tions de 'OED pour une concentration plus pointue
de son aide aux pays dont les gouvernements sont
fermement engagés a I'égard des réformes et ou il
existe un consensus social dans ce sens. La gestion
du secteur public, la réforme du systeme légal et ju-
ridique, le climat des investissements et du com-
merce, la réforme des pensions, les marchés
fonciers, et la restructuration du secteur du charbon
et de I'électricité sont des domaines a haut potentiel
de retombées de développement. Le dialogue poli-
tique en cours et le programme technique consulta-
tif sur la réforme du secteur bancaire doivent se
poursuivre. Pour répondre a la demande des clients,
I'aide de la Banque devrait comprendre un pro-
gramme ¢largi de bons conseils pratiques et le ren-
forcement du débat public sur les réformes. Les
préts en faveur des réformes devraient étre congus
de maniere a lier étroitement la progression satisfai-
sante des réformes aux décaissements effectifs. La
Banque devrait également étudier la possibilité
d’orienter une partie de son aide sur les régions spé-
cifiquement engagées dans les réformes.

Lecons apprises
La lecon générique clé de I'expérience de la Banque
en Russie est que la propriété pays est cruciale a la
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cion de pagos de su deuda externa. Si bien la
demanda de los productos del OMGI era relati-
vamente baja, otorgd cobertura por $ 549 millo-
nes para 18 proyectos — principalmente en el
sector agroindustrial, de procesamiento de ali-
mentos y bebidas, financiero y de industrias ex-
tractivas — lo cual facilité una inversion
extranjera directa de aproximadamente $ 1.300
millones en Rusia (ver Anexo 12). En octubre de 2000
lanzo sus servicios para promocion de las inversiones,
el vinculo PrivatizationLink Russia en la pdgina Web. La
UEO sugirié que en un futuro el Organismo deberia
esforzarse por maximizar el volumen de inversion ex-
tranjera directa que facilita y al mismo tiempo diversifi-
car su cartera, minimizando su exposicion neta en
Rusia.

Proximos pasos

La direccion del Banco concuerda con las recomenda-
ciones del DEO, segun las cuales el Banco deberia con-
centrar aun mds sus operaciones de asistencia en dreas
que cuenten con un firme compromiso de reforma
por parte del gobierno y con consenso social relativo.
La gestion del sector publico, la reforma del marco
legal y judicial, el clima de inversion y empresarial, la
reforma de las jubilaciones, los mercados de tierras, y
la reestructuracion de los sectores de carbon y electri-
cidad ofrecen actualmente oportunidades de desarro-
llo con alto potencial. El didlogo continuo en materia
de reforma de politicas y el programa de asesoria téc-
nica para la reforma del sector bancario deberian con-
tinuar. En respuesta a las demandas del cliente, la
asistencia del Banco deberia brindar un programa am-
pliado de asesoria en materia de buenas practicas, y
fortalecer el debate publico sobre las reformas. Los
préstamos para reformas politicas deben estar disena-
dos para garantizar una relacion estrecha entre el
avance de la reforma y los desembolsos efectivos. El
Banco también debe considerar la posibilidad de foca-
lizar parte de su asistencia en regiones selectas que
estin comprometidas con la reforma.

Lecciones aprendidas

La principal leccion genérica que se desprende de la
experiencia del Banco en la Federacion de Rusia es
que la identificacion del pais con el programa es esen-
cial para el éxito de la asistencia. Por lo tanto, es im-
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réussite de 'aide. Ainsi, il est important que

la Banque préte une attention particuliere

aux aspects politiques et institutionnels des
réformes et consulte toutes les entités
concernées du gouvernement et de la société
publique, a 'amélioration de la pertinence et
de la conception de ses activités et a la pru-
dence afin de ne pas se lancer dans des opé-
rations la ou 'engagement laisse a désirer. Les autres
lecons d’ordre général sont les suivantes :

* En raison des antécédents médiocres et de la
faible propriété-pays quant aux réformes, un
grand programme d’ajustement de I'investisse-
ment (notamment avec décaissements en début
de période) risque de retarder le processus de ré-
forme au lieu de I'accélérer.

* En présence d’antécédents médiocres et d’un
nouveau consensus en faveur d’'un programme
de réformes, les préts d’ajustement devraient étre
offerts apres I'adoption gouvernementale des ré-
formes nécessaires ou le lancement de leur mise
en ceuvre, comme ce fut le cas pour les préts
d’ajustement du secteur du charbon (SECAL). Les
décaissements devraient étre effectués en fin de
période et modulés avec soin sur la base des pro-
gres certains de mise en ceuvre.

* Les résultats des activités analytiques adéquates
doivent étre disponibles en amont des préts. Les
AAA devraient étre financées selon le role que la
Banque devra jouer.

* Les calendriers de mise en ceuvre doivent étre
réalistes.

* Pour que les projets d’investissement et de réha-
bilitation physique atteignent leurs objectifs de
développement, les réformes politiques et institu-
tionnelles doivent progresser de maniere satisfai-
sante.
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Réponse de la direction et des autorités
gouvernementales

La direction de la Banque estime que le passage de la
politique de préts d’investissement a la politique de
préts d’ajustement structurel n’était pas une réponse
a faux aux défis que posait la réforme systémique en
Russie en 1996. A son avis, une réduction de I’aide aux
AAA et les petits préts suggérés hypothétiquement
par ’OED auraient entrainé la perpétuation du faible
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portante que el Banco preste especial atencion
a los aspectos politicos e institucionales de las
reformas, y consulte con todas las dreas perti-
nentes del gobierno y con la sociedad civil a fin
de dar mayor relevancia, mejorar el diseno de
sus actividades, y evitar las operaciones sin un
firme compromiso local. También se rescatan
otras lecciones generales:
A la luz de antecedentes insatisfactorios y una es-
casa iniciativa de reforma por parte del pais, un pro-
grama de préstamo para fines de ajuste
(especialmente un programa con importantes de-
sembolsos iniciales) corre el riesgo de demorar en
lugar de acelerar la reforma.
Ante la presencia de antecedentes insatisfactorios y
un nuevo consenso para una programa de reformas,
las operaciones de préstamo para fines de ajuste de-
berian ofrecerse después de que el gobierno haya
adoptado en forma publica las reformas necesarias,
o las haya comenzado a implementar, tal como su-
cedio en el caso de los Préstamos para el ajuste del
sector de carbén (SECAL). Los desembolsos deben
realizarse en etapas posteriores y estructurarse en
forma cuidadosa en funcion del avance firme en el
proceso de implementacion.
Debe tenerse acceso a trabajos analiticos adecuados
en las primeras etapas de las operaciones de prés-
tamo. Las actividades AAA deben financiarse en con-
cordancia con el papel que el Banco pretende
desempenar.
Los calendarios para la implementacion del pro-
grama deben ser realistas.
A fin de alcanzar los objetivos de desarrollo fijados
en los proyectos de inversion y modernizacion de
activos fijos, se requieren avances en el proceso de
reforma de politicas y del marco institucional.

Respuesta de la direccion y del gobierno

La direccién del Banco no coincide con la idea de que el
cambio de préstamos para la inversion por préstamos para
fines de ajuste estructural haya sido una respuesta equi-
voca a los desafios de la reforma sistémica que la Fede-
racion de Rusia enfrentaba en 1996. En su opinion, si la
asistencia se hubiera limitado a las actividades analiticas
y de asesoria (AAA) y a pequeios préstamos, como su-
giere la premisa hipotética del Departamento de Eva-
luacion de Operaciones (DEO), esto hubiese implicado



impact de la Banque sur I’élaboration des poli-
tiques. Les préts d’ajustement structurel de
1997 (SAL I et II) et le prét d’ajustement pour
la protection sociale (SPAL) étaient nécessaires
pour influencer la conception du plan de ré-
forme structurelle. Selon la Banque, ces opé-
rations ont été des instruments indispensables
et ont contribué a gagner la confiance pour évi-
ter des renversements de politique économique, amé-
liorer les relations de la Banque avec la Russie et planter
les jalons du programme de réforme approuvé par le
Gouvernement en 2000 et actuellement en cours de
réalisation.

Les autorités russes estiment que ’EAP « donne
une image objective des activités de développement
en Russie pendant la derniere décennie et met en lu-
miere les facteurs auxquels on peut attribuer les réus-
sites et les échecs de la Banque. » Bien qu’elles soient
en grande partie d’accord avec les évaluations des ac-
tivités de la Banque dans chaque secteur, elles estiment
que le résultat d’ensemble est satisfaisant étant donné
que le processus de transition a été « tres rapide », et
que les développements ultérieurs a 1998 étaient le fruit
des efforts faits pendant la période précédente et du
role important joué par la Banque et le Fonds. Quant
au grand nombre de projets problématiques du passé,
les autorités ont souligné le partage des responsabili-
tés avec la Banque dont un grand nombre d’opérations
« n’étaient pas étayées par une compréhension pro-
fonde des problemes de I'époque. » Enfin, elles esti-
ment que les recommandations avancées par 'OED
«coincident dans une plus grande mesure avec la dis-
position du Programme pour la coopération de la Rus-
sie avec la Banque, récemment approuvée par le
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gouvernement. »

Le point de vue des administrateurs

Le sous-comité du comité pour 'efficacité du déve-
loppement (Committee on Development Effective-
ness - CODE), organe du Conseil des administrateurs,
a examiné aussi bien le rapport de 'OED que celui de
I’OEG le 8 mai 2002. Il a approuvé dans ses grandes
lignes les recommandations contenues dans les éva-
luations et a noté les assurances données par la di-
rection, a savoir qu’elles seront incorporées dans la
Stratégie d’aide par pays qui doit étre soumise a I’exa-
men du Conseil des administrateurs en pléniere au
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perpetuar el impacto limitado del Banco en la
formulacion de politicas. Los Préstamos de Ajuste
Estructural de 1997 (SALTy IT) y los Préstamos de
Ajuste para Proteccion Social (SPAL) fueron ne-
cesarios para influir en el diseno de la agenda de
reforma estructural. La direccion del Banco tam-
bién sostiene que estas operaciones proporcio-
naron las herramientas adecuadas y construyeron
la confianza necesaria para impedir reveses en la politica
econdmica, mejorar las relaciones entre el Banco y el pais,
y sentar las bases del programa de reforma que fue apro-
bado por el gobierno por primera vez en 2000, y que se
encuentra actualmente en vias de implementacion.

Las autoridades de la Federacion de Rusia considera-
ron que la evaluacion de asistencia al pais (CAE) “presenta
una visién suficientemente objetiva de los aconteci-
mientos acaecidos en dicho pais durante la tltima década
y explica en lineas generales los factores subyacentes a
los éxitos y reveses del Banco”. Si bien “comparten en gran
medida los conceptos vertidos en la evaluacion de asis-
tencia a este pais que analiza los resultados de la activi-
dad del Banco en sectores particulares,” calificaron al
resultado general de la actividad como satisfactorio, ya
que el proceso de transicion ha sido “muy rdpido” y los
acontecimientos positivos posteriores a la crisis de 1998
fueron fruto de los esfuerzos realizados durante el peri-
odo previo y el protagonismo del Banco y el Fondo. En
relacion con la porcién relativamente alta de proyectos
problemdticos en el pasado, sefialaron que la responsa-
bilidad era compartida con el Banco, ya que muchas
operaciones “no se sustentaban en la comprension ab-
soluta de los problemas existentes”. Por ultimo, consi-
deraron que las recomendaciones del DEO “coinciden en
gran medida con las disposiciones del Programa para la
Cooperacion de la Federacion de Rusia con el Banco - que
fue recientemente aprobado por el gobierno.”

Perspectiva de los directores ejecutivos

El Subcomité de Directorio Ejecutivo del Comité sobre
la Eficacia en términos de Desarrollo (CODE) analiz6
los informes del Departamento de Evaluacion de Ope-
raciones y del Grupo de Evaluacion de Operaciones el 8
de mayo de 2002. En lineas generales, sus miembros
respaldaron las recomendaciones realizadas en tales eva-
luaciones y destacaron que la direccién se comprometia
a incorporarlas en la Estrategia de Asistencia por Pais
que serd sometida a consideracion del Directorio Ejecu-
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mois de juin 2002. Les membres ont souligné
I'importance d’approfondir la cohérence, la co-
ordination et le partage de I'information entre
la Banque et la SFI. Le président a terminé son
discours en soulignant I'importance de confier
au pays la responsabilité des réformes et d’as-
surer la capacité de mise en ceuvre ; la néces-
sité, au niveau de la Banque, de travailler en
partenariat avec les autres donateurs ; et le role vital
que joue la Banque en s’engageant a développer le sens
de responsabilité et a renforcer les institutions tres tot
dans le processus de transition.

Au cours de la discussion, plusieurs membres du
sous-comité ont demandé¢ si, dans les premicres an-
nées, le gros volume de préts a 'ajustement n’avait pas
entrainé un retard dans I'application des réformes en
raison de 'ajournement du reglement des questions
structurelles cruciales. IlIs estiment qu’'une stratégie
d’aide axée sur les AAA, avec un soutien financier limité
ala Russie, aurait été plus appropriée qu’une stratégie
de gros volume de préts pour I'ajustement. Cependant,
d’autres membres pensent que l'effet de levier des
préts a été crucial dans le cadre du dialogue de la
Banque avec les autorités russes et que les AAA n’au-
raient pu, a elles seules, capter I'attention du gouver-
nement. Ainsi, leur argument est qu’il pourrait s’avérer
difficile d’attendre un consensus général, notamment
en période de crise. Dans ces circonstances, la Banque
pourrait se voir obligée d’accepter un réle a plus haut
risque — en particulier lorsque sa compréhension de
I’économie est relativement faible — et d’essayer de dé-
velopper un sens de responsabilité a travers son en-
gagement, malgré les divergences d’opinion éventuelles
dans le pays.
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tivo en pleno en la reunioén fijada para junio de
2002. Los miembros exhortaron a una mayor co-
herencia, coordinacion, e informacién compartida
entre el Banco y la CFL En sus conclusiones, el Pre-
sidente del Directorio destaco la importancia de
la iniciativa de reforma por parte del pais y de la
capacidad para implementarla; la necesidad de
que el Banco trabaje en sociedad con otros do-
nantes; y el protagonismo que tiene el Banco en la for-
macion de dicha iniciativa y en el fortalecimiento de las
instituciones en las primeras etapas del proceso de tran-
sicion.

En el curso del andlisis, algunos miembros del sub-
comité se preguntan si la gran cantidad de préstamos para
fines de ajuste en los primeros anos no habria retrasado
las reformas al posponer la necesidad de abordar pro-
blemas estructurales criticos. En su opinion, una estra-
tegia de asistencia orientada hacia las actividades AAA con
respaldo financiero limitado para la Federacion de Rusia
hubiese sido mds adecuado que la estrategia consistente
en otorgar préstamos para fines de ajuste por elevados
importes. Sin embargo, otros consideran que el apalan-
camiento generado por la actividad de préstamo ha sido
esencial para el didlogo del Banco con las autoridades de
la Federacion de Rusia, y que probablemente las activi-
dades analiticas y de asesoria (AAA) por si solas no ha-
brian podido captar la atencion del gobierno. En este
sentido, sostienen que puede ser dificil esperar hasta al-
canzar un consenso generalizado, especialmente cuando
se enfrentan situaciones de crisis. En tales circunstancias,
el Banco podria tener que asumir mayores riesgos al in-
tervenir — en especial cuando su grado de comprension
de la situacion econdmica es relativamente menor — e in-
tentar construir la iniciativa del pais a través de su pro-
pio compromiso, si bien las opiniones en el pais pueden
estar muy divididas.

ESPANOL



ABBREVIATIONS AND ACRONYMS

AIDS
CAE
CAS
CBR
CEB
CFAA
CIDA
CIS
CMDP
CMEA
COA
CPPR
EBRD
ECA
EFF
ESSP
ESP
ESW
EU
FCPF
FDI
FIAS
FIDP
FSD
GDP
GEF
GKO
GNP
HIV
HRMP
IBRD
IDA
IFC
IFIs
IMF
LFS
MFETP
MIGA
MOF
MPP
OECD
OED
OEDCR
OEG
OEU
OFZ
PAR

Analytical and advisory services

Acquired Immune Deficiency Syndrome
Country Assistance Evaluation

Country Assistance Strategy

Central Bank of Russia

Central Europe and the Baltics

Country Financial Accountability Assessment
Canadian International Development Agency
Commonwealth of Independent States

Capital Market Development Project

Council of Mutual Economic Assistance
Chamber of Accounts

Country Portfolio Performance Reviews
European Bank for Reconstruction and Development
Europe and Central Asia Region

Extended Financing Facility

Employment Services and Social Protection
Enterprise Support Project

Economic and sector work

European Union

Federal Center for Project Finance

Foreign direct investment

Foreign Investment Advisory Service

Financial Institutions Development Project
Financial sector development

Gross domestic product

Global Environmental Facility

Government short-term securities

Gross national product

Human immunodeficiency virus

Highway Rehabilitation and Maintenance Project
International Bank for Reconstruction and Development (World Bank)
International Development Association
International Finance Corporation

International financial institutions

International Monetary Fund

Loans-for-shares [scheme]

Management Financial and Training Project
Multilateral Investment Guarantee Agency
Ministry of Finance

Mass Privatization Program

Organisation for Economic Co-operation and Development
Operations Evaluation Department

Operations Evaluation Department, Country Evaluation and Regional Relations
Operations Evaluation Group

Operations Evaluation Unit

Government short-term securities

Performance Audit Report

XXX



PFA
PIAL
PIUs
PSD
QAG
SAL
SECAL
SMEs
SPAL
TA

B
TCA
USAID
WTO

Public Financial Accountability
Privatization Implementation Assistance Loan
Project Implementation Units
Private Sector Development
Quality Assurance Group
Structural Adjustment Loan

Sector Adjustment Loan

Small and medium-size enterprises
Social Protection Adjustment Loan
Technical assistance

Tuberculosis

Technical Cooperation Agreement

United States Agency for International Development

World Trade Organization

ABBREVIATIONS AND ACRONYMS

Note: All dollar figures mentioned in the text refer to U.S. dollars unless otherwise specified.
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Russia’s Transition:
From Plan to Market

An Extraordinary Challenge

he transition that took place during the past decade in Central and East-

ern Europe and the former Soviet Union has led to unprecedented po-

litical, economic, and social change.! The obstacles that Russia, its
governments, and outside supporters faced in the transition to a market
economy were formidable: deep economic distortions, major trade disrup-
tions, serious environmental damage, and a total lack of market institutions.
In the mid-1980s, economic stagnation and productivity declines had led the
Soviet government to launch an economic restructuring process (perestroika)
in parallel with political openness (glasnost).

Perestroika allowed private small-scale initiative
and granted state enterprises considerable au-
tonomy, but did not create mechanisms to en-
sure management accountability. As a result,
many “insiders” began to take over state enter-
prises and their assets in a process referred to
as “spontaneous” privatization. A banking sector
was created, initially by divesting commercial
activities from the State Bank. With inadequate
regulation and supervision and low barriers to
entry, the number of banks climbed to the thou-
sands. Public investment and social expendi-
tures increased, but there were no adjustments
to prices and taxes.

These policies led to the abolition of central
planning, but they also contributed to higher
fiscal deficits, large external borrowings, high

inflation, and loss of control by central authori-
ties over economic management (Mau 2000).
The collapse of the Soviet Union in 1991 exac-
erbated the shifts in relative prices and the dis-
ruption of interenterprise linkages. An antiquated
payment and legal system, the dismemberment
of the ruble zone, and soft budget constraints in-
duced a sharp rise of interenterprise arrears and
the spread of barter trade.

The Russian Federation (Russia) that emerged
in 1991 inherited weak institutions, a complex
federal system, and a distorted economic struc-
ture dominated by oil and gas, heavy industry, and
military production. Through late 1999, many ob-
servers feared policy backsliding with serious po-
tential human and geopolitical consequences, as
the Russian authorities were split over the speed
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and scope of market reforms, and the Duma op-
posed most of the economic and legislative ini-
tiatives of the executive branch. This led to
frequent government shakeups and to increasing
regional autonomy. In turn, low trust in state in-
stitutions underpinned weak ownership of the re-
forms among the Russian people. The need to
build market institutions and reorient public at-
titudes, as well as the overwhelming priority of cre-
ating a democratic political order out of the ruins
of centuries of autocratic rule, combined with
the social impact of population movements and
with chronic environmental and demographic
burdens, compounded the transition challenge.?

From 1991, transition to an open market econ-
omy was the key goal of successive Russian ad-
ministrations. The initial steps were price
liberalization, unification of the exchange rate,
and privatization. Trade liberalization proceeded
in most areas, but with some export restrictions
remaining in the energy sector. Other govern-
ment goals were regulatory reform, anti-mo-
nopoly policies, financial sector strengthening,
and provision of an effective social safety net to
protect the most vulnerable, but these were
slower in getting started.

Institutional, Economic, and
Social Performance
The World Bank’s country policy and institu-
tional assessment puts Russia in the middle
among transition economies, with high scores for
the shift of production toward the private sec-
tor and price liberalization, but low scores for fi-
nancial sector development, competition policy,
enterprise reform, corporate governance, envi-
ronmental sustainability, property rights, and
public sector governance (transparency, ac-
countability, and corruption). European Bank
for Reconstruction and Development (EBRD)
transition indicators portray a similar picture.
Over the past decade, Russia’s gross national
product (GNP) per capita declined substan-
tially—by more than 50 percent, according to of-
ficial statistics (see table 1.1), although the large
changes in relative prices and the rise of a large
unofficial economy make comparisons of eco-
nomic estimates before and after 1990 unreliable.
Although the decline in consumption was more

modest, the impact on poverty, income distri-
bution, equity, and human development has
been large, both in absolute terms and relative
to other transition economies. In mid-1999, 55
percent of the population, especially children and
the elderly, was living in absolute deprivation.?
Inequality had doubled by 1993, with the Gini co-
efficient reaching 0.47. Human development in-
dicators, which had deteriorated between the
mid-1980s and the early 1990s, recovered only
modestly (see tables A.3 and A.4). Health and ed-
ucation indicators dropped, the quality of serv-
ices worsened, and social and geographic
disparities in access grew.

Several stabilization programs were launched
during 1992-94. But these were short-lived, as the
authorities lacked the instruments to tighten fis-
cal and monetary policies. In 1995, a stabilization
program adopted with International Monetary
Fund (IMF) support succeeded in reducing in-
flation for almost three years. It rested on three
legs: fixing the exchange rate as a nominal anchor,
tightening credit to enterprises, and limiting Cen-
tral Bank of Russia (CBR) credit. But the gov-
ernment could not hold to the program’s fiscal
policy nor implement the supporting structural
reforms because of the opposition of key stake-
holders. The fiscal slippage and low world prices
for Russia’s exports required increasing external
borrowing to keep the progressively uncompet-
itive fixed exchange rate. In August 1998, the sta-
bilization and structural adjustment program
collapsed, triggered by declines in oil prices and
the spillover of the East Asia crisis that under-
mined investor confidence.* Russia had to default
on its debt and the ruble was floated (depreciating
by over 60 percent), leading to the insolvency of
most banks, a spike in inflation, and a severe, al-
beit short-lived, recession.

By the mid-1990s, the private sector was con-
tributing more than 70 percent of gross domes-
tic product (GDP). Most enterprises had been
sold or otherwise transferred out of state hands,
mostly to their workers, but without prior re-
structuring and breakup to enhance competition.
Much of this transfer was done through a mass
privatization program (MPP). Eager to stop the
looting of state property by insiders, the re-
formers saw the voucher option for the MPP as



Selected Macroeconomic

(1990-01)

RUSSIA'S TRANSITION: FROM PLAN TO MARKET

Indicators

Fiscal year

Indicator 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 | 2000 2001
GDP growth (annual %) -3.0 -50 [-145 -87 126 -4 -3.4 0.9 -49 54 9.0 50
GNP per capita growth

(annual %) -3.6 55 SIS -84 | 125 44 = 35 07 @64 3.3 11.2 75
GNP, Atlas method

(US$ billion) 569 469 412 343 333 348 383 331 256 246 253
Inflation, consumer prices

(annual avg. %) 5.6 926 13541 8953 3032 1887 | 475 148 | 277 8.7 | 206 215
REER index (1997 = 100) 1612 1215 16.5 34.0 56.6 680 | 91.7 1000 = 720 460 589 704
Real wage rate

(annual growth) —-80 -280 6.0 47 =134 -220 20.9
Corporate profit, current

prices (% of GDP) 3.0 24 1.3 1.6 0.6 0.7 0.4 1.5 15
Gross domestic fixed invest.

(% of GDP) 29 23 24 20 22 21 21 19 18 16 18 18
Exports (annual % growth) -300 287 2.1 3.3 10.3 8.7 46 | 23 17 2.7 28
Current account balance

(% of GDP) . . 0.1 0.7 20 1.7 25 0.4 03 105 16.1 11.2

Source: Official statistics and World Bank Unified Survey, 2002.

the only realistic method to privatize quickly
and fairly. Transferring economic assets to private
hands was expected to create a strong con-
stituency for the necessary legislative and insti-
tutional changes that would underpin enterprise
restructuring. But involvement by outside in-
vestors was minimal, primarily because of man-
agement’s opposition and the decision to allow
majority employee ownership. Enterprise man-
agers eventually succeeded in controlling most
privatized enterprises.> Subsequent efforts at
case-by-case, cash privatization included the
loans-for-shares (LFS) scheme, through which
the government divested itself in 1995-96 of 13
large and valuable companies, mostly in the pe-
troleum and metals sectors. This divestiture was
done in a nontransparent way and for only a
fraction of the market value of the companies
involved.

Enterprise development and foreign direct
investment (FDI) have been discouraged by cor-
ruption, poor macroeconomic management, un-

reliable enforcement, and unclear and conflict-
ing laws and regulations, particularly those re-
lated to property and shareholders’ rights. The
high costs of entry and doing business, includ-
ing bureaucratic harassment, discouraged small
and medium-size enterprise (SME) growth. The
same factors have constrained International Fi-
nance Corporation (IFC) and Multilateral In-
vestment Guarantee Agency (MIGA) activities
and, thanks also to continuing soft budget con-
straints, led to very slow enterprise restructur-
ing. Through 1998, the energy sector was at the
center of a growing nonpayment problem, which
complicated economic management.

By 1998, gains included the elimination of
shortages of consumer goods; greatly improved
quality and variety of goods and services; own-
ership titles to housing for most households;
greater social mobility, no longer shackled by
pervasive administrative restrictions; and ex-
panded access to the domestic political process
and global information. New employment serv-
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ices were established, administration of pension
benefits improved, and social assistance became
better targeted. However, proposed reforms of
the labor laws and the pension system had not
been adopted, and absolute levels of social ben-
efits remained low.

Recent Achievements

The Primakov government that came to power
after the 1998 crisis was widely expected to pur-
sue lax monetary and fiscal policies. Instead, it
improved fiscal discipline, kept a lid on inflation,
allowed only a moderate amount of food aid so
as not to damage agricultural producers’ in-
centives, and abstained from reversing liberal-
ization and other reforms. Unlike other countries
that experienced financial crises during the
1990s, Russia overcame the 1998 crisis quickly
and without international financial assistance. In
mid-2000, the Kasyanov government endorsed
a comprehensive medium-term program of pol-
icy and institutional reforms. Important reforms
have since been adopted, including those in
tax policy, urban land sales, the pension sys-
tem, the land code, and business deregulation.
Some, including tax reform, have been suc-
cessfully implemented.

The last three years have seen strong eco-
nomic performance. Good fiscal management,
large balance of payments surpluses, and an im-
pressive output recovery have been accompanied

by an improvement in business confidence and
a drastic reduction of barter and enterprise pay-
ment arrears. Poverty incidence has declined
sharply (from its peak in mid-1999 to 33 percent
by the end of 2000, according to official esti-
mates). The economy has been boosted by
higher world energy prices and improved com-
petitiveness of the non-oil export sector, thanks
to the 1998 devaluation. Political stability and a
broader consensus on reform have also played
significant roles. Russia has effectively moved
from a centrally planned to a market economy,
albeit with considerable distortions and weak
social services and safety net. Policy, institutional,
and ownership changes have gone too far to be
reversed.

Throughout this period, the Bank Group’s strate-
gic objectives were to ease Russia’s transition
from a planned to a market economy and help
avoid the human costs and geopolitical conse-
quences of a policy reversal by facilitating (a) the
restructuring of old enterprises, (b) the creation
of new enterprises, (¢) an improved environ-
ment for investment, and (d) reform of social
protection. The last was required because of the
budget crisis, to ease the restructuring of the old
enterprises, to help manage divested social as-
sets, and to target benefits to the poor. Later, the
Bank sought to help institute the rule of law, ef-
ficient public resource allocation, and improved
service delivery.



The Evolution

of Bank Group

Assistance

The Bank’s Goals

he Russian Federation officially joined the Bank on June 16, 1992, as an
upper-middle-income country on the basis of an estimated GNP per
capita of $3,830 for 1991.! In 1994, Russia was reclassified as a lower-

middle-income country, with a GNP per capita of $2,310. The Bank has de-
veloped nine annual country assistance strategies (CASs) or progress reports
since 1992 that have consistently stressed the country’s difficult initial conditions,
the severe constraints on reform, and the risks involved in providing devel-
opment assistance.? During FY93-01, the Bank’s lending commitment to Rus-
sia has averaged slightly more than US$1 billion a year—almost 0.4 percent
of current GDP and 10 percent of the capital expenditures of the consolidated

government.

Throughout this period, the Bank Group’s strate-
gic objectives were to ease Russia’s transition
from a planned to a market economy and help
avoid the human costs and geopolitical conse-
quences of a policy reversal by facilitating (a) the
restructuring of old enterprises, (b) the creation
of new enterprises, (¢) an improved environ-
ment for investment, and (d) reform of social
protection. The last was required because of the
budget crisis, to ease the restructuring of the old
enterprises, to help manage divested social as-
sets, and to target benefits to the poor. Later, the
Bank sought to help institute the rule of law, ef-

ficient public resource allocation, and improved
service delivery.

Early Phases

The “Approach” Phase

Bank assistance to Russia between 1990 and
2001 can be divided into five phases. The first was
an “approach” phase that began at the Houston
Economic Summit in July 1990, when the lead-
ers of the G-7 countries, with the agreement of
President Gorbacheyv, asked the IMF, the World
Bank, the Organisation for Economic Co-oper-
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ation and Development (OECD), and the EBRD
to undertake a joint study of the Soviet economy
(World Bank and others 1990 and OECD and
others 1991). The study was intended to provide
recommendations for reform, offer guidance to
external assistance providers, and prepare the So-
viet Union for membership in the international
financial institutions (IFIs).

