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Foreword

The poet Archibald McLeish once observed that “there is only one thing
more painful than learning from experience, and that is not learning
from experience.” With this in mind, Paul Wolfowitz became President
of the World Bank in June 2005 and asked us to take a step back to ex-
amine the work the organization had undertaken in infrastructure over
the past two decades.

The objective was to learn from our experiences, to gain greater under-
standing of what worked well, what worked less well, and how we ob-
tained the results that we did. There has been much to learn, for the
Bank’s work during that time period saw sustained growth, relative de-
cline, and then renewed growth as a strategic priority.

Today, infrastructure is again an important and growing part of the
Bank’s portfolio, representing one-third of new World Bank lending to
developing countries. The staff who work in infrastructure are strongly
motivated to take into account the lessons of the past in all that they
do. Each day, we are reminded of the 2.7 billion people around the
world who live on less than two dollars a day and who look to us to
help bring them some of the most basic infrastructure services. These
are the people who need access to clean water, sanitation, energy, trans-
port, information, and communication if they are to build productive
lives, support their families, and contribute to the economic growth of
their country, just like billions of others on the planet. 

Over the past two decades, the World Bank was involved in some spec-
tacular infrastructure successes in our efforts to accelerate economic
growth and reduce poverty, but we also learned some hard lessons along
the way. Based on that, we have re-dedicated ourselves to continually im-
proving the quality of our work. In the pages that follow, I encourage you
to learn for yourself what experience has taught us and to see for your-
self how we are using those lessons to develop better infrastructure for
the people who need it most: the poor of the world, the people we serve.

Katherine Sierra
Vice President

Sustainable Development Network
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Executive Summary

This volume pulls together lessons from the last 20 years of World Bank
engagement in infrastructure. It covers the energy, transport, telecom-
munication, water supply, and sanitation sectors, and the urban devel-
opment thematic area.*

Evolution of Infrastructure Lending
After a decade of rapid growth, infrastructure lending reached $8.5 bil-
lion in 1987, representing half of total Bank lending in that year. It then
fluctuated around this volume until 1998, representing on average about
40 percent of Bank lending during the period. In the next four years, in-
frastructure lending declined sharply to an average of $5.7 billion per
year, or less than 30 percent of total Bank lending (an all-time low). The
origins of this decline can be traced back to the mid-1990s, when infra-
structure was viewed as a “sunset” sector for the Bank. This view re-
flected a belief that the recent rapid growth in the volume of private in-
frastructure investments would continue unabated, a growing concern
about the public image of the Bank in the face of civil society opposition
to large infrastructure schemes, and a strategic shift in the Bank’s focus
from “bricks and mortar” to public administration, education, and
health.

Infrastructure was placed back in the center of the Bank’s agenda in
2003. This change was motivated by several factors, including the de-
cline in financing available from the private sector and the associated

* The volume primarily focuses on the experience of IBRD and IDA (i.e., the Bank), and only occasionally touches on lessons
learned by other members of the World Bank Group.
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growth in client demand for Bank support, and the renewed apprecia-
tion—both inside and outside the Bank—of the importance of infra-
structure in enabling growth and poverty reduction. Since 2003, infra-
structure lending has been gradually recovering and approaching the
level of the 1987–98 period. 

Overview of Lessons
The Bank’s infrastructure engagement over the past 20 years has yielded
valuable lessons about project design and appraisal, poverty focus, pri-
vate sector participation, environmental and social sustainability, the
issue of corruption, and stakeholder communication. While the Bank
has already been applying most of these lessons in its work, the inter-
nalization of some lessons will require special attention going forward. 

Supporting the Right Projects and Producing Results. Critics say
the Bank leaves unproductive, wasteful projects (“white elephants”) in
its wake. Yet, while there have been a few projects with highly unsatis-
factory results, the economic rates of return of most Bank-financed in-
frastructure projects have been fairly high in the last 20 years. Nonethe-
less, a number of recurrent weaknesses in project selection and design
prevented the achievement of an even better track record. Demand esti-
mates tended to be too optimistic, particularly when large price in-
creases were needed to ensure the financial viability of the projects. The
Bank learned that well-designed surveys of intended beneficiaries are es-
sential to understand existing consumption patterns and public percep-
tions of the benefits of improved service quality. Reliance on standard
engineering solutions sometimes led to over-designed systems that com-
munities were unable to maintain. The Bank learned the importance of
tailoring design to local circumstances. Excessive loan conditionality and
project complexity lengthened preparation and implementation periods
and occasionally resulted in projects that “collapsed under their own
weight.” The Bank adopted a more disciplined approach to conditional-
ity, streamlined its internal procedures, and changed the promotion cri-
teria for staff to reward client responsiveness and results, not project
complexity. Inadequate attention was paid to monitoring arrangements,
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statistical capacity building, and the links between project outputs and
higher-order outcomes. The continuity of engagement suffered in some
sectors and countries when the Bank’s attention drifted away. The Bank
learned that producing results goes beyond the quality of individual
projects—it depends on the nature of the engagement between the Bank
and the country, including its duration, depth, and breadth.

Reaching the Poor. The Bank’s first attempt to reach the poor with
infrastructure services, the “basic needs” approach launched in the
1970s, produced mixed results. Starting in the 1980s and gaining mo-
mentum in the 1990s, the Bank actively promoted a new generation of
initiatives aimed at helping the poor to gain access to infrastructure
services. The Bank learned that the needs of the poor in many ways dif-
fer from those of the non-poor and are influenced by a variety of fac-
tors such as location, density, ethnicity, customs, and literacy. When de-
signed well, pro-poor regulatory policies and subsidy schemes can
mobilize the resources and innovations of a wide range of institutions
and entrepreneurs to work for the poor. Participatory approaches can
also deliver low-cost solutions and can be replicated at a larger scale
when the commitment of local and national governments is sustained.
Success can be fragile, however, when governments fail to protect the
integrity of the micro-level institutional and operational arrangements.
The Bank also learned that poverty-focused investments need to be
combined with efforts aimed at ensuring an enabling overall institu-
tional and policy environment.

Managing Expectations about Private Sector Participation. The
events of the past decade have demonstrated that involving the private
sector in infrastructure provision is not a universal cure. The Bank
learned that the role of government institutions has remained a central
one, as no other actors can compensate for government weaknesses in
sector strategy, investment and expenditure prioritization, regulation,
and risk management. The Bank also learned the importance of under-
standing the political economy of private participation, adapting regula-
tory approaches to country circumstances, and properly allocating risks
between the public and private sectors. The public sector will remain a
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key source of infrastructure investments in developing countries, and
the Bank should be engaged along the entire spectrum of public-private
solutions.

Ensuring Environmental and Social Sustainability. The Bank re-
sponded late to concerns about the adverse environmental and social
impacts of large-scale infrastructure projects. It was only in the 1990s
that safeguard policies and transparency and accountability mecha-
nisms placed environmental and social sustainability firmly in the
Bank’s development paradigm. Fear of damage to the Bank’s reputation,
however, temporarily translated into excessive risk aversion and rigid-
ity in the application of safeguard policies. Gradually, the Bank learned
how to integrate work on environmental and social issues into all the
phases of the project cycle and how to better balance efforts to mini-
mize negative impacts with a focus on channeling project benefits to
adversely affected people and nature. The Bank also recognized the
need for donors to address safeguard issues in a more consistent way
and has taken a lead role in moving the harmonization process forward. 

Fighting Corruption. Infrastructure projects, by their very nature, are
vulnerable to corruption, especially in the procurement phase. Since the
mid-1990s, the Bank has made considerable progress in strengthening
its fiduciary, investigative, and sanctions systems to combat corruption
in Bank-financed projects. And going beyond the scope of individual
projects, the Bank has also started to assist countries in their sectorwide
efforts to reduce corruption in infrastructure. However, the Bank, like
the rest of the development community, is still struggling to identify the
most effective ways to fight corruption. Recent experience suggests that: 

� A uniform approach to fiduciary management across
all countries is ill-suited to tackle corruption; special
measures, such as the use of third-party fiduciary
agents, may be needed in countries with very weak
governance. 

� Bank staff are crucial players in the anticorruption ef-
fort; thus it may be important to strengthen internal
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incentives: staff could be rewarded for best practices 
in identifying specific institutional weaknesses that
facilitate corruption and in taking decisive action when
they notice corruption during project preparation or
supervision. 

� Closer interactions between the Department of Institu-
tional Integrity and infrastructure project teams can
help to map corruption risks, build anticorruption
measures into project design, and ensure that the Bank’s
project supervision has an explicit anticorruption
focus. 

� More generally, the Bank’s effectiveness in assisting
clients to fight corruption would benefit from a sys-
tematic effort to analyze the impact of various types of
reforms on the incidence of corruption in infrastruc-
ture services. 

As the example of the Extractive Industries Transparency Initiative dem-
onstrates, it is possible to make headway even when dealing with long-
standing and difficult problems. The key is to commit to a multiyear ef-
fort; exploit the synergies among the Bank’s lending, analytical, and
advisory services; and work in close partnership not only across the
Bank, IFC, and MIGA, but also with the broader donor and business
communities.