In March 1991, even before the establishment
of a Moscow office in the fall, the Bank approved
a $30 million grant to finance a trust fund to
provide technical assistance (TA) and project
preparation. After the Soviet Union’s collapse, the
Bank reached a new agreement in December
1991 with what was now the Russian Federation
over a share ($13.5 million) of the original Tech-
nical Cooperation Agreement (TCA) grant. Ac-
cording to former government officials, however,
the advisory services financed by this trust fund
came too late to help in the preparation of the
Gaidar reform program and its initial imple-
mentation in early 1992.

The IMF and the Bank could not provide
quick-disbursing funds at short notice and before
membership (the Soviet Union applied for Bank
membership on July 1). Moreover, little bilat-
eral assistance was granted during the turbu-
lent period after the failed coup d’état in August
1991, the subsequent dissolution of the Soviet
Union, and the appointment of a reformist gov-
ernment in late 1991. The absence of external
support for Russia during this period has been
criticized by several reformers and observers
(see Sachs 1996; Aslund 1995, 2001).

The “Learning and Investing” Phase

This phase, from mid-1992 to mid-1995, began
with the Bank emphasizing analytical work and
staff-level inputs to policy discussions, particu-
larly on the MPP. Given the consensus of the
Bank’s main shareholders, it also embarked on
a rapid expansion of lending.? During the ensu-
ing three years, the portfolio swelled from almost
nil to a cumulative $4.6 billion.* Bank manage-

World Bank Gross Commitments,
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ment was reluctant to provide large-scale budget
support in the absence of a credible stabilization
and structural reform program. Still, in August
1992, at the request of the G-7 and in parallel with
the first IMF-supported program, the Bank ap-
proved a $600 million Rehabilitation I Loan with
virtually no conditionalities. However, Bank man-
agement held up Board submission of the Re-
habilitation II Loan until mid-1995, when a
number of trade reforms had been adopted and
a new Standby Arrangement provided an IMF seal
of approval for Russia’s macroeconomic man-
agement. During this period, the Bank lent for
17 investment and TA projects; and in support
of structural reforms (mostly in privatization), in-
stitutional development (including procurement,
employment services, pension payment admin-
istration, private and financial sector develop-
ment, land, agriculture, environment, housing,
and tax administration), and infrastructure re-
habilitation (including oil fields, highways, and
urban transport).

The “Consolidation” Phase

A high share (65 percent) of project commit-
ments experienced serious implementation prob-
lems (see table A.13), because Russia’s institutions
were not prepared to deal with the Bank’s fi-
nancial and administrative requirements.> Hence,
from mid-1995 to early-1996, the Bank made only
$27 million in new commitments to Russia. This
phase was marked by an intensification of su-
pervision efforts, the start of annual Country
Portfolio Performance Reviews (CPPRs), and
major project restructurings. Portfolio perform-
ance turned around by 1997. Within a declining
administrative budget, however, portfolio man-
agement work crowded out analytical and advi-
sory services.°

The “Renewed Lending” Phase

This phase began in March 1996, when the Bank
came under renewed pressure to lend after ap-
proval of the IMF’s $10.1 billion Extended Fi-
nancing Facility (EFF).” New commitments by the
Bank over the next two years amounted to $5.3
billion, much of it ($3.5 billion) for five quick-dis-
bursing adjustment operations. During the four
months before the July 1996 presidential elec-
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tions, the authorities moved forward with im-
portant decisions, and the Bank approved $1.4
billion for investment and TA projects (for en-
terprise housing divestment, capital market de-
velopment, legal reform, and medical
equipment) and $0.5 billion for a Coal Sectoral
Adjustment Loan (Coal SECAL I). This phase
also signaled enhanced attention to the social
Sectors.

Until early 1997, the Bank had not taken part
in the high-level discussions between the gov-
ernment and the IMF on the structural reform
agenda. Its contribution had been indirect,
through economic and sector work (ESW) and
background inputs to the IMF. In March 1997, the
new government led by Prime Minister Cher-
nomyrdin appointed key reformers as deputy
prime ministers. The Bank perceived a new win-
dow of opportunity and through December ap-
proved loans for an additional $3.4 billion. Of this
amount, $3.0 billion was the first installment on
a multiyear program of expanded adjustment
lending ($1.2-$2 billion annually) to support
stabilization and tax reform; elimination of
budget arrears; transparent case-by-case priva-
tizations; pricing reforms and competitive re-
structurings in power, natural gas, and railways;
banking reform (Structural Adjustment Loans
[SALs] I'and II); social protection reform (Social
Protection Adjustment Loan [SPAL]); and fur-
ther coal sector reform (Coal SECAL II).

The 1997 CAS called for the Bank Group to
move forward more aggressively with policy ad-
vice, technical assistance, and financial instru-
ments to support private sector investments in
natural resources, manufacturing, banking, and
consumer industries. The IFC increased its gross
investment approvals in Russia to more than
$200 million. Demand for MIGA’s political risk
coverage also rose. With a gross exposure out-
standing of about $260 million, Russia is today
MIGA’s fourth-largest client.

The 1997 CAS also placed great emphasis on
regional infrastructure projects (water and san-
itation, district heating, urban transport, and
highway rehabilitation). Providing assistance to
the regions had become popular among donors
in the mid- and late 1990s. Subnational units
were expected to compete for externally funded
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projects, based on their interest and commitment
to reform. Support for environmental activities,
including through the Global Environment Fa-
cility (GEF), was highlighted. Finally, the strategy
called for selective Bank assistance to high-pri-
ority institution-building programs (including
legal reform, financial sector development, and
science and technology).

Until the ripple effects of the 1997 East Asia
financial crisis began to be felt in Russia toward
the end of that year, quick-disbursing loans were
not needed for balance of payments support, be-
cause the current account had always been in
surplus and the ruble was appreciating in real
terms. The emphasis given to adjustment lend-
ing was justified by the Bank as necessary to
focus government attention on the longer-term
reforms. But, apart from a handful of reformers
in the government, commitment to the reform
agenda of the SALs and SPAL was negligible. The
loan conditions were mild and mostly tied to
preparatory reform steps, such as submission of
legislation to the Duma, rather than adoption of
legislation, enforcement, and implementation.

Reform efforts began to slow down early in the
summer of 1997, following the first signs of sta-
bilization (Gaidar 1999). Yet, at the end of 1997,
at the behest of the international community, the
Bank increased the size of the SAL IT and the Coal
SECAL II, with substantial front-loading of dis-
bursements.

The “Crisis and Recovery” Phase

In April 1998, the appointment of a new prime
minister with a reformist track record and the im-
pending financial crisis offered the Bank an un-
precedented opportunity to influence the reform
agenda. At the same time, the Bank was called
upon by its major shareholders to contribute
around $6 billion, much of it in quick-disbursing
funds, to the July 1998 international emergency
financial package aimed at counteracting the
growing lack of confidence in the ruble. The
Bank responded by accelerating the processing
of the $1.5 billion SALIII already in the pipeline,
but this time insisted on multi-tranching, back-
loading of disbursements, and stronger condi-
tions that included actual passage of reform
legislation by the Duma. As it turned out, dis-

bursements under the SAL III were limited to a
first tranche of $300 million and, following re-
structuring of the loan in mid-1999, a smaller
tranche of $100 million.

The 1998 crisis derailed the Bank’s assistance
strategy and adversely affected many projects,
both directly, as in the case of banking sector op-
erations, and indirectly, through the reduced
ability of many beneficiaries—especially at the
local level—to repay subloans extended by the
Ministry of Finance (MOF). Through mid-1999,
the Bank focused on understanding the social
fallout from the crisis (for example, food and
pharmaceutical needs, energy system break-
downs, supplies to the far north) and preparing
a new program of support for those hit hardest.
It assessed the damage to the financial sector,
provided advice, and mobilized technical assis-
tance in this area. It also engaged almost im-
mediately with the new Primakov government in
an intensive and high-level dialogue on structural
policy. This dialogue was continued through
mid-1999 and, with the added leverage offered
by the restructuring of the adjustment loans
(SAL 1II, Coal SECAL II, and SPAL), contributed
to improved macroeconomic management and
a strengthened linkage between reform progress
and future disbursements. The Bank also took
steps to protect the projects’ special accounts in
troubled banks, made the CPPRs a biannual
event, and worked with government officials on
restructuring the portfolio.

After the crisis subsided, new Bank lending
was held back because of slow progress in the
implementation of agreed reforms and in the
preparation of new projects to higher standards
(as agreed under the CPPR process). Lending was
also restrained by the new government’s deter-
mination to formulate and reach a broader in-
ternal consensus on a new medium-term reform
program, and because the country’s balance of
payments and fiscal positions had improved. A
$400 million Highway Rehabilitation and Main-
tenance Project (HRMP II) was approved at the
end of 1998 (to signal the Bank’s determination
to remain engaged), but it never became effec-
tive. New commitments from January 1999
through June 2001 amounted to only $614 mil-
lion, with no new adjustment loan. About $2.8



Table 2.1

THE EVOLUTION OF BANK GROUP ASSISTANCE

World Bank Commitments (US$ million)

Fiscal year
1992-95 1996 1997 1998 1999 2000 2001 Cancelled Total
Rehabilitation loans 1,200 0 0 0 0 0 0 0 1,200
SALs 0 500 1,400 1,600 1,500 0 0 1,100 3,900
Qil, gas, and energy 1,180 528 40 0 0 0 85 352 981
Social sectors 110 470 137 29 0 0 130 120 755
PSD/FSD/infrastructure 1,519 763 216 0 400 0 182 1,069 2,012
Agriculture/environ. 529 80 0 0 0 60 226 118 777
Econ. public sector mgt. 70 21 58 0 30 30 0 2 195
Total 4,608 1,899 1,816 1,629 1,930 90 624 2,761 9,834
Memo: disbursements 729 981 2,086 2,172 657 606 605 7,836

Note: The two Coal SECALs and the SPAL are in the SAL category.

billion of commitments were cancelled, includ-
ing two lapsed loans (the Enterprise Restruc-
turing Services Project in August 1998 and the
HRMP II Project in September 1999) and the
large residual balances of the SALIII ($1.1 billion
in August 2000).% The crisis also affected MIGA’s
portfolio by causing some investors to cancel or
reduce MIGA coverage.

The assistance strategy for the Bank Group
since 1999 has centered on support for (a) pub-
lic administration reform and reduction of cor-
ruption; (b) budget management, tax collection,
and federal-regional fiscal relations; (¢) im-
provements in the business environment; (d) pri-
vate sector investments, including through partial
risk guarantees and equity participation; and (e)
rehabilitation of the education and health sys-
tems and efforts to address health crises, such
as tuberculosis (TB) and acquired immune de-
ficiency syndrome (AIDS). The analytical and
advisory (AAA) role of the Bank Group has re-

ceived more emphasis—particularly in how to
improve governance. The CAS documents
stressed that Russia’s transition will be a long
process, and therefore a correspondingly long-
term operational engagement was needed.

Since early 2000, in response to stronger Russ-
ian ownership of the reform agenda, the Bank
has approved new technical assistance, invest-
ment, and guarantee operations to improve pub-
lic sector management (statistical system,
regional fiscal management, forestry manage-
ment), private investors’ incentives in forestry
and coal, basic public services (municipal water,
wastewater, and heating; urban transport; edu-
cation reform; AIDS and TB), and social devel-
opment (in the north) and environmental
concerns (with a grant to end production of
ozone-depleting substances). The government
and the Bank have also agreed to intensify their
policy dialogue, although there has been no de-
mand for adjustment lending.






Bank Products

and Services

Analytical and Advisory Services

he 1990 joint study (OECD and others 1991) identified the transition
challenges and laid out a quick and radical approach to macroeco-
nomic, price, and structural reform, based on political economy con-
siderations and the transition experience of other economies. The study
stressed the need to achieve both macroeconomic stabilization and price lib-
eralization before introducing other reforms—such as privatization, and in-
stitutional and legal reforms—that would take much longer to implement. Much
of the Bank’s early advice and assistance was informed by the joint study, but
the elusive stabilization and the slow pace of structural reforms soon presented

the Bank with a new challenge.

In general, Bank studies have been highly re-
garded both inside and outside Russia, offering
sound diagnoses and advice (box 3.1). Beginning
in 1995, however, the Bank gave only secondary
priority to ESW and did not disseminate its find-
ings to a wider audience.! Most studies were pub-
lished as research papers or working papers. No
comprehensive formal country economic report
was produced after April 1996. Until 2000, the
government was not interested in Bank studies on
the expenditure side of the budget or financial ac-
countability. Important exceptions were studies
of coal subsidies, intergovernmental fiscal rela-
tions, and tax administration. Between 1997 and
2000, the Bank produced formal sector reports
only on the nexus of energy and the environ-

ment, education, and poverty and inequality.
Knowledge about other sectors exists among staff,
but OED found that only a small number of gov-
ernment officials and advisers had a good grasp
of the Bank’s current views on reform.?

Thanks to project funding or donors’ trust
funds, Bank staff and consultants have provided
significant technical advice, but the policy dia-
logue was very limited through 1996. The Bank’s
advisory role expanded from the coal sector in
1996 to economy-wide issues in 1997-98, with
an impact evident since 1999. The World Bank
Institute’s training activities—which the CAE did
not attempt to evaluate—have reached about
2,150 trainers, 10,000 professionals, and 200
training institutions (see Annex 13).
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As of mid-2001, panel reviewers for the
Bank’s Quality Assurance Group (QAG) had
evaluated five ESW tasks on Russia, finding one
of them highly satisfactory (the nonpayment
study) and three satisfactory. They found the en-
ergy and environmental review “marginal” be-
cause of a lack of original analysis, weak
presentation, too broad a scope at the con-
ceptual stage, and little evidence of Russian
input and of response to inputs from the peer
reviewer or networks. In addition, the Making
Transition Work for Everyone regional study
(World Bank 2000c¢) was also rated highly sat-
isfactory. It updated and supplemented vari-
ous studies on poverty, highlighted the very
negative consequences of Russia’s transition
for poverty and inequality, was well written,
candid on difficult issues, and timely.

The Foreign Investment Advisory Service
(FIAS) of the Bank Group has carried out several
assignments in Russia. During the 1991-93 pe-
riod, it offered advice on improving the business
climate and the institutional structure for regu-
lating FDI. In later years, it advised federal au-
thorities on successive versions of the foreign
investment law and on investment-related is-

sues for World Trade Organization (WTO) ac-
cession, and worked with Novgorod Oblast on
investment promotion. Since 2000, it has been
assisting the central government and several
oblasts by carrying out a series of studies of ad-
ministrative barriers to investment. At the re-
gional level, Novgorod Oblast acted on most of
the FIAS recommendations and improved its
risk rating among the oblasts from tenth to sec-
ond.? FIAS’s earlier efforts at the federal level had
relatively little impact until recently. Political op-
position to the recommended reforms has
blocked progress, and many of the problems
identified in the early 1990s continue to dis-
courage investments today.

In October 2000, MIGA launched an initiative
called PrivatizationLink Russia in partnership
with the Canadian International Development
Agency (CIDA) and Russian government agen-
cies. The initiative was designed to reduce trans-
action costs and to provide easy, cost-free,
transparent online access to information on pri-
vatization for investors around the world. This
initiative is raising awareness about investment
opportunities, but it would be premature to as-
sess its impact at this early stage.

Good Analytical and Advisory Services

Transport. The diagnoses and solutions of a 1993 sector study
were comprehensive and well articulated. The report covered
all subsectors and included excellent chapters on their economic
and financial performance and institutional framework. Its rec-
ommendations were practical and articulated for the short,
medium, and long term. The study presented the basis for the in-
stitutional and policy objectives of Bank-funded transport proj-
ects and the SAL transport components. It was also discussed
atseveral national and international seminars. A 1998 update was
also well focused and practical, but was issued just two months
hefore the financial crisis and had little impact.

Coal. The Bank's first economic report on Russia in September
1992 accurately captured the main problems of the coal sector,
which was operated by a monopoly and was characterized by
massive cross-subsidization between high- and low-cost mines.

Although coal subsidies reached 1 percent of GDP in 1993 and
1994, the retrenchment of the sector was driven by loss of mar-
kets and the failure of many users to pay their bills, but was ad
hoc, chaotic, and politically explosive. In 1993-94, the Bank
joined with the government to analyze the sector’s problems re-
gion by region, and considered the prospects for affected mine
workers and their communities. The study was the basis of a suc-
cessful restructuring program supported by the two SECALs.

Nonpayment study (a version of which was published in Pinto,
Drebentsov, and Morozov 2000). A QAG review panel found this
study very good on all criteria (relevance, internal quality, pres-
entation, and likely impact). By the time it was presented in
1999, however, Russian economists already had a good under-
standing of the issue, and the problem of nonpayment was
decreasing.



Bank Lending Trends
As of the end of June 2001, the Bank had made
gross loan commitments to Russia amounting to
$12.6 billion for 55 projects. On two occasions,
responding to worsening portfolio performance,
the Bank and the government restructured cer-
tain projects. In the period FY95-98, loans and
loan components amounting to $315 million
were cancelled. In FY99-01, $2.4 billion was can-
celled, including the balance ($1.1 billion) of
the SAL IIT and the full $400 million of HRMP I1.
The cumulative commitment net of cancella-
tions amounted to $9.8 billion. Disbursements
have totaled $7.8 billion, of which $2.8 billion was
for investment or TA projects and $5 billion for
balance of payments and budgetary support.
Thus, undisbursed commitments at the end of
June 2001 amounted to $1.9 billion. Annual gross
commitments have averaged $1.3 billion and
disbursements $0.8 billion, ranging from $1.9
billion in FY99 to $0.09 billion in FY00. The dis-
bursement ratio, which measures disbursements
against the previous year’s undisbursed balance,
ranged from a low of 1.3 percent in 1994 to a high
of 20 percent in 1998, largely thanks to dis-
bursement of adjustment loan tranches.

Figure 3.1
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The composition of the Bank’s lending dif-
fered substantially between the first and second
half of the decade (see figure 3.1). In FY92-96,
Bank funding ($6.5 billion) went to rehabilitation
and investment operations in many sectors, with
alarge presence in the energy sector (mainly oil
and gas). Assistance in later years ($6.0 billion)
was dominated (90 percent of all new commit-
ments) by adjustment operations and compan-
ion TA loans.

Closed Project Performance

As of the end of June 2001, OED had evaluated
15 projects (including the TCA grant) with a
total commitment value of $5.1 billion. Seven
projects were rated satisfactory for outcome,
while six were rated substantial in terms of in-
stitutional development (ID) impact. A starker
picture emerges in terms of commitments, as
only 28 percent of Bank lending in closed op-
erations was rated satisfactory for outcome and
16 percent was rated substantial for ID impact.?
When the 1997 adjustment loans are excluded,
7 of the 11 closed projects (64 percent) and 57
percent of net commitments received a satis-
factory outcome rating. Reflecting the irre-

Sectoral Composition of New Lending

Sector distribution by commitment,
1997-01 ($6.0 billion)
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Table 3.1

versibility of most of the policy and institutional
changes, sustainability was rated likely in 67 per-
cent of projects and 78 percent of commitments.
Except for sustainability, though, Russia’s per-
formance has been well below that of compara-
tors as well as Bankwide and ECA averages (see
table 3.1). The ECA Region’s overall assessment
of closed project outcomes differs fundamentally
from OED’s.

Among the 15 closed projects, OED rated only
9 satisfactory for Bank performance at appraisal
and during supervision.® The long average lag of
nine months between approval and effective-
ness and the high number of restructurings (13
projects) are largely explained by the inadequa-
cies of the operating environment and weak do-
mestic ownership of project objectives.

IFC and MIGA Interventions

A parallel evaluation of IFC assistance by the
Operations Evaluation Group (OEG) concluded
that the results of its mature TA operations were
impressive. It gave satisfactory ratings for the
development contributions of all IFC privatiza-
tion and post-privatization TA projects, but to less
than half of its other TA activities (sector re-
views, project identification, and project prepa-
ration). Weighting these operations by their

costs, the OEG rated 96 percent of IFC operations
as satisfactory. The IFC’s privatization efforts,
which contributed significantly to, among other
things, the transfer of most small enterprises in
the country to private hands and created mo-
mentum for the overall privatization program,
were particularly successful.

The IFC’s investments in Russia were limited
by the high-risk environment and by a corporate
decision to leave the EBRD to provide the bulk
of IFI financing to the private sector. The IFC’s
commitments for its own account (that is, ex-
cluding B loans for the account of participants)
totaled $0.5 billion. Roughly 20 percent was for
financial institutions and investment funds. The
results of the IFC’s mature investments have
been disappointing. Only 35 percent yielded sat-
isfactory or better development outcomes (48
percent weighted by disbursements), and only
20 percent yielded satisfactory investment out-
comes for the IFC (33 percent weighted). These
results are significantly worse than the IFC’s per-
formance worldwide and elsewhere in Eastern
Europe and the former Soviet Union, but were
broadly in line with EBRD experience in Russia
(see Annex 9). On a net basis, before deducting
administrative expenses, the IFC lost $37 million
on its lending and equity investment operations

OED Evaluation Ratings of Bank Projects

Substantial Satisfactory
Net institutional Bank
Number commitment Satisfactory Likely development = performance
of (US$ outcome sustainability impact at appraisal
projects millions) (percent) (percent) (percent) (percent)
Russian Federation 15 5,094 28 78 16 50
Brazil 51 6,545 88 70 51 70
China 52 6,958 87 83 72 84
Hungary 15 1,422 95 91 51 94
Poland 14 1,820 82 89 76 99
Mexico 28 2,542 79 67 40 84
Region/Bankwide
ECA 115 11,427 85 75 44 83
Bankwide 1,070 88,492 79 60 39 73




from 1993 through the second quarter of FY02.
After deducting $63 million of administrative ex-
penses (including $29 million for advisory and
TA operations), the IFC’s operations in Russia
made a net negative contribution of $100 million
to the IFC’s profitability during this period. These
costs and losses had to be covered by cross-sub-
sidies from the IFC’s operations elsewhere.
According to a desk review by its Operations
Evaluation Unit (OEU), MIGA’s guarantee pro-
gram prudently and selectively met demands
from private foreign investors for political risk
insurance. As a result, MIGA has not suffered any
losses in Russia, which is ranked in the top five
countries in the agency’s portfolio. Before the
outbreak of the financial crisis, MIGA covered
transfer risks but did not offer coverage for cur-
rency convertibility. Stop-loss limits and rein-
surance were employed to manage the agency’s
net exposure in Russia. MIGA continued to sup-
port projects after the country’s default on for-
eign debt. Although there was relatively low
demand for MIGA’s products, its $549 million in
coverage issued for 18 projects—mainly in
agribusiness, food processing and beverages,
finance, and extractive industries—nonetheless

BANK PRODUCTS AND SERVICES

facilitated an estimated $1.3 billion FDI in Rus-
sia (see Annex 12) that could have been ad-
versely affected by the moratorium. In
investment services, the Web-based Privatiza-
tionLink Russia was launched in October 2000,
providing important and timely information to
potential foreign investors.

Portfolio Management
In the mid-1990s, once it became evident that
many operations had not met the Bank’s stan-
dard quality-at-entry requirements, the Bank
and the government developed the CPPR process
with a strong focus on performance and a will-
ingness to discuss problems and take remedial
action, including major project restructuring
and cancellations. A number of shortcomings
were identified, such as excessive delays in es-
tablishing implementation units and in finalizing
subsidiary loan agreements and procurement
documentation. A subsequent tightening of readi-
ness requirements led to a slowdown in new
project lending after 1997.

Since 1997, internal QAG panels have as-
sessed 10 projects for quality at entry. They
rated the Coal SECALII (see box 3.3) and Elec-

IFC Country Program Strengths

and Weaknesses

Strengths:

Weaknesses:

e Strategic priorities were relevant and well aligned with coun- e Ramp-up of investment operations in 1995-98 ahead of sig-

try needs and the IFC's capabilities.

Active pursuit of all strategic priorities, with consistently
sound execution of TA operations.

Unprecedented country-level scale of TA operations, region-
ally focused for strategic impact.

Satisfactory or better outcomes for 96 percent of TA projects
(weighted by value), major impacts.

Nimble adjustment to evolved country needs and opportunities.
Effective refocus on supervision follow-up in the wake of the
1998 crisis.

Application of lessons learned in new investments, drawing
from early lessons.

Substantial expansion of investment approvals in 2001 in re-
sponse to improving conditions.

nificant reforms—uwith high droppage/cancellation rates and
disappointing development and investment results.

Mainly as a result of the crisis, Russia operations were a net
drain on the IFC’s profitability.

¢ The IFC yielded to pressure to make investment commitments

in the hostile and unfamiliar business environment and, in
some cases, lowered its standards and took risks that could
not be mitigated.

IFC strategies recognized the importance of developing SMEs,
but it did not succeed in developing a sustainable wholesale
intermediation channel that could be scaled up.
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Coal Sector Restructuring—

Best Practice Bank-Supported Project

The Coal SECAL Il Project was highly praised by a QAG review
panel and the authors of the CAE background evaluations, despite
the need for restructuring after the financial crisis and delays in
meeting loan conditions. Its key achievements have been the
sharp reduction and reorientation of budget subsidies to ration-
alization and downsizing rather than to inefficient production, the
breakup of the coal monopoly, transparent privatization of viable
coal mines, and enhanced public expenditure tracking and con-
trols. There are several reasons for this project’s success:

¢ The government had already worked on the design of the re-
structuring program with help from the British Know How
Fund before the Bank's involvement.

e The Coal SECAL | was designed on the basis of a solid sec-
tor report (see box 3.1).

¢ The project was preceded by extensive consultations with
stakeholders.

The environmental and social aspects were addressed by
specialists.

Concrete progress had already been made in restructuring the
coal sector hefore the project’s approval.

The project’s objectives were closely linked to the CAS.
The project’s design was technically sound, reflected the
lessons from the Coal SECAL I, and allowed the Bank to
strengthen the hand of the reformers in government at key, del-
icate moments during its implementation.

A companion project (Coal IAP) providing implementation TA
effectively complemented the adjustment loan.

The short appraisal period and the quick disbursement of the
first tranche reflected the skill of the task team, the respon-
sive management review system (at all levels), and prior
knowledge.

tricity Sector Reform Projects highly satisfac-
tory and best practice (although the latter was
to suffer severe implementation problems), and
rated the St. Petersburg Rehabilitation, Electric
Sector Reform, Bureau of Economic Analysis,
SPAL, SAL I, SAL II, and the HRMP Projects sat-
isfactory. The Health Reform Pilot and SAL III
Projects were rated as marginal. Of the 15 proj-
ects assessed for quality of supervision, the
Legal Reform and Komi Projects were rated as
highly satisfactory and best practice, 13 other
projects were rated satisfactory, and none was
rated marginal.”

The percentage of projects at risk (according
to QAG and Bank supervision reports) peaked at
65 percent (68 percent by commitment) in FY96
and at 68 percent (92 percent by commitment) in
FY99. In both cases, intensive supervision, re-
structuring, and cancellations succeeded in im-
proving the portfolio. By June 2001, projects and
commitments at risk had been reduced to 24 per-
cent and actual problem projects to 9 percent (6
percent by commitment) of 34 active projects
($3.8 billion).® These figures, however, remained
higher than those for comparators and Bank-
wide and ECA averages. The high disconnect be-

tween OED ratings at completion and Bank su-
pervision ratings at exit (35 percent for the Rus-
sia portfolio, compared with 6 percent for ECA and
10 percent Bankwide) points to the possibility of
strong upward bias in self-evaluation (see table
A.5). Moreover, project implementation remains
problematic, as suggested by relatively poor in-
dicators for project age and disbursement.

Project Implementation Units (PIUs)

In 1995, faced with unsatisfactory portfolio per-
formance, lack of clarity about whether min-
istries could legally enter into contracts for goods
and services, and scarcity of skilled staff among
Russia’s underpaid civil servants, the MOF pro-
posed, and the Bank agreed, to carry out im-
plementation through independent legal entities
established as non-commercial foundations. The
foundations are overseen either by management
boards with government representation or by in-
terministerial committees. Bank loans have fi-
nanced 100 percent of most PIUs’ operating
costs, including salaries in line with private sec-
tor norms, which drew criticism from Russia’s
Chamber of Accounts (COA) (Annex 14). In
some cases, Bank objections to high salaries
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Views

of Portfolio Management

The views shared with the CAE February 2001 mission by the MOF
officials directly responsible for overseeing the Bank's activi-
ties included some critical ones regarding the efficiency of the
Bank's project preparation and management (for more on the gov-
ernment’s views, see Annex 11):

e While hurried preparation often causes delays and problems
with the implementation of projects, sometimes these are
caused by the need to address complex institutional changes.

o Staff from both sides lack incentives to work expeditiously
and deliver on time.

¢ Russian staff are not always performing adequately, notably
when it concerns accepting a high degree of responsibility.

Bank staff, however, do not always show a proactive ap-
proach to solve management and ownership issues, often
leaving problem solving entirely to the Russian side.
Russian bureaucracy is often matched by that of the Bank,
which is relatively slow in providing “no-objections” or
“clearances.”

The professional quality of Bank staff is uneven.

Since the interministerial committee for Russia and the Bank
is difficult to convene and is also not the right body to deal
with details of project preparation and implementation, a
working-level group of government and Bank officials needs
strengthening to ensure communication and cooperation on
an ongoing basis.

have triggered corrective actions by the man-
agement boards.

In late 2000, the MOF raised the possibility of
transferring implementation responsibilities from
the foundations to individual ministries. The Bank
welcomed further discussions on this issue, but ad-
vised that such a transfer would require loan
amendments and new formal agreements. The
Bank and the MOF are currently exploring realis-
tic alternative options. Meanwhile, the MOF has
assigned new projects to the best existing PIUs on
a competitive basis, rather than creating new ones.

Cost-Effectiveness
In the 1990s, the Bank’s annual average admin-
istrative budget devoted to Russia was around
$11.2 million in constant 2001 prices—compa-
rable to that for Brazil. It exceeded substantially
what would have been allocated on the stan-
dard country norm until the mid-1990s. Since
then, aside from the rebound associated with the
Bank’s internal Strategic Compact, the country
budget was reduced, given Bankwide budget
pressures and the maturity of the program. The
highest amount ($14.1 million) was in FY94, the
lowest (9.6 million annually) in FY96 and FY97.
Following a 15 percent increase in FY98, the
budget declined in FY99 and FY0O0 before rising
to $9.7 million in 2001 (see table A.11).