Communicating with Stakeholders. In the last 20 years, the Bank’s
engagement in infrastructure has been the subject of growing scrutiny
by civil society organizations, the media, and the general public. As ex-
ternal suspicions worsened and negative campaigns intensified, it be-
came clear that the lack of stakeholder support generated high costs to
the Bank and its clients, including not only delays in project prepara-
tion and implementation, but also cancellations. As a result, improving
communications with stakeholders has become a key priority for infra-
structure project teams. The Bank learned that communications should
be embedded in political and social analyses and incorporated into
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each phase of the project cycle. The Bank also learned the importance
of communicating at both the local and global levels, and helping
clients to develop and implement their own communication strategies.

Common Themes 
Many of these lessons are mutually reinforcing—that is, steps that help
in one area are likely to be helpful in other areas, too. For example, lis-
tening to prospective beneficiaries’ and civil society representatives’
ideas about ways to improve project design and sustainability frequently
generates useful information about corrupt practices. Monitoring and
measuring results facilitates communications both locally and globally.
Besides these synergies, though, three common themes run through the
volume:

� The first theme is the Bank’s tendency to go through
pendulum swings. Public versus private provision,
growth versus equity, risk taking versus risk aversion,
simple versus complex projects, light versus heavy
conditionality—the Bank moved back and forth be-
tween these extremes in the last 20 years. Finding and
maintaining a balanced approach turned out to be a
difficult challenge.

� The second is the importance of “covering the bases.”
Project design; economic analysis; financial, environ-
mental, and social sustainability; fiduciary arrange-
ments; and implementation capacity are all equally
critical for successful outcomes. Ensuring that each of
these receives adequate attention during project prepa-
ration and supervision (and does not get crowded out
by the “flavor of the day”) requires constant diligence
from management. 

� The third theme is the need to tailor Bank interven-
tions to the specific circumstances in each country.
Standardized approaches have proven to be inadequate



in the design of both projects and reforms. Understand-
ing micro-level determinants of infrastructure demand/
supply and macro-level political economy constraints
requires suitable analytical and survey instruments, 
in-depth economic and sector work, and sustained
engagement.

The volume also identifies gaps in our knowledge of what works and
what does not. The most significant gaps are in the area of anticorrup-
tion. Until recently, the focus of the Bank’s anticorruption effort has been
primarily at the macro (public sector governance and expenditure analy-
sis) and micro (financial management and procurement in specific proj-
ects) levels, and only a limited amount of systematic work has been car-
ried out at the sector level. Going forward, a major effort is planned to
deepen our knowledge of the infrastructure–corruption interface, with
the goal of developing and implementing an effective anticorruption
program for the infrastructure sector. Other learning and knowledge-
sharing initiatives include partnering with the Inspection Panel to better
understand its work while internalizing the lessons from its findings;
and reviewing the experiences of high-profile engagements, such as the
Nam Theun 2 Hydroelectric and Chad-Cameroon Petroleum Develop-
ment projects. 

Looking Ahead
The Bank is well positioned to respond to a growing demand for its in-
frastructure services. Clients rate highly the effectiveness of the Bank’s
infrastructure lending, reflecting recent increases in quality and de-
creases in processing time and transaction costs. The Bank has a unique
ability to combine financing, analytic work, policy advice, and techni-
cal assistance in a package that reflects both a global perspective and
the specific needs of each country. The history of the last two decades
demonstrates that the Bank is able to adapt its infrastructure business
to a changing world and learn critical lessons from previous engage-
ments. As the Bank addresses unmet infrastructure investment needs
and helps clients to reach broader development goals, self-examination
and learning will remain an important part of its operational work.
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Introduction

Objective, Scope, and Approach
This volume aims to describe the lessons learned from the last 20 years
of World Bank engagement in infrastructure. It covers the energy, trans-
port, telecommunication, water supply, and sanitation sectors, and the
urban development thematic area. The volume primarily focuses on the
experience of IBRD and IDA (i.e., the Bank), and only occasionally
touches on lessons learned by other members of the World Bank Group. 

The volume presents a synthesis of existing knowledge—it is not based
on new research. It has a self-critical tone and does not provide a bal-
anced assessment of the Bank’s infrastructure record. It probably also
suffers from a tendency to believe that “despite the mistakes of the past,
we have now discovered the right paradigm.”

Evolution of External Environment and Bank Responses 
During the 1960s and 1970s, governments in developing countries un-
dertook major investments in basic infrastructure facilities, and also
created new public institutions to manage and operate these assets. The
Bank was an important partner in this process, providing not only fi-
nancial support but also technical assistance and training for the staff of
the newly established public entities.

Starting in the 1980s, there was growing disillusion with public sector
delivery of infrastructure services. In a number of developing countries,
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the large infrastructure investments did not translate into sustained
service improvements. The costs of this failure, in forgone growth and
poverty reduction, were increasingly seen as being unacceptably high.
The Bank responded by calling for changes in the incentives of service
providers, initially through commercialization and arms-length regula-
tion, and later through privatization and competition. The Bank also
supported experimentation with alternative ways to improve access to
infrastructure services by the poor.

The 1980s and 1990s also saw growing concerns with the environmen-
tal and social impacts of infrastructure projects, including those financed
by the Bank. In response, the Bank tightened its safeguards and achieved
significant progress in addressing social and environmental risks in Bank-
financed projects, both upstream and during project implementation. 

In the second half of the 1990s, the Bank launched a broad (non-
infrastructure specific) anticorruption strategy, signaling to the world
that corruption was an important issue for development and poverty al-
leviation. The Bank also strengthened its fiduciary controls in the proj-
ects it financed.

The early 2000s were a period of disappointment with private participa-
tion in infrastructure in the developing world. Private investment flows,
after a rapid growth in the mid-1990s, started to decline in the late 1990s.
Soon it became clear that, with the exception of the telecommunication
sector, the hoped for replacement of wasteful public infrastructure pro-
viders by efficient private companies would not happen in the near future
in most developing countries. The effects of the East Asia financial crisis;
difficulties with independent power producers in Indonesia, Pakistan and
elsewhere; stalled water privatizations in Bolivia, the Philippines, and
Tanzania; troubled toll roads in Latin America; and finally Argentina’s de-
fault negatively affected financiers’ risk perceptions. Private infrastructure
investment in developing countries dropped to a seven-year low in 2003.
In response, the Bank widened the range and attractiveness of its risk mit-
igation instruments, explored new ways to support public-private part-
nerships, enhanced its efforts to strengthen government capacity, and re-
newed its commitment to finance public infrastructure projects.

—
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Spatial trends also played an important role in the evolution of infra-
structure challenges. Close to 90 percent of population growth in the
last few decades was concentrated in urban areas, and the urban popu-
lation of developing countries more than doubled between 1970 and
2000 (and will almost double again by 2030). The rapid growth of
dense urban settlements implied reduced reliance on noncommercial
fuel sources, informal sanitation methods, and traditional transport
modes. This, in turn, produced large gaps in urban infrastructure pro-
vision, which need to be filled in within the context of the growing au-
tonomy of sub-national governments. During the 1970s and 1980s, the
Bank provided leadership in demonstrating approaches to affordable
urban infrastructure and housing. In the 1990s, the Bank focused on
policy and institutional reforms affecting land and housing markets, and
on improving the quality of financial management in local governments.
Since 2000, the Bank has been scaling up lending for specific urban in-
frastructure investments and combining this with broad-based support
for local government institutional development.

Bank Lending Trends
In the first 25 years of the Bank, close to two-thirds of Bank lending
went to the infrastructure sectors. Between 1970 and 1975, infrastruc-
ture lending grew slowly from about $1.5 billion to $2 billion per year,
and represented slightly more than half of total Bank lending. After
1975, infrastructure lending went through a period of rapid growth,
reaching about $8.5 billion in 1987, and maintaining a share of close
to 50 percent of total Bank lending (see figure 1.1). It then fluctuated
around this volume until 1998, representing about 40 percent of total
Bank lending in the period. In the next four years, infrastructure lend-
ing declined sharply to an average of $5.7 billion per year, or less than
30 percent of total Bank lending (an all-time low).

The 1999–2003 decline in infrastructure lending originated in the mid-
1990s,1 when infrastructure was viewed as a “sunset” sector for the
Bank. This view reflected a belief that the recent rapid growth in the
volume of private infrastructure investments would continue unabated,
a growing concern about the public image of the Bank in the face of

—
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civil society opposition to large infrastructure schemes, and a strategic
shift in the Bank’s focus from “bricks and mortar” to public administra-
tion, education, and health. 

Among the main infrastructure sectors, the decline in 1999–2003 was
most pronounced in energy (see figure 1.2), reflecting the particularly
high expectation about private participation in this sector. Transporta-
tion was the least affected (although the decrease in this sector was still
substantial). Looking at the regional composition of infrastructure lend-
ing, the decline exceeded 50 percent in East Asia and the Pacific, Eu-
rope and Central Asia, and Latin America and the Caribbean (see figure
1.3). Not by coincidence, these three regions attracted the bulk of pri-
vate infrastructure investments in the developing world. In contrast,
Sub-Saharan Africa and South Asia, regions that were less successful in
attracting private financing, experienced an increase in infrastructure
lending by the Bank. More generally, the infrastructure lending decline
was limited to middle-income countries, while Bank infrastructure
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Figure 1.1 IBRD/IDA Infrastructure Lending, FY1970–2005
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support to low-income countries expanded even during the 1999–2003
period (see figure 1.4). 

Infrastructure was placed back in the center of the Bank’s agenda in
2003. This change was motivated by several factors, including the de-
cline in financing available from the private sector and the associated
growth in client demand for Bank support, and the renewed apprecia-
tion—both inside and outside the Bank—of the importance of infra-
structure in enabling growth and poverty reduction. In a survey of about
6,000 key opinion makers in 35 developing countries, respondents gave
top rankings to the importance and effectiveness of the Bank in infra-
structure (see figure 1.5). Furthermore, government officials ranked the
Bank’s effectiveness in infrastructure significantly higher than other
opinion makers (academia, media, NGOs, etc.). 

To revitalize the Bank’s infrastructure business, an action plan was
adopted by the Bank’s Management and presented to the Board of Exec-
utive Directors and subsequently to the Development Committee of the
Board of Governors in the second half of 2003.2 Executive Directors and
Development Committee members noted the critical role of infrastruc-
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ture in achieving the Millennium Development Goals, welcomed the
reinvigoration of the Bank’s infrastructure program, and underscored the
importance of learning from past experience. In particular, they empha-
sized the need to pay close attention to project design and implementa-
tion, ensuring the sustainable operation and maintenance of new facili-
ties, helping clients to access private capital, building client institutional
capacity, simplifying Bank operational procedures, and not shying away
from risky operations. Since 2003, infrastructure lending has been recov-
ering and is approaching the levels achieved in the 1987–98 period.3

Project Performance
The Bank’s infrastructure lending quadrupled in volume between 1975
and 1987. This huge expansion took place in the context of rapidly
growing Bank membership,4 increasingly ambitious project objectives,
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and a widening range of development priorities. In spite of the relative
inexperience of implementing agencies, the Bank’s preoccupation with
new lending led to a reduction in the share of Bank resources dedicated
to supervision. The performance of infrastructure (and other) projects
noticeably deteriorated during the 1980s and early 1990s (see table 1.1),
and the issue became the subject of intense scrutiny.

Internal assessments highlighted a number of problems affecting both
infrastructure and noninfrastructure projects, including: (a) complex
project design; (b) optimistic or unclear economic, financial, and insti-
tutional assumptions at appraisal; (c) inadequate implementation mon-
itoring frameworks and arrangements; (d) failure to accurately gauge

—
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Table 1.1 Project Outcome Ratings, FY1970–2004 
(Percentage of commitments rated satisfactory or better)

Fiscal Year of Completion

Sector/Theme 1970–74 1975–79 1980–84 1985–89 1990–94 1995–99 2000–04

Information and
communication 100 98 97 92 76 92 100

Energy and Mining 81 87 83 69 68 68 71

Transportation 83 90 76 73 79 89 93

Water/sanitation/
flood protection 81 100 89 50 73 52 76

Urban
development — 48 78 83 76 84 77

Infrastructure
total 83 89 82 70 72 74 81

Bank total 82 89 78 64 72 79 81

Source: OED.

Note: Sector/Theme classification based on responsible Sector Board.

— = not available.



political commitment; (e) lack of attention to sustainability; and (f) un-
willingness to take decisive action in the face of noncompliance, partic-
ularly in relation to financial and audit covenants. Corrective actions
taken by Bank management focused on strengthening accountability
through real time assessment of project quality at entry, quality of su-
pervision, and country and sector portfolio performance.5 By the end of
the 1990s, project outcome ratings significantly improved, although
they have not yet consistently reached the level of 80 percent or above
typical of the 1970s. Indicators with a shorter lag, such as quality at
entry and projects at risk, suggest that the outcome ratings of infrastruc-
ture projects are likely to improve further.

The rest of this volume presents the lessons learned while addressing 
the above problems, as well as a number of broader challenges. Chapter
2 discusses project selection and design, economic and financial analy-
sis, results monitoring, and impact evaluation. Chapter 3 summarizes
lessons from reaching the poor. The challenge of managing expectations
about private participation is discussed in chapter 4, and of ensuring en-
vironmental and social sustainability in chapter 5. Fighting corruption
at the project-level and sector-wide is the focus of chapter 6. Finally,
chapter 7 discusses communications with stakeholders. 
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Supporting the Right Projects
and Producing Results

The economic rates of return of most World Bank-financed infrastruc-
ture projects were fairly high in the last 20 years. Through its broader
sector dialogue with governments, the Bank also helped countries to
avoid investing in uneconomic, politically or commercially motivated
“white elephants.” Nonetheless, a number of recurrent weaknesses in
project design, cost and benefit forecasts, financial analysis, and results
monitoring prevented the achievement of an even better track record.6

Project Design
The issue of project selection and design has been a long-standing con-
cern of the Bank. Among the many steps of project design recommended
in the (by now superseded) Operational Manual, the one most frequently
shortchanged was that of identifying and ranking by economic return all
alternative uses of Bank resources. Although theoretically feasible, the
information demands of such an exercise were simply too great. Instead,
Bank staff relied on country strategy documents and economic and sec-
tor work (ESW) products to establish the highest priority interventions.
ESW proved to be particularly effective in this respect—a statistical
analysis of the relationship between ESW expenditures and the develop-
ment impact of projects during the period 1975–1998 found a strong
positive correlation. The evidence indicated that ESW helped Bank staff
and clients to identify better projects ex ante, and also helped to improve
the design of projects that were already in the Bank’s lending program.
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During the prioritization of infrastructure lending options in a given
country, the first issue that typically comes up is the choice between in-
vestments and maintenance. The 1994 World Development Report con-
cluded that governments spent too much on new investments and not
enough on infrastructure maintenance. It found that inadequate main-
tenance was particularly pervasive in the transport sector—in Africa,
for example, an extra $12 billion devoted to timely road maintenance
in the 1980s could have saved road reconstruction costs of $45 billion.
In addition to the skewed personal and political incentives of govern-
ment officials that favored new investments, the Bank also contributed
to the problem by its reluctance to finance recurrent expenditures.
Learning from this, the Bank removed the investment bias from its fi-
nancing policies.7

Engineering Design. Even when new investments represent the
right choice, faulty engineering design may lead to project failures. The
Bank has a generally good track record in this respect, although there

—
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“The World Bank . . . is burdened by high failure rates both in its project
and program (adjustment) lending . . . and has poor monitoring capabil-
ities of the sustainability of its projects. . . .” (Walden Bello, Focus on
the Global South)

“World Bank staff continues to face pressure to lend and operate in 
a culture of approvals.” (Manish Bapna, Executive Director, Bank
Information Center)

“Figures showing increased quality of lending are absolutely not to be
trusted because the Bank has a self interest in showing programme
effectiveness.” (Doug Hellinger, Development Gap)

“The World Bank often does not assess how the costs and benefits of
its projects are distributed among various social groups. (Friends of the
Earth, in Gambling with People’s Lives)

W h a t  o u r  c r i t i c s  s a y



are weaknesses in projects that are not well-suited for standard methods
of engineering. Examples are overdesigned roads and water supply sys-
tems, with construction and maintenance costs that are higher than
what local communities can afford (see chapter 3). By supporting inno-
vative approaches, the Bank occasionally managed to persuade clients to
reject internationally accepted engineering solutions in favor of alterna-
tive, nonstandard technologies when these fit local circumstances better
(see box 2.1). Underengineering, however, could also create problems,
as experience from major natural disasters shows (see box 2.2). 

Bank staff, in the context of the broader sector dialogue, spend a sub-
stantial amount of time steering government officials away from poorly
designed projects (for example, solid waste management solutions based
on technologies that are inappropriate for a low- or middle-income
country). In most cases, these ill-suited designs are “pushed” by foreign
suppliers, and the Bank’s advice—coming from an experienced and
trusted third party—helps governments to avoid “white elephants.”

Project Complexity. In the 1980s and 1990s, many Bank-financed
infrastructure projects suffered from overly complex design, with a large
number of components, each targeting its own (typically very ambi-
tious) objectives and relying on a different government agency for im-
plementation. Integrated urban development projects, covering several
cities and sectors with a plethora of implementing agencies, frequently
exhibited this “Christmas tree” problem, but projects in the transport,
water, energy, and telecommunications sectors were also affected. The
results were long preparation and implementation periods, overwhelmed
Bank teams and counterparts, and ultimately poor development out-
comes. This “best-as-the-enemy-of-the-good” syndrome was the result
of a set of internal incentives that tied promotion to the team leadership
of complex operations, a tendency to view each operation as a single in-
tervention that was expected to lead to major and lasting breakthroughs,
and multiple reviews with each reviewer demanding that the operation
should address the agenda of his or her sector family, too. 

The Bank’s current, changed approach includes (a) promotion criteria
for team leaders and team members that reward client responsiveness
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Box 2.1 Maputo Urban Rehabilitation Project—Asphalt
Versus Concrete Paving for Tertiary Roads

This Bank-financed project (approved in FY1990 and completed in
FY1997) tested the application of concrete pavers for tertiary roads.
The technology proved to be cheaper to build and maintain and more
sustainable than the standard asphalt paving. 