AAA experienced especially deep cuts be-

tween FY93-95 and FY95-97, by 75 percent (to
20 percent of Bank resources). In an environment
of rapidly expanding lending, mounting portfo-
lio problems, and constrained budgets, Bank
management gave priority to project preparation
and supervision. Spending on ESW almost dou-
bled between FY98 and FYO1, reaching 30 per-
cent of the country program budget. Successive
country directors have commented on the in-
adequacy of the resources for AAA, in light of the
complexity of the transition challenge.

Lending preparation costs also declined
markedly in real terms (22 percent per project and
39 percent per commitment) between FY92-96
and FY97-2001 and have been considerably lower
on a per commitment basis than for most com-
parators. Meanwhile, supervision intensity in-
creased by more than threefold on a per
commitment basis, reflecting the stronger efforts
to improve portfolio performance in FY97 and
again in FY99-00. While supervision intensity re-
mains in the middle of the range for comparators
on a commitment basis, it is considerably higher
on a per project basis. This pattern is due to the
late 1990s concentration on a few large adjustment
loans with complex supervision requirements.
When program costs are related only to commit-
ments rated satisfactory for closed and ongoing
projects, the cost-effectiveness of Bank assistance
to Russia is very low (see table A.12).
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Decentralization of Bank Operations

To make its assistance more effective, the Bank
posted the country director to the field in 1997
and transferred more operational responsibilities
to the field office. The main goals were to im-

prove the policy dialogue and operational ef-
fectiveness and reduce supervision costs by del-
egating task management responsibilities to local
professionals. Both goals have been substan-
tially achieved.?



Development
Impact

Private Sector Development

n the key reform areas of private sector development (PSD),! the 1990 joint
study (World Bank and others 1990) recommended clarification and legal
protection of property rights as a necessary first step. The study also rec-
ommended a flexible approach to privatization tailored to the type of activity
and size of the enterprise, making use of the advantages of both “giveaway”
and commercial methods of privatization. Revenues from the latter method

were expected to help cover some of the costs of economic reform.

Demonopolization and the enforcement of hard
budget constraints were noted as crucial meas-
ures for the restructuring of existing enterprises,
the transfer of underused assets to new enter-
prises, and increased competition. An effective
legislative and judicial basis, institutional capac-
ity, and political commitment to the rule of law,
corporate governance, and competition policy
were also viewed as urgent. The study’s priorities
reflected the broad consensus on these funda-
mental issues among government reformers, the
academic community, and IFI officials. The study,
however, gave insufficient emphasis to public
governance and bureaucratic harassment issues,
which proved central to the investment climate
and the entry and growth of new enterprises.
Throughout the decade, the Bank Group’s
sector assistance strategy was to focus on insti-
tutional development and policy reforms for
competition; enterprise restructuring; rule of

law; financial, land, and housing markets; and re-
duction of bureaucratic harassment and of the
tax burden on enterprises. The Bank Group cor-
rectly aimed at facilitating privatization and at fos-
tering an enabling environment, with extensive
analytical work, policy advice, TA grants (in-
cluding donor-funded programs managed by
the IFC), hybrid loans combining TA and credit
lines (almost $1 billion of commitments under
the Privatization Implementation Assistance Loan
(PIAL), the Financial Institutions Development
project (FIDP), the Enterprise Support project
(ESP), the Capital Market Development project
(CMDP), the Enterprise Housing Divestiture
project (EHDP), the lapsed Enterprise Restruc-
turing Services projects, and quick-disbursing
loans (two Rehabilitation loans and three SALs).

Beginning in late 1991, Bank staff played a sig-
nificant role (together with United States Agency
for International Development [USAID]-funded
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consultants) in the operational design of the
MPP, whose implementation was mostly funded
by other donors, especially USAID, the EBRD,
and the European Union (EU). The IFC also
helped conduct 1,100 auctions in 5 regions. Al-
ternative strategies that included breaking up en-
terprises before privatization were considered,
but the reformers regarded all such schemes as
unacceptably slow and complex (see Annex 7).

The IFC also played an important role in
small-scale privatization. In April 1992, in Nizhny
Novgorod Oblast, the IFC conducted Russia’s
first privatization auction of small-scale enter-
prises. The central government gave its ap-
proval to the process a few months later, and
the IFC then took steps to extend it to truck-
ing (see box 4.1) and farming and to replicate
it on a national scale. By the end of 1993, vir-
tually all small-scale enterprises in Nizhny Nov-
gorod had been privatized. The IFC approach
emphasized fair and open auctions. Where the
IFC was involved only indirectly, many cities
sold their small businesses through commercial
tenders rather than auctions, and some

arranged noncompetitive sales or outright trans-
fers to managers and workers. Regardless of
the manner of privatization, however, various
surveys of privatized small businesses have
found evidence of major industry restructuring,
higher profitability, lower prices, and better
products and services (IFC 1994; Barberis and
others 1996).

Overall, Russia made significant progress in
terms of divesting state-owned enterprises. How-
ever, little headway was made on transparency
of ownership and secondary redistribution of
property. Moreover, the LFS scheme, which the
Bank neither supported nor publicly opposed,
inflicted significant damage to the credibility of
the reform program. As a result, the privatization
program has slowed significantly since 1996, de-
spite the adoption in 1997 of a transparent frame-
work for case-by-case privatization.

Bank assistance for improving the enabling
environment had limited results through 1998,
with little progress in establishing a conducive pol-
icy and institutional framework for enterprise
restructuring, corporate governance, competi-

Trucking Privatization: A Bank Group

Success (FY93-94)

Both the government and the Bank considered privatization of
the oversized and badly managed regional trucking monopolies
to be an urgent priority. A request by the government of Nizhny
Novgoroed for IFC assistance in doing so provided the basis for
close collaboration between the IFC and the Bank. Thanks to sec-
tor work, Bank staff were able to gain the support of the federal
Ministry of Transport for privatization. Discussions among IFC
and Bank staff, oblast authorities, and trucking monopoly man-
agers and workers led to adoption of a scheme to auction 20 per-
cent of the regional fleet and thus create hundreds of small
transport businesses, and for the remaining 80 percent to be di-
vided among 42 new, medium-size trucking firms to be estab-
lished and privatized under the MPP (the October 1992 auction
was the first successful test of the vouchers distributed to all cit-
izens under the MPP). By July 1993, IFC-managed auctions in
Nizhny Novgorod had transferred more than 800 trucks to private
owners.

Source: OEG and IFC data.
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As it had done earlier for small-scale enterprises, the IFC then
sought to extend the truck privatization process nationwide by
distributing a privatization manual to regional officials, dis-
patching resident teams to nine other regions, and establishing
a unit to provide short-term advisory and technical assistance
to regional authorities elsewhere.

By 1995, competition had taken hold in Russian trucking, 88
percent of all automotive enterprises in Russia (including pas-
senger transport enterprises) were no longer government con-
trolled, all regions had completed or were carrying out
privatization of common-carrier trucking, and 70 percent of them
had used the Nizhny Novgorod model. In a follow-up IFC survey,
90 percent of the truck buyers in Nizhny Novgorod reported
being satisfied with their purchases, and only 29 percent reported
difficulty in earning a profit. None of the industrial enterprises
visited for the OEG evaluation of IFC assistance reported prob-
lems with truck transport.



tion, new entry, and private investment. However,
the Bank helped prepare legislation and establish
institutions conducive to PSD (e.g., the Anti-mo-
nopoly Commission, the Federal Energy Com-
mission). There also is evidence of success for the
Management and Financial Training project
(MFTP), and for the on-the-job training provided
under most Bank-funded projects. Finally, much
of the Bank’s advice during the last decade has
found its way into the current reform program.

Financial Sector Development?

In the late 1980s, an abrupt opening of the So-
viet financial system led to a rapid proliferation
of new financial institutions operated by sector
ministries, state and cooperative enterprises,
and private financial-industrial groups. The new
system, however, failed to provide prudential
regulation and effective supervision. Equity issues
were used primarily to establish control over
existing assets rather than to finance new in-
vestment. The emergence of a healthy, market-
oriented financial system was impeded by a weak
enterprise sector and by policy and institutional
weaknesses.> Among these were soft budget
constraints for both enterprises and banks; in-
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adequate accounting and reporting standards;
slow progress toward effective bank and capital
market supervision; weak definition and en-
forcement of property, shareholder, and credi-
tor rights; inadequate bank and corporate
governance; and lack of transparent and effec-
tive processes for dealing with failed banks.

In the 1990s, the Bank and other donors
sought to assist the authorities in promoting
the development of the financial system. The
Bank provided technical assistance to the CBR,
and to selected banks and capital market over-
sight agencies, in the form of information systems
hardware, credit lines, and policy advice through
the FIDP, the ESP, and the CMDP through loans
totaling $489 million (4 percent of total Bank
commitments for the decade). Other projects
dealing with environmental management and
housing divestiture also contained credit line
components. The three SALs included proposed
financial sector reforms. Only modest accom-
plishments could be attributed to these efforts
by 1998, when the financial crisis left virtually all
financial institutions insolvent. The monies avail-
able for strengthening bank supervision had
been left unused, and the credit lines saw only

Boosting Russia’s Comparative

Advantage

in Space Technology

The Sea Launch project is an international joint venture involv-
ing the Boeing Company (United States), Kvaerner Maritime
(Norway), Energia (Russia), and Yuzhnoye/Yushmash (Ukraine)
to manufacture and export rockets and launch systems. The
rockets are used to launch commercial satellites from a float-
ing platform in the middle of the Pacific. Convinced that this pri-
vate sector project could preserve thousands of skilled jobs in
Russia and Ukraine, the Bank decided in 1996 to support the Russ-
ian and Ukrainian portions of the project with a partial risk
guarantee.?

So far, nearly a dozen rockets have been manufactured and
exported, and there have been seven successful launches. The
risk prevention and mitigation mechanisms appear to be oper-
ating well. When problems have appeared, they have been
solved systemically, so that the government did not have to pay
any claim and all companies doing business in Russia—not
just Sea Launch—benefited from the rule of law. Another par-
tial guarantee project was approved by the Bank in September
2000 for the coal and forestry sectors and is expected to begin
operation soon.

a. The guarantees are designed to help local enterprises increase or resume production, boost exports, and retain or create employment, while strength-
ening governance and the rule of law. They support commercially viable, private transactions and unbundle risks so that private participants bear
100 percent of the commercial risk, while the government is responsible only for damages caused by its own actions. The government promises (a)
not to interfere with private transactions, (b) to solve problems that arise from unwarranted government interference, and (c) to pay compensation if
government interference causes harm to the covered enterprise. The Bank's role is that of a counter-guarantor. If the government fails to pay a le-
gitimate claim, the Bank pays and presents the government with a demand for reimbursement.

Source: Personal communication with, Sea Launch’s Task Manager, and supervision reports.
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modest demand and hardly any disbursement.
Little progress had been made in adopting in-
ternational accounting standards and in en-
couraging the entry of foreign banks.

The 1998 crisis kindled the authorities’inter-
est in receiving advice and technical assistance.
Since then, frequent joint missions of Bank and
IMF staff have focused on spurring reform and
enhancing coordination of the assistance of-
fered by the international community. A sys-
tematic effort has also been made to explain the
reforms to a broader range of parties and inter-
ests. With substantial input from the Bank and
the IMF, an Inter-Agency Coordinating Commit-
tee directed by the CBR, has drafted an agree-
ment for the provision of technical and financial
assistance by donors. Agreements have also been
reached on the restructuring of the FIDP (to
focus on bank supervision and drop its flawed
accreditation process), the ESP, and the CMDP.
Russia’s banks have to adopt international ac-
counting standards by 2004, and some have al-
ready done so. But many tasks remain on the
reform agenda, and the emergence of a growth-
supporting, stable, market-oriented financial sys-
tem remains uncertain.

Public Sector Management and Financial
Accountability*
Poor design and implementation of government
programs have been major problems since So-
viet times. Moreover, the rules developed dur-
ing that time were inadequate to deal with the
new realities of public sector management (PSM)
during the transition. This resulted in signifi-
cant negative effects on fiscal discipline, the ef-
fectiveness of public services, and the legitimacy
of public institutions. Moreover, as in most tran-
sition countries, the primary financial account-
ability institutions are still in their infancy. Much
remains to be done to achieve fiscal transparency,
estimation of implicit subsidies and contingent
liabilities, standard accounting practices, inde-
pendent assurance of the integrity of financial in-
formation, and legislative/public scrutiny of
government financial transactions.

With notable exceptions, the Bank paid little
attention to fiscal management, capacity build-
ing, good governance, and public financial ac-

countability (PFA) in Russia, in either analytical
studies or lending operations, until 1999. Bank
staff attribute that to (a) the paucity of reliable
information and analysis of Russia’s system of
government, (b) high turnover of senior and
middle-level administrators in the government,
and (¢) the reluctance, until recently, of Russian
officials to discuss such matters with the Bank.
Government officials, however, stressed the sec-
ondary priority that the Bank gave to these mat-
ters during the 1990s.

Bank ESW on public sector issues customar-
ily focused on intergovernmental finance in the
early and mid-1990s, and there have been sev-
eral Bank studies of tax-related issues, including
the administrative burden and harassment of
productive enterprises. However, Bank staff did
only preliminary work on management of gov-
ernment expenditures and civil service issues
because of resistance by the MOF. The resulting
knowledge gap had a negative impact on the
Bank’s ability to advise on how to revamp the
public sector.

The Rehabilitation Loans in 1992 and 1995
did not incorporate PSM issues, although the
Bank’s work to reform coal subsidies contributed
substantially to the broader debate about how to
improve controls on government expenditure.
The 1997 and 1998 SALs included requirements
for improving tax administration, budget man-
agement, and intergovernmental finance. Im-
plementation through 1999, however, fell short
of the agreed goals. The Bank approved six other
relevant sector loans (for $211 million) to support
project portfolio management and development,
the Bureau of Economic Analysis, tax adminis-
tration (closed, with a satisfactory outcome rat-
ing), statistical administration, and legal reform.
Supervision ratings are satisfactory, but it is too
early to assess the efficacy of these projects.

Since the 1998 financial crisis, the Bank has
placed stronger emphasis on capacity building,
especially in public administration, the judicial
system, revenue and expenditure management,
and financial accountability. The Bank prepared
position papers to assist the government’s de-
liberations on modernizing public administration.
Recent and ongoing ESW covers public invest-
ment, anti-corruption, and federal budget man-



agement, while other donors are funding re-
views of public expenditures in specific sectors.
To date, however, expenditure data inadequacies
have severely hampered these efforts. The Bank’s
proposed lending includes relevant projects on
treasury matters, regional fiscal reform, and cus-
toms reform.

Through the early and mid-1990s, the Bank’s
assistance was directed mainly at improving ac-
counting and auditing systems in the private
sector, where limited progress took place. The
Bank paid limited attention to checks and bal-
ances in the public sector. Neither the prepa-
ration of consolidated financial statements of the
government in accordance with generally ac-
cepted accounting principles, nor public ex-
penditure and internal control reviews, nor the
strengthening of capacity for an annual inde-
pendent public audit of government expendi-
tures were priorities, even when the Bank
provided large loans for general budget sup-
port, as in 1997.

The Bank, however, adhered to the Bankwide
fiduciary guidelines for project lending and, in
the wake of allegations of misuse of IMF re-
sources after the 1998 financial crisis, reviewed
all adjustment loan disbursements. Although
the Bank was satisfied that its funds were fully
accounted for and used in accordance with the
loan agreements, the authorities agreed to take
additional measures of control and reporting on
future disbursements. The Bank also attempted
to improve specific aspects of financial man-
agement and control in the public sector, such
as international competitive bidding on the in-
frastructure projects it funded and the devel-
opment of a new law on government
procurement in 1997. These efforts have yet to
yield visible results. Until early 2000, the COA,
the public sector’s chief audit institution, did not
take up an offer of Bank assistance for capacity
building, exchange of information, and dialogue
over the performance of Bank-funded projects
(see Annex 14 for a summary of COA reviews of
Bank projects that were shared with the Bank
only in February 2001). In the past two years,
Bank knowledge has been enhanced by a solid
Country Procurement Assessment, preparatory
work for a Country Financial Accountability As-
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sessment, and a review of standards and codes
by the IMF.

Social Protection

The Bank has viewed assistance for reform of so-
cial protection® programs as an important ele-
ment of its assistance strategy since the early
1990s. Its advice focused on improved targeting
of social assistance programs, enhancement of
institutional capability, redesign of the social se-
curity system, and modernization of the labor
code. The strategy has been implemented
through its ESW and the 1992 Employment Ser-
vices and Social Protection (ESSP) loan, the 1997
SPAL, the Coal SECALSs of 1996 and 1997, and the
1998 Social Protection Implementation Loan
(SPIL) of 1998. The three SALs also had social
components.

The ESSP was a TA loan intended to help deal
with the anticipated loss of jobs caused by en-
terprise restructuring. It also was intended to
help develop plans for reforming the pension
system and other aspects of the social safety net,
but the government was not prepared to address
these areas at a time when it had more pressing
concerns, such as stabilization and market policy
reforms. In the face of slow enterprise restruc-
turing and a two-year delay in implementation, the
objectives of the loan were changed to focus on
the introduction of active labor market programs
and on smoothing pension administration
through the procurement of computers for local
offices. The ESSP achieved these more modest ob-
jectives. The collection of taxes (including for the
pension fund) remained unsatisfactory through
1998 and resulted in arrears in pension benefits
and wage payments. Insufficient attention was
given to social assistance targeting, even as poverty
was increasing.

Bank lending for restructuring the coal mining
industry included highly relevant components to
ensure that wages and social protection benefits
were paid, that employment services were pro-
vided to displaced miners, and that social assets
were rehabilitated before being transferred from
mines to local governments. These projects were
highly effective in achieving the first objective, sub-
stantially effective in achieving the second, and dis-
appointing in meeting the third.®” Bank efforts to
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Bank Assistance for Gender Equality

“Feminization of Poverty” (World Bank 2000b) argues that the rise
in unemployment, the drop in average earnings, and the deteri-
oration of social services during the 1990s affected women
more severely than men. Male life expectancy, however, dete-
riorated more sharply than women'’s, with the gap widening
from 10 years in the late 1980s to 16 years in 1994 (it since has
fallen to 12 years). At the same time, the collection of data dis-
aggregated by gender declined in quality and coverage.

The Bank sponsored a number of studies and conferences on
the impact of the transition on women and their changing roles,

but never articulated an assistance strategy to deal with gender
issues. The 1997 Health Reform Pilot project included a compo-
nent targeted at women and children, and several components
of the SPAL package also benefited mostly women. Chief among
these were increases in minimum pension and unemployment
benefits. However, the Bank did not address other aspects of the
proposed pension reform (such as the funded second pillar, with
a close linkage of work earnings to retirement benefits) that
may have a more negative impact on women than on men. It
also did not address the issue of lower male life expectancy.
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improve the tracking of funds from the treasury
to the recipients were also successful.

The SPAL-SPIL package addressed several im-
portant reforms of the social protection struc-
ture. It focused government attention on the
complexity of pension reform, and on the need
for more effective targeting and for moderniz-
ing the labor laws. It helped increase minimum
pensions; eliminate pension arrears; strengthen
the financial status of the pension, child al-
lowance, and unemployment benefit programs;
and improve the targeting of many existing so-
cial benefits. SPAL conditions requiring the sub-
mission of pension and labor market laws to
the Duma were formally met, but these reforms
did not pass until 2001. Moreover, the project
lacked a strong implementation focus at the re-
gional level and ignored the important issues of
consumer subsidies and group privileges.

Since the SPAL’s closing in September 2000,
the Bank has remained engaged with timely
advice and technical assistance. Current
prospects for meeting the Bank’s objectives in
the sector appear greatly improved. Reflecting
a broad new consensus on pension and labor
market reform, the Duma is expected to ap-
prove new legislation in early 2002. Some as-
pects of the proposed reform (e.g., the fiscal
viability of the new pension system and the
readiness of the financial sector to get involved
in the funded pillar) still pose concerns, but im-
plementation rather than policy design has
come to the forefront. The Bank has also begun

working with the government on improving
the quality of household budget surveys and
poverty estimates.

Energy Sector

The energy sector® has a more important role in
Russia than in most countries. Oil, coal, and nat-
ural gas are among Russia’s main exports. Do-
mestic supplies of energy are critical for coping
with Russia’s harsh winters. And energy pro-
duction is a major cause of environmental degra-
dation. All of the energy subsectors faced similar
problems in the early 1990s: persistently low
prices, a poor regulatory framework, little com-
petition, and environmental failure. By accept-
ing nonpayment or barter for its output, the
energy sector funneled large subsidies to the
rest of the economy and allowed many enter-
prises to enjoy soft budget constraints. In addi-
tion, each subsector faced its own unique
circumstances and transition challenges.’

The Bank has been active in the energy sec-
tor from the very beginning of its work in Rus-
sia, taking advantage of windows of opportunity
in different subsectors and supporting those
emergency activities and reform programs for
which the government showed a clear sign of
ownership. Oil sector issues (production, pric-
ing, taxation, legislation to support joint ven-
tures, and investment requirements) were
important topics in the Bank’s first country eco-
nomic report in 1992 and in later CAS docu-
ments.'” However, the Bank gave only limited



attention to the linkages between energy pro-
duction and environmental sustainability. The
1994 coal sector report stands out as a high-
quality sector work (see also box 3.1). The Bank
has also had an active dialogue with the gov-
ernment on reform of the electric power sector.
The results of Bank assistance (including $2.6
billion in lending) to the sector have been mixed.
The outcome of the ongoing coal sector re-
structuring program (including $1.3 billion in
Bank lending) has been satisfactory. More than
70 percent of the least efficient mines have been
closed, more than 65 percent of production has
been privatized, and payments of wages and
benefits to miners are now on schedule (see
also box 3.2). A GEF project for reducing the con-
sumption of ozone-depleting substances (ODS)
was successfully implemented, as was the Komi
Emergency Oil Spill Recovery and Mitigation
project. A recently approved project in district
heating reflects the lessons learned from previ-
ous pilot interventions that had mixed success,
especially after the 1998 crisis weakened the fi-
nancial capabilities of local administrations.
Considerable progress has been made in re-
forming the electric power sector, as envisaged
under the SALs—more rational pricing since
1997, great improvement in cash collection since
2000, and a new resolve to demonopolize the in-
dustry since mid-2001. Moreover, cash collection
in the gas sector now exceeds 95 percent, a
more than fourfold increase over 1998. This
turnaround has had salutary implications for fis-
cal revenues and service delivery, in addition to
contributing to the reduction of arrears in other
sectors. The reforms since 2000 were under-
taken without any lending from the Bank, al-
though they benefited from earlier policy
dialogue with the Bank. The Bank also had made
sound proposals to restructure and bring more
transparency to the natural gas sector, suggest-
ing the breaking up of Gazprom into inde-
pendent production, transmission, and sales
companies to enhance competition. But a com-
prehensive restructuring plan for this sector re-
mains low on the government’s priority list. The
two completed oil rehabilitation projects con-
tributed to significant increases in production and
modest improvement in the taxation of the sec-
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tor. However, the outcome of both projects was
rated unsatisfactory by the Region and OED be-
cause of failure to make sufficient progress on
policy and institutional reform objectives.

Overall Impact of Bank Assistance"

The Bank set high standards for its assistance, re-
iterating in all CASs its end goals (consistent
with those announced in 1991 by President
Yeltsin) of promoting an environment conducive
to economic growth while protecting the poor
and vulnerable. Through 1998, the relevance of
the Bank’s operational objectives was substan-
tial when set against the complex challenges of
the transition, the fast-changing domestic and in-
ternational situation, and the Bank’s institutional
priorities. The efficacy of Bank assistance, how-
ever, was modest.

Through the mid-1990s, the Bank Group’s
main achievement was the changes in ownership
under the mass privatization program for
medium-size and large enterprises and under
the small-scale privatization program. Bank as-
sistance was also instrumental in counteracting
protectionist pressures and in setting up or sup-
porting various institutions, which were, how-
ever, only able to perform their functions to a
limited extent (e.g., employment services, pen-
sion administration, the Federal Energy Com-
mission, the Federal Securities Commission).
Other achievements were the limited introduc-
tion of competitive bidding in public procure-
ment and an increase in oil production.

At the core of the transition challenge, how-
ever, PSM and the incentive regime for private
sector development had not improved signifi-
cantly through 1998. Moreover, the results of
sectoral assistance were mostly disappointing, as
the preceding sections illustrate (see also An-
nexes 3, 4, and 5). The IFC’s contributions after
the mid-1990s had less of an impact than those
of earlier years. The tentative steps toward mak-
ing the regions the focus of assistance also had
limited success because of the absence of a
sound national environment in which competi-
tion among subnational units could lead to pos-
itive results.

Considering the overall poor development re-
sults as of mid-1998 and the large volume of lend-
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ing, the outcome of Bank assistance for the pe-
riod FY1992-98 (through June 1998) is rated un-
satisfactory and its impact on institutional
development is rated as modest.'? At the time of
the financial crisis, Russia’s fundamental changes
in enterprise ownership and in other structural re-
forms (e.g., price and trade liberalization) were not
likely to be reversed. However, the sustainability
of macroeconomic policy was highly unlikely.

In the three and a half years since the 1998 cri-
sis, however, the relevance and design of Bank
assistance have improved significantly, although
the slow pace of loan disbursements and delays
in new project effectiveness continue. Impor-
tant reform legislation has been successfully
adopted. Implementation of the reform program
has only started in a few areas, but its efficacy—
that is, its contribution to economic perform-
ance—has been substantial, aided by the
cumulative impact of earlier Bank efforts. By the
end of 2001, Bank assistance had helped im-
prove the incentive regime for sustained eco-

nomic growth, minimum pension benefits, the
targeting of social assistance programs, and the
restructuring of the coal sector. Most important,
the dialogue between the Bank and senior Russ-
ian policymakers on structural reform, which has
intensified since late 1998, played a major role in
helping the current government formulate its
program of market-oriented reform, good gov-
ernance, and social responsibility. These are solid
achievements.

Thus, the outcome of Bank assistance for the
period from mid-1998 to 2001 is rated satisfac-
tory and its institutional development impact is
deemed substantial. The economy remains vul-
nerable to external shocks, in particular to a sig-
nificant and prolonged drop in the price of oil.
However, Russia’s improved economic man-
agement; the heightened focus of Bank assis-
tance on results, institutional development, and
public sector management; and the broader
ownership of the reform program suggest that
satisfactory outcomes are likely to be sustained.



Contributions to
Effectiveness of
Bank Assistance

his evaluation confirms the crucial role of country ownership and do-
mestic capacity in determining the outcome of Bank assistance. It also
highlights the consequences of extraordinarily difficult initial condi-
tions and severe external shocks. Internal divisions within the government that
reflected the Russian electorate’s unease about the pace and direction of tran-
sition prevented the formulation and conduct of a coherent reform program,
although throughout the 1990s, Russia stayed the course in its economic and

social transformation.

Where consensus was achieved, it was tenuous,
given frequent changes at senior levels of gov-
ernment. The reformers, who were usually found
in core economic ministries, had clear goals and
programs. But they could not sway many line
ministries (energy and agriculture, for example)
to implement needed reforms. Long delays in de-
cisionmaking on Bank-funded projects were
common, reflecting differences within the gov-
ernment on how to use Bank funding and
whether the conditions attached to individual
loans were warranted. Furthermore, until the
spring of 1997, the Bank—unlike the IMF—was
not always perceived as a key interlocutor on pol-
icy matters.

Since 1999, the government has adopted
many of the macroeconomic policies and struc-
tural measures that the Bank had supported
since the early 1990s but that the reformers had
been unable to push through. Still, there con-

tinue to be long delays in the use of loan funds.
A call for closer scrutiny of borrowing for TA in
the president’s budget speech in 2001 was in-
terpreted by some government ministries as a
ban on such borrowing.! As a consequence, only
one of the six loans and one guarantee approved
since May 2000, all of which have TA compo-
nents, had become effective by the end of 2001
despite the government’s declarations of inter-
est.

It is difficult to construct plausible counter-
factuals in the case of such a complex program
as Russia’s, where much of what the Bank has
done responded to explicit shareholders’ ex-
pectations. The Bank had to organize itself
quickly and had to reassign and recruit a large
number of staff with the required skills.? Exter-
nal lending pressure and the high potential re-
wards of timely reforms induced overoptimistic
risk assessments and project designs. In rela-
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tion to its sectoral objectives, Bank perform-
ance has been mixed.> This section describes
how the Bank tackled difficult challenges and,
with the benefit of hindsight, identifies cases
where it might have been more appropriate to
adopt a different stance.

Offering Bank assistance mainly through an-
alytical and advisory services and technical as-
sistance loans—with less weight given to lending
volume and short-term budget needs—would
have been more relevant to the longer-term
needs of institutional reform, capacity building,
and public sector governance. It also would have
been less costly for the country. A less proactive
stance in Bank programming by major share-
holders would also have allowed the Bank to
exercise more caution in project selection and
design. From the start, the Bank should have
adopted the self-regulating lending strategy it fol-
lowed after 1998—when resource transfers were
no longer a priority for Russia and for the Bank’s
shareholders. Such a strategy would have linked
project selection to ownership of systemic re-
forms, project approval to adoption of reforms
and readiness for implementation, and dis-
bursements to concrete progress on reform.
While unlikely to change the main course of
events in Russia, this approach would have im-
plied substantially lower disbursements and,
probably, better project outcomes and fewer op-
erations.

In the first half of the 1990s, under pressure
from shareholders, the Bank approved many TA
and investment projects that were overly ambi-
tious, far from ready for implementation, and in
sectors with a weak commitment to reform (e.g.,
oil, agriculture, banking, and highways). More-
over, the Bank also lent for new investments in
areas where (as in the housing and urban trans-
port projects and in its credit lines) the frontier
between public and private roles was shifting
very rapidly and where the emphasis should
have been on privatization and the strengthen-
ing of regulatory frameworks and corporate gov-
ernance. Significant project design weaknesses
were tolerated at entry in the belief that they
could be corrected later. While the government
and the Bank did succeed in turning the portfolio
around by early 1997 through commendable in-

tensification of supervision and deep restruc-
turing, the corrections in most projects carried
substantial transaction costs and amounted to
scaling down the projects’ initial objectives, and
thus their potential impact.

The ECA Region contends that its flexible and
adaptable approach, which sought to build good-
will and provide meaningful support to hard-
pressed reformers, was the most effective one
for operating in an environment characterized
by exceptionally difficult initial conditions, weak
country ownership of reform, and an inadequate
institutional framework. In its view, the Bank
made reasonable judgments about borrower com-
mitment at the time that projects were presented
to the Board. Similarly, the government believes
that allowances should be made for the extraor-
dinary circumstances of going through dramatic
political, social, and economic transformations.
OED agrees with this view as far as some projects
are concerned (e.g., in the social protection and
electricity sectors, and in tax administration), but
disagrees with respect to larger operations. The
Bank should have adopted a more cautious stance
on lending for those larger efforts while relying
more on the provision of analytical and advisory
services and TA loans and grants.

The general environment in Russia for Bank
advice and lending improved only marginally
between 1996 and 1998. In fact, deep disap-
pointment with the LFS scheme* implemented
in 1995-96 led the Bank to stress—albeit with-
out success—transparent, case-by-case privati-
zation in its policy dialogue and in the design of
the SALs. It was also clear that Russia’s structural
problems—serious fiscal imbalances, soft budget
constraints, large capital flight, little enterprise
restructuring, poor governance, weaknesses in
the institutional framework, lack of broad own-
ership of the reform program, and widespread
nonpayment and barter—were persisting or
worsening. All of these issues were the object of
warnings from academic sources and were dis-
cussed at seminars and working meetings by
the IMF, the EBRD, and Bank staff.

There are different views about the decision
made by the Bank at the time. OED believes
that the Bank’s lending expansion in 1996-97 was
not an appropriate institutional response, even
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though the international community expected
the Bank to support the Russian government
with enhanced lending, not weaken it with open
criticisms or threats to lending. Gaidar (1999) de-
scribes well the misplaced euphoria of the re-
formers in March 1997 that induced the Bank and
the IMF to provide substantial financing with
weak loan conditions.” While the Bank perceived
its shift to policy-based lending to be the ap-
propriate response to address systemic reform
issues, the message sent to the Russian author-
ities was that geopolitical considerations would
keep the international community’s funding
window open, regardless of missteps and hesi-
tation in adopting the reform agenda.

Poor implementation by Russia of expected
post-disbursement actions agreed to in the Re-
habilitation II loan in 1995 should have rein-
forced concerns within the Bank about the
efficacy of adjustment lending. Given Russia’s
poor record up to that point, the design of the
SAL I was inappropriate and the combined size
($1.4 billion) of the adjustment loans approved
in June 1997 was excessive. The decision to fol-
low up with a larger loan package ($1.6 billion)
six months later, accompanied by conditions
that once again focused on preparatory activities

and promises rather than on adoption and im-
plementation of reforms, although many post-
disbursement actions agreed to in the SALT had
not been taken, was mistaken.

The modest results achieved by the SALs I and
IT suggest that the Bank should have insisted
on strong, concrete actions to address the crit-
ical issues of fiscal responsibility, financial ac-
countability, transparency in privatization,
banking reform, the nonpayment system, and
rule of law. By June 1997, the EBRD’s president
had warned the international capital markets of
the high risk of financial investment in Russia.
Once the Bank decided to proceed, the SALs I
and II and the SPAL should have been much
smaller, multi-tranched, and back-loaded. Such
a stance would probably have prevented the in-
crease in Bank exposure of $2.2 billion between
June 1997 and January 1998. And it might have
induced an earlier reassessment of the coun-
try’s creditworthiness by international financial
markets, counteracted the pressures for real ap-
preciation of the ruble, hastened its beneficial de-
valuation, and induced Russia to improve tax
administration and expedite tax reform.

Absent a consensus for reform and visible
actions, general budget support by the Bank

External Views of Bank Performance

Observers who have been highly critical of Russia’s policies dur-
ing the transition (e.g., Stiglitz and Ellerman 2001; Cohen 2000;
Reddaway and Glinski 2001) have also been critical of the Bank's
assistance priorities and lending choices, especially its support
for voucher privatization, its narrow circle of government in-
terlocutors, and the SALs in 1997 and 1998. And one defender of
Russia’s achievements has also criticized the Bank, but from an-
other angle: “The Bank has also been important [in Russia, al-
though less so than the IMF]. It has had a broader front of
activities, but that has also meant that it has been less focused
and less effective. It has tended to be slower in its actions than
the IMF, and its agreements were overloaded with lots of small
conditions which distract from the most important conditions.
Over time, the Bank has become more focused on essential
structural reforms that are doable, and it has abandoned its

previous preoccupation with investment projects that did not
work out” (Aslund 2000).

The Russian and international experts who have reviewed
the Bank's assistance to Russia as part of the background work
for this evaluation have been critical of the timing of most of the
Bank's adjustment lending as well as the large size of the loans
and their soft and unfocused conditions. They have also re-
marked on the frequent turnover of staff dealing with Russia, and
the consequent loss of knowledge and experience. They have
expressed a high regard for the quality of Bank experts and re-
spect for the Bank’s ESW and research work on the issues in-
volved in the transition. In addition, they have praised its policy
advice, technical assistance, and support for skills training,
and contend that these activities had a substantial, albeit indi-
rect, impact on advancing the transition agenda.
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should have been limited and directed only to
sectors where the government had authority
to implement a reform program and additional
resources were needed to compensate for the
social costs of reform. Only assistance in support
of trade reforms (Rehabilitation II) and to the
coal sector (Coal SECAL I and II) met these cri-
teria. Elsewhere, the Bank should have offered
AAA and TA loans (if donor grants were insuffi-
cient) to help prepare legislative proposals and
action plans.

The ECA Region agrees that, by 1996, Russia
faced systemic reform issues, and for precisely this
reason, the Bank decided to shift from invest-
ment lending to structural adjustment lending. But
it disagrees that this was a misguided response,
as the risks involved were worth taking at the
time, given the potential rewards. While retro-
spectively questioning the amount of structural
adjustment lending, the Region believes that re-
stricting Bank assistance to AAA and small loans
would have meant a perpetuation of the Bank’s
limited impact on policy formulation. The 1997
SALs and the SPAL were necessary to influence the
design of the structural reform agenda, beyond
the limited impact of analytical and advisory serv-
ices. The SAL II, moreover, was justified by the
need to address the fallout from the East Asia cri-
sis. The Region further argues that the lack of fun-
damental reversals in economic policy, as well as
improved Russia-Bank relations, would not have
taken place without the trust-building actions
taken by the approval of the SALs I and Il and the
SPAL. Moreover, these operations sowed the seeds
of the reform program adopted in 2000 and cur-
rently under implementation (see also Annex 8).

By the spring of 1998, the Bank found itself
in a dilemma. ECA’'s economists had concluded
that it would be difficult to maintain the fixed ex-
change rate and avoid a debt default. They were
also concerned at the loss of competitiveness of
the manufacturing sector due to the real ap-
preciation of the ruble. Hence, the Region was
reluctant to offer additional Bank resources to
fend off the mounting crisis of confidence. In
1997, the Region had already expressed its con-
cern about the trend in the exchange rate and
about the advisability of further lending to the
IMF. It did so again in early 1998.

In hindsight, Russia would have been better
off by allowing the currency to float while pledg-
ing to address fiscal and structural reforms. By
anticipating the crisis, Russia could have avoided
incurring additional foreign debt ($16 billion) in
its unsuccessful attempt to avoid default (see
Kharas, Pinto, and Ulatov 2001). But many other
influential commentators and market analysts
were arguing for a bailout, and the Bank had no
direct responsibility for the macroeconomic and
financial aspects of the program. While sharing
the Bank’s assessment that the fixed exchange
rate would be very difficult to sustain, the IMF
nevertheless thought it was best in the circum-
stances to push for more fiscal adjustment and
an unchanged exchange rate regime, backed up
by large-scale external assistance. As this view was
also advocated by the Russian government and
by the Bank’s major shareholders, Bank man-
agement opted to participate in the July 1998
emergency package.

Bank management did absorb the lessons
from the SALs I and II and sought to minimize
the Bank’s exposure by tranching and back-load-
ing the funding of the SAL III. The first dis-
bursement was only $300 million out of a total
$1.5 billion Bank loan, which was itself only a
small part of the $22.6 billion international pack-
age of assistance. The SAL III also had more re-
sult-oriented conditions than previous loans,
addressing the fundamental problems of the
nonpayment system, the fiscal deficit, and the
poor regulatory framework. The SAL III was
geared to send a clear message to international
investors that Russia had made a renewed and
strong commitment to structural reform.® There
seemed to be a decent chance that the various
reforms would finally be approved by the Duma.
Although they might have been too late to fore-
stall the financial collapse, such reforms would
have moderated its negative impact.

Given the limited progress on the reform
agenda, only an additional $100 million was dis-
bursed at the time of the SAL III's restructuring
in July 1999, before the loan’s cancellation in Sep-
tember 2000. The large undisbursed balance
and multi-tranched nature of the SAL III helped
the Bank maintain the policy dialogue with the
Primakov government. The subsequent re-
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structuring of the SAL III aimed more at gaining
government buy-in than at modifying the pro-
ject’s reform agenda, which remained as relevant
after the crisis as it was before. Moreover, the
Bank devoted significant efforts to strengthen-
ing and broadening ownership of the reform
program through seminars and high-level policy
dialogue. These efforts made a significant con-
tribution to the internalization of the SAL III re-
form agenda, which is reflected almost entirely
in the government’s current program.
Furthermore, Bank-funded technical assis-
tance to develop policy measures and support
administrative capacity proved useful in adjust-
ing utilities’ tariffs, enforcing cash collections, and
monitoring performance—critical steps in the
dismantling of the system of nonpayment. The
Bank’s contribution to guaranteeing the regu-
latory and institutional framework already on
the books proved critical in helping to attract for-
eign private financing to Russia’s space ventures
(see box 4.2). The Bank also succeeded (jointly
with the government) in bringing about a marked
improvement in portfolio performance through
deep project restructuring and loan cancella-
tions, and in improving the relevance of new

operations—focused on institutional and social
development and the facilitation of private in-
vestment. The Bank applied stricter standards for
negotiating loans, even at the cost of a slow-
down in project lending. Since mid-1998, the
Bank has also reached out more to the Duma and
other stakeholders and has succeeded in im-
proving its relationship with the MOF and the
CBR. These activities represent a major im-
provement in Bank performance.

Aid coordination has been a challenge. In late
1992, the G-7 decided that the Bank should
chair donor meetings to coordinate aid to Rus-
sia. The Bank organized only one such meeting,
however, because the government has pre-
ferred to deal with donors on a bilateral basis.
In 1994, the G-7 posted a retired Bank manager
to Moscow to take the lead in coordinating as-
sistance programs, but the arrangement did
not work as expected and was soon abandoned.
In the aftermath of the 1998 crisis, the Bank suc-
cessfully coordinated food assistance to Russia,
and coordination has also been close, albeit
yet to show results, in the banking sector, where
the Bank and the IMF share leadership re-
sponsibility.
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Lessons Learned and
Recommmendations

Key Development Challenges

ussia has made major progress in its transition from a planned to a mar-

ket economy. Although the challenges remain daunting, the country is

ow much better positioned to address them. Domestic ownership of

reforms to address the strategic challenges outlined below is now largely in

place. Many reforms have been adopted by the Duma (see Chapter 1 and Annex
1), and swift and efficient implementation is now the main challenge.

A key item on the reform agenda is to make the
public sector effective, efficient, and transparent.
To spur private investment, it remains neces-
sary to improve the business environment to
foster enterprise restructuring and new enter-
prise creation by better defining property rights
and strengthening the judicial system, corpo-
rate governance, and competition. Building con-
fidence in, and improving the efficiency of, the
financial system is also needed to mobilize the
savings needed to sustain growth and to reverse
the massive outflow of private capital. A con-
sensus does not yet exist, however, on whether
state-owned banks and certain other key indus-
tries should be privatized and on how monop-
oly power should be curbed. Proposals to allow
the development of agricultural land markets
remain highly contentious.

Russia risks a further deterioration of its
human achievements unless corrective meas-
ures are taken and additional resources found to

mitigate the social costs of the transition by
strengthening the social safety net, and the so-
cial protection system, and by dealing with an
acute tuberculosis epidemic, an emerging HIV-
AIDS crisis, growing alcoholism, and serious air
pollution and environmental degradation.

Lessons Learned
The key lesson of the Bank’s experience in Rus-
sia is that country ownership is crucial to the suc-
cess of assistance. Thus, it is important for the
Bank to pay close attention to the political and
institutional aspects of reforms and consult with
all relevant units of government and civil society
to improve the relevance and design of its ac-
tivities and avoid operations where commitment
is weak.

There are a number of other general lessons:
* In the face of a poor track record and narrow

country ownership of reform, a large adjust-

ment lending program (especially one with

33



ASSISTING RUSSIA'S TRANSITION

34

front-loaded disbursements) risks delaying
rather than accelerating reform.*

* When there is a poor track record and a new
consensus on a reform program, adjustment
lending should be offered after the govern-
ment has publicly adopted the necessary re-
forms or has begun implementing them, as
was the case for the Coal SECALs. Disburse-
ments should be back-loaded and carefully
modulated on the basis of solid progress in im-
plementation.?

¢ Adequate analytical work should be available
upstream of lending. AAA should be funded to
the extent commensurate with the role the
Bank is expected to play.

e Timetables for implementation should be re-
alistic.

* For physical rehabilitation and investment proj-
ects to achieve their development objectives,
progress on policy and institutional reform is
necessary.

Recommendations

Focal Areas
As already set out in the 1999 CAS, rather than
lending in niche areas or for pilot programs that
are better left to bilateral donor agencies, Bank
Group support for Russia should be directed to
the areas where government commitment to
systemic reform is strongest. As of the end of
2001, these are PSM and governance, legal and
judicial reform for the protection of contract
and property rights, business climate, pension
reform, land markets, and coal and electricity sec-
tor restructuring. The rapid progress being
achieved on the federal-level reform agenda and
the shift in focus on implementation issues,
many of which have strong regional dimensions,
as well as the large needs of the regions, suggest
that the Bank should consider targeting part of
its assistance to selected regions committed to
reform

In the public sector, the Bank today is better
positioned to help improve expenditure alloca-
tions, public administration, agency implemen-
tation and monitoring capacity, and financial
management and accountability. The Bank
should build on its recent work and cooperate

with the government and other donors to con-
duct periodic reviews of public expenditures. It
should also seek to raise public awareness of
PSM and financial accountability issues and in-
tensify its dialogue with legislators and non-
governmental organizations. The Bank can offer
to finance TA directly and encourage its provision
by other donors.

In private sector development, the Bank
Group should (a) renew TA to anti-monopoly in-
stitutions and regulatory agencies at the federal
and regional levels, (b) complete its analytical
work on the cost of doing business, (c) begin
preparing a judicial reform project, (d) expand
support for arbitration mechanisms and volun-
tary mechanisms for the settlement of business
disputes, (e) intensify the ongoing efforts to
prepare Russia for WTO membership and ana-
lyze Russia’s linkages with the EU and the Com-
monwealth of Independent States (CIS)
countries, (f) offer new insurance guarantees to
encourage private investment, and (g) invest di-
rectly in promising private ventures.

In support of banking sector reform, the Bank
Group could (a) continue its technical assistance,
advice, and promotion of a broader debate on fi-
nancial sector reforms among public officials,
the academic world, and the Duma; (b) support
a training project for bankers and bank supervi-
sors at both the managerial and technical levels,
given the continuing need to develop modern
banking and other financial market concepts, at-
titudes, and skills; (¢) continue the policy dialogue
on the restructuring of state banks; (d) concen-
trate the financing of the private sector through
financial intermediaries in the IFC, as the 1999
CAS proposed; and (e) encourage further in-
volvement of foreign banks in the country. The
case for renewing Bank assistance for capital
market development is weaker at the moment,
and it will depend on progress regarding proper
disclosure, accounting standards, corporate gov-
ernance, and shareholders’ rights.

Given its record in the energy sector, it would
be appropriate for the Bank to (a) make a follow-
up sectoral loan to support the completion of the
coal restructuring program, (b) continue its as-
sistance to improve the efficiency and financing
of household energy use, (¢) offer new assis-



tance to regional governments to reduce urban
air pollution, (d) continue to build consensus on
a program for reducing gas flaring by oil pro-
ducers, and (e) encourage the government to
strengthen environmental oversight. The Bank
should remain engaged in the debate over the
restructuring options for the gas monopolies
and should be ready to expand, if necessary; its
ongoing technical assistance for the restructur-
ing of the electricity monopoly. The Bank Group
should also consider guarantees, equity invest-
ments, and lending for power generation and
transmission and oil and gas export pipelines, but
only after restructuring is well under way.

In social protection and in the social sectors,
the Bank should continue its current advisory
role on the implementation of reforms, especially
pension reform, and its financial support for ca-
pacity building. Selected interventions to support
education and to prevent major public health
crises are justified by the serious threat that in-
adequate financial and policy responses to these
problems pose to long-term, equitable growth.

Instruments of Assistance

A shared vision with the government for im-
proving PSM and financial accountability should
precede any quick-disbursing operations. Their
design should ensure a tight linkage between dis-
bursements, reform progress, and cost of asso-

LESSONS LEARNED AND RECOMMENDATIONS

ciated policy changes. Flexible policy-based sec-
tor operations, including programmatic loans, are
attractive instruments to support differing paces
of reforms among sectors and ensure owner-
ship by the implementing agencies, provided
they relate disbursements to performance.

To respond to a strong demand for high-qual-
ity advisory services, the next phase of assis-
tance should provide for an expanded AAA
program designed to deliver good practice ad-
vice based on the Bank’s global experience. The
most urgent ESW task, the planning of which
began in the fall of 2001, is preparation of a com-
prehensive economic report to take stock of
Russia’s progress to date and assess the reform
program. To ensure its ability to provide concrete
and specific policy and implementation advice
during 2002-03, the Bank needs to build its in-
stitutional knowledge in key reform areas, in-
cluding regulatory reform, public service delivery
and targeting, and regional level reform efforts.
To contribute to the strengthening of consensus
on the reform agenda, a broad dissemination of
such work remains crucial.

The next CAS should be based on consulta-
tions with a wider range of Russian stakeholders
than has occurred in the past, including repre-
sentatives of regional institutions, civil society as-
sociations, and external partners. It should also
be disseminated more widely.
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ANNEX 1:

A Thematic Overview of Russia’s Transition Challenges

Transition Challenges

The rules of the game changed dramatically in
Central Europe and the Soviet Union in the late
1980s and early 1990s, as major political and
economic reforms—before and after the col-
lapse of communist rule—opened up new op-
portunities. It is difficult to overemphasize the
magnitude of the changes required to move
from a centrally planned to a market economy:.
On the eve of transition, communist countries
had inappropriate policy, institutional, and legal
frameworks; were overindustrialized, with cap-
ital stocks largely unsuitable for production in a
market economy; and often provided excessive
social protection and infrastructure.

Planners determined resource allocation, with
scant regard for scarcity prices. Resources for in-
efficient investments were extracted compulso-
rily through high enterprise profits taxes and
forced savings. Competition, including from
trade, was nonexistent. Firms did not have fi-
nancial independence from the state and rarely
had direct contact with their suppliers, whole-
sale purchasers, or final consumers. When plan-
ning disappeared, it took a considerable time for
firms to create these relationships. To ease the
informational demands of planning, firms were
gigantic, often highly vertically integrated, and
oriented toward production rather than sales. In-
centives to innovate and improve efficiency were
weak, with firms facing soft budget constraints.

The structure of output favored industrial
production, notably machine tools, heavy in-
dustry, and defense, while economic geography
was determined in ways that would not have
emerged through competitive forces (giving rise,
for example, to the Soviet mono-towns). Massive
restructuring was required to make supply con-
sistent with demand, implying major shifts from

industry to services, from heavy to light indus-
try, and from machinery and weapons to con-
sumer goods. Such restructuring depended on
the emergence of new firms as much as on a re-
orientation of existing companies. However,
planned economies contained virtually no small
firms and lacked the institutional infrastructure
to induce and aid their creation (supply of funds,
legal frameworks, level playing fields with in-
cumbents, etc.). The political system, largely
built on relationships between managers and
politicians, also favored incumbents.

Transition countries faced the dual tasks of
building modern political democratic institu-
tions and transforming their economies from
centrally planned to market-based, from state-
dominated to private sector—driven, from closed
to open, and from industry- to services-oriented.
By the end of the 1980s, there was a broad con-
sensus among reformist economists in transi-
tion countries and among Western economists
that the transition path required macroeconomic
stabilization and the eradication of budgetary
deficits (eliminating enterprise subsidies); price
liberalization; an effective legal framework facil-
itating voluntary contracts and free entry and exit;
competition in private markets to be enhanced
through trade opening (exchange rate convert-
ibility, reduced tariffs) and anti-monopoly policy;
and the privatization of existing enterprises. For-
eign direct investment (FDI) was seen as crucial
in supplying private capital, managerial skills,
and technology.

The transition challenge was compounded
by the collapse of the Council of Mutual Eco-
nomic Assistance (COMECON) trading bloc and
of the Soviet Union, which caused severe dis-
ruptions of trade and interenterprise linkages,
and extraordinary shifts in internal prices. All
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the transition economies suffered a decline in
output, but with strong reform programs, growth
was restored in most of the Central Europe and
the Baltic (CEB) countries by 1993, and FDI
flows were significant by 1994.!

Russia’s Specific Challenges

In the early 1980s, with stagnant real output per
capita and declining efficiency of investment,
dissatisfaction with the performance of the So-
viet economy was mounting. In parallel with
President Gorbachev’s policy of glasnost (polit-
ical openness), perestroika (economic restruc-
turing) began in the mid-1980s with an increase
in social and investment expenditures, but no ad-
justment to prices and taxes. Private small-scale
initiative, including cooperatives, was permit-
ted. State enterprises gained considerable au-
tonomy, albeit without accountability. This period
also saw a liberalization of the banking system
and the start of spontaneous privatization—the
transfer of state property and enterprises to
their managers. Together with declining world oil
prices and an anti-alcohol campaign that re-
duced important sources of government rev-
enues, these policies contributed to higher
budget deficits, a dramatic growth in external
debt, and growing black markets. The central au-
thorities lost effective control over economic
management (Mau 2000).% All efforts to frame an
economic reform program met with strong in-
ternal resistance and only rhetorical backing
from Western governments.

A failed coup d’état in August 1991 triggered
the dissolution of the Soviet Union, which was
later replaced by a consultative association (the
Commonwealth of Independent States [CIS])
among most former Soviet republics. The inde-
pendent Russian Federation (Russia) that emerged
inherited an industrialized and urbanized society
and high level of human capital, but also a back-
log of environmental, military, and demographic
imbalances. The country was also in a severe re-
cession, but continued to have global significance.
It is the world’s largest country (17 million square
kilometers), covering 11 time zones, and the sixth
largest in population (146 million in 2001). It in-
cludes 22 percent of the world’s forests and 32 per-
cent of its natural gas reserves.

Russia’s initial conditions were more difficult
than in the CEB countries. Few Russians had
any memory of the brief and distant experience
with capitalism, entrepreneurship, and markets
before World War I and the 1917 Bolshevik rev-
olution. The economy had been shaped by at
least six decades of distorted relative prices, re-
pressed inflation, forced collectivization, and
central planning. The country’s wasteful, rigid,
largely resource-based, military-oriented, and
over-integrated economic structures were very
vulnerable to shocks and international price fluc-
tuations. Its large size, widely dispersed popu-
lation, poor transport infrastructure, and
economic geography made it difficult for trade
to ensure sufficient competition outside a few
large urban centers. The federal structure and an
inadequate state apparatus added layers of com-
plexity to economic and governance challenges.

The 1993 constitution provided for a strong
presidency and established a bicameral legisla-
ture—an upper Federation Council represent-
ing the constituent states, and a lower State
Duma, representing the disparate interests of po-
litical parties. However, neither the Duma
elected simultaneously with the constitutional
referendum nor the one elected in mid-1995
expressed majorities aligned with the president
and his reformist economic team. It was not
until the election of a new Duma in late 1999,
and of President Putin in early 2000, that a more
harmonious political relationship was estab-
lished between the legislative and executive
branches. The period through late 1999 was
characterized by ideological and political splits
over market reforms, perceived risk of back-
sliding, frequent shakeups and major divisions
within the government itself—including be-
tween the regions and the center, and parlia-
mentary opposition to the reform efforts.
Frequent use of the presidential power to rule
by decree also weakened the political consen-
sus. Russia’s transition was also hindered by
the state’s loss of control over natural resources,
hostility to foreign investment, poor compli-
ance by economic agents with the new rules of
the game, and a low level of trust in state insti-
tutions and among market participants them-
selves. Sizeable internal population movements
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(mainly from Siberia to more temperate areas)
added to the challenge.?

On top of these problems, government at-
tention was dominated by crisis management,
with short-term and frequently improvised pol-
icy reactions to new emergency situations, rather
than to the implementation of a longer-term
and comprehensive stabilization and reform
blueprint. Major reforms came in surges, driven
by a thin layer of reformers temporarily enjoy-
ing the president’s personal support and by the
imperatives of the latest crisis situations. As a con-
sequence, achievements were generally more
successful when the state had to stop doing
something rather than in longer-term institu-
tion building or reforms requiring concerted ac-
tions in different policy fields. Broader ownership
of the reforms and policy implementation ca-
pacity remained fundamentally stunted, although
the commitment of the reformist wing of the gov-
ernment was never in doubt, all Russian gov-
ernments pledged their support to the reforms,
and the electorate voted at every crucial turn for
continuing the transition.

Transition Goals and Achievements

in the 1990s

The key goals of the new reformist Russian ad-

ministration were to move quickly to a Western-

style liberal democracy and an open, market

economy. The first two post-communist Russian

governments (through December 1992) began

a series of market-oriented reforms, which pro-

ceeded irregularly through the end of the

decade. Russia’s economic objectives were an-

nounced by President Yeltsin in October 1991:

* Liberalization of most prices

* Unification of the exchange rate and liberal-
ization of current account transactions

* Macroeconomic and financial stability to re-
duce inflation

* Accelerated transition to a market-based econ-
omy through privatization, regulatory reform,
anti-monopoly policies, and improvements
within the financial sector

* Provision of an effective social safety net to
protect the most vulnerable citizens.
This evaluation takes the majority view among

transition experts that policy, institutional, and

ownership changes have gone too far to be re-
versed, although the spread of their benefits to
the poor remains crucially dependent on further
improvements in economic, social, and envi-
ronmental performance. Russia has effectively
moved from a centrally planned to a market
economy, albeit with considerable distortions
and weak social services and safety net (see Mau
2000; Dabrowski, Gomulka, and Rostowski 2000;
Shleifer and Treisman 2000; Fischer 2001). This
is a historic achievement, to which the Bank
made a significant contribution.

Economic Performance

Official statistics portray one of the deepest and
longest contractions of output among transition
economies. Gross national product (GNP) per
capita contracted by more than 50 percent
through 1998 (see table 1.1 in Chapter 1). Such
a deep recession can be largely explained by the
necessary adjustment following the end of the
Soviet economic system and the Cold War, which
required sharp reductions in the production of
military hardware and capital goods with lim-
ited appeal on the international market. Most
economists, however, do not believe that gross
domestic product (GDP) estimates before and
after the transition can be compared, because of
pre-1992 overreporting of output, distorted val-
uations, extensive barter and rationing by non-
market means, and the recent growth of the
unofficial economy, estimated in the mid-1990s
at 42 percent of GDP (Aslund 2000). Moreover,
the impact of the production adjustment on
welfare was less severe, due to a more modest
consumption decline and relative price correc-
tions. In fact, at purchasing power parity, Russia’s
1998 GNP per capita of $6,186 was comparable
to Lithuania’s, and was higher than Latvia’s and
Bulgaria’s. Positive economic growth finally re-
sumed in 1999.

Domestic price liberalization was undertaken
swiftly in most regions. Between January 1992
and early 1993, price controls were de facto
eliminated on most goods at the retail and whole-
sale levels, with the exclusion of a few sensitive
food items, housing rents, utilities, and petro-
leum products. Due mostly to the large mone-
tary emissions and in smaller part to the
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monetary overhang, officially recorded prices
increased over 14-fold in 1992. While savers,
workers, and pensioners were adversely affected,
the social costs without price liberalization (in-
volving severe shortages and black market ac-
tivities) might have been higher (Mau 2000).
Russia also made rapid progress in liberaliz-
ing its domestic and foreign trade and its pay-
ment regime. A unified exchange system with a
freely floating exchange rate was introduced in
July 1992 (but see the next paragraph). On the
import side, the tariff structure was largely ra-
tionalized by 1995, with the import-weighted
average duty rate at 13-14 percent with a stan-
dard deviation of about 7 percent. The growth
of exports outpaced that of imports, the cur-
rent account balance was positive throughout the
decade, and foreign trade already amounted to
45 percent of GDP by 1996-97, before the runup
in oil prices. There was a substantial change in
the geographic composition of trade, with CIS
countries accounting for just 20-30 percent of
Russia’s exports and imports by 1996. However,
exports remained dominated by raw materials,
of which natural gas and crude and refined pe-
troleum products were the major component,
while machinery and foodstuffs were the lead-
ing imports. High subsidization of the domestic
economy through price distortions and arrears
in the energy sector was at the root of the econ-
omy-wide system of “nonpayments” and barter.

Table A.1 Selected Fi

(1992-01)

The government expects accession to the World
Trade Organization (WTO) by 2003, which will
further improve Russia’s trade regime and inte-
gration in the world economy.

The initial stabilization effort aimed at re-
ducing inflation and the consolidated fiscal deficit
(to below 10 percent by the end of 1992). How-
ever, the central banks in the ruble zone (dis-
solved in 1993) pursued a highly inflationary
monetary expansion that spilled over into Rus-
sia. Moreover, the Central Bank of Russia (CBR)
in July 1992 and a new government in Decem-
ber 1992 abandoned all efforts at establishing fis-
cal discipline and credit restraint.* The
stabilization strategy finally adopted in 1995 with
IMF support rested on three legs: fixing the ex-
change rate as a nominal anchor, tightening
credit to enterprises, and limiting central bank
credit to the treasury. This strategy succeeded in
reducing inflation to single digits by early 1998.

Progress on the fiscal deficit, however, re-
mained insufficient until 1999, when the federal
accounts first recorded a primary surplus (see
table A.1). A variety of tax measures were intro-
duced, but with declining output, weak tax ad-
ministration and compliance, flaws in fiscal
federalism, and continuous tax exemptions for
inefficient enterprises, government revenues
fell sharply. Expenditures were also cut, especially
in military spending, subsidies, and investment,
but not commensurately with the fall in tax rev-

scal Indicators

Fiscal year

Indicator 1992 1993 | 1994 1995 1996 1997 1998 1999 2000 2001
Federal govt. balance

(% of GDP) -104 65 -114 57 @ -84 -71 | 59 42 09 2.7
Revenue (% of GDP) 16.6 13.7 11.8 12.9 12.5 12.3 11.0 128 16.0 14.5
Expenditure (% of GDP) 27.0 202 = 232 186 = 209 194 = 169 171 15.1 | 145
Consolid. govt. balance

(% of GDP) -89 —7.9 RGN 3.2 32 28

Revenue (% of GDP)
Expenditure (% of GDP)

i3 36.5 334 340 384 358
42.4 444 — 414 372 SORlEN 33.1

Source: IMF staff estimates.
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enues. After a tight monetary policy was im-
posed in early 1995, continuing large-deficit fi-
nancing shifted to new sources: (a) domestic
and (after 1996) foreign portfolio investors, who
bought high-yielding short-term government
securities (GKOs and OFZs) and foreign cur-
rency Eurobonds; (b) the IMF and the Bank (the
annual net resource transfer by the IMF and the
Bank during 1995-97 was equivalent to 1.1 per-
cent of GDP); and (c) foreign governments,
mainly through debt rescheduling.