The concrete paving method was initially resisted by the international
engineering firm contracted to design and supervise road construction.
The firm argued that the technology’s roughness coefficient was too
high. The Bank agreed with the Road Department of the Ministry of
Construction to experiment by contrasting the two technologies on 
two short road segments, each with heavy traffic with comparable axle
weights and subsoil conditions. 

The asphalt road was built more quickly but relied almost entirely on
foreign exchange, which was in scarce supply in post-war Mozambique.
It required foreign engineers, foreign asphalt, foreign machines, foreign
fuel, and foreign spare parts. The concrete paver road took longer to
build, but used more labor inputs and only local materials: sand and
cement. 

Within a year, lack of periodic maintenance on the asphalt road resulted
in potholes that exceeded the standard roughness coefficient. In the
meantime, the concrete pavers absorbed the rain through their cracks
directly into the sandy subsoil, and required no maintenance. By year
three, the rolling carpet of the asphalt road had to be replaced, and by
year five, the road had to be virtually rebuilt, more than doubling the
original investment cost. In contrast, ten years later, the concrete paver
road required only minimal maintenance and was still fully functional. 

The experiment paid off and has had impact on policies in Maputo. Al-
though asphalt roads are still being built in parts of Mozambique, a re-
cent ordinance stipulates that all new or unpaved streets in the city of
Maputo will be surfaced with concrete pavers in the future.

—
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and results, not project complexity; (b) a single, upstream corporate
review process tailored to the level of risks associated with the opera-
tion; (c) simplified loan documentation; (d) streamlined processing
arrangements for “repeater” projects; (e) timely provision of additional fi-
nancing to facilitate the rapid scale-up and expansion of successful lend-
ing operations; and (f) adaptable, phased lending approaches to support
longer-term reform programs that cannot be addressed in the context of
a single investment project. As a result, the average preparation time of
infrastructure projects was reduced from 28 to 18 months between 1997
and 2005 (the average implementation time of infrastructure projects
also decreased during the same period, from 7.6 to 6.8 years).

Loan Conditionality. Bank experience in the 1970s and 1980s
showed that conducive sector policies and institutional frameworks are
often necessary for infrastructure projects to have successful and sus-
tainable outcomes. The resulting concerns about a healthy policy and
institutional environment led to the frequent attachment of sectorwide
conditionality to investment loans, particularly in countries and sectors
that received little or no adjustment lending in the 1990s. This practice,
however, produced a number of undesirable side effects:

� The timing of project expenditures and sector policy
and institutional reform steps was difficult to align.
With loan disbursements linked to the uncertain
progress of reforms, projects occasionally suffered pain-
ful interruptions in the timely availability of funds. As
a result, project costs and implementation times in-
creased, thereby undermining the economic and finan-
cial viability of the Bank-financed projects.

� Sectorwide policy conditionality going beyond the
scope of the investment projects was seen as Bank im-
posed, and lacked the strong sense of country owner-
ship that proved to be so critical for successful re-
forms. When the Bank decided to tolerate delays and
noncompliance in order to protect the investment
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Box 2.2 Building Hazard Mitigation into Infrastructure
Planning and Design

Infrastructure that has not been designed and constructed to be disaster-
resilient increases the damage suffered by communities when disaster
strikes. This is frequently the case in developing countries, where the
bulk of public and private infrastructure is nonengineered. Protecting
critical facilities and lifeline infrastructure from the avoidable conse-
quences of disasters is a social and economical necessity. However, ex-
perience from recent natural disasters in developing countries—Turkey
in 1999, El Salvador and Gujarat, India in 2001; and Bam, Iran in
2003—show that hazard mitigation has generally not yet been effec-
tively integrated into the design of buildings and infrastructure facilities. 

The World Bank has systematically documented the lessons from disas-
ter recovery efforts and assisted governments to apply these lessons in
the design of reconstruction projects. The Bank is also working with its
clients to integrate natural hazard risk management and mitigation into
the design of new infrastructure facilities.

The Argentina Flood Rehabilitation Project and the Rio Flood Recon-
struction and Prevention Project, financed by the Bank in the early 1990s,
demonstrated what can be achieved in this area. The infrastructure
built under the Argentina project withstood the El Niño of 1997/98,
and the infrastructure built under the Rio project successfully protected
Rio’s low-income neighborhoods from the heavy rains of 1996. A more
recent example is the Gujarat Earthquake Emergency Rehabilitation
Project, which addresses hazard mitigation through the building of dis-
aster management capacities at all government levels, in addition to the
construction of hazard-resistant housing and public infrastructure for
the affected population.
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projects, the credibility of (otherwise appropriate and
necessary) reform conditionality in adjustment loans
suffered collateral damage.

Learning from this, the Bank issued guidance on the “Disciplined Use
of Conditionality in Lending Operations,” which states that investment
loans should not normally carry sectorwide policy conditionality, and
legally binding conditions should be restricted only to those govern-
ment actions that are essential for the achievement of the projects’ spe-
cific objectives.8 The conducive policy and institutional frameworks
that are needed for longer-term results should be promoted through an-
alytical work, technical assistance, policy dialogue, development policy
loans, and other programmatic, sectorwide approaches. If policy and
institutional frameworks do not support a major investment operation,
Bank staff should consider financing a more modest investment project
that does not depend on significant policy changes for its success (for
example, a metering project to reduce water losses in a city). 

Cost-Benefit Analysis
The Bank played a major role in the development of the methodology
of cost-benefit analysis in the 1960s and 1970s. After some experimen-
tation with approaches in the late 1970s and early 1980s that proved to
be too demanding (for example, use of distribution weights), the basic
methodology of cost-benefit analysis for infrastructure projects became
fairly well-established in the Bank and changed little during the last 20
years. By transferring this methodology to developing countries, the
Bank greatly contributed to the improvement of project selection and
appraisal practices of public works departments, utilities, and munici-
pal funds, thus helping them to avoid white elephants. 

From time-to-time, the Bank reviewed the quality of its cost-benefit
analysis; the most recent review was undertaken in 2005. Past reviews
indicated the presence of an “optimism bias” in the estimated rates of
return of infrastructure projects, resulting (on average) in a difference
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of 5–10 percentage points between ex-ante and ex-post rates of return.
This bias, however, has largely disappeared in the projects completed
more recently (see table 2.1).

While the underestimation of costs contributed to the “optimism bias,”
demand forecasts have historically been the weakest part of the Bank’s
cost-benefit analysis in infrastructure projects:

—
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Table 2.1 Ex-ante and Ex-post Economic Rates of Return of
Infrastructure Projects Completed in FY1999–2003

Average Average rate Average rate
project of return of return
amount at project at project

Number of (millions of appraisal evaluation
Sector/Theme projects U.S. dollars) (percent) (percent)

Energy 37 116 19.7 20.7

Water and
sanitation 11 103 18.4 18.6

Urban
development 12 69 26.1 24.9

Oil, gas, and
mining 7 70 33.2 38.6

Information and
communication 5 75 36.5 34.0

Transport 50 112 39.2 43.3

Total weighted
average 122 108 30.8 35.3

Source: World Bank staff analysis.

Note: Average returns are weighted by loan amount and project classification based on responsible Sector
Board.



� Relying on consumption levels observed in other coun-
tries to estimate demand proved to be problematic
when a new type of service was introduced. Demand
for piped water, for example, depends on the location
and quality of traditional water sources in the area.
Similarly, the use of toll roads is affected by the poten-
tial for traffic diversion and public attitudes toward
tolls. Therefore, well-designed surveys of the intended
beneficiaries are essential to understand existing con-
sumption patterns, availability of alternative solutions,
and public perceptions of the benefits of improved
service quality. While considerable progress has been
made in this area lately, achieving consistency across all
infrastructure projects has remained a challenge.

� Using price elasticity figures obtained from the eco-
nomic literature led to significant demand forecast er-
rors in projects that required large consumer price in-
creases to ensure financial viability. External research
papers typically study the impact of modest price
changes, and elasticity estimates derived from these
could be highly misleading when prices need to be
doubled or tripled over a relatively short period. Project
preparation teams did not always have access to practi-
cal demand projection tools, tailored to the specifics of
each infrastructure sector/subsector and reflecting the
experience of major price adjustments. Recently, most
thematic groups working in infrastructure have em-
barked on developing or updating these tools.

� Predicting the timing of associated investments that are
essential to generate demand for infrastructure facilities
was the third cause of erroneous demand forecasts. Toll
roads constructed in Latin America in the 1990s, for ex-
ample, were negatively affected by delays in (or lack of)
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regional development projects that would have stimu-
lated traffic growth. Electricity transmission lines de-
signed to evacuate power from new generation plants
in a number of countries in Asia became underutilized
when the plants were not completed as originally
planned.

� More generally, Bank assumptions about GDP growth
were frequently overly optimistic, and the analysis of
demand risks posed by economic downturns for the
economic viability of infrastructure projects was not
always adequate. 

Occasionally, however, the Bank proved to be too pessimistic and re-
fused to finance infrastructure projects because it believed that the high
economic growth rates needed to make the projects viable were unlikely
to materialize—a major highway proposed for Bank financing in the Re-
public of Korea represented a well-known example of these “Type II” er-
rors. At a different level, the Bank’s lack of vision about the challenges
and opportunities that demographic trends in the 1980s and 1990s
posed for urban planners and infrastructure providers—or, perhaps
more accurately, the Bank’s inability to turn this vision into action to help
cities to “get ahead of the curve”—was another manifestation of “Type II”
errors. 