Government institutions, policies, and regu-
lations perpetuated soft budget constraints for
enterprises and banks by tolerating a dramatic
increase in barter, tax, wages, pensions, and sup-
pliers’ arrears within the public sector and among
energy and infrastructure monopolies. In the
hands of managers incapable of or unwilling to
restructure and under pressure from import lib-
eralization, shrinking private and public demand,
the real appreciation of the ruble, and the high
real interest rates, enterprises and banks read-
ily seized on the government’s political unwill-
ingness to cause bankruptcies and root out the
“nonpayments system.” The share of barter trans-
actions in the economy peaked at 54 percent, and
total payment arrears rose to about 40 percent
of GDP in August 1998. The energy sector was
at the center of this system that helped conceal
fraud and tax evasion.>

The unsustainability of deficit financing be-
came apparent only gradually, as yields fluctuated
widely in 1996 in reaction to the president’s
electoral and health prospects. After allowing
nonresidents to trade in short-term government
debt instruments, yields continued to decrease
from the end of 1996 through September 1997.
Despite the government’s renewed promises to
the international financial institutions (IFIs),
however, the nonpayments system, poor fiscal
performance, and ballooning short-term debt
issues persisted. By the end of October, a rapidly
spreading international financial crisis and de-
clining world market prices for oil, gas, and met-
als, superimposed on an uncompetitive fixed
exchange rate and chronically weak fiscal man-
agement and microeconomic fundamentals,
began pushing the Russian economy toward the
precipice. With mounting debt service, investors

lost confidence in the ability of the government
to maintain the exchange rate in the announced
corridor and levy and collect sufficient taxes to
service the debt. They began to cash out of Russ-
ian markets, thus driving interest rates up sharply.
The protracted cabinet shakeup in early 1998—
despite the new prime minister’s reformist cre-
dentials—was a further blow to investors’
confidence. Moreover, the continued political
stalemate among key stakeholders—the federal
executive, the Duma, regional leaders, oli-
garchs—impeded sound fiscal management and
the structural reform agenda (Shleifer and Treis-
man 2000).

Fearful that a financial collapse in Russia could
have dramatic internal and external social, eco-
nomic, and political consequences, a large in-
ternational emergency financial package of $22.6
billion was quickly assembled and was an-
nounced in July 1998.° The bubble, however,
burst on August 17, 1998, with a debt default and
a forced float of the ruble. The worsening de-
velopments in some parts of East Asia and other
emerging markets had only delivered the coup
de grace. The Russian financial crisis was rooted
in a fiscal crisis, which was in turn rooted in a
deeper structural crisis.” The ruble depreciation
by 65 percent as of the end of September and the
disruption in Russian access to international
capital markets triggered the insolvency of most
banks that were heavily exposed to foreign ex-
change risks, a spike in inflation, and a severe,
albeit short-lived, recession.

Social Performance

Country performance on poverty, equity, and
human and social development has been disap-
pointing, both in absolute terms and relative to
other transition economies. Gains during the
last decade included the elimination of acute
shortages of consumer goods, which were the
most debilitating social feature of the previous sys-
tem; ownership titles to housing for most house-
holds; greatly improved quality and variety of
goods and services; expanded access to the do-
mestic political process and global information
and opportunities; and social mobility no longer
shackled by pervasive administrative restrictions.
However, in mid-1999, according to official sta-
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tistics, 55 percent of the population, especially
children and the elderly, was living in absolute
deprivation, up from about 32 percent in 1997.
The long-term poor represent about 13 percent
of the population.® Inequality had doubled by
1993 to Latin American levels (the Gini coefficient
was estimated at 0.46 in 1993 and 0.47 in 1998).
Human development indicators show a sharp
deterioration between the mid-1980s and the
first half of the 1990s, and then either stagnation
or only modest recovery. While recovering from
their worst levels, infant and maternal mortality
remain high, life expectancy (especially male)
low, and access to health services inadequate,
relative to CEB countries (see tables A.3, A.4,
and A.5).

Previous achievements in the social sphere
were based on unsustainable and costly public
systems for social protection, health, and edu-
cation.” Nonetheless, these systems continued
to crumble during the 1990s, because they were
only partially reformed. The inability to maintain
previous levels of social services and to provide
a safety net to vulnerable groups in the face of
rising costs and declining revenues has set back
Russia’s human and social achievements and
undermined the political consensus on needed
reforms—especially enterprise restructuring.

The social protection system Russia inher-
ited required major restructuring. Social bene-
fits needed to be targeted to help those most in
need of assistance, for example, the unemployed
and poor households. Reforms were needed in
social insurance institutions to reduce the role
previously played by enterprises and improve the
administrative capacity at the local government
and national levels. New employment services
were established in the early 1990s, administra-
tion of pension benefits improved, and social as-
sistance became better targeted in the late 1990s.
However, proposed reforms of the labor laws and
the pension system were not adopted. Absolute
levels of social benefits remain to this date low—
for example, the child allowance in 1999 is about
6 percent of the under-16 subsistence minimum,
down from about 13 percent before 1998, and
the minimum pension is below the level man-
dated by law, that is, below 80 percent of the sub-
sistence minimum for the elderly.

Public financing for health and education has
dropped sharply in real terms since the late
1980s. According to government officials, the
main factor behind this trend was the lack of in-
dexation of budget outlays.!” Whatever the rea-
sons, the result has been serious imbalances
between supply and demand of skilled man-
power in a rapidly changing labor market, wors-
ening quality of services, and growing social and
geographic inequalities in access to secondary ed-
ucation and professional training. The health
sector, moreover, is suffering from chaotic de-
centralization, misplaced priorities, and inade-
quate health insurance contributions.

Institutional Performance

European Bank for Reconstruction and Devel-
opment (EBRD) transition indicators for 2000 put
Russia in the middle among transition
economies, with high scores for fraction of out-
put in the private sector and price liberalization,
but low scores for financial sector development,
competition policy, enterprise reform, and cor-
porate governance (EBRD 2000). The Bank’s as-
sessment of policy and institutional performance
for the same period painted a bleak picture, but
for 2001 shows substantial improvements. Poor
performance is still noted in environmental sus-
tainability, property rights, and transparency, ac-
countability, and corruption in the public sector.

While conversion of state and party nomen-
klatura control over the factors of production
into de jure ownership had already begun in
the late Soviet years, it intensified in Russia in the
early 1990s. The country also experienced a high
degree of “state capture” by industrial-financial-
media tycoons (the so-called oligarchs) at the na-
tional and local level, at least through 1998.1
These developments, together with inflation
and the arrears and massive drop in real wages
and pensions, largely explain the cynical atti-
tude about the free market among Russians that
has been noted by some Western reporters (Free-
land 2000).

Compared to most other transition
economies, privatization in Russia was rapid,
largely motivated by the fear of a communist re-
turn. Recognizing the state’s inability to regulate
the activities of enterprise managers, a small
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group of committed reformers exploited the pe-
riod of “extraordinary politics” in 1991-92 to
initiate a quick reversal of the collective owner-
ship of the factors of production created by the
Bolshevik revolution. In this, they succeeded. By
the mid-1990s, virtually all small-scale enter-
prises had been sold or otherwise transferred out
of state hands, mostly to their workers. Under the
mass privatization program (MPP) for medium-
and large-scale enterprises, by June 1994, the
government had (a) corporatized and registered
more than 24,000 enterprises as joint stock com-
panies; (b) distributed vouchers to virtually the
entire population in some 89 oblasts, territo-
ries, and autonomous republics; and (¢) priva-
tized transparently over 16,000 enterprises, most
of which were in the tradable sector. More than
70 percent of all Russian firms privatized under
the MPP did so by choosing the majority em-
ployee ownership option (Logue, Plekhanoyv,
and Simmons 1995). More than 41 million Rus-
sians became shareholders through direct share
ownership or voucher investment funds. By the
mid-1990s, the private sector was contributing
more than 70 percent of GDP.

Enterprise managers eventually succeeded
by legal means and/or intimidation to accumu-
late controlling stakes in most privatized enter-
prises. Involvement by outside investors was
minimal, due primarily to management’s oppo-
sition, facilitated by the decision to allow 51 per-
cent insider ownership (an option chosen by
most enterprises) and by the government’s fail-
ure, until recently, to impose hard budget con-
straints on enterprises. The measures taken to
sustain transparent ownership, assist in the sec-
ondary redistribution of property, and protect
shareholders from fraud and abuse proved in-
adequate. As a consequence, and also due to
continuing soft budget constraints, enterprise re-
structuring was very limited. Lack of demonop-
olization and restructuring before and after the
MPP perpetuated low competition.

Some commentators have argued that the
MPP involved overly complex relationships be-
tween various principal agents (“long agency
chains”) for the Russian economy just exiting
from seven decades of central planning, and
thus its sequencing should have been reversed.

They argued that support for the spontaneous
privatization (through lease buyouts and coop-
eratives) by insiders that had started during per-
estroika would have been a better choice under
conditions of poorly established property and
legal rights and corporate governance, as it would
have minimized agency relationships.!?

Many other experts, however, maintain that
Russia did not have a sufficiently developed in-
stitutional environment to prevent large-scale
managerial expropriation of assets under the
latter scheme. In any case, the sequencing of the
MPP—privatization first, institutional and regu-
latory reform later—was not driven by faulty un-
derstanding of economic principles on the part
of the reformers or their foreign advisers, but by
domestic political realities. The choice of voucher
privatization, involving the country’s entire pop-
ulation in the redistribution process, was based
on a legislative compromise adopted in the sum-
mer of 1991 (before the first post-communist gov-
ernment) between reformers and legislators
eager to stop the looting of state property by in-
siders. Fearing a resurgence of communism, and
faced with keeping foreign investors at bay and
with a lack of basic legal regulations, secured
property rights, and a capital market, they saw
the voucher option as the only realistic method
to privatize quickly and fairly. Transferring eco-
nomic assets to private hands was expected to
create a strong constituency for the necessary leg-
islative and institutional changes.!® Unfortu-
nately, this proved not to be the case until the
end of the 1990s.

Subsequent efforts at privatization on a trans-
parent, case-by-case, cash basis included the
loans-for-shares (LFS) scheme, through which
the government divested in 1995-96 its shares
in 13 large and valuable companies, mostly in the
petroleum and nonferrous metals sectors, in a
nontransparent way and for only about $1 billion
(Lieberman and Veimetra 1996). The LFS scheme,
which entrenched powerful financial-industrial
groups and undermined government revenue-
raising efforts, was a quid pro quo for the so-
called oligarchs’ support of President Yeltsin’s
successful 1996 reelection campaign. This de-
velopment and the MPP’s shortcomings dam-
aged the credibility of, and strengthened
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opposition to, the privatization process. Indeed,
further dilution of large government stakes has
remained blocked to date.'

Efforts to promote demonopolization, new en-
terprises, and investment were lukewarm and
achieved little. The economy remained plagued
by inefficiencies and an unfriendly business cli-
mate. The initial rapid growth of small and
medium enterprises (SMEs) in the early 1990s
was driven by the numerous niche-filling and
arbitrage opportunities that abounded at the
time. This growth, however, was later stalled by
an adverse institutional environment, a predatory
bureaucracy, and lack of access to financing.'® Cu-
mulative net FDI inflows to Russia in the past
decade have been minimal (less than $12 billion),
largely limited to natural resource sectors and ge-
ographically concentrated, with the cities of
Moscow and St. Petersburg and the surrounding
oblasts accounting for substantially more than
half of total inflows of FDI (Broadman and Re-
canatini 2001).

Unclear and conflicting laws, poorly defined
property rights, excessive regulations, an unre-
liable judiciary, corruption, opacity of owner-
ship, corporate governance abuses, crime, and
lack of confidence in the inadequate banking
system and the government’s economic man-
agement have discouraged investors from con-
sidering operations in Russia and constrained
International Finance Corporation (IFC) and
Multilateral Investment Guarantee Agency
(MIGA) activities. Until August 1998, old and un-
profitable firms continued to stay in business—
by not paying taxes, utility bills, and suppliers
instead of shedding their assets—while an over-
valued exchange rate discouraged investment
outside the export commodity sector. During
the same period, a dual pricing system kept do-
mestic prices especially low and discouraged in-
vestment in the oil sector. As a result, and also
due to poor overall economic management and
rising crime and illegal gains, capital flight aver-
aged $11-$19 billion annually during 1994-99
(IMF 2000).1¢

The failure to put in place an appropriate reg-
ulatory framework and to restructure huge, mo-
nopolistic enterprises before their partial
privatization entrenched powerful interests and

locked in structural inefficiencies. Important ob-
stacles to private sector development (PSD) con-
tinue to characterize the Russian economy: (a)
concentration of ownership and control in the
hands of insiders who have failed to restructure
the enterprises; (b) high costs of entry and doing
business, including severe bureaucratic harass-
ment of SMEs; (c) insecure property rights; (d)
weak legal and judicial systems; (e) limited com-
petition in product markets; and (f) a poorly
regulated, undercapitalized, and deficient fi-
nancial sector.

Recent Achievements

The last three years have seen strong economic
performance and considerable progress on the
reform agenda. Good fiscal performance, large
balance of payments surpluses, and an impres-
sive output recovery have been accompanied
by an improvement in business confidence and
a drastic reduction of enterprise payment ar-
rears and barter. The economy has been boosted
by higher world energy prices and improved
competitiveness—through lower real wagesaof
the non-oil export sector thanks to the 1998 de-
valuation, but political stability, a clearer policy
direction, and a broader consensus on reform
have also played significant roles.

The Primakov government, which came to
power in September 1998 and was widely ex-
pected to adopt a new policy agenda—that is,
abandoning monetary stringency, increasing
spending, and reversing the limited structural re-
forms already adopted—soon realized that the
Russian people had no desire for high inflation
or for abandoning the efforts to develop a mar-
ket economy. In fact, the government improved
fiscal discipline, thus keeping a lid on inflation,
allowed only a moderate amount of food aid so
as not to damage agricultural producers’ incen-
tives, and abstained from taking steps to reverse
liberalization and other reforms.

In mid-2000, the Kasyanov government en-
dorsed a comprehensive medium-term program
of policy and institutional reforms, developed by
Russian experts—but remarkably similar to that
long advocated by the international commu-
nity.!” Important tax reform—which brought the
income tax rate down to a flat 13 percent, ex-
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pansion in coverage of the federal treasury, and
an overhaul of the center-region relationship—
has been successfully implemented, resulting
in greater tax compliance and the re-imposition
of the center’s authority over the regions. In
2001, the Duma approved legislation that re-
formed corporate taxes, cut the profit tax from
35 percent to 24 percent, clarified ownership
and liberalized transactions in nonagricultural
land, reformed the pension system, modern-
ized the labor code, deregulated business activ-
ities, and brought needed changes in banking
legislation. A restructuring plan for the electric-
ity monopoly has been adopted and now awaits

implementation, and a number of legal changes
were to be submitted to the Duma by the end
of 2001. Already further along the legislative
pipeline are other major reforms of social trans-
fers, agricultural land markets (on a voluntary re-
gional basis), further tax simplification and tax
burden reduction, the legal system, the judiciary,
further improvements in the business climate
and corporate governance, and WTO accession.
A major reform of the banking sector, a renewed
privatization drive, further capital account lib-
eralization, improvements in the health and ed-
ucation systems, and financing for science are
also on the administration’s agenda.
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ANNEX 2: A CHRONOLOGICAL OVERVIEW OF
RUSSIA'S TRANSITION CHALLENGES
1990-91 1994-95

During the last two years of the Soviet Union, the
government lost control of economic policy as
it gave in to populist demands for spending
while collecting less revenue. The rising budget
deficit was financed by monetary emissions,
causing hyperinflationary pressures. Because
price controls were in place, shortages in all
markets intensified enormously. Output plum-
meted as a result of the shortages, disruptions
in interenterprise linkages after the disintegra-
tion of the Soviet and central European trading
blocs, and general chaos. Unregulated banks
(mostly finance arms of enterprises) mush-
roomed. Managers started the “spontaneous pri-
vatization” of their enterprises, over which a
1987 law had given them effective control,
through lease buyouts. With the general col-
lapse of law and order, crime rates rose rapidly.

1992-93

A new reformist Russian government (formed in
November 1991) launched a program of radical
market economic reform in January 1992. This
initial reform period lasted through 1993. Its
salient achievements were price liberalization
and privatization of small, medium, and large en-
terprises. However, initial attempts by the re-
form government at balancing the budget failed,
and the non-enforcement of price controls al-
lowed previously repressed hyperinflation to
surface. The Russian central bank did not even
attempt to bring monetary policy under con-
trol, and competition in the issuance of rubles
among Commonwealth of Independent States
(CIS) central banks continued, thus fueling the
inflation. Little was done to reform government
institutions, and crime rates continued to rise.

The December 1993 elections were perceived as
a defeat for the radical reformers, and the gov-
ernment became dominated by state enterprise
managers, who had benefited from the mass
privatization. (Completed by mid-1994, it left
about one-fifth of the issued shares in their
hands and another two-fifths with their em-
ployees, according to Blasi, Kroumova, and Kruse
1997). The state bureaucracy started applying the
restrictive regulatory laws that had remained on
the books. Despite a halt to structural reforms,
monetary stabilization was finally accomplished
in 1995 under an IMF Stand-by program. Crime
became increasingly organized, although it
started to decline.

1996-98

At the end of 1995, the loans-for-shares (LFS) pri-
vatization of a dozen major companies marked the
end of the state managers’ dominance and the rise
in influence of the so-called oligarchs from 1996
until 1998, a rise connected with their financing
of the reelection of President Yeltsin in the sum-
mer of 1996. A few well-connected businessmen,
who had made their fortunes in the late 1980s and
early 1990s on arbitrage between state-controlled
and free markets in various industries, strength-
ened their control over powerful financial-indus-
trial groups. These groups with their substantial
security services also edged out organized crime.
This period was characterized by rising economy-
wide barter and arrears that were supported and
subsidized by the energy sector, a persistently
large budget deficit, ballooning short-term public
debt, rising stock prices, and a relatively stable
but increasingly uncompetitive exchange rate. In
August 1998, this phase of weak and ineffectual
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government ended in a financial collapse with a
debt default and a large devaluation.

1998-2001

Since August 1998, a more functional economic
system has emerged. The government was forced
to balance its budget because no financing was
available. The discredited system of nonpay-
ments and barter that was at the root of the fi-
nancial crash dwindled swiftly. As a result of
parliamentary elections in December 1999, a
solid majority in support of market economic re-

forms emerged for the first time. Tax reform
that had long been discussed was finally under-
taken in a more radical form than anyone had ex-
pected. Other reforms to improve the business
climate and urban land markets were also
adopted. From 1999, contrary to most expecta-
tions, Russia experienced vigorous economic
growth on the strength of rising oil prices, a real
devaluation, and better economic policies. Crime
and corruption have become endemic, but gov-
ernance, judiciary reform, and social reforms
have risen on the policy agenda.



ANNEX 3:

EVALUATING BANK ASSISTANCE TO THE TRANSPORT SECTOR!

The transport system Russia inherited in 1992
from the Soviet Union had been designed to
move large volumes of bulk commodities among
centralized production facilities over long dis-
tances, with scant attention to scarcity prices. The
resulting inefficient transport and price distor-
tions affected the competitiveness of Russian
industry and exports. In 1992 the fiscal burden
of transport subsidies was large and growing
(11 percent of total budgeted subsidies, or 2
percent of GDP). The greatest problem was large
deficits among urban transport systems, although
there were also significant and growing deficits
in suburban commuter railways and airline serv-
ices. Deteriorating road conditions also signaled
the need for reforms and public investment in
this subsector.

The Bank’s analytical work emphasized fiscal
issues and the need to transform transport in-
stitutions and services into competitive, mar-
ket-oriented, privately owned ones; avoid
investments in modernizing facilities unlikely to
see much demand in the new economic envi-
ronment; and protect strategic public assets.
The strong views of Bank sector reports, com-
plemented by project focus on maintenance
rather than new investments, played a significant
role in preventing large misinvestments.

Gross Bank lending for the sector at $1.5 bil-
lion (11 percent of total Bank lending to Russia)
has been relatively small compared to lending for
transportation projects in other large countries
such as Brazil, China, and India. The Bank ap-
proved road projects in FY94, FY96, and FY99;
an urban transport project in FY95; and a Moscow
urban transport project in FYO1l. However, the en-
tire $400 million for the FY99 highway project,
which included a regional road component, was
cancelled, and other projects were scaled down

during implementation. In total, close to 50 per-
cent of the approved loan funds for transport
have been cancelled. The Bank also assisted the
transport sector by way of the first Rehabilitation
Loan, which included financing of spare parts for
buses and for seaport equipment. An in-depth
sector review of Russia’s ports by the Bank rec-
ommended fundamental reforms to enhance
competition and transparency. It also found that
investment requirements were relatively modest
(because of past over-investment) and were
needed mostly for rehabilitation and adaptation
of superstructures. Nonetheless, at the request
of the central government, the Bank began work
on a port project, with a focus on St. Peters-
burg; this effort foundered because of the un-
willingness of local authorities to undertake
fundamental organizational changes. According
to an agreed division of labor, the European
Bank for Reconstruction and Development
(EBRD) lent money to the railways, while Bank
assistance focused on improved pricing and
competition in the subsector. However, these and
similar efforts under the Structural Adjustment
Loans (SALs) to improve the transparency of the
Road Fund were unsuccessful.

The relevance of the first highway project
was substantial. Its focus on maintenance and re-
habilitation ensured a high internal return, and
private sector contractors were stimulated by
the introduction of competitive bidding for work
previously done by the public sector. Efficacy
was only modest, however. The project was ham-
pered by higher than expected costs, mainly
due to limits in the bidding competition and
the Highway Agency’s resistance to auditing the
Road Fund according to international standards.
The focus of the urban transport project was
on raising cost recovery from minuscule levels,
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in exchange for the financing of new buses. Its
relevance, however, is questionable. The Bank
would have done better by assisting municipal-
ities to privatize quickly and establishing regu-
latory institutions rather than financing public
purchases of costly new buses. Indeed, transport
capacity in cities not covered by the Bank proj-
ect was maintained by a better combination of
privatization and public purchases of second-

hand buses from Western Europe. The urban
transport loan, moreover, turned out to be a
disaster for most municipalities, whose debt
service quadrupled after the 1998 devaluation
(the Ministry of Finance (MOF) had insisted that
subborrowers take the full foreign exchange
risk).? These problems caused large loan can-
cellations, and progress was modest on railway
pricing and negligible on restructuring.



ANNEX 4:

EVALUATING BANK ASSISTANCE TO THE AGRICULTURE SECTOR

Agriculture has proven to be one of the sectors
most resistant to change, even though relative
prices are now largely market-determined, sub-
sidies fell from over 10 percent of GDP in 1992
to 2 percent by the end of the decade, and pri-
vatization has left only 10 percent of farmland
in the hands of the state. But there has been
very little change in farm structure or manage-
ment, and gigantic privatized farms continue to
operate as state and collective enterprises, with
low factor productivity and few incentives to re-
spond to changes in market signals. As in the
early 1990s, the sector still badly needs (a) a
clear legal framework establishing agricultural
land markets; (b) reforms of marketing, distri-
bution, and agricultural credit institutions, pri-
marily at the regional level; and (¢) a
re-orientation of public support to facilitate
the emergence of efficient farms rather than
maintaining inefficient ones.

The Bank’s recommendations throughout
the decade were consistent and appropriate. In
light of the poor policy and institutional envi-
ronment, Bank lending was limited to a core
program aimed at supporting market-based in-
stitutions, particularly land reform and farm pri-
vatization and restructuring, as well as assistance
to the Ministry of Agriculture in developing mar-
ket infrastructure, farmer information services,

and a viable private sector seed industry. Assis-
tance to the sector has consisted of two loans ap-
proved in June 1994: a $240 million Agriculture
Reform Implementation Support (ARIS) proj-
ect and an $80 million Land Reform Implemen-
tation Support (LARIS) project.!

The loan components, however, were more
prosaic than their description in the 1994 CAS
and included strengthening information serv-
ices to farmers and demonstrating the role of the
private sector in agriculture by establishing pilot
wholesale markets and seed processing facili-
ties. Other goals included changes in seed qual-
ity production and marketing subprojects, the
introduction of a uniform land registration sys-
tem and cadastral mapping, and training.
Progress on these narrower objectives has been
very slow but is now reportedly satisfactory (ex-
cept that the private seed enterprises cannot
repay the sub-loans under the ARIS project).
These achievements, however, have meant little
so far, because the necessary legislative and pol-
icy reforms required to address the priority
needs of the agricultural sector have yet to be
adopted. ARIS was premature, and its relevance
was modest at best. The focus of LARIS on build-
ing government capacity, however, may prove
timely, given recent progress on land reform
legislation.
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ANNEX 5: 1997 AND 1999 CAS OBJECTIVES AND OUTCOMES

Progress

Development Main 2001
objective results Actual
Private sector o Regulatory framework for case-hy-case

privatization in place
e Transparent case-by-case privatizations
e Enterprise restructuring
¢ |mprovements of institutional capacity to
handle bankruptcy cases
e Accession to WTO
Financial sector e Regulatory framework in place (e.g., prudential
regulations, exit legislation, IAS)
e Upgrade regulatory and tax framework
for securities markets
Social safety net e Real minimum pension at acceptable level
e Pension reform
e Modernize labor legislation
¢ |mprove unemployment benefits
¢ |mproved targeting of social assistance
Social services e Agreement on health financing reform
e Agreement on education financing reform
Public sector and e Restructure intergovernmental fiscal relations
economic e |mprove tax administration and tax system
management e (overage of treasury system increased
e Wage and pension arrears eliminated
e Strengthen legal framework and judiciary
e Corruption Diagnostic Study (1999 CAS)
e Public administration reform
Agriculture and e Adoption of legislation and procedures
rural development to facilitate land market transactions
e Restructuring of bankrupt farms
Energy, environment, e Reduction in subsidies to coal enterprises
and infrastructure e forinvestment and production
e Private sector participation in power generation
and distribution projects
e Utility tariffs to cover full economic costs, and
cross-subsidization phased out
¢ |ndependent regulatory agencies for infrastructure
monopolies fully operational
¢ |mplementation of Environmental Action Plans
at federal and regional levels

LD ;W ;L OGODDGOGODWmwmoDE@wm;m v,

Note: N=negligible; S=some; G=good; C=completed.






ANNEX 6:

BANK PERFORMANCE IN SECTORAL DEVELOPMENT

In private sector development (PSD), the Bank
Group’s sectoral performance has been mixed.
The IFC moved quickly in the early years to ad-
dress needs for technical assistance in PSD, earn-
ing a high level of goodwill. In the second half
of the decade, however, TA operations have fo-
cused on narrower objectives less central to the
transition process. The IFC’s investments—along
with its losses—have been limited. In light of the
generally unfriendly investment environment,
the IFC’s matching of its skills and resources to
potentially viable investment opportunities in
Russia not covered by EBRD financing has been
appropriate and, to the extent it reflects resist-
ance to the prevailing approval culture and ex-
ternal pressure to invest, laudable. MIGA’s
decision to offer coverage on a prudent and se-
lective basis was equally appropriate. Bank analy-
ses, advice, and TA on PSD were timely and on
the mark. The Bank’s credit lines to private en-
terprises, however, if viable from a commercial
standpoint, should have been left for the IFC.
In the financial, transport, and agricultural
sectors, Bank performance has also been mixed
(see Annex 3 for the transport sector and Annex
4 for the agricultural sector). The Bank’s early di-
agnosis of the financial sector was sound, with
a clear recognition of the technical and political
difficulties of the required reforms and institu-
tion-building processes. Its advice and the TA
loan components also were appropriate, and
have helped create a promising foundation of
laws and institutional capacity. However, several
aspects of its lending assistance were deficient.
The Bank should not have lent in the bank-
ing sector without full ownership of reform by,
and a good working relationship with, the Cen-
tral Bank of Russia (CBR). The Bank’s policy ob-

jectives would have been better served by more
vigorous monitoring and active advocacy of the
institution-building components of its loans, es-
pecially the CBR supervision component. The ac-
creditation and monitoring process for
participating banks under the Financial Institu-
tions Development project (FIDP) was flawed
and supervision seriously deficient.! Appraisal
and supervision reports before 1998 presented
an overly optimistic view. Much of the work done
under the Capital Markets Development project
(CMDP) to strengthen the legal, regulatory, and
institutional framework for the capital market was
premature, given the inadequate government
commitment to resolving the key issues of dis-
closure standards, corporate governance, and
protection of shareholders’ rights, without which
improvements in the capital markets’ infra-
structure would prove sterile.? Through 1998, lit-
tle attention was paid to the restructuring of
state-owned banksaeven though this issue was
highlighted in prior economic sector work (ESW)
on the sectoraand to improving the conditions
for foreign bank entry. Unlike the approach taken
in successful Central Europe and the Baltics
(CEB) countries, moreover, the policy dialogues
surrounding enterprise and bank restructuring
in Russia were not clearly integrated. Finally, the
Bank did not do enough projects to create a
broader understanding of the key issues and
disseminate its own strategic vision for finan-
cial sector development.

The Bank’s program of lending assistance to
(and through) the banking sector should have
been more limited, better designed, and closely
supervised to minimize the Bank’s reputational
risk and achieve better coordination before 1999
between the Bank and other international fi-
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nance institutions (IFIs) and donors. In all like-
lihood, however, the end results—the sector’s
insolvency after the 1998 debt default and de-
valuation—would not have been very different
in light of the poor institutional and microeco-
nomic environment and the dynamics of un-
sustainable public debt in the context of a fixed
exchange rate regime.