Financial Sustainability 
The Bank measures the financial performance of revenue earning proj-
ects by their financial rates of return. Because of the presence of non
monetary benefits, the financial and economic rates of return of infra-
structure projects have an asymmetric relationship: projects with low
economic rates of return virtually never yield a satisfactory financial
rate of return, but projects with low financial rates of return frequently
produce a satisfactory economic rate of return. A recent OED review 
of Bank-financed electric power projects, for example, has found that
86 percent of the projects had good development outcomes compared
to 72 percent that had good financial outcomes.
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Inadequate financial rates of return, however, undermine the sustain-
ability of infrastructure projects, and in extreme cases can produce
“white elephants.” Reliable financial projections at the project appraisal
stage are essential to avoid this. As in economic analysis, getting the as-
sumptions right is where the real difficulties lie. In addition to demand
forecast errors (see above), the quality of financial projections in Bank-
financed infrastructure projects suffered from weaknesses in the fore-
casts of (a) construction, operation, and maintenance costs; (b) tech-
nical losses; (c) tariffs (particularly in US$ terms); and (d) payment
collection ratios. While each of these weaknesses tended to be quite
limited in most infrastructure projects, their combined impact occa-
sionally turned out to be debilitating, as illustrated by the Honduras El
Cajon power project from the early 1980s (see box 2.3). 

—
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Box 2.3. Honduras El Cajon Power Project

The El Cajon hydropower plant was completed a year ahead of sched-
ule (in November 1985). However, its construction costs turned out to
be almost 10 percent above appraisal estimates. During the disburse-
ment period of the Bank loan, the average electricity tariff in Honduras
increased in line with expectations, reaching about US$0.085 kilowatt-
hour (kWh) in 1984. By 1987, however, it decreased to US$0.075/kWh,
compared to US$0.10/kWh projected at appraisal. In 1986–90, the vol-
ume of electricity sales grew at an average rate of 9.3 percent per year,
lower than the rate of 11.3 percent per year estimated at appraisal. In
spite of lower sales growth, the number of employees increased more
than expected. Physical system losses remained high, and payment col-
lection (particularly from government entities) was also unsatisfactory.
The combination of these factors created a serious financial crisis for the
Honduras national electricity company in the late 1980s.



More recent Bank-financed operations with financial projections that
proved to be too optimistic include water supply projects in Algeria,
Mexico, Morocco, Nigeria, and the Republic of Yemen; power projects in
Argentina, Lebanon, Malawi, and Uganda; transport projects in Indone-
sia and Niger; and a telecom project in Ghana. The lack of political will
to impose tariffs sufficient to cover operation and maintenance costs and
the inability of infrastructure service providers to collect their accounts
payable were recurring themes in most of these projects (see box 2.4).

—
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Box 2.4 Algeria Urban Water Supply and Sewerage

The Algeria Urban Water Supply and Sewerage Rehabilitation Project
(approved in 1994 and closed in 2003) illustrates the consequences of
inadequate appraisal of technical design, financial sustainability, and
implementation capacity. The project failed to achieve any of its objec-
tives: it did not complete the intended rehabilitation of water networks
in the cities of Oran and Algiers, the utilities were not turned into self-
financing entities, there were no improvements in controlling leakages
and reducing the level of unaccounted-for water, and the physical reha-
bilitation of the wastewater treatment plants had to be dropped because
no institutional arrangements for their management were put in place.
There were too many poorly coordinated and weak implementing
agencies, and inefficient procurement and contract management led to
large delays. The engineering studies significantly underestimated the
cost of network rehabilitation that the achievement of the targeted
water loss reductions would have required. The government failed to
increase water tariffs, resulting in the deterioration of the financial sit-
uation of the utilities. Low and financially unsustainable water tariffs
were a long-standing issue in Algeria at the time of project appraisal,
and the Bank’s assessment of the likelihood of future tariff increases was
overly optimistic.



Learning from this, the Bank has been paying more attention to the in-
stitutional factors necessary to overcome these systematic difficulties in
its analytic and advisory services and project preparation work. 

Ensuring the availability of funds to pay for the maintenance of non-
revenue earning infrastructure projects, such as roads and drainage sys-
tems, poses a different kind of challenge. In Bank-financed road proj-
ects, the expected cost of maintenance is explicitly noted and loan/
credit agreements typically require recipient governments to finance
and execute the appropriate level of maintenance. In a few countries,
the Bank supports the governments’ resolve with loans dedicated en-
tirely to road maintenance (for example, Albania). More generally, the
Bank has led a strong and concerted effort to help governments in Sub-
Saharan Africa and other regions to improve the maintenance and man-
agement of their road networks. The concept of “commercializing the
road sector” was widely promoted by the Bank during the last 20 years,
leading to the establishment of instruments such as:

� Road funds financed wholly or partially by road user
charges collected as a fuel levy;

� Autonomous national roads boards with substantial or
majority private sector representation; and 

� Road agencies to plan and manage the implementation
of road network maintenance, under the direction of
national roads boards or public works ministries.

Progress was often slow, as a result of weaknesses in government com-
mitment and institutional capacity. Earmarking of fuel taxes for road
maintenance was not always welcome by finance ministers and the In-
ternational Monetary Fund (IMF). Although some countries made and
adhered to commitments to increase budget allocations for road main-
tenance (for example, Uganda), in other countries initial improvements
were lost during economic crisis (for example, Indonesia). Decentral-
ization of government responsibilities complicated the process in large
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countries (for example, India), though with the prospect of more sus-
tainable outcomes emerging in the long term. The Bank learned that
hasty initial reforms should be more firmly underpinned by legislative
changes, which usually take years to draft and enact. The Bank also
learned the importance of acting in partnership with others, such as the
IMF and regional development banks, and in Sub-Saharan Africa, it
took the lead in establishing the Transport Policy Partnership.

Performance Monitoring and Results Measurement 
In 1977, the Bank’s newly issued Operational Manual Statement 3.55
recommended that investment projects include monitoring and evalu-
ation (M&E) systems. This became a mandatory requirement in Oper-
ational Directive 10.70, issued in 1989. In the same year, Operational
Directive 13.50 mandated the use of key performance indicators to
measure project implementation progress and development impact.
Three years later, however, the report of the Portfolio Management Task
Force (the “Wapenhans report”) found systemic weaknesses in M&E,
and recommended specific actions to remedy these. Subsequent re-
views by the Operations Evaluation Department in 1994–95 looked at
more detail on M&E practices in the infrastructure sectors. These re-
views found that less than half of infrastructure projects had effective
M&E systems, and that the infrastructure sectors lagged behind the ed-
ucation, agriculture, and health sectors in this area. A particular weak-
ness was the lack of higher order output and impact indicators.

In response, the central infrastructure unit prepared a comprehensive
set of performance indicators and issued these to operational staff. Im-
plementation, however, remained lackluster, with the exception of the
monitoring of the financial indicators of utilities. Unfortunately, the in-
ternal effort to develop and use performance indicators was not accom-
panied by efforts to strengthen the M&E capacity of the Bank’s clients.
Furthermore, insufficient help was provided to operational staff to
adapt the standardized indicators to the specifics of each project and
country. Staff also needed support in finding practical solutions to data
collection, including the design and implementation of household and
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business surveys to collect “before and after” impact data. A few infra-
structure projects, however, managed to overcome these problems. The
Tunisia North-West Mountainous Areas Development Project—a rural
infrastructure development initiative—undertook baseline and follow-
up surveys, and included extensive M&E training of local agencies.

While a sector ministry in a typical developing country in the 1980s had
statistical data on the physical stock of infrastructure, the technical and
financial performance of state-owned infrastructure providers was rarely
monitored. Because service providers could scarcely be distinguished
from their sector ministries, there was little motivation to develop per-
formance criteria and measurement to strengthen accountability. The
performance monitoring problem in infrastructure was made worse in
the 1990s, when the prominence of social sectors in development grew
and governments focused their efforts on filling gaps in human develop-
ment. Initially, the wave of sector reforms that began in the 1990s also
complicated the task of performance monitoring, as state-owned infra-
structure providers were restructured and new providers emerged. Over
time, however, the establishment of autonomous regulatory bodies and
the development of arms-length relationships between sector ministries
and providers have created a need as well as incentives to systematically
produce and analyze performance data. Bank-financed water supply
projects in Brazil, for example, supported the establishment of the Na-
tional System for Water and Sanitation that gathers information from
about 260 municipal companies with the purpose of benchmarking the
utilities and facilitating national planning of investments. 

In 2004, as a response to both a chronic lack of resources for statistical
work and the sector-specific governance difficulties for statistics report-
ing, the Bank launched a lending program designed to make investments
in statistical capacity easier and more effective. Under this Statistical
Capacity Program (STATCAP), governments prepare comprehensive and
integrated national action plans for statistical capacity building, and the
Bank finances the implementation of selected key actions. A number of
recently approved and planned STATCAP projects include infrastructure
components. The Burkina Faso project, for example, provides support to
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the Ministry of Infrastructure, Transport and Housing for (a) surveys on
the use of road freight and passenger transport vehicles; (b) a central
database for automobiles and road traffic; and (c) collection of traffic ac-
cident data.

In addition, under the Infrastructure Action Plan, the Bank is undertak-
ing a series of country diagnostic studies to collect data on infrastructure
performance. Bank-financed infrastructure projects also contribute to
this effort—the Nigeria National Energy Development Project, for exam-
ple, uses surveys to measure the satisfaction of firms with the quality of
electricity service. More generally, Bank-supported investment climate
surveys now rank the quality of infrastructure services against other fac-
tors that affect business competitiveness, and living-standards measure-
ment surveys provide detailed information on households’ access to and
consumption of infrastructure services. Finally, the Bank is developing a
standardized set of sector-specific indicators that infrastructure project
teams can use to monitor each link in the results chain (from Bank input
to project output to final outcome), and has launched an effort to use
impact evaluation techniques in infrastructure. 

Continuity of Engagement
Producing results goes beyond the quality of individual projects. It de-
pends on the nature of the engagement between the Bank and the client,
including its duration, depth, and breadth. The continuity of engage-
ment, in particular, has been shown to correlate with improved project
outcomes and better policy dialogue. Gaining the trust of key decision
makers in the government increases receptivity to the Bank’s advice.
Knowing the problems in the sector helps the Bank to focus its assis-
tance on the most critical issues. Steady engagement over an extended
period enables each project to build on the achievements of the previ-
ous one. A recent OED report on the Bank’s urban development pro-
gram, for example, has found that follow-on projects—defined as those
that were less than five years apart from a broadly similar predecessor
project in the same country—achieved significantly better outcomes
than the rest of the urban portfolio. Building institutional capacity is an
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especially long-term endeavor. Decades of continuous Bank engagement
in the Chile highway sector and the Brazil urban transport sector helped
these two countries to develop institutions that perform well both do-
mestically and abroad. Fostering policy change can also take time. The
Bank started a dialogue with China on railways reform almost 20 years
ago. It was only in the mid-1990s that the first reform steps were un-
dertaken, and another 10 years were needed for a shared view to emerge
on major institutional and regulatory issues.

During the last 20 years, there were many instances when the Bank
temporarily or permanently disengaged from the infrastructure sector
(or, more frequently, from a subsector) in a country. While disengage-
ment may be the right choice, it is a decision that should not be taken
lightly. The costs of discontinuity can be quite high, for both the Bank
and the client. 

Looking at the specific cases of disengagement, most of these decisions
were made on solid grounds. In several countries affected by conflict
(for example, in Africa), engagement became, at least temporarily, im-
possible. In other cases, the Bank chose to disengage when policy or
governance weaknesses made positive development outcomes unlikely.
This motivated the Bank’s withdrawal from the energy sector in a num-
ber of states in India in the 1990s. And some disengagements were a
sign of success, when the countries no longer needed Bank support in
their infrastructure sectors (for example, in Central Europe). 

In some instances, however, disengagement was driven by a different
set of considerations. Prominent among these were changes in Bank
priorities, as the Bank’s emphasis shifted to other sectors, issues, or ap-
proaches. In the late 1980s, for example, the focus on cities as engines
of growth turned the Bank’s attention away from area-based, poverty-
oriented urban development projects. 

In other cases, strategic selectivity and coordination with other donors
played an important role in disengagement. In the Philippines, for
example, in the context of an agreement with the government on the
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distribution of work among multilateral development banks, the Bank
confined its power sector engagement to rural electrification. 

Disengagement, however, can have significant cost implications if cir-
cumstances change and the Bank seeks to re-engage. The extra effort to
re-establish the policy dialogue with the key players in a country and
regain familiarity with the issues can be quite substantial, as has been
shown in the Philippines (see box 2.5). Withdrawal from a sector or
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Box 2.5 Re-engagement in the Power Sector in the
Philippines

In the mid-1990s, it was agreed with the government of the Philippines
that the World Bank would focus on rural power and no longer work
on broader power sector dialogue. Subsequently, the contracts signed
with Independent Power Producers, combined with the effects of the
Asian financial crisis, led to severe deterioration in the financial stand-
ing of the National Power Corporation and contributed significantly to
the country’s deteriorating fiscal situation. The need for structural re-
forms in the energy sector became rapidly apparent, and the govern-
ment asked the World Bank to assist with their design and implemen-
tation. In response, a number of Bank missions were carried out in
mid-2004 to assess the situation, and shortly afterward the Bank re-
engaged in power sector policy issues. 

The costs to the Bank of having been out of the sector until 2004 have
been significant. A major effort was needed to “catch up”—that is, to de-
velop an informed view of the sector and to assist the government with
the design of the reform program. It required significant resources in
terms of staff and consultant time—approximately three times the cost
of conducting sector analysis in countries where the Bank remained en-
gaged. It also took significant efforts from regional management to agree
with other multilaterals and the government on a new division of re-
sponsibilities among donors.



subsector may also leave the Bank ill-equipped to play a leadership role
when worldwide focus again falls on that sector. This has been the case
in slum upgrading (see box 2.6).

More important, Bank disengagement may come at a serious cost to
clients. Infrastructure investments and reforms are long term, and ex-
pensive—in financial as well as in political terms. They require predict-
ability of financing, continued adaptation of sector policy, and sustained

—
29

Box 2.6 World Bank Support to Slum Upgrading

The Bank was first involved in slum upgrading in the early 1970s, in
connection with Jakarta’s Kampung Improvement Program (KIP). Today,
the effectiveness of slum upgrading to alleviate urban poverty is widely
recognized, and it is high on the Bank’s and the development commu-
nity’s agenda. However, this has not always been the case at the Bank.
Why the Bank’s interest waned in slum upgrading in the late 1980s and
the impact of this discontinuity, provide useful lessons. 

President McNamara launched the Bank’s urban poverty mandate in the
early 1970s, focusing on housing the urban poor. In its first decade, the
new Urban Department recruited a core group of specialists with a
mandate to innovate and test ways to address urban poverty. This cre-
ated a centralized, cohesive, and dedicated community of practice that
built a substantial capacity to identify and appraise urban projects.
Slum upgrading quickly showed promise, and its techniques matured. 

By the 1980s, the Bank learned that there was no standard model for up-
grading. The essential ingredient was the application of affordable stan-
dards, which required involving beneficiaries (a practice in very few other
Bank projects at the time). Slum upgrading did not work everywhere,
and enabling conditions were important—in particular, political will,
implementation capacity, and central government support. Counterpart

(Box continues on next page)



Box 2.6 (continued)

funding (usually central transfers to local budgets) was frequently erratic
and caused major delays. But in some countries (for example, El Sal-
vador, Indonesia, Jordan, and Tunisia), the sequence of slum upgrading
projects did evolve into national programs. The Bank’s urban sector pol-
icy and portfolio reviews confirmed that these programs were effective
when their design and implementation reflected the lessons learned in
the 1970s.

Bank support for slum upgrading started to decline in the late 1980s.
The urban sector dialogue shifted toward the policy and institutional
requirements for productive cities, and specifically for more efficient
housing and land markets, housing finance, and municipal perfor-
mance. This was accompanied by a shift toward citywide action, and
thus policy planning and management, rather than direct assistance to
poor areas. Bank support for poverty alleviation was channeled increas-
ingly through the new instrument of social development funds, which
were heavily rural oriented and not amenable to promoting longer-term
upgrading programs and their institutional requirements. Internal bu-
reaucratic changes and procedures were also an important part of the
picture. The reorganization of 1987 dispersed the central core of slum
upgrading specialists to the Bank Regions. 

During the 1990s, only one Region, Latin America and the Caribbean
(LAC), managed to stay engaged at a significant scale in slum upgrad-
ing (in Brazil, Colombia, Guatemala, and República de Venezuela).
When the Bank’s new urban strategy and the Cities Alliance program
were launched at the end of the decade, a concerted effort was needed
to disseminate LAC’s knowledge of upgrading and restore institutional
memory elsewhere in the Bank.  
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institutional development. The Bank is ideally suited to help countries
throughout this process. When the Bank pulls out, other donors may in-
terpret this as a signal that the sector has become a low priority, and they
may also disengage. In Guinea, for instance, the Bank supported a suc-
cessful highways program in the 1990s, in close coordination with other
donors. When the Bank decided to shift its focus to rural infrastructure,
other donors who had been supporting the government’s transport
agenda also withdrew, leaving the main road network substantially un-
covered in policy dialogue and technical assistance, with considerable
negative consequences. More generally, an OED review of the Bank’s ex-
perience with rural water projects in the 1980s and 1990s found that the
Bank’s engagement in a number of countries was not sufficiently long
term to leave behind organizations capable of maintaining water points,
piped systems, or both and administering schemes in a financially re-
sponsible way.
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Chapter Three
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Reaching the Poor

There are two main views on how infrastructure contributes to poverty
reduction: as a precondition and stimulus for economic growth, and as
a direct means for the poor to lift themselves out of poverty. Through-
out its history, the World Bank moved back and forth in emphasizing
one of these two perspectives. Focusing on only one tended to produce
mixed results and caused swings in the other direction. This chapter
discusses how Bank approaches evolved over time, lessons learned
from attempts at doing better than “trickle down,” and the adoption of
a strategy of growth with access.