In public financial management and ac-
countability, the Bank had a decisive impact on
the development of basic expenditure tracking
systems in the Ministry of Finance (MOF) under
the Coal Sector Adjustment Loan (SECAL) I, as
well as a significant impact on the initial devel-
opment of the accounting profession. Until rel-
atively recently, however, the Bank made only
slow progress in diagnostic work and in sup-
porting the building of key institutions at the
country-wide level—even during 1996-99, when
it provided substantial quick-disbursing loans
for budget support. The Bank’s relationship with
the supreme audit institution—which through
1999 the government considered an instrument
of the opposition parties in the Duma—was dif-
ficult, but the Bank’s efforts to establish a pro-
ductive dialogue were limited. The inadequate
assistance in this area reflected an insufficient ap-
preciation by the Bank of the role of public sec-
tor governance in Russia’s transition.

However, the Europe and Central Asia (ECA)
Region did adhere to the formal, Bankwide fi-
duciary guidelines for lending and, furthermore,
took some additional steps. In the wake of alle-
gations of misuse of IMF resources after the
1998 financial crisis, the Bank reviewed all ad-
justment loan disbursements. Although satis-
fied that they were fully accounted for and used
in accordance with loan agreements, it intro-
duced a tracking system to ensure that dis-
bursements of its remaining adjustment loan
balances reached the MOF’s budget accounts
or were only used by the CBR for external debt
payments. The Bank also endeavored to obtain
a comprehensive report by the Chamber of Ac-
counts (COA) on federal budget execution for

each year in which adjustment loan disburse-
ments took place. As for the remaining portfo-
lio, Bank staff have implemented diligently the
“ring fencing” approach mandated Bankwide for
project financial management. They took inno-
vative steps to recover ineligible payments and
to improve project audit quality, including re-
viewing the qualifications of private auditing
companies and accrediting the competent ones.

In the social protection sector, the Bank’s ini-
tial projections overestimated the risk of un-
employment, because they assumed downward
real wage rigidity and a much faster adoption of
hard budget constraints on enterprises, as had
been the case in CEB countries. Nonetheless,
Bank performance was commendable under the
early TA efforts and under the coal loans.
Throughout the decade, the Bank was success-
ful in keeping social protection on the govern-
ment’s reform agenda. With the Social Protection
Adjustment Loan (SPAL), however, it was mis-
taken in its expected timetable for major insti-
tutional reforms and its weak conditionalities.
The better alternative would have been to lend
only for TA, until evidence of concrete reform
steps and a need for compensatory financing of
implementation costs became apparent.

In the energy sector, the Bank performed
well not only in the successful restructuring of
the coal subsector, but also in the electricity and
the natural gas subsectors, where responsibility
for the failure or limited progress of reform
rested squarely with the government. In the oil
production subsector, however, the Bank moved
too quickly to make a rehabilitation loan—that
is, before the government adopted the necessary
reforms. The Bank was also unable to influence
the oil transport subsector, which has been the
major bottleneck to expanding oil exports. Finally,
the Bank could not prevent—through policy di-
alogue or the leverage of its lending program—
the mistaken decisions of the government to
partially divest its shares in the gas and elec-
tricity monopolies before their restructuring and
the establishment of a regulatory framework.



ANNEX 7:

DISCUSSION OF OTHER COUNTERFACTUALS

Could greater budget support in 1991 and
1992 have led to a faster and smoother
progress toward macroeconomic stabi-
lization and reform? Unlikely. Because the
Bank could not provide assistance until Russia
became a member of the Bank, such support
could only have come from the G-7 countries. In
any case, the Soviet Union’s large borrowing in
its final years had allowed it to be complacent
about embarking on a serious transition pro-
gram. Moreover, the tide turned against the re-
formers despite the $1.6 billion made available
by the IMF and the Bank in mid-1992 with vir-
tually no conditions, clearly indicating that other
loans would follow.

Could early large-scale financing of the
safety net have encouraged faster restruc-
turing and stemmed the increase in
poverty? Unlikely, since the additional cost of
maintaining social programs at their 1992 levels
(11 percent of GDP) during the next six years
would have been roughly $20 billion annually. Ex-
ternal assistance of this magnitude was simply not
available.

Would more determined support by the
Bank for the lease buyout privatization
option, pro-competition policies and insti-
tutions, or transparent case-by-case priva-
tization have led to better privatization
outcomes? Probably not, although the Bank in-
fluence was diminished by its lack of grant re-
sources and, in the late 1990s, by differing views
among senior Bank managers. In 1991-92, Bank
staff shared the reformers’ view that, given the
weak control environment, the lease buyout with
no share-trading rights option was a recipe for
asset stripping by the enterprise insiders. They

preferred case-by-case transactions and com-
petitive restructuring before privatization, but
the views of foreign advisers had little influence
at that time. By mid-1991, the reformers and the
legislature had already chosen the mass privati-
zation strategy without prior competitive re-
structuring, on the basis of their political
objectives and the realities on the ground. The
Bank was left with no role other than helping to
design the mass privatization program (MPP).
The Bank’s subsequent efforts to minimize the
MPP’s shortcomings proved fruitless, but not
for lack of trying. The government did not ad-
dress the issues of competition and corporate
governance, and thus the Bank’s advice and
technical assistance (TA) remained largely un-
used. Instead of the envisaged transparent cash
auctions and case-by-case transactions that the
Privatization Implementation Assistance Loan
(PIAL) was to support, the government chose in
1995-96 the opaque loans-for-shares (LES)
scheme. The subsequent strong push through
1998 by the Bank also yielded nothing but an
empty shell of a privatization framework.

Would more attention by the Bank to fis-
cal issues have been possible and fruitful?
While the Ministry of Finance (MOF) did not
welcome work or advice by the Bank in the sen-
sitive areas of tax structure reform and expen-
diture management and allocations, the Bank did
not use sufficiently the leverage available to it
from its lending program to engage the gov-
ernment in technical analyses. Nor did it use
sufficiently its relationships with Russian policy
institutes and the IMF to indirectly affect policy
decisions. The IMF would have welcomed con-
crete recommendations on expenditure re-
structuring as input to its 1996-97 Extended
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Financing Facility (EFF) program, but the Bank
had little to say. Only in the areas of oil taxation
and coal subsidy reduction was the Bank able to
make technical contributions to fiscal policy op-
tions, as its main interlocutors were sector min-

istries. The MOF and the IMF, however, did not
take up the Bank’s recommendations on oil tax-
ation because they were more concerned about
the short-term revenue implications than the
longer-term effects on incentives and revenues.



ANNEX 8:

BANK MANAGEMENT VIEWS!

We welcome this evaluation of the Bank Group’s
assistance to Russia between 1991 and 2001,
which has been prepared during the first sus-
tained period of growth in the Russian econ-
omy since the breakup of the Soviet Union in
1991. The CAE concludes that Russia’s transition
to a market economy was more difficult than
anticipated;? but the very rapid privatization,
dismantling of controls, and redirection of pro-
duction and trade have led to an irreversible
transformation of the Russian economy, albeit at
high cost. We agree that Russia is now irreversibly
on the path to a market economy, and believe
that the World Bank Group played an impor-
tant part in this transformation.

After the traumatic financial meltdown in
1998, Russia used the breathing space provided
by high energy prices to develop its own com-
prehensive reform program. In a more stable
political environment, the government has over-
seen the passage of important legislation through
the Duma in key areas of the structural reform
agenda, including a new tax code, judicial reform,
deregulation, restructuring of the natural mo-
nopolies, urban land reform, and pension re-
form. Much remains to be done, and the
implementation of these reforms will be difficult
and complex. The Bank cannot, of course, claim
sole or even major credit for these advances;
that must go to the Russian government and
people. But in our view (which we believe is
shared by the government), the Bank Group,
through the cumulative impact of its lending and
nonlending work over the last 10 years, played
a substantial role in assisting the reformers en-
sure the irreversibility of the reforms.

The CAE divides Bank Group performance
into two periods; 1991-98 and 1998-01. Ac-
cording to the CAE, the efficacy of Bank assis-

tance before 1998 was modest, while since 1998,
the relevance and design of Bank assistance has
improved considerably. We do not find this di-
vision very useful, since we think it is the cu-
mulative impact of our involvement over the
period as a whole that needs to be considered.
Notwithstanding the merits or otherwise of di-
viding the evaluation of the Bank’s work into two
somewhat arbitrary periods, the unstable and
sometimes chaotic environment in which the
Bank worked throughout much of the 1990s
must be emphasized. The breakup of the Soviet
Union, the disruption of trade, the construction
of a new federal political and administrative sys-
tem, the need to build a market economy from
scratch, massive fiscal problems, volatile energy
prices, and the large-scale movements of people
and dislocation of established patterns of life
were the daily backdrop to the Bank’s work.

The early period of our engagement in Rus-
sia was a time of great unknowns and needs,
and the Bank was usually without tested reform
models. We tried to respond and learn quickly
in many key sectors. Some of these experiments
failed, and some succeeded, but we believe
strongly that essential lessons were learned—by
the Bank, by Russia, and by others—and that
these lessons provided the platform for subse-
quent reforms. The investments, advice, and di-
alogue that worked have had a big payoff since
1998, and this payoff far outweighs the costs of
the failed efforts. We therefore agree with the
CAE’s conclusion that the cumulative benefit
over the last 10 years of Bank operations, to-
gether with the impact of Bank advice, con-
tributed positively to Russia’s performance since
1998.

We achieved this by pursuing a high-risk,
high-reward strategy over the past 10 years.
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During crisis periods, we came under pressure
from many sides to speed up and increase re-
source transfers, because of legitimate concerns
regarding the geopolitical, economic, and social
consequences of failure in the reform process.
The debate will go on for a long time about the
optimal mix of money and advice during peri-
ods of macroeconomic instability, and we read-
ily agree that we did not always get it right. We
also agree that our objectives were sometimes
too ambitious, with insufficient government
ownership of the needed institutional reforms.
Ideally, technical assistance (TA) for institutional
development should precede large-scale in-
vestment,® but investment may be important
even without institutional change. For exam-
ple, the two oil rehabilitation loans failed to in-
troduce needed institutional reforms, but they
did improve productivity and finance essential
rehabilitation that allowed production to be
maintained. TA alone to the oil sector likely
would have produced neither institutional re-
forms nor improved productivity.

We have learned that policies, however rele-
vant, cannot be implemented absent strong in-
stitutionsaeand, indeed, the Russian experience
has contributed to a rethinking of the develop-
ment paradigm and a rebalancing of the relative
roles of policies and institutions. Also with the ben-
efit of hindsight, we can see areas that we should
have emphasized more, such as public finance and
corruption.* At times, we were overoptimistic
about the speed and complexity of the reform
process, while we sometimes underestimated the
capacity of the Russian people to undergo such
a searing transformation. And arguments will con-
tinue for a long time about the pros and cons of
many government actions, including the mass
privatization program (MPP) and efforts to main-
tain the exchange rate. But the bottom line is

that by taking risks, we contributed to the irre-
versible transformation that has taken place.

We agree with the general thrust of the lessons
learned and recommendations, and the pro-
posed Country Assistance Strategy (CAS) for
2002-04 is largely congruent with the focal areas
and instruments of assistance suggested in the
CAE. However, we would caution about the
CAE’s approach to the question of country own-
ership. Country ownership is crucial to the suc-
cess of assistance. But achieving country
ownership requires more than paying attention
to the political and institutional aspects of re-
forms and consulting widely. Governments and
countries are usually not homogenous, and the
political process is rarely so clear cut that the
Bank can guarantee “ownership” in advance of
lending. The Coal Sector Adjustment Loan
(SECAL) II project is a case in point. This proj-
ect is regarded in the CAE as best practice, and
indeed it was from the point of view of prior an-
alytical work, consultations, and design. But the
project would never have started if we had waited
for consensus—it was then, and still is now,
highly controversial. It is clear now that privati-
zation of the coal sector is unlikely to be re-
versed, but this was absolutely not guaranteed
when the program started.

We believe strongly, therefore, that the Bank
must play a catalytic role in the reform process,
and must be prepared to act quickly and deci-
sively should the need and demand arise. We
should always try to recognize, manage as well
as possible, and be transparent about risks, but
we should not shy away from engagement even
if broad-based country ownership is not fully
assured at the outset. Country ownership should
be as much the goal of our work as a sine qua
non for our participation, and it often cannot be
achieved without failures and setbacks.



ANNEX 9:

RUSSIA: IFC COUNTRY IMPACT REVIEW

INTERNATIONAL FINANCE CORPORATION
OPERATIONS EVALUATION GROUP

Executive Summary

Scope

This review evaluates the IFC’s operations in
Russia from late 1991 through December 2000.
It considers the IFC’s strategies, technical assis-
tance (TA) activities, investment operations, and
the effectiveness of collaboration between the
IFC and the Bank.!

Overview

During the 1990s, the IFC devoted the bulk of its
efforts in Russia to TA rather than investments.
This strategy reflected Russia’s needs during the
first half of the 1990s, the availability of investment
financing from the European Bank for Recon-
struction and Development (EBRD), and the
IFC’s continuing concern with the high risks of
investment operations in the country. By moving
quickly and effectively to address strategic, high-
priority TA needs in the initial years, the IFC con-
tributed materially to Russia’s transition process
and earned a high level of goodwill. Opportuni-
ties for addressing core transition issues through
TA, however, decreased by the mid-1990s and, in
light of the poor business climate before and
after the 1998 crisis and its attendant losses, the
IFC was appropriately cautious in expanding its
investment operations. The IFC’s matching of
its skills and resources to country needs and po-
tentially viable opportunities not covered by the
EBRD has been well focused and appropriate.

Technical Assistance Operations

Privatization and Capital Market Development

In the early 1990s, the IFC addressed a unique
opportunity. The scope and scale of Russia’s
needs were unprecedented. Initially, the IFC fo-

cused on two of the biggest immediate chal-
lenges in Russia’s transition to a market econ-
omy—privatization and capital market
development. The IFC’s contributions were on
an unprecedented scale, and the results of its ef-
forts stand among its most significant country-
level achievements. In addition, the IFC’s TA
efforts in Russia provided the experiential basis
for similar activities in Ukraine and other former
Soviet Union countries.

Investment-Related

In line with Russia’s evolving needs and donor
objectives and constraints, the IFC’s more recent
TA has addressed narrower, second-generation
transition objectives for deepening the transition
process. These TA operations, many of which
emerged from earlier activities, have been rele-
vant and useful.

Outcomes

Overall, the IFC’s TA activities were broadly con-
sistent with its strategies. This review finds that
when weighted by their total cost, the develop-
ment outcomes of 96 percent of the IFC’s TA
projects (46 percent by number) have been sat-
isfactory or better.

TA-Related Recommendations

The IFC’s past use of donor TA funds aggre-
gated to $47 million during the review period.
It has yielded excellent outcomes, but the IFC
must still be concerned with the impact of its fu-
ture TA operations. The IFC should consequently
assess how it can best use the human and fi-
nancial resources it can devote to TA to con-
tribute to Russia’s development, without losing
the flexibility to react quickly to new needs and
opportunities, as it has in the past.
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Privatization

Financial
sector
development

Financial Disbursed investments in 9
sector institutions (3 new) and 4 funds,
investments but no credit lines directed

at SMEs.
Real sector Disbursed investments in 19
investments ventures. Specific types of ventures

Table A.2

and Results

Delivery

Summary of the IFC's Strategic Priorities

Substantial, except for
privatization linked to foreign
investment. Though not
envisaged initially, assisted with
voucher privatization.

Substantial advice on
capital market architecture
and leasing legislation.

approved fit the IFC's strategies in
some cases but not athers.

Note: Investment disbursement data reflect approvals through 2000; outcomes relate to 20 mature investments approved before the August 1998 financial crisis and evaluated in January-
April 2001.

* In particular, it should look into the possibil-

ity of a TA project to develop alternative dispute
resolution mechanisms, such as third-party ar-
bitration, in Russia.

It should also review the EBRD’s experience to
consider how best to couple TA support for
small and medium-size enterprises (SMEs)
with sustainable wholesale investment opera-
tions through a variety of intermediary in-
struments.

The IFC must nurture continuing donor sup-

¢ Providing donors with fuller, more objective re-

porting, including evaluations of all TA activi-
ties in accordance with the IFC’s prescribed
standards. To avoid excessive costs, however,
the depth of the evaluation work and the de-
gree of independence should depend on the
relative amount of money spent on the TA.
Showing a greater willingness to consider
donors’ views on substantive matters.
Showing a greater sensitivity to the donors’ in-
terests in sharing favorable publicity.

port. Donor funding depends on a wide range In the broader context of better Bank-IFC-
of factors, including changes in donor priori- Multilateral Investment Guarantee Agency
ties, but the IFC can reduce the risk of losing (MIGA) integration of efforts to improve the in-
donor support by: vestment climate and financial sector, the IFC
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should establish close coordination with the
Bank in soliciting and using donor TA funds in
relation to these World Bank Group priorities.

Investment Operations

Private Investment Climate

Unclear and conflicting laws, poorly defined prop-
erty rights, excessive regulations, an unreliable ju-
diciary, an inadequate banking system, corruption,
opacity of ownership, corporate governance
abuses, and crime have discouraged foreign in-
vestors from considering operations in Russia. Do-
mestic investors face the same problems, and as
recently as April 2001, President Putin estimated
capital flight at $2 billion a month, broadly the
same as World Bank estimates. Over the past
year, there have been favorable changes in Rus-
sia’s investment climate. The State Duma ap-
proved legislation aimed at deregulation, the
reduction of administrative and other barriers
to investment and business activity, and better
protection of property rights. These institutional
reforms have enhanced Russia’s investment ap-
peal to financiers: both Institutional Investor

Figure A.1 Russia: Instit

Credit Rating
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and Euromoney raised Russia’s credit risk rating
in their most recent (March 2002) updates. Re-
flecting renewed investor interest, and following
a steady four-year decline, the IFC’s net approvals
during 2001 reached an all-time high level (see
figure A.1). Serious obstacles remain, however,
and if it is to sustain improvement in its invest-
ment climate, Russia must establish the rule of
law through judicial reform, level-playing-field
enforcement of laws and contractual commit-
ments, and fair competition. There also remain
a number of important unresolved issues in the
areas of accounting and banking sector reforms,
crime, and creating an SME-friendly environ-
ment, which need to be addressed to make Rus-
sia an attractive investment target and lay the
basis for sustainable growth.

Volume

The IFC’s net approvals for investments in Rus-
sia during FY93-00 totaled $0.71 billion in 48 en-
terprises, putting Russia 10th between Thailand
and Korea among the IFC’s 15 largest countries
of operation (by size of the economy) for the pe-
riod. Net of droppages and cancellations, the

utional Investor Country
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IICCR score US$, millions
200
[ICCR = 32.2 March 2002
45.0 N + 180
c Russia joins IFC Financial crisis ]
S x| April 1933 Putin elected 1160 =3IFC net
é 2 ‘ ¢ utin electe approvals
30.0 __ | /1140 icCR rating
A /| L
_\/_/ J 1100
N ™ 180
% + 60
+ 40
+20
0.0 b e s I b 0

1992 1993 1994 1995 1996 1997 1998 1993 2000 2001
Y B—

Period covered in this review

Recent developments

RUSSIA: IFC COUNTRY IMPACT REVIEW

65



ASSISTING RUSSIA'S TRANSITION

66

IFC made 37 commitments totaling $0.51 bil-
lion in 34 companies, financial institutions, and
investment funds.

Constraints

Except for oil and gas, private sector investment
has been small, and foreign companies have
been wary of investing in Russia. Russian com-
panies have often resisted restructuring or have
been tainted by corporate governance abuses,
opacity of ownership, or even links to criminal
activity. The EBRD has been available to meet the
financial needs of most projects having reason-
able success prospects—through 2000, the EBRD
committed $3.66 billion in 112 private sector in-
vestments in Russia, more than seven times the
scale of the IFC’s investment volume.

Outcomes

The overall record of the IFC’s mature invest-
ments is poor. Only 35 percent (57 percent by
value) have yielded satisfactory project devel-
opment outcomes, and only 20 percent (40 per-
cent by value) have yielded satisfactory
investment outcomes for the IFC. In contrast
to the IFC’s worldwide evaluated sample, where
development-investment “win-win” outcomes
are the primary outcome category (42 percent
of cases), in Russia, “lose-lose” outcomes have
predominated (65 percent of cases). The EBRD’s
experience has paralleled the IFC’s, but on a
significantly larger scale. Had the IFC invested be-
fore the 1998 crisis in projects that it consid-
ered but dropped for reasons of perceived
reputation, investment, and/or development
risks, the likelihood is that their outcomes and
the IFC’s aggregate losses would have been
worse. The IFC’s caution in making investments
was prudent in the circumstances and reflected
a successful and laudable resistance to external
pressure and internal approvals incentives.

Profit Contribution

The IFC has suffered a negative net contribution
from its operations in Russia.? Of the total neg-
ative contribution, 44 percent was from net loan
and equity losses, 32 percent from related ad-
ministrative expenses, and 24 percent for TA-
related execution expenses.

Outcome Drivers

The performance of the IFC’s investments in
Russia largely reflects the types of businesses in
which the IFC invested; the partners and man-
agers with which the IFC collaborated; devel-
opments in the Russian economy (especially the
1998 crisis); issues related to government, gov-
ernance, and crime in Russia; and the related
learning curve for the IFC’s own work quality, es-
pecially in screening, appraisal and structuring.

Looking Ahead

The challenge the IFC faces in Russia today is to
base its investment strategy and judgments on
future prospects while bringing to bear past les-
sons. While important impediments remain, for-
eign financiers perceive that Russia’s enabling
environment has been improving recently. Re-
flecting better post-crisis selectivity coupled with
these changes in the enabling environment and
the improved economic conditions in Russia,
the current combined credit ratings for the IFC’s
Russian investments closely approximate those
of the IFC’s overall portfolio and are significantly
better in terms of the weighted proportion of
substandard investments. As a result, past per-
formance may not be a harbinger of future out-
comes. The IFC must monitor developments
and should be prepared to move quickly (as it
did in 2001) as opportunities and conditions
allow, signaling through judiciously selected in-
vestments its confidence in the prospects for
Russia’s private sector development (PSD).

Investment Recommendations

On a more specific level, the IFC should consider:

¢ Concentrating its promotional efforts mainly on
oblasts with a good business climate (subject,
of course, to private investors’ being interested
in investing in these oblasts): A selective ap-
proach may reduce the riskiness of the IFC’s op-
erations and may even encourage improved
behavior by regional governments, particularly
if the IFC makes clear the linkage between the
business climate and the oblasts in which it
will focus its investment promotion activities.

* Ensuring that it promotes good practice in
front-end work and applies past lessons: The
IFC’s regional department should lead periodic



workshops that focus on past lessons learned
that are specific to the Russian environment
and relevant to current operational activity.
Participation could include other PSD finance
institutions active in Russia together with IFC
B lender banks to capture as wide a range of
experiences as possible. Past lessons should be
carefully considered and applied, particularly
in front-end work.

Increasing its efforts to finance Russian-spon-
sored businesses: The IFC should not com-
pletely exclude the possibility that some
financial-industrial groups may become reli-
able business partners. Moreover, it should
get to know medium-size Russian businesses,
particularly those based on Russia’s highly
trained technical manpower. The IFC should
continue its efforts to assist financial interme-
diaries that can provide financing to larger
numbers of Russian enterprises, and to use
TA funds to develop local suppliers for large en-
terprises.

Giving greater attention to SMEs: The EBRD has
indicated to the IFC’s G-7 shareholders that its
experience with lending to SMEs through in-
termediaries has been successful. This evalua-
tion has not encompassed the EBRD’s
experience beyond its reported overall success
rates and loss experience, but the potential im-
portance of the SMEs sector, and the challenges
of developing sustainable wholesaling chan-
nels, call for the IFC to devote greater attention
to it, as it has recently begun to do.

Playing a more active role in developing Rus-
sia’s capital markets by exploring the possibil-
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ity of (a) issuing ruble bonds itself or provid-
ing partial credit enhancement for ruble obli-
gations (as it is now considering) and (b)
exploring the possibility of establishing insur-
ance companies and pension fund manage-
ment companies. The development of Russia’s
capital market is now constrained by the de-
mand for and supply of long-term instruments.
The IFC should seek to address both con-
straints.

* In the context of the joint CAS and its pursuit,
developing jointly with the Bank and MIGA a co-
ordinated approach and division of labor for
addressing obstacles and promoting improve-
ments in the investment climate: The World
Bank Group must be more effective than it has
been to date in realizing synergies from its sub-
stantial skills, experience, resources, and lever-
age potential for catalyzing change. The way
forward lies in introducing coherent incentives
across the three Bank Group agencies around
shared priorities for sustained, mutually rein-
forcing pursuit of actions for improving the in-
vestment climate and banking system.

General Recommendation

Looking beyond Russia, the IFC should consider
applying the positive lessons of its strategy pur-
suit in Russia in other early transition countries,
by taking stock of country strategic needs and in-
vestment climate risks, bringing to bear its les-
sons learned in Russia, and shifting its resources
nimbly between investment and strategically tar-
geted TA operations as volatile country condi-
tions and opportunities evolve.
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ANNEX 10:  VIEWS OF EXTERNAL ADVISERS AND OTHERS

Professor Gur Ofer (external adviser)
New Economic School (NES)
Moscow, Russia

I find the Country Assistance Evaluation (CAE)
by OED on Bank assistance to the Russian Fed-
eration very good and mostly accurate and bal-
anced, in the description of the transition in
Russia over the last decade, in the evaluation of
the successes and failures of the reform, in the
overall impact assessment, and in the discus-
sion of the roles played by the main players. In
particular, I appreciate the ability to criticize the
role of the Bank when it was warranted. The
project ratings assigned are mostly accurate and
fair. The evaluation confirms the general per-
ception that the success of transition in Russia
depended primarily on what Russia and its gov-
ernments were able to achieve. The Bank’s ef-
forts were well intentioned, but could not go
beyond what the client was ready to own. Both
Russia and the Bank made many mistakes and
could have done better. Still, with the help of the
international community, Russia managed to
pull itself out of the old regime and initial dis-
order and to put a solid foot on the way to a mar-
ket economy:.

However, I also find that the revisions and
cuts in preceding versions of the Executive Sum-
mary, Chapter 1, and Chapter 4 diluted the key
messages and weakened their “bite” significantly.
In these three chapters, there is less detail, use
of more general terms to indicate failures, and a
somewhat rosier overall picture when compared
with earlier drafts and with what I believe is the
case. When one reads the Executive Summary
after reading the full report and its annexes, one
finds almost everything in the summary. However,
if one reads the summary before reading the full

report, or instead of doing so, which many might
do, one receives a somewhat rosier picture of
what happened and of the Bank’s role. The rel-
egation of parts of the story of the transition in
Russia (in Chapter 1) and of the development im-
pact of Bank assistance (in Chapter 4) to An-
nexes 1-5 also fragmented the flow of the
narrative and made it more difficult for the reader
to follow the complex interaction between do-
mestic developments and the role of the Bank.

There are many factors that made Russia (and
most Commonwealth of Independent States
[CIS] countries) a more difficult transition case
than most of the East European economies, and
this is described in the report (Annex 1). The re-
form in Poland may have created overoptimistic
expectations, and the earlier attempt to emulate
it may have caused more negative consequences
than expected. Given the more severe initial
conditions, including political ones, and the spe-
cial global status of Russia, one may conclude that
Russia emerged after 10 years of reform better
than could have been expected. Still, many mis-
takes had been made, including by the Bank. The
most important oversight of the Bank was that
it failed to appreciate the especially difficult and
complex situation (historical, political, social,
and psychological) presented by Russia, includ-
ing the deep feeling of humiliation for the col-
lapse of the empire, in contrast with the feeling
of liberation in East Europe. The Bank there-
fore failed to tailor a specific assistance para-
digm that will take Russian complexities and
sensitivities into account.

Chapters 2 and 3 are good. Early on, it became
clear that Russia is a special case in many re-
spects and that lessons from other developing
countries may not be enough. This should have
justified a significantly higher budget for eco-
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nomic sector work (ESW) preparation, technical
assistance (TA), supervision, and deeper re-
search work. In 1997, the special research divi-
sion that provided research and support for
transition work was closed. The decision to move
more operational work to the Moscow office
and to give it more authority was correct, albeit
late. It is not clear at this point to what extent the
plan was implemented fully, not only in terms of
number of staff members but also in terms of real
decision power.

Chapter 5 is focused and fair. It needs a specific
paragraph that discusses the nature of the imple-
mentation difficulties and lack of willing ownership
encountered by the Bank staff. More such diffi-
culties had to be anticipated, at least after a while,
and more projects rejected not as inadequate but
because of weak commitment and dedicated do-
mestic owner and/or as nonimplementable. It was
and still is the responsibility of the Bank staff to de-
termine implementability. Therefore, when the
implementation fails in otherwise good projects,
it is also their responsibility.

Chapter 6 incorporates the lessons from pre-
vious failures (and achievements). It empha-
sizes domestic ownership, even matching as a
precondition (as with respect to the highly
needed banking reform); more careful exami-
nation of implementation potential; higher level
of conditionality, partly through the segmenta-
tion and stepwise execution of larger projects;
and a sharp increase in analytical and research
work and training, with an emphasis on the in-
stitutional dimension of projects.

Chapter 4, together with a number of an-
nexes, discusses the main policy packages of
the transition process in Russia and the in-
volvement of the Bank. The emphasis of the
Bank on institutional development, especially
in the public sector but also in the social sphere,
came late. More emphasis on these two areas at
an early stage could have improved the transition
process significantly. Recommendations in these
directions are included in the CAE. Unfortu-
nately, the outcome table and other project rat-
ings are relegated to annexes.

What follows is a more detailed discussion of
a few major reform areas where I disagree with
the main thrust of the OED report.

Privatization and Its Aftermath:

The Crisis of 1998

The discussion of the privatization process in Rus-
sia (mostly in Annex 1) is balanced and correctly
presents the systemic, economic, and political
constraints under which the mass privatization
via vouchers was decided upon and imple-
mented. The report also mentions some of the
serious negative consequences that followed
and the heavy price paid later, in lack of proper
corporate governance, little institutional devel-
opment, minimal restructuring and investment
(including foreign), and the growing phenomena
of arrears, nonpayment, and barter and their fis-
cal consequences.! The report mentions that
there was a lot of enterprise “stripping,” also
under the voucher scheme, not only before, and
that this gave a bad name to the process. There
is also an appropriate emphasis in the report on
the political motivation of the choice. There is,
however, little or no mention of two conse-
quences of the chosen mode of privatization—
first, the very serious political fallout and the
loss of a chance for political consensus on the re-
forms (see more in the discussion of the coun-
terfactuals below), and second, the negative
developments in the real sector were a major
cause of the 1998 crisis, maybe more important
than the fiscal and other causes mentioned in the
report.