From “Trickle Down” to “Basic Needs”
In the early decades of Bank activity, investments predominantly fo-
cused on large-scale infrastructure managed by central government
agencies or state enterprises and aimed at facilitating economic growth.
Poverty reduction was a secondary objective, which the Bank and its
borrowers pursued via indirect “trickle down” benefits. 

During the 1970s, Bank lending rapidly increased and shifted to coun-
tries where poverty (as opposed to reconstruction) was a central issue
and where conditions for successful and sustainable large projects were
less favorable. The Bank was gradually redefining itself as a poverty re-
duction institution. It adopted a “basic needs” approach to infrastruc-
ture provision, leading to more dispersed but still centrally driven and
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implemented projects, with large built-in subsidies for the initial blocks
of consumption. 

In many countries, despite major investments, assets did not generate
the quality or quantity of services demanded. Project evaluations started
to show deterioration in performance, caused by often intractable insti-
tutional and policy constraints. The typically applied subsidy schemes
frequently failed to reach the intended beneficiaries. In cities, the poor
were buying buckets of water from vendors at prices several times higher
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“Rather than expect the highly paid World Bank technocrats who live in
the affluent suburbs of Northern Virginia to do the impossible—designing
anti-poverty programs for folks from another planet: poor people in the
Sahel—it would be more effective to abolish an institution that has made
a big business out of ‘ending poverty,’ and completely devolve the work
to local, national, and regional institutions better equipped to attack the
causes of poverty.” (Walden Bello, Focus on the Global South)

“The [World Bank-backed] deal explicitly states its aim is cost recovery—
meaning profit for investors—and stipulates the need to charge the cost
of water, even to poor households. As a result, as in many other countries
in Africa, many Senegalese citizens are forced to turn to untreated water
systems for their water needs.” (50 Years Is Enough, in Water Privatiza-
tion: The World Bank’s Latest Market Fantasy)

“The Bank is slowly giving up on reducing poverty, preferring instead to
focus on lending for infrastructure projects in (comparatively) richer coun-
tries.” (Sameer Dossani, 50 Years Is Enough)

“The conditions of people in the poorest countries have worsened be-
cause of the ‘adjustment programs’ imposed, privatizations, and cuts in
government spending. It is morally unacceptable that people who strug-
gle barely to survive are carrying the burden of these policies on the as-
sumption that the benefits may eventually ‘trickle down.’ ” (Religious
Working Group on the World Bank and IMF)

W h a t  o u r  c r i t i c s  s a y



than the price paid by the elite for subsidized piped water. In rural areas,
inappropriately designed water supply systems and roads fell into disre-
pair (see box 3.1). In the electricity sector, generous block tariffs bene-
fited the middle class, while high fixed charges kept the poor away 
(or resulted in high unit prices, because they consumed little). The Bank
became concerned that centrally driven, poverty-focused public infra-
structure projects were not producing the intended benefits, and tem-
porarily returned to “trickle down” while searching for alternative ap-
proaches with a direct impact on poverty.

Searching for Alternatives
Starting in the 1980s and gaining momentum in the 1990s, the Bank
actively promoted a new generation of initiatives aimed at helping the
poor: participatory approaches, pro-poor regulation of a wider range of
service providers, and improved targeting of subsidies. The application
of these initiatives in several countries and across the full range of in-
frastructure services generated a number of important lessons. 

Participatory approaches. These approaches were first developed
by NGOs and bilateral and UN agencies during the 1970s. The Bank,
working with interested governments, supported these innovations, first
in the area of slum upgrading, and later in rural infrastructure (although
the Bank’s interest in the former waned in the 1990s, see chapter 2).
Over time, the approaches became more community-driven, and the
successful ones included partnerships between communities, local gov-
ernments, and private providers.

A key lesson learned from this experience is the importance of paying
close attention to the micro-level institutional and operational arrange-
ments for demand-driven, sustainable infrastructure projects at the
local level. Success and failure often relate to the level and consistency
of government commitment to protect the integrity of the micro sys-
tems and procedures. When done well, such programs deliver low-cost
solutions that can be sustained and replicated, such as the Kampung
Improvement Program in Indonesia, rural roads projects in Peru, and
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the Swajal project in Uttar Pradesh, India (see box 3.2 for more infor-
mation on the latter). When political commitment weakens in the face
of opposition from the bureaucracy attached to the old ways of doing
business, and governments revert to centralized planning, line agency
provision, and high design standards, sustainability is undermined. In
Ghana, for example, in spite of the demonstrated success of low-cost,
labor-based rural road rehabilitation under the IDA-financed Road Re-
habilitation and Maintenance Project, the government de facto returned
to more costly and less sustainable machine-based construction. 
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Box 3.1 Centrally Driven Rural Water Supply and
Sanitation in India

In the 1980s, Bank-financed rural water supply projects in India relied
on large government agencies to design and implement water supply
schemes. The Maharashtra Rural Water Supply and Environmental San-
itation Project was emblematic of this centrally driven, engineering-
dominated approach. In the interest of serving the “basic needs” of the
poor, the project provided perverse incentives to higher-level govern-
ment agencies to build costly water supply systems without much con-
sideration given to community preferences and affordability. Village and
district level authorities were unwilling to take over the operation and
maintenance of the schemes, arguing that their technical skills and fi-
nancial resources were not up to the task. Because of the disconnect be-
tween service providers and beneficiaries, many of the schemes fell into
disrepair after a few years. In the mid-1990s, the Bank began working
with the Indian authorities to develop a sustainable approach to the de-
livery of improved water supply and sanitation to the rural population.
The new approach represented a paradigm shift, with government
agencies changing from providers to facilitators and rural communities
gaining control over financial resources and driving project implemen-
tation (see box 3.2).



Pro-poor regulations. By increasing efficiency and reducing the cost
of infrastructure provision, private participation initiatives launched in
the 1990s were expected to free resources for service improvements
and network expansion, thereby facilitating access by unconnected
(often poor) households. While this approach was successful in some
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Box 3.2 Community-Driven Rural Water Supply and
Sanitation in India

The Uttar Pradesh Swajal project (approved in 1996) established full
cost recovery for the operation and maintenance of rural water supply
and sanitation systems, and partial cost recovery for capital costs—a
major improvement over past practices in India. Under this project,
water supply and sanitation projects and community empowerment ac-
tivities (for example, health awareness, women’s development, and non-
formal education) are implemented by a partnership of village commit-
tees, NGOs, and a project management unit housed in the Department
of Rural Development. Investment resources are transferred to rural
communities, enabling them to procure materials, services, and works
by themselves. NGOs assist with community mobilization, establish-
ment of Village Water and Sanitation Committees, and development of
design choices. Private firms are hired to provide technical design, in-
spection and monitoring services. Recent evaluations of sustainability
have shown that 92 percent of water supply schemes and close to 100
percent of latrines installed by the project are fully functional and are in
use by the beneficiaries. 

Principles piloted in the Swajal project are now being replicated
throughout India. In Kerala, for example, local governments (Village
Panchayats) provide the institutional and financial support for expand-
ing community-managed systems. Investment funds flow through the
District and Village Panchayats, which also provide resources to cover
periodic capital expenditure and facilitate access to technical assistance.
Making the procedures an integral part of the functioning of every local
government has enabled rapid scaling up.



countries (see box 3.3), in others it failed to generate sufficient re-
sources for private operators to expand networks to poor areas. In La Paz,
Bolivia, for example, network expansion financed from internally gen-
erated revenue could not keep pace with population growth, particu-
larly after the tariff was frozen in real terms by the regulator (see box
4.3). In response, the Bank actively started promoting pro-poor regula-
tory schemes, aimed at fostering the kinds of private sector investments
that not only are efficient and sustainable but also serve the poor well.

Improved access for the poor can be achieved when commercial per-
formance incentives are tempered by appropriate regulatory design.
Access to telecommunication services in rural areas and poor urban
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Box 3.3 Water Sector Privatization in Argentina

Argentina’s privatization program of the 1990s included water compa-
nies in 30 percent of the country’s municipalities. A recent impact eval-
uation study found that the increase in the number of connections was
significantly higher in the municipalities that privatized than in those
that did not. Child mortality fell by 5–7 percent more in areas with pri-
vatized water services. The largest gains were seen in the poorest munic-
ipalities, where child mortality fell by 24 percent. The study concluded
that increased access to the water and sanitation network, and changes
in service quality and lower costs paid by customers (due to efficiency
gains) had a direct and positive impact on health outcomes among
young children, the age group most vulnerable to water-related ill-
nesses. Argentina’s subsequent financial crisis led to the “pesification”
and freezing of water tariffs at the end of 2001. The resulting renegoti-
ations of water concessions are still ongoing, and the future of the con-
cessions remains uncertain.

Source: Sebastian Galiani, Paul Gertler, and Ernesto Schargrodsky 2005, “Water
for Life: The Impact of the Privatization of Water Services on Child Mortality,”
Journal of Political Economy v. 113, no.1 (February). pp. 83–120.



neighborhoods of many developing countries is several orders of mag-
nitude lower than in metropolitan urban areas. In a number of coun-
tries, the Bank Group helped telecommunication regulators to design
universal access policies aimed at closing these gaps. Combined with
the promotion of private sector participation, the implementation of
transparent and fair regulatory environments has fostered dramatic
growth of service penetration and coverage—even in areas that were
previously considered too costly, and often without the need for any
public funding.