The report mentions the difficulties caused for
the Russian economy by the overvaluation of
the currency during the mid-1990s and also the
beneficial influence of the real devaluation, one
of the consequences of the 1998 crisis. It is
somewhat ironic that that one of the most ben-
eficial impacts on the recovery of the Russian
economy came about as a consequence of a cri-
sis that everybody tried to prevent, rather than
as a response to an initiated policy by the gov-
ernment or a strong policy recommendation by,
for example, the Bank.

Financial Sector Development

A well-operating financial, especially banking,
sector is essential for the restructuring of the
Russian economy. The report emphasizes the in-
stitutional weakness of the financial sector
throughout the period, but there is not enough



emphasis on the fact that, even with much bet-
ter regulatory and cultural environment than
were available, there were not enough know-
how and skills in Russia to properly perform mar-
ket-oriented banking services. In this respect,
the early evaluations by Bank staff of the capability
of the banking sector to improve and to fulfill its
very important role were much too optimistic.
This is why an early opening up to foreign banks,
with active government support, might have
helped, first to do the job and second to help train
and upgrade domestic banks. It has to be ad-
mitted, however, that any such move would have
encountered a strong resistance by the domes-
tic banks, the central bank (until very recently),
and the “nationalistic” political forces (see coun-
terfactual discussion below). In many transition
economies in Central and Eastern Europe, foreign
banks now own most or even the entire banking
sectors, with beneficial consequences. This should
have happened in Russia (and in the above-men-
tioned countries) much earlier.

The Counterfactual (Chapter 5 and

Annex 7)

There are two levels of the counterfactual story,
that of the reform in Russia and that of the in-
volvement of the Bank. For the reform program,
one can offer many improvements: in the pri-
vatization program, financial sector reform, fis-
cal behavior, institutional reform, and so forth.
A somewhat slower privatization process with
fewer insider schemes, preceded by a serious
bank reform that included bringing in foreign
banks, could have reduced the extent of the
“virtual economy” syndrome and achieved a bet-
ter fiscal stance in earlier stages—a stance that
could have been used to mitigate the social out-
comes and the extent of poverty. A more care-
ful exchange rate policy could have, with all the
above, avoided the crisis.

The political instability and policy oscillations
should be partly credited to the personality of
President Yeltsin and to the ruling culture that
he brought with him from the old regime. Still,
had there been more attention paid to the so-
cial strife and to measures to mitigate it, there
could have been a higher degree of political and
social consensus, less rule by decree, better
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democratic processes and, possibly, less need to
rely on the oligarchs and buy their support with
the corrupt loans-for-shares (LES) scheme. De-
spite all the fears, the near-communist Primakov
government, after the 1998 crisis, did not re-
verse any of the reform steps taken and main-
tained a relatively solid fiscal stance. Even the idea
of creating state development banks didn’t fly.
Couldn’t an effort at building political consensus
have been attempted earlier?

What could the Bank have done better (other
than doing everything a little better)? I agree
with most of the CAE’s suggested alternatives,
such as the avoidance of some major loans in the
mid-1990s; making more grants for technical as-
sistance (TA); avoiding going into projects with
no clear Russian ownership and low chances of
satisfactory implementation (which constituted
the majority of the projects); anticipating the
crisis, even at the earlier stages of the emer-
gence of the virtual economy; and so forth.

The Bank could have made a difference in the
early 1990s with more money. The huge sums
mentioned in Annex 7 were, of course, unreal-
istic. However, substantial aid until a better fis-
cal balance could have been achieved might
have been possible (with all the other donors to-
gether). The Bank put too much emphasis on a
small budget as compared with a balanced one.
Campos (1999) found evidence that in transition
countries, government expenditures are posi-
tively, not negatively, associated with economic
growth in transition economies. A position by the
Bank that a balanced budget is more important
than a small one had the potential to create
more public resources for social support, thus
also mitigating the discontent and the fear of a
communist takeover and contributing to a higher
level of political consensus.

Leonid Polishchuk (external adviser)
Project Director and Research Associate
Center for Institutional Reform and the
Informal Sector (IRIS)

At the University of Maryland, United
States

The evaluation candidly acknowledges that a
very limited country knowledge and little prior
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experience of assistance in post-communist eco-
nomic transition were available at the beginning
of the Bank’s involvement in Russia. However,
over the last decade, such knowledge has been
steadily increasing, by way of learning by doing,
through numerous studies of Russian reforms,
and from international comparisons. This evolv-
ing knowledge background is important for eval-
uation of the Bank’s Russian programs, as it
allows identification of “second-best” bench-
marks reflecting the level of understanding of the
situation at the decisionmaking time.

The original choice of main thematic priori-
ties by the Bank, which emphasized institution
building, private sector development (PSD), and
social safety nets, was fully justifiable in the early
1990s, and remains so in hindsight. Although
the Bank was slow to reflect the need to pay
greater attention to public sector management
and accountability in its assistance programs,
necessary adjustments have eventually been
made.

However, until late 1999, the progress in the
above areas remained modest, and the programs
of the Bank had little impact on unlocking the
policy reform stalemate that prevailed for most
of the decade. Moreover, at times politically mo-
tivated “quick fixes” offered by the Bank without
necessary conditionality prolonged the impasse
by softening policymaking constraints and un-
dermining the credibility of the reform pro-
grams.

The Bank can take credit, at least in part, for
the accelerated reforms after 1999, when many
of the policies that it previously advocated and
helped develop have been finally put to work.
Critically important conditions for this break-
through were stronger political will and social
consensus for reform, missed for most of the past
decade. These ingredients for successful transi-
tion were supplied “exogenously,” with no im-
mediate relation to the Bank’s earlier efforts.

The report concludes that the Bank “did not
command the resources or the influence to over-
come the unprecedented [domestic sociopolit-
ical] constraints”—an argument intended to
vindicate the strategy of waiting for winning con-
ditions while accumulating the stock of policy
blueprints that would be available when a win-

dow of opportunity opens up. It could be argued,
however, that support in the society for reform
and reform policies themselves are comple-
mentary factors of successful transition. This
leads to the question of whether it was prudent
for the Bank to concentrate large resources on
the latter of these ingredients, while conceding
that the former is beyond any significant influ-
ence. Evidence of this stance includes the down-
grading of the initial social protection programs
aimed to provide safety nets at the early stages
of transition to small-scale technical projects,
such as procurement of computers for pension
administration offices, and the general inclina-
tion to respond to a lack of reciprocity and com-
mitment in implementation of social programs
by reducing such programs to purely TA efforts.
The massive privatization—another major pro-
gram that was intended to broaden support in
the society for the new economic and institu-
tional order and to which, admittedly, the Bank’s
attitude was ambivalent—has led to the opposite
results, leaving widespread resentment and con-
tempt.

While much of the report deals with the as-
sessment of risk associated with various Bank
projects, it remains silent on whether the over-
all approach of betting on exogenous emergence
of domestic winning conditions was excessively
risky. This is not a purely counterfactual inquiry
relevant solely for the assessment of earlier poli-
cies—the report itself acknowledges that “the re-
silience of [the recent policy reform]
achievements to external shocks” remains “an
open question.” It would have been also useful
to discuss what, if any, means the Bank could
have deployed, given the constraints of its sta-
tus and role, to advance the emergence of the
winning conditions as an explicit programmatic
objective.

Overall, the report provides a balanced, ac-
curate, and fair assessment of the World Bank’s
programs in Russia. It is useful and relevant not
only in retrospect, but for the future involve-
ment of international donor agencies in Russian
reform. Some of the conclusions of the report,
such as the importance of domestic ownership
and capacity, and the role of political constraints,
as well as an assessment of the Bank’s efforts to



reflect these factors in its programs, highlight use-
ful lessons for policy reform and development
around the world.

Ivan Szegvari (external adviser)
Senior Country Economist

European Bank for Reconstruction and
Development (EBRD)

London, United Kingdom

The evaluation report is a very well-written, in-
formative, and balanced evaluation of the first
decade of Russia’s economic transition and the
World Bank’s role in this tumultuous process. I
fully share most of the conclusions of the report,
including the general assessment according to
which the modest but cumulative benefits of
the Bank’s operations, together with the positive
impact of its advisory activities, contributed to
building the foundations for Russia’s recent turn-
around. Educating a generation of experts and
policymakers and providing support for the re-
formers in crucial periods is, in my view, the key
component of this contribution.

Russia’s transition, the report rightly claims,
involved and still involves an extraordinary chal-
lenge. The only thing I would have emphasized
more is the inherent lack, in the case of Russia,
of a longer-term integrating objective, a shared
vision, and a powerful social and political cohe-
sive force, like nation building and the Euro-
pean Union (EU) accession have been for the
Central European countries and the Baltics.

I guess that the single most debated sentence
of the entire report will be the one related to the
policy dilemma during the runup to the 1998 cri-
sis: “In hindsight, Russia would have been bet-
ter off by allowing the currency to float while
pledging to address fiscal and structural reforms.”
I am not sure. The actually available policy
choices at that time were much more complex
and formidable than that. The alternative was def-
initely not a simple change in the exchange rate
regime combined with some recalibration of the
reform agenda. The devaluation was generally
seen (partly because of the huge foreign currency
exposure of most of the large banks) as a policy
step inevitably leading to the collapse of the
banking system, to the loss of credibility of the
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pursued stabilization course and the entire re-
form process, and to a deep political crisis. We
all know now that all this happened anyway. We
also know that the overall implications of the cri-
sis turned out to be in many respects less dam-
aging than thought—or even salutary. It does not
change, however, the then-perceived policy-
making constraints, assumptions, and expecta-
tions—that is, the actual circumstances of the
decisionmaking process.

Related to the international dimension of the
above policy dilemma, the same paragraph con-
tinues: “But many other influential commenta-
tors and market analysts were arguing for a
bailout and the Bank had no direct responsibil-
ity for the macroeconomic and financial aspects
of the program.” I think the first part of the sen-
tence is a bit of an understatement. Those in-
fluential commentators included the U.S. and
German presidents, the undersecretary of the
U.S. Treasury, and the deputy managing director
of the International Monetary Fund (IMF), among
others. The second part suggests that the Bank
as an institution had a different view about the
bailout. If I am not mistaken, the differences in
views were about using the international finan-
cial institutions (IFIs) as a channel for a clearly
politically driven rescue program (and the as-
sociated double-standards) and not about the ne-
cessity or desirability of the bailout itself.

I like more the reserved tone of another re-
lated assessment of the report: “It is unclear
whether an easier transition path could have
been found given the initial conditions and the
political realities.” Yes, a large dose of intellectual
modesty is warranted when it comes to our un-
derstanding of the dynamics of the Russian tran-
sition process. Despite the benefits of hindsight,
Russia’s history remains full of surprises. Who
would have thought the speed of political stabi-
lization since late 1999 was possible? Who would
have dreamed that a full-fledged radical reform
program was feasible, even in early 2000? Who
would have expected the post-crisis government
to implement the tightest financial policies since
the start of the transition process?

“The key lesson of the Bank’s experience in
Russia is that country ownership is crucial to the
success of assistance.” I could not agree more.
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However, I have a slightly different interpretation
of what follows from that. First, what exactly does
“country ownership” mean in the case of pre-cri-
sis Russia, given its divided government, the un-
predictable president, and the enormous political
opposition to the stabilization and reform
process? Given also the geopolitical context and
implications of Russia’s transformation, the IFIs
support of the reformers and their agenda under
these circumstances was a risk worth taking—in
fact, a risk that had to be taken. Moreover, if we
push the ownership lesson too far, we may end
up saying—rather unhelpfully—that assistance
should be delivered and will be most successful
when there is no need for it.

When discussing the effectiveness of Bank
assistance, the report states in several places
that instead of the large policy-based lending
programs, the Bank should have relied more
and mainly on policy advice. I think the report
has a somewhat romantic view about the po-
tential role of policy advice, especially in the
context of the 1997-98 pre-crisis developments.
It basically assumes that there were ready-made
good policy recipes waiting to be communicated
to and implemented by the Russian policy-mak-
ers. With the possible exception of the first years
of transition, the lack of policy advice has never
been to my knowledge a serious decisionmak-
ing constraint. By the latter part of the 1990s—
thanks to, among others, the Bank-established
Bureau of Economic Analysis—the Russian ex-
perts and politicians were already in a much bet-
ter position to make informed judgments about
their realistically available policymaking choices
than any outside adviser or organization. What
was missing above anything else was the coun-

try ownership of their stabilization and reform
program and, closely related to that, their pol-
icy implementation capacity.

Marek Dabrowski (contributor to the
Country Assistance Evaluation)

Deputy Chairman

Center for Social and Economic Research
Warsaw, Poland

I found the CAE draft to be a well-balanced and
very well-written document.

I generally support the decision to divide the
analyzed period into two subperiods and agree
with the views on Russia’s and the Bank’s con-
tributions to the overall improvement of the
economic and political situation, greater do-
mestic consensus around reform-oriented pol-
icy, and greater ownership of the reform as
expressed in the Executive Summary, Chapters
4 and 5 of the main text, and Annex 8.

The political changes after the December
1999 Duma elections and the March 2000 pres-
idential elections became the most powerful
factor behind the more comprehensive and con-
sistent reform strategy of the government in re-
cent years, in contrast to the earlier periods.
External conceptual contributions, including
that of the Bank (even when cumulated from pre-
vious years, like the conditionality of Structural
Adjustment Loan [SAL] III) were helpful to the
government in designing its reform program
and concrete actions, but cannot be seen as the
primary factor that influenced the course of
events. In fact, the same good policy advice did
not have a chance to be implemented earlier
because of the political obstacles.
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Transmittal Letter

March 26, 2002

Mr. J. Linn
Vice-President
World Bank

Dear Mr. Linn,

On instructions of the IBRD Governor for the Russian Federation, Mr. V. B. Khristenko, I have en-
closed comments of the Government of the Russian Federation made on the paper “Russian Fed-
eration: Country Assistance Evaluation” that was prepared by the Operations Evaluation Department.

Please take into account the submitted comments during the review of the report “Russian Fed-
eration: Country Assistance Evaluation.”

Sincerely,

A. Bugrov
Executive Director of the World Bank for Russia
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[Abridged] Comments of the Russian Federation Government on the Report “Russian
Federation: Country Assistance Evaluation” of the Operations Evaluation Department

of the World Bank!

Basic Conclusion

We take a generally positive view of the pro-
posed draft document, which relies on an analy-
sis of the concrete circumstances influencing
the operations of the World Bank Group in the
Russian Federation and offers a well-balanced as-
sessment of their results. The document presents
a sufficiently objective picture of developments
in Russia over the past decade and outlines the
factors behind the Bank’s successes and set-
backs. The recommendations offered as to fur-
ther areas of the Bank’s operations in Russia
generally do not conflict with the views of the
Russian leadership and, to a greater extent, co-
incide with the provision of the Program for
Russia’s Cooperation with the Bank that has
been recently approved by the government. We
hope that these recommendations will be fully
taken into account as the Bank’s new Country As-
sistance Strategy is drafted for Russia.

At the same time, there seems to be room for
improving the document. Below are our com-
ments, which could be taken into account in fi-
nalizing the document.

Evaluation of the Reform Process in
Russia in the 1990s

The Executive Summary, the Introduction, and
Annex 1 attempt to analyze the reform process
in Russia over the past decade. Overall, we share
most of the assessments, but the following points
deserve attention.

The authors say that “the Russian transition
has been more difficult than expected” (Execu-
tive Summary). [This reference has been quali-
fied in the CAE in response to the comments that
follow]. But in fact, the opposite argument would
be more valid: transition to the market that in-
volved dramatic changes in the government and
political setup has been generally more smooth
and trouble-free than many people would expect.
Ten years ago, apocalyptic scenarios of inevitable
chaos, famine, and civil war across the expanses
of the former Soviet Union were commonplace.

That they have been forgotten today is evidence
of successful transformation. An alternative sce-
nario of a smoother progress of reform than
that which has actually taken place would be an
abstraction. The document itself bears evidence
of how difficult it is to formulate a univocal as-
sessment of the progress of reform in Russia. For
example, contrary to the authors’ above asser-
tions, they say in Annex 1 that “the progress to
date was unexpected by most observers.... This
is a[changed to match current text] historic
achievement to be.” [This reference has been ed-
ited out from Annex I.]

Nor can we agree with the statement that all
the reform programs attempted in Russia until
the late 1990s failed. Although some of them
were not fully implemented, for various reasons,
a continuous trend for carrying on transforma-
tions was generally in evidence. There is every
reason to believe that not a single program of re-
forms has ended in failure, that is, in a slip to the
past or reversal of any measures taken earlier. [In
response to this comment, the CAE now refers
to lack of implementation instead of failure of
programs. |

In this context, the statement to the effect that
“through late 1999 there was a chronic risk of
backsliding” seems absolutely groundless. More-
over, that statement is effectively then denied,
with the admission that “throughout the 1990s
Russia stayed the course in its economic and
social transformation.” [Text has been modified
in response to this comment. |

The interpretation of the political processes is
simplistic and misrepresents the nature of real
Russian democracy. Characteristically, the docu-
ment takes a negative view of the rise of open con-
tradictions between the State Duma and the
Russian Federation government, while stating
that “the Bank paid limited attention to checks and
balances.” In our opinion, these two statements
are in serious conflict. [See Chapter 1, note 2.]

We take exception to the approach charac-
terizing the year 1998 as the divide between six



years of “wasted time” and the subsequent pe-
riod of accelerated structural reform. In our
view, the economic developments of 1998 offered
an opportunity to make better use of the po-
tential of reform built up over the preceding
period. The consequences of the 1998 crisis in-
cluded a dramatic change in the domestic struc-
ture of relative prices that triggered the
restoration of the normal discipline of payments
and tax collection and also helped rid the budget
of the unbearable burden of debts, one result of
the latter being a substantive streamlining of ex-
penditures. However, the institutional and struc-
tural preconditions for this positive change had
been put in place before 1998.

Finally, the 1998 crisis provided evidence of
the most important achievement of the pre-
ceding period, namely, the ultimate victory of
anti-inflationary approaches in formulating mon-
etary and fiscal policies.

It is these conclusions that are prompted by
the sufficiently convincing outline of reforms
set out in Annex 1. In this sense, we share the
better-balanced position of the ECA Region, pre-
sented, in particular, in note 12, Chapter 4.

Assistance Efficiency Evaluation

We have some doubts about the results of proj-
ect evaluation as presented under “Closed Pro-
ject Performance.” They seem to suggest that the
evaluation methodology used does not take full
account of the comprehensive character of the
Bank’s operations, overall results of projects im-
plementation, and specifics of the conditions
for their implementation in Russia.

We believe that the retrospective analysis of
the Bank’s possible operations scenarios in Rus-
sia, in particular, the hypothetical option of the
prevalent use of technical and consultative as-
sistance with limited loans, is one-sided. The
position of the ECA Region seems to be more re-
alistic. In our view, financial support, including
support for the budget, provided by the inter-
national community at crucial junctures of Rus-
sia’s recent history played a certain, though not
decisive, role in strengthening the consistent
course of reform and structural change. Apart
from that, in the absence of a vigorous lending
program, the very possibility of the Bank’s effi-
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cient technical assistance to a country whose
institutions and economy were in fact a mystery
to the Bank is rather doubtful. The principle of
adaptive learning through practical operations re-
mains valid both for the borrowing countries
and for the Bank itself.

We would expect the document primarily to
offer a more detailed and critical analysis of de-
cisionmaking processes not only in the borrower
country, but also in the Bank itself, which would
better conform to the character of the docu-
ment. Nevertheless, the institutional misjudg-
ments of the Bank itself are often explained
away in the document through extraneous cir-
cumstances (such as “pressure from sharehold-
ers”), while the numerous objective problems
confronting the democratic government in a
country going through dramatic political, social,
and economic transformations are taken into
account to a lesser extent.

Cooperation Aspects Not Covered in the
Bank's Report

In our view, some important aspects of Russia’s
cooperation with the Bank have not been ade-
quately appreciated.

Generally speaking, one of them is such a
fundamental fact as the very rapid process of
transition from the planned economy to the
market. The successful experience of such trans-
formation, carried out both in Russia and in
other transition economies during the 1990s, is
substantially different from the practice of trans-
formations supported by the Bank in other re-
gions throughout the more than 50 years of its
existence. In a short period of time, many coun-
tries have traveled the road from joining the
Bank to restoring sustainable economic growth
and gradually cutting back on the Bank’s loans.
It would seem that no other group of borrower
countries (including industrialized nations that
actively used the Bank’s resources all the way
until the 1970s) made such progress so speed-
ily. This unique achievement gives us reason to
assess the operations of international financial
institutions in Russia and other transition
economies as generally successful.

As Russia’s conduct as an individual borrower
is analyzed, we would hope for recognition of the
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country’s unique achievement in overcoming
the 1998 crisis. Out of the large number of
medium-income countries that went through
crises and dramatic devaluation during the 1990s,
Russia was, perhaps, the only one that was ac-
tually cut off international financial assistance
during its most difficult time of trial. The re-
peated positive appreciation of the Russian au-
thorities’ actions after August 1998, we think,
should include mention of that fact. [This has
been noted in the “Recent Achievements” sec-
tion in Chapter 1.]

Finally, at the level of concrete developments
mentioned in the document, it would seem ap-
propriate to lay additional emphasis on the fact
noted in Annex 6. Indeed, in spite of the re-
peated accusations that the Russian side has
been misapplying the Bank’s funds, a thorough
investigation has confirmed that “they were fully
accounted for and used in accordance with loan
agreements.” Nevertheless, the Russian side
agreed to additional measures of control over the
application of the Bank’s funds. [This has been
noted in Chapter 4 in response to this comment. |

The document lacks a detailed analysis of
work with the SAL III. In our view, that work has
laid bare serious problems in preparing such
Structural Adjustment Loans, problems that
could be important to the Bank as a whole; these
include, in particular, inefficiency caused by ex-
cessive loan conditionalities and excessively
broad coverage of many sectors simultaneously.
[See note 6, Chapter 5.]

Issues of Implementing Bank Operations
in Russia

It should be frankly admitted that many of the
Bank’s operations in the key sectors, such as
the financial one, did not rely on a thorough
understanding of the existing problems. That
fact was partially admitted by the Region in the
1999 interim CAS. We agree that the Bank’s ap-
plied research program for Russia needs to be re-
vitalized considerably, which calls not only for
adequate financing under the administrative
budget, but also for a more extensive use of
local researchers and consultants. The program
should be coordinated more closely with the
Russian Federation government, fully meet its pri-

orities, and make better use of Russia’s research
potential. Positive developments in that sphere
inspire certain optimism.

The quality of the Bank’s Russian projects
portfolio is a constant subject of discussions be-
tween the Bank and the Russian Federation gov-
ernment. A relatively high share of problem
projects is due to factors on the side of both the
borrower and the Bank itself. Box 3.3 offers a gen-
erally adequate reflection of the views of the
Russian Federation government as regards the
management of the projects portfolio. There
are quite a few unresolved problems in this
sphere, including, in particular:

* High costs and poor quality of project prepa-
ration

* The role of project implementation units and
their relationships with line ministries

* An excessively high share of administrative ex-
penditures in project costs

* An excessively high cost of the services of con-
sultants recruited for the implementation of the

Bank’s projects in Russia—such costs are often

incomparable with the amount and quality of

the services rendered

* An excessive share of expenditures on techni-
cal assistance both under individual projects
and the portfolio as a whole

* The financial sustainability of projects imple-
mented through subloans to end borrowers.

The problems also are the focus of internal dis-
cussions in the government. Lack of a stream-
lined and efficient mechanism of project
evaluation and implementation is the most sen-
sitive aspect of the Bank’s relationship with the
Russian Federation. The Russian side has a great
interest in technical assistance and in gaining
cutting-edge experience in organizing such a
system. In particular, we would expect the Op-
erations Evaluation Department to offer a more
in-depth analysis of project implementation. Re-
grettably, the report does not pay sufficient at-
tention to this aspect.

Sector-Based Country Assistance
Strategy

We for the most part agree with the assessments
of the results of the Bank’s activity in individual
sectors.



As regards the Bank’s contribution to the pri-
vate sector development, the authors are correct
in saying that the contribution could have been
weightier if the Bank had had a more critical at-
titude toward the issues of providing trans-
parency of privatization measures. Furthermore,
the Bank should have insisted with greater res-
olution on providing a linkage between the pri-
vatization programs and creation of an adequate
legal and regulatory environment for the devel-
opment of the private sector.

In the financial sector, where the outcome of
the Bank’s activity is the least impressive, the au-
thors correctly note the shortcomings of the
Financial Institutions Development project, in-
cluding the inadequate process of accreditation
of commercial banks and poor coordination with
the Bank of Russia. Many of the participating
commercial banks are known to have gone bank-
rupt during the 1998 crisis, which affected the
Bank’s reputation and brought about large fi-
nancial losses for Russia. It should also be noted
that the costs of project administration (which
was done by the consulting firm Arthur Ander-
sen) amounted to a record high share as com-
pared with Bank’s other investment projects in
Russia.

We believe that the failure of the project is ex-
plainable, apart from the structural and mana-
gerial problems inside Russia and the exogenous
factors, with low quality of project preparation
and management, insufficient knowledge, and
lack of practical experience on the part of the
Bank staff. We are aware that similar problems oc-
curred elsewhere in the world, too, which re-
flected the little attention that the Bank generally
paid to the development of the financial sector.
In our view, the current level of the Bank’s efforts
in this sector does not yet correspond to its sig-
nificance for the future sustainable development
of Russia.

The authors correctly note that at the initial
stage, until 1998, the Bank did not pay proper
attention to the issues of providing proper qual-
ity of the state administration system, including
management of state resources and reform of the
civil service and legal system. This considerably
worsened the efficiency of the Bank-financed
programs. We are satisfied that at present the
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Bank is actively repairing the omission and puts
these issues on the top of its agenda in Russia.

The Russian party generally appreciates the
Bank’s contribution to the reforming of the so-
cial sector. Its accomplishments in this area are
quite rightfully noted. It should be also men-
tioned, however, that after the 1998 crisis, which
entailed a steep worsening of the standards of
living, the Bank reduced the overall volume of
lending to Russia without offering any supple-
mentary assistance to mitigate the social conse-
quences of the crisis.

We are ready to agree with the authors’ con-
clusions that the goals of the Bank’s activities in
Russia set 10 years ago proved to be too ambitious
compared with the outcomes. At the same time,
we believe that the insufficiently impressive results
of the Bank’s activities are more than offset by the
irreversibility of the reforms catalyzed with Bank
participation. The dialogue between the Bank and
the Russian Federation government on the key is-
sues of the structural reforms, development of
the social protection system, improvement of the
investment climate and business environment,
and improvement of state institutions, as well as
the implementation itself of the Bank projects in
Russia, is known to have significantly promoted the
general progress of the country along the track of
transformations, which led to adoption and launch-
ing of implementation of the current program of
the government of the Russian Federation that in-
corporates many of the Bank recommendations.

Coordination of International Assistance
to Russia and Project Quality at Entry

The authors of the report correctly point out the
lack of an efficient mechanism for coordination
of international assistance rendered to Russia,
which caused significant dissipation of resources.
The lack of coordination brought about a situa-
tion where similar technical assistance projects or
applied research programs would be implemented
in the same sectors or regions at a short time in-
terval between those, whose results nobody con-
trolled or used. Often the Bank insisted on Russia
borrowing its funds to finance technical assis-
tance or project preparation programs despite
the fact that similar projects had already been
implemented with the help of other donors.
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As regards the assessment of the activities of
the Bank itself, we agree that low input quality
and hasty preparation of projects, as well as too
large a volume of operations that eventually
caused cancellation of the large sums of previ-
ously committed resources, were the reasons
for the unsatisfactory outcomes of implemen-
tation of a number of the earlier Bank projects
in Russia. We believe that if the Bank had had
available instruments such as the APL and LIL at
the time, the resulting effects of its Russian pro-
grams would have been much better.

Overall Evaluation of the IFC Country
Assistance Strategy in Russia

In the early 1990s, the formation of the general
strategy of the IFC in Russia was influenced by
multidirectional factors. On the one hand, the op-
portunities for profitable investments in Russia
were limited, while the risks were high. On the
other hand, the key IFC shareholders prompted
the corporation to intensify technical assistance
to Russia for the development of a market econ-
omy, placing at its disposal sizeable sources of
grant resources to finance such programs. Fur-
thermore, from the very beginning, the IFC met
with certain competition from the recently es-
tablished European Bank for Reconstruction
and Development (EBRD).

While appreciating the positive role that the
IFC played in the development of the private sec-
tor in Russia, including through its technical as-
sistance programs, we nevertheless believe that
the IFC simply had no clearly formulated strat-
egy for Russia at all for a long time. This had an
adverse impact on its activities and caused un-
profitableness of its operations in this country at
the early stages. To a certain extent, this is also
true for the technical assistance strategy, be-
cause in those operations, the IFC relied on the
grant financing provided by donor countries
and, therefore, was under the influence of the
preferences of the latter.

1. Areas for Technical Assistance to
Russia by the IFC

Initially, technical assistance provided by the IFC
focused on two of the most important problems
of Russia’s transition to a market economy: pri-

vatization and capital market development. The
bulk of its efforts and resources were concen-
trated on providing technical assistance in the
area of privatization, which was in line with the
Russian government’s priorities. The IFC was
by far not the only participant that actively as-
sisted in carrying out the complicated, large-
scale process of privatization. However, very
good results, both qualitative and quantitative,
were achieved in those regions and areas on
which the IFC focused its efforts. Here we share
the opinion of the authors of the report.

As regards the IFC’s technical assistance in the
area of development of the financial market,
while sharing on the whole the positive assess-
ment made in the report, we at the same time
believe that the IFC could have been more ac-
tive there and could have made a more signifi-
cant contribution to it.

In their report, the authors cautiously speak
in favor of the continuation of the IFC technical
assistance programs in Russia. Apart from the
area indicated in the report (creation of courts
of arbitration), technical assistance promoting the
development of small and medium-size busi-
nesses in Russia could be of special significance.
Because providing support to small and medium-
size enterprises has been a priority for the Russ-
ian government, earlier and more systematic
participation of the IFC in this area can only be
welcomed. Technical assistance programs could
serve as a basis for more successful preparation
and implementation of investment support pro-
grams for this segment of the private sector.

2. Evaluation of the IFC's Investment
Operations
The report characterizes the amount of IFC in-
vestment operations in Russia as modest, while
emphasizing the impossibility of giving a simple
answer to the question of whether the IFC could
and should have done more. At the same time,
the authors are inclined to believe that the IFC
was responding to the opportunities of poten-
tially viable investments untapped by the EBRD
in a way that matches well its available knowledge
base, skills, and resources.

If one should proceed from an assumption
that the IFC chose the role of a minor player in



the Russian arena (compared with the EBRD) and
has preferred to follow the same line ever since,
then, indeed, one should hardly expect it to be
more active in its investment activity. But in this
case, one should recognize that the principal
factor restraining IFC investments in Russia has
been its own strategic aims, and that by far not
all is explainable by the difficulties of Russia’s in-
vestment climate. It should be also noted that the
Russian Federation government was not aware
of this “division of labor” with the EBRD.

We cannot agree with the so-called losses of
the IFC from its operations in Russia (Chapter 3,
“IFC and MIGA Interventions”). Two-thirds of
those “losses” are the administrative costs, in-
cluding the costs of consulting services, which
were known at the very beginning to be unable
to yield any profit. The report also says that the
low level of IFC investments in 1998 was a pos-
itive factor, inasmuch as if the IFC had invested
in the projects that it considered, but then re-
Jused to implement, then ils operating outcomes
in the development area and financial results
of its operations, in all probability, would have
been even worse. In our opinion, those results
are evidence of the shortcomings in the IFC in-
vestment activity in Russia. In particular, those
investors who had made investments in the real
sector of the economy mostly benefited from the
implications of the 1998 crisis, because the de-
preciation of the ruble improved the situation for
both exporters and manufacturers serving the do-
mestic market.

As regards the analysis of the causes of the cur-
rent situation, the report, regretfully, does not go
beyond those on the Russian side, while mistakes
and errors of the IFC remain without proper at-
tention. We view this as a grave flaw in the report,
bearing in mind that one of its key objectives was
to make a thorough and impartial analysis in
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order to help the IFC learn a valuable lesson
from the past experience so as to improve the
efficiency of its investments in the future.

On the whole, we share the views set forth in
the report concerning the future lines of IFC
investment activity in Russia and believe that
they should form the basis of a future strategy
for IFC activities in Russia.

Coordination of IFC Activities with Other
Bank Group Members
Cooperation between the IFC and the IBRD is,
in our opinion, a very important subject. Re-
gretfully, the report does not properly cover it.
It seems to us that the strategic partnership and
operational interaction between the IFC and the
IBRD that are required to improve the efficiency
of assistance rendered to this country and pro-
mote the development of the private sector
should be the main object of analysis there.
The Russian party has more than once called
for making the support provided to the devel-
opment of the private sector into a set of well-
coordinated, mutually complementary, and
synergistic actions taken by the IFC, the IBRD,
and the Multilateral Investment Guarantee
Agency (MIGA). Therefore, first, we deem ad-
visable any organizational changes inside the
World Bank Group that would be conducive to
such actions, including changes to the Bank
Group’s field units in Russia. Second, we deem
necessary a closer integration between the
Country Assistance Strategies of the Bank and
of the IFC along with their respective work pro-
grams, including research and technical assis-
tance programs. Third, we would like to
emphasize our interest in their undertaking
joint or parallel operations using a combination
of various instruments that the World Bank
Group has available.
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ANNEX 12: MIGAS ACTIVITIES IN RUSSIA

MIGA Guarantee Program

The Russian Federation joined MIGA on De-
cember 29, 1992. MIGA insured its first project
in Russia in June 1993 and has since issued 26
more guarantees. These contracts supported
estimated foreign investments of $1.3 billion in
18 projects. MIGA’s maximum aggregate liability
of all issued contracts (active and nonactive) in
Russia is $549 million. Russia’s share of MIGA’s
total coverage issued between FY1990 and FY
2001 is 6 percent of the gross liability assumed.
MIGA's outstanding portfolio in Russia on June
30, 2001, was $263.5 million (gross).

MIGA's guarantee portfolio was affected by the
financial crisis of 1998 as private investors scaled
down their investments and subsequently can-
celled or reduced MIGA coverage. Some can-
cellations occurred in an effort to cut costs while
continuing the projects. Other potential investors
abandoned or delayed projects. Since FY2000,
MIGA has seen its guarantee volume increase
slightly.

Overall, MIGA-supported projects constituted
a significant share of the modest cumulative net
foreign direct investment (FDI) flows of $9.9
billion between 1996 and 2000.! Russia remains
one of the top five countries in MIGA's portfo-
lio. Relative to International Bank for Recon-
struction and Development (IBRD) loan
commitments and International Finance Cor-
poration (IFC) financing, MIGA’s guarantee op-
erations in Russia have been proportionate.

MIGA’s portfolio is biased toward agribusi-
ness, food processing, and beverages, priority
sectors identified by the 1995 Country Assistance
Strategy (CAS). While the agency has contributed
to the development of the banking and financial
sector, it has not played a major role in financial
markets reform. MIGA support to the financial

sector began only in FY1996, and some invest-
ments have been scaled down considerably in the
aftermath of the financial crisis. However, MIGA-
supported projects provide specialized financial
services in the agricultural sector (e.g., com-
modity financing) and thus broadened financial
markets. In addition, mining, manufacturing, and
services projects also received MIGA support.

In successfully collaborating with the IFC,
OPIC, and other development institutions on
several projects, MIGA has increased its leverage
and used its resources efficiently. Insofar as MIGA
has thus far not suffered any claim losses in Rus-
sia, it can be assessed that the agency has made
prudent underwriting decisions in an environ-
ment of political and financial instability. Selec-
tive coverage, stop losses, and reinsurance were
used to limit the agency’s net exposure. MIGA
continued to support projects in Russia even
after the country’s default on foreign debt, help-
ing facilitate some private investment flows in a
critical period.

Investment Marketing Services Activities
MIGA has implemented the PrivatizationLink
Russia project (PLR)*—an initiative to develop a
free online service for investors interested in
Russian privatization opportunities in partnership
with the Canadian International Development
Agency (CIDA). The project was carried out in
cooperation with the Russian Ministry of Prop-
erty Relations and the Russian Federal Property
Fund. The PLR is designed to make information
on privatization in Russia more transparent and
accessible to investors around the world and
lower transaction costs. Although it is too early
to assess the impact of this effort, it is raising
awareness about investment opportunities in
Russia by providing easy, cost-free access to in-
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formation for potential investors and establish-
ing effective means of communication between
investors and the privatization agency. The great
demand for information posted on this Web site,
as well as the support from the government, are
indicative of its appeal.

Conclusions

MIGA has clearly contributed to the develop-
ment of the Russian private sector through its
guarantees and investment marketing services.
Its guarantee program has prudently and selec-
tively met demands from private foreign in-
vestors for political risk insurance and has
enabled a number of investment projects to go
forward. However, MIGA guarantee activities are

currently limited by a relatively low demand for
coverage from investors.

In the future, the agency should continue its
prudent underwriting while seeking to diversify
its Russian portfolio to make it less vulnerable to
future crises. MIGA should strive to simultane-
ously maximize the amount of FDI facilitated
while minimizing its net exposure in Russia.

The PLR is providing vital information tai-
lored to investors’ needs, which may lead to ad-
ditional foreign investment in Russia. MIGA
should continue its successful investment mar-
keting activities in cooperation with the Russian
government. These are cost-effective and ap-
propriate tools to disseminate information to
potential foreign investors.

—Operations Evaluation Unit (OEU),
MIGA (July 31, 2001,
updated submission).



ANNEX 13: THE WORLD BANK INSTITUTE’S ACTIVITIES IN RUSSIA

The assistance of the World Bank Institute (WBI,
previously EDI) is aimed at creating human and
institutional networks, sharing best world ex-
perience and knowledge, providing exposure
to market economics concepts, and dissemi-
nating the findings of Bank studies. By the end
of FY94, the WBI's Moscow office had 15 Russ-
ian professionals. By the mid-1990s, it helped cre-
ate strata of market-oriented professionals as it
trained 2,150 trainers, partnered with 200 Russ-
ian institutions, and reached indirectly 10,000 in-
dividuals through its training courses, for which
it prepared textbooks, glossaries, and case stud-
ies. It made use of modern information tech-
nology, opening a Russian language Web site,
producing videos and CD-ROMs, conducting
distance learning, and electronically network-
ing partners. It reached parliamentarians, the
mass media, government administrators at the
federal and local levels, project managers, local
experts, and private sector legal entities.

Since 1996, WBI programs have been inte-
grated into the Russia CASs and WBI staff have
worked more closely in supporting Bank Group
operations. In line with CAS priorities, WBI ac-
tivities have focused on macroeconomic and
public resource management, corporate gov-
ernance, the social sectors, and the environ-
ment. As part of linking learning and lending and

to contribute to the Bank’s intensified portfo-
lio management efforts, the WBI provided train-
ing in project management, administration,
procurement and disbursement (more than 25
seminars were delivered upon request of local
Project Implementation Units [PIUs] in the last
three years). Moreover, WBI staff participated in
Bank missions related to education and training
projects.

In the last three years, the WBI has moved the
focus of its programs to the local level, building
institutional capacity in the regions, and in 2000,
the Canadian International Development Agency
(CIDA) and the WBI signed a three-year part-
nership agreement on training and capacity
building in Russia in fiscal federalism and media
development in Russian regions. The efficiency
of WBI outreach efforts was magnified by bring-
ing the existing pool of local partners and WBI
alumni into informal networks of professionals.
More than 200 Russian institutions now have
WBI-trained staff, using WBI-approved training
materials and operating within the network of
WBI local partners. According to the WBI’s eval-
uation and tracer studies, many WBI alumni
were promoted as advisers to central and local
authorities, used efficiently new analytical tools,
and were involved in decisionmaking for various
development initiatives and programs.

—World Bank Institute.
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ANNEX 14:
FUNDED PROJECTS

RUSSIAS CHAMBER OF ACCOUNTS’ VIEWS OF WORLD BANK-

Preface

The following is a summary of an overview report
(presumably in late 1998) to the Duma by the
Chamber of Accounts (COA), Russia’s supreme
audit institution, on the “basic problems related
to effective use of the funds borrowed from the
IBRD” and of the views expressed by senior COA
officials to the Operations Evaluation Depart-
ment (OED) Country Assistance Evaluation (CAE)
mission in February 2001. It does not reflect the
position or concurrence of the World Bank or
OED. All COA reports on Bank-financed projects
were considered confidential until recently and
were made available for the first time to the
Bank’s Moscow office in February 2001.

Overview Report

The Russian Federation is facing two major issues
vis-a-vis the World Bank at the moment: the ne-
cessity of a portfolio review in order to save the
borrowing program, and the necessity of urgent
actions to recover sub-lent funds from end bor-
rowers. The preliminary estimate of the COA
and the Federal Center for Project Finance
(FCPF) (a nonprofit foundation funded by the
Bank and supervised by the Ministry of Finance
[MOF], which is the Project Implementation
Unit [PIU] for the Portfolio Development proj-
ect) is that the total amount of active loans can
be reduced by $700-$800 million. The situation
regarding the payback of borrowed funds was fa-
vorable at the date of the COA review (only in-
terest and commitment payments were
required). However, starting from 1999, when the
first loan’s repayment was scheduled, the situa-
tion would become worse, as the end borrow-
ers who received sub-loans from the federal
budget are unable to repay their debts because
of the 1998 financial crisis.

The COA overview report raised other generic
issues:

e Currently, major control and managerial func-
tions in preparation and implementation of
projects are carried out by Bank experts, rather
than by appropriate governmental agencies.

* The government (the MOF and other min-
istries) actively participate in the preliminary
stages of project preparation, but lose interest
after loan effectiveness and the beginning of
PIU financing.

* The wide range of the projects’ objectives and
the predominance in the portfolio of projects
not directly linked to the investment needs of
the productive sectors show a lack of long-
term cooperation of Russia with the Bank that
reduced the effectiveness of Bank loans.

Criticisms Raised during the OED

CAE Mission

¢ COA officials bemoaned the excessive salaries
paid to PIU officials, which create perverse in-
centives for government officials.

* COA officials believed that Bank assistance for
the coal restructuring program was misplaced,
as it focused on reducing production rather
than on enhancing supplies of those types of
coal most suited to the existing power plants.
[This finding is in marked contrast with OED’s
positive assessment of Bank assistance in this
area. |

Other Views Contained in Selected

Project Reviews

* The main objectives of the Structural Adjust-
ment Loans (SAL) I and IT in the areas of tax re-
form, private sector development (PSD),
banking system reform, and export trading re-
forms were not achieved.
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¢ Adjustment loans were spent on debt service
and various budget expenditure items unre-
lated to the purpose of the loans. [That is in-
deed the nature of all adjustment loans. |

* Various projects had weak implementation
monitoring systems.

* In the projects reviewed, the COA found only
minor expenditures deemed unreasonable or
contrary to the loan agreements.



ANNEX 15: LESSONS FROM EXTERNAL EVALUATIONS

Lessons of evaluations from the European Bank
for Reconstruction and Development (EBRD),
the European Union (EU), the United States,
the Netherlands, and Sweden point to important
recommendations that are also relevant to im-
prove the effectiveness of external lending and
nonlending assistance.

Portfolio Management

The evaluations from the EBRD, the EU, and

Sweden pointed out that operationalization in

the region required that developmentalists:

* Ensure adequate knowledge of country polit-
ical, economic, and social conditions relevant
to the specific areas of interventions.

e Commit to a long-term framework for assis-
tance.

e Focus on institution building, training, and
legislation.

* Ensure adequate resources and influence by
the donor agency in a few selected areas of in-
terventions rather than spread assistance thinly.

* Identify clearly all opposing and supportive
stakeholders’ coalitions.

e Stress cost sharing, twinning, demand-driven
facilities, and use of Russian professionals in
technical assistance (TA) projects.

Project Management

Evaluations from the Netherlands, the EBRD,

the EU, and Sweden also reflected the impor-

tance of the need to:

* Rely upon, and involve from the start, benefici-
aries and stakeholders with common objectives.

* Ensure the ownership and support of central
as well as local authorities, and of key civil so-
ciety organizations.

Source: Various evaluation reports summarized and reviewed by Rema Balasundaram (OEDPK) in a background

note prepared as an input to the CAE.

* Avoid projects in sectors and industries with a
high degree of barter.

¢ Define clearly the objectives of interventions
and link them to concrete measures neces-
sary for their achievements.

* Ensure flexible project designs and manage-
ment.

e Plan for monitoring and evaluation systems
and follow up on their findings.

¢ Clarify procedures early on rather than during
implementation.

* Tilor the project to country-specific condi-
tions.

* Minimize dependence on individuals.

e Plan ahead for coordination among govern-
ment agencies and partners.

* Monitor carefully the relevance of project ob-
jectives in the course of implementation and
adjust, if necessary, with the changing envi-
ronment.

¢ Rely for implementation on professional man-
agers with operational autonomy, but within
clear mandates, guidelines, and effective mon-
itoring of performance.

Privatization Reforms and Partnerships
The EBRD, the EU, and the Netherlands also rec-
ommended that the programs take measures to:

e Partner with other donors and other relevant
organizations in transition countries of cen-
tral Europe.

* Design support for balance of payments and
budgetary support should support the reforms
that will prevent the reoccurrence of the same
problems.

* Embed advice and interventions in support of
reform in a strategic framework.

89






ANNEX 16: GUIDE TO OED’S COUNTRY EVALUATION RATING METHODOLOGY

This methodological note presents the basic el-
ements of OED’s Country Assistance Evaluation
(CAE) rating methodology for the Bank’s coun-
try assistance. The Bank’s role has been in-
creasingly country based, policy oriented, and
programmatic. Hence, over the past seven years,
(FY95-01), OED has evaluated the development
impact of country assistance programs in 45
countries. This note reflects the lessons of this
evaluation experience.

Bank Country Assistance Performance
versus Country Performance versus Bank
Performance

Three possible objects must be distinguished
in country-related evaluations: the country’s de-
velopment performance, the performance of
the Bank’s assistance program, and the Bank’s
own performance in designing and implement-
ing the program. While interrelated, they are
not identical. Favorable Bank program outcomes
do not always translate into favorable economic
and social development results for the country,
nor does a strong Bank performance necessar-
ily mean that the assistance program was suc-
cessful. Poverty reduction in a country may fail
to occur even if the specific programs supported
by the Bank have had good outcomes. Equally,
the programs supported by the Bank may suc-
ceed even if the Bank’s own performance has not
been satisfactory.

Thus, the results of a Bank assistance program
could be rated as highly satisfactory even for a
client that did poorly in areas not addressed by
the Bank’s program. From the record of the CAEs
we have done to date, we discovered there were:
* Clients whose prolonged periods of develop-

ment were matched by successful Bank assis-

tance (e.g., Poland, Ghana, and El Salvador)

* C(Clients that achieved above-average develop-
ment results, even though the Bank’s assis-
tance did not fare nearly as well (e.g., Costa
Rica)

* Clients in which the Bank’s assistance achieved
significant development results, despite lag-
ging country development (e.g., Ethiopia).
Also of note is that, in conformity with its

mandate, OED does not rate the development
performance of the client country or the aid
performance of its non-Bank partners. Yet, it is
critical to have a clear view regarding both these
issues to correctly assess the outcome of the as-
sistance program and any obstacles the Bank
contended with in designing and implementing
its Country Assistance Strategy. Hence, active
participation of the client, non-Bank partners
and the region in the evaluation process is likely
to lead to the best results.

Building a Metric Algorithm

Intermediate development objectives, such as fi-
nancial sector adjustment and integrated rural de-
velopment, are often the indispensable pathways
to the realization of higher-order objectives,
such as poverty reduction. So the causative links
between the two must be identified. Work can
then proceed toward design of a ratings scale
with appropriate weights.

At times, clients may have some development
goals at odds with the broad-based goals em-
bodied in the Bank’s Comprehensive Develop-
ment Framework (CDF). Normally, such conflicts
would be identified and resolved in the Country
Assistance Strategy (CAS), enabling the evalua-
tor to focus on whether the tradeoffs adopted
were reasonable. In other instances, key devel-
opment constraints may not have been identified
or addressed by the Bank’s assistance program.
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Such omissions tend to emerge upon examina-
tion of development behaviors and endowments
observed during and preceding the period under
evaluation. Finally, the evaluator must be alert to
possible major shortcomings in the assistance
program results, such as violations of the Bank’s
safeguard policies.

Rating the outcome of the assistance pro-
gram then involves an investigation into the rel-
evance of its primary objectives in contributing
toward a resolution of one or more key con-
straints hampering client country development,
the program’s efficacy in having achieved its
major relevant objectives with minimal short-
comings, and its efficiency in containing the
costs per unit of benefit delivered.

Institutional Development Impact

This can be rated as high, substantial, modest,
and negligible/negative. Ratings are based on
an assessment of the Bank’s assistance impact on
strengthening the client country’s capacity to
manage, among others, the following areas:

Ratings Scale

* Economic management

* The structure of the public sector and, in par-
ticular, the civil service

* The institutional soundness of the financial
sector

* Legal, regulatory, and judicial systems

* Monitoring and evaluation systems

* Aid coordination

* Financial accountability

* Building nongovernmental organization ca-
pacity

* Social and environmental capital.

Sustainability

This measures the likelihood that the develop-
ment benefits of the country assistance program
will be maintained. Sustainability can be rated as
highly likely (4), likely (3), unlikely (2), highly un-
likely (1), or nonevaluable. Future work will
focus on refining the definition of sustainability
to distinguish between the expected duration of
benefits versus the likelihood that some or all of
the expected benefits may not materialize.

Outcome. Currently, OED uses six rating categories for outcome, ranging from highly satisfactory to highly unsatisfactory

Highly satisfactory

Satisfactory

Partially or moderately satisfactory

Partially or moderately unsatisfactory

Unsatisfactory

Highly unsatisfactory

The country assistance program achieved significant progress toward all major
relevant objectives, possibly with minor shortcomings. Best practice de-
velopment impact was achieved in one or more areas.
The country assistance program achieved significant progress toward all major
relevant objectives, possibly with minor shortcomings.

The country assistance program achieved significant or acceptable progress

toward a majority of the major relevant objectives, but failed to address—
or did not make acceptable progress toward—at least one major relevant
objective.

The country assistance program failed to address—or did not make ac-
ceptable progress toward—a majority of its major relevant objectives.
However, progress toward at least one major relevant objective was ac-
ceptable.

The country assistance program failed to address—or did not make ac-
ceptable progress toward—any of its major relevant objectives.

The country assistance program failed to address—or did not make ac-
ceptable progress toward—any of its major relevant objectives, and it had
at least one major shortcoming, such as a violation of the Bank's safeguard
policies.
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Three-Dimensional Evaluation

OED has developed three modules dealing with

different perspectives, or dimensions, of Bank as-

sistance:

1. Products and services dimension: The evalua-
tor adopts a “bottom-up” analytical approach
to the major Bank Group inputs: loans, eco-
nomic sector work (ESW), strategic advice, aid
coordination, and resource mobilization.

2. Development impact dimension: The evalua-
tor adopts a “top-down” analytical approach,
rating the overall outcome and results of the
Bank’s program of assistance. Counterfactuals
are applied.

3. Partner performance dimension: The evalua-
tor assesses responsibility for the impact of
the country assistance program to four sets of
actors: the Bank, its aid partners and stake-
holders, the client country, and exogenous fac-
tors. The contribution of each is rated

independently and then blended into a di-

mensional rating. However, to minimize the risk

of steering all debate among the key partners
over their performance ratings, OED does not
make these explicit in its CAEs.

The dimensional scores should be equal (or
nearly so), because they capture different facets
of the same assistance result. Were a large dis-
parity to arise, this would signal some inconsis-
tency, requiring adjustments among the three
dimensional scores, in this way mitigating the ef-
fects of rating subjectivity. For example, good
partner performance (assessed against current
policies and standards) combined with favor-
able exogenous conditions may contrast with
an apparently poor development impact, thus re-
quiring a revision of one or both assessments
(e.g., by concentrating on the adequacy of poli-
cies and standards or on the accuracy of the de-
velopment impact indicators).
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ANNEX 17: BACKGROUND PAPERS PREPARED FOR THE RUSSIA CAE!

No. Title Author(s) Report date
1. “Russia: Bank Assistance for Lawrence Thompson November 15, 2001
Saocial Protection” (consultant)
2. “Russia: Bank Assistance for Marina Kolosnitsyna November 3, 2001
Social Protection” IET
Irena Topinska
CASE
3. “Russia: Bank Assistance for Richard Berney December 4, 2001
the Energy Sector” (consultant)
4 “Russia: Bank Assistance for Yuri Bobylev December 7, 2001
the Energy Sector” IET
Jacek Cukrowski
CASE
5. “Russia: Bank Assistance for the Alexander Radygin January 8, 2002
Private Sector and Financial Sector Developments” [ET
Barbara Blaszczyk
CASE
6. “Russia: Bank Assistance for the Fred Levy October 26, 2001
Financial Sector Development” (consultant)
7. “Russia: Bank Assistance for the Saul Estrin and Alan Bevan January 8, 2002
Private Sector Development” (consultants)
8. “Russia: Bank Assistance for the Baran Tuncer January 8, 2002
Public Sector Management and Governance” (consultant)
9. “Russia: Bank Assistance for the Vinod Sahgal and January 8, 2002
Public Financial Accountability” Deepa Chakrapani
(OEDCM)
10. “Russia: Thoughts on the Privatization David Ellerman February 4, 2002
Debates a Decade Later” (DECVP)
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ANNEX 18:
EFFECTIVENESS (CODE)

REPORT FROM THE COMMITTEE ON DEVELOPMENT

The Informal Subcommittee (SC) of the Com-
mittee on Development Effectiveness met on
May 8, 2002, to discuss the Country Assistance
Evaluation (CAE) for Russia (CODE2002-0021)
and the International Finance Corporation (IFC)
Country Impact Review (CIR) for Russia
(CODE2002-0026), both covering the period
from 1992 to 2001. While OED rated the outcome
of World Bank assistance to Russia as unsatis-
factory between 1992 and 1998, with only a mod-
est impact on institutional development, the
outcome in the period 1998-2001 was rated sat-
isfactory and the institutional impact deemed
substantial. The OEG’s evaluation found the
IFC’s efforts relevant and well-executed, while
outcomes were mixed. OED emphasized the
two main lessons of the evaluation: the impor-
tance of broad-based country ownership for the
success of policy-based lending and the need
for the Bank to resist pressures to lend. It felt that
an assistance strategy oriented around analytical
and advisory activities (AAA) with limited finan-
cial support for Russia would have been more ap-
propriate than one involving large volumes of
adjustment lending, since such lending in
1996-97 may have delayed rather than acceler-
ated needed reforms. Disbursements should
have rewarded actions rather than promises. In
support of its overall outcome rating through
June 1998, OED highlighted the large size of
quick-disbursing and investment loans, includ-
ing the Structural Adjustment Loan (SAL) III,
with unsatisfactory outcomes. It noted that re-
search and evaluation findings confirmed that
large amounts of lending could not be relied
upon to ensure country ownership.
Management responded that financial sup-
port had been critical for progress in the Bank’s
dialogue with the Russian government, and,

since the beginning of the program, it had been
actively encouraged by shareholders—for ex-
ample, in view of the global liquidity crisis of
1997-98. While welcoming OED’s evaluation
and agreeing with its recommendations, man-
agement disagreed with OED’s assessment of
the outcome of Bank assistance. It noted that
many reforms implemented after 1998 reflected
Bank advice provided during 1992-98 and built
on reforms from that period. Therefore, the out-
come of Bank assistance ought not to be rated
over separate subperiods. IFC management wel-
comed the CIR and the OEG’s assessment that
IFC’s strategic focus on technical assistance (TA)
and its decision to follow the lead of the Euro-
pean Bank for Reconstruction and Development
(EBRD) had been appropriate. It noted that les-
sons, particularly relating to TA, were already
informing IFC operations in other transition
countries.

Overall Conclusions

The SC broadly supported the recommenda-
tions of OED and the OEG’s evaluation reports
and noted management’s assurance that they
will be incorporated into the development of
future Country Assistance Strategies (CASS).
Members underlined the importance of country
ownership of reforms and capacity to imple-
ment them, the need for the Bank to work in
partnership with other donors, and the vital role
of Bank engagement in building ownership and
strengthening institutions early in the process of
transition.

The chair representing Russia welcomed the
CAE and CIR and appreciated their having taken
account of the government’s comments. Noting
that the synergies from the Bank’s engagement
went beyond the impact of individual projects,
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he underlined the role of the Bank in assisting
in the development of ownership of policy re-
form in Russia, evidenced by the lack of back-
sliding in the reform process. In view of the fact
that positive developments post-1998 resulted
from efforts made in the previous period and the
important role played by the Bank and the In-
ternational Monetary Fund (IMF) in this, the
government felt that the outcome of the Bank’s
assistance to Russia during the entire period
ought to be considered satisfactory.

Issues raised by the SC that are relevant for
the forthcoming CAS discussion at the Board
are as follows:

Ownership

Members commented on the complexity of defin-
ing ownership, assessing its existence ex ante,
and applying the concept operationally. OED
clarified the criteria used to judge ownership
and the need to take account of it in the design
and choice of instruments. Members noted that
the political compulsions behind the volume
and speed of initial Bank lending to Russia had
resulted in unsatisfactory outcomes for policy-
based loans and some investment projects. At the
same time, some members felt that it could be
difficult to wait to build broad consensus, espe-
cially when faced with crisis situations. In such
circumstances, the Bank might have to accept
greater risks in acting—particularly when it has
relatively less understanding of the economy—
and try to build ownership through its engage-
ment, even though there might be divided views
in the country

Bank Strategy

Some members felt that the leverage provided by
lending had been critical to the Bank’s dialogue
with the Russian authorities and that AAA alone
would likely not have captured the government’s
attention. Other members wondered whether
the large amount of adjustment lending in the
early years might not have retarded reforms by
postponing the need to deal with critical structural
issues. Several members agreed with both OED
and management that the seeds of the improved
performance of the Russian economy after 1998
could be discerned in Bank assistance before

1998, although some noted that the period after
1998 was short and the irreversibility of recent re-
forms remained to be seen. One member wished
to understand better the evolution of the Bank’s
strategy in Russia over the decade.

Some members wondered whether the early
phase of Bank support had been used to build
knowledge on Russia and whether existing
knowledge had been adequately integrated into
the program in a timely manner. Management re-
sponded that analytical work had indeed been
undertaken. Some of this work from outside
and inside the Bank had provided key under-
pinnings for the SALs. Members noted that a
major lesson from the Russian experience was
the need to focus on institutional issues early on,
particularly the evolving role of the state in the
transition to a market-oriented economy and
concomitant political economy and public sec-
tor management (PSM) issues. A clearer recog-
nition of Russia’s capacity constraints would
have resulted in more realistic expectations on
the part of the Bank and a program better cali-
brated to the circumstances in terms of the pace
and sequencing of reform.

Members also asked whether the IFC had
largely reacted to events rather than having a
strategy for engaging with Russia. IFC manage-
ment responded that the IFC had indeed artic-
ulated the country strategy for Russia described
in the OEG report and, in pursuit of the strategy;,
had resisted political pressure to invest. Overall,
members acknowledged the difficulty of oper-
ating in a volatile and evolving environment
about which the institution had been relatively
uninformed while facing pressure from share-
holders to lend.

Partnership

Members wished to understand the lessons for
better coordination from the partnership with
the IMF, particularly with regard to the appro-
priate role of the Bank in situations in which
the two institutions disagreed but the Bank did
not have the lead. Some members noted the
need for joint evaluations with partners when
working in complex political environments.
Other members expressed concern about the
lack of collaboration between the IFC and the In-



ANNEX 18: REPORT FROM THE COMMITTEE ON DEVELOPMENT EFFECTIVENESS (CODE)

ternational Bank for Reconstruction and Devel-
opment (IBRD) indicated in the CIR. Members
urged greater coherence, coordination, and in-
formation sharing between the Bank and the
IFC. They also asked for greater clarity on the re-
lationship of the IFC with the EBRD. Manage-
ment responded that while the overall
relationship between the IBRD and the IFC has
been synergistic and collaborative in key areas,
with the IFC focusing on specific operations
while the Bank addressed the business envi-
ronment more broadly, more could be done to
enhance collaboration. It also said that the IFC
and the EBRD collaborated on larger projects, but
there was healthy competition on smaller proj-
ects; client preferences prevailed.

Poverty

Several members emphasized that the Country
Assistance Evaluation (CAE) ought to have ad-
dressed in more detail the problems of poverty
and inequality in Russia, particularly because
declining living standards in the mid-1990s had
made reform more difficult. They asked for more
information on the impact of the Bank’s assis-
tance strategy on social disruptions and poverty
in the country. OED pointed out that these issues
had been treated in Annex 1, and management
commented that methodological issues had con-
strained past analyses of poverty. Resolving these
issues during the forthcoming CAS period will
make it possible to address poverty issues more
systematically.

Sharon Weber, Chairperson
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