Regulations should ensure that the range of service levels offered is broad
enough to meet the preference and ability of the poor to pay. Most utili-
ties in the developing world strive to provide a single standard of ser-
vice, where costs are dictated by engineering codes often lifted directly
from industrialized countries. Barriers to increased service-level choice
are rarely technical, but rather legal and administrative—constrained by
minimum service-quality standards, construction codes, and materials
specifications. When these standards result in services that are unafford-
able for the poor, an alternative service level more appropriate for some
households or neighborhoods should be sought. A few water utilities in
South Africa have experimented with low-cost delivery systems for water
distribution. In Durban, for example, a flow restrictor meter is used in
combination with a semipressure system, shallow networks, and indi-
vidual ground tanks to provide low-income households with 200 liters
of water a day. 

The right regulatory policies can also mobilize the resources and inno-
vations of a wide range of institutions and entrepreneurs to work for the
poor. The needs of the poor in many ways differ from the nonpoor, in-
fluenced by a variety of factors such as location, density, ethnicity, cus-
toms, disability, and literacy. In many cases, small-scale providers can
meet their needs or can help fill a gap that public network monopolies
ignore (see box 3.4). However, regulation frequently restricts household
choices as well as the activities of independent small-scale providers.
Exclusive licenses, for example, prevent household well development or
use of generators within network-served areas. While potentially bene-
ficial for the utilities, these policies undermine the objective of provid-
ing poor households with access to infrastructure services.
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Improved targeting of subsidies. Encouraging entry of alternative
providers suited to serve the poor often requires more than appropriate
policies. Subsidies can increase the attractiveness of extending service
to low-income consumer segments, if targeted well: 

� Subsidies should be targeted to areas where the poor
are concentrated and support the types of service that
the poor are likely to use. 
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Box 3.4 Entrepreneurs Working for the Poor—
Three Examples

In Dar es Salaam, Tanzania, a cholera outbreak in 1996 forced the sew-
erage and sanitation department to loosen its monopoly on cesspit
cleaning to allow private providers in. There is now an emerging mar-
ket for cesspit cleaning, and households can choose a provider based
on price and easy-to-monitor performance. 

In Bangladesh, Grameen Phone, an operator offering traditional cellular
services in urban areas, also gives loans to low-income women entrepre-
neurs in rural areas to provide payphone services based on cellular tech-
nology. The operators make a profit by reselling airtime to others in the
village. Villagers report that the introduction of the service has allowed
rural farmers to check livestock prices and coordinate medical needs,
and has challenged the traditional power that wealthy landowners and
intermediaries have held over rural economies and politics. 

A US$75 million IDA credit, combined with a US$8 million grant from
the Global Environment Facility, finances small-scale, renewable-based
rural power projects in Sri Lanka. These small projects are put forward
by private enterprises and are screened by participating credit institu-
tions to ensure they are economically viable and technically sound. The
program is on track to meeting its targets, including the electrification
of 100,000 rural homes through solar home systems and independent
mini grids powered by village hydro, wind, or biomass.



� When most of the poor are not connected, connection
subsidies lowering the barrier to access are a more
effective means to support them than consumption
subsidies. 

� Subsidy schemes should include performance incentives
for providers, such as output-based aid (see box 3.5 for
examples in the water sector). Such performance-based
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Box 3.5 Output-based Aid: Tying Subsidies to Service
Delivery for the Poor

An output-based aid (OBA) scheme in Paraguay uses local private op-
erators to deliver water to the poor. The operators—selected under
least-cost subsidy bidding—are assured payment for connecting the
poor, but are for the most part paid after service delivery. In Paraguay,
aguateros (small-scale water entrepreneurs) which usually operate only
in peri-urban areas, teamed together with local construction companies
to provide water services to poor rural communities. Unserved rural
areas and small towns (which often mean relatively poor segments of
the population) were selected to receive the subsidies. In some cases,
the very poorest customers were given the option to provide labor dur-
ing construction as part of their payment to the service provider. In
other cases, the schemes were adapted to allow some up-front pay-
ments to encourage more aguateros to take on a larger role and bid for
the schemes. The OBA scheme in Paraguay and elsewhere demonstrate
that output-based aid is a flexible mechanism to enhance the effective-
ness of subsidy delivery to provide infrastructure services to the poor.
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schemes are also used in the energy, telecommunication,
and transport sectors. 

� Finally, combining subsidies with alternative payment
arrangements such as prepayment cards (which limit
charges to a predetermined maximum) and phased
billing or payments (which spread connection charges
over time) can be particularly effective ways to make in-
frastructure services more affordable.

Enabling Environment 
While the search for alternatives produced notable successes, the scale
of the progress fell short of global commitments to dramatically increase
access. The lack of broader institutional and policy reforms often ham-
pered the mainstreaming of innovative approaches. The Bank learned
that poverty-focused investments need to be combined with efforts
aimed at ensuring an enabling overall institutional and policy environ-
ment. In urban areas, this includes policies governing land markets,
housing finance, and housing subsidies, as well as genuine partnerships
among local and national governments, communities, and the private
sector. In rural areas, policies and institutional arrangements must pro-
vide communities with ongoing support in the form of information,
technical and management capacity building, and financial resources. 

Balancing Growth and Access
Perhaps the most important lesson is to resist the tendency to over-
compensate for disappointments with the latest strategic initiative. In-
stead of oscillating between growth and access strategies, the Bank has
learned to think of growth with access as the overarching objective of
infrastructure policies and investments. Infrastructure is essential for
economic growth, and without growth there can be no sustainable
poverty reduction. For the poor to share in the benefits of growth, they
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need access to infrastructure, both to achieve better health and educa-
tion and to earn higher income as farmers, workers, and small-scale en-
trepreneurs. The Bank’s infrastructure strategy, therefore, integrates sup-
port for growth and access as complementary objectives contributing to
poverty reduction (see box 3.6 for an example of a balanced country
program).
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Box 3.6 Balancing Growth and Access in Vietnam

The Bank has an active and diverse infrastructure lending program 
in Vietnam. Several recent Bank-financed infrastructure projects have
aimed at eliminating infrastructure bottlenecks and facilitating eco-
nomic growth, including two countrywide projects to improve the road
and electricity networks, and a project dedicated to improving trans-
portation and flood protection in the Mekong Delta. Other Bank inter-
ventions—such as a rural electricity, a rural transport, an urban water
supply and sanitation, and an urban upgrading project—have targeted
increased access to infrastructure services for the poor. Vietnam’s total
investments in infrastructure have been close to 10 percent of GDP in
recent years, a very high level by international standards. As a result,
Vietnam’s road network has more than doubled in length since 1990,
and its quality has improved substantially. All urban areas and 88 per-
cent of rural households have access to electricity. Access to improved
water grew from 26 percent of the population to 49 percent between
1993 and 2002, and during the same time access to hygienic latrines
grew from 10 percent to 25 percent of the population. More generally,
per capita growth has averaged 5.9 percent, and poverty (measured at
the $1 a day threshold) has fallen from 51 percent of the population to
just 8 percent.



Chapter Four
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Managing Expectations About
Private Sector Participation

Evolution of Private Financial Flows and Investments
In the years following the World Bank’s creation, Bank financing of in-
vestments in electricity and transport infrastructure initially made up
more than 60 percent of its portfolio. The relative importance of infra-
structure lending declined in the 1970s, but the Bank’s approach con-
tinued to reflect the dominance of governments in the financing and
managing of infrastructure. Bank policy was to offer to finance public
infrastructure, provided the investment had a sufficient economic rate
of return.

Though there were successes, the results on the whole were rather
mixed. Political pressures led to artificially low prices, while corruption,
patronage, and overstaffing inflated costs. Most public providers were fi-
nancially distressed and lacked the resources to meet demands for ex-
panding access. Following years of unsatisfactory effort to improve the
performance of public providers and increasing concerns about their
fiscal cost, governments and donors turned their attention to private
provision. 

Various arguments were given in favor of private sector involvement.
One such argument was that arm’s length relationships between public
authorities and service providers would facilitate cost recovery and
regulation. Traditional public service providers frequently combined
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functions of policy making, regulation, service provision, audit and re-
porting, resulting in nontransparent objectives and results. Another ar-
gument was that by using competitive bidding to choose from multiple
private operators, there was a greater chance of finding a more efficient
operator. Others saw private financing as a means of reducing the fiscal
burden of infrastructure investment.

By the mid-1990s, the Bank became reluctant to lend to governments
for public infrastructure projects and, instead, offered its support—both
intellectual and financial—for mobilizing private investment. Seeing the
rapid growth of private investment in infrastructure, some in the Bank
expressed a view that the private sector could eventually replace the
public sector as the main financier of infrastructure investments in al-
most all developing countries. There was a perception that it would be
difficult to obtain senior management or Board approval for infrastruc-
ture projects that did not involve the private sector in some way. 
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“Instead of using its massive funds to promote expertise in the public sec-
tor, thereby acknowledging that water is a human right and an essential
public service, the Bank is forcing countries to commodify their water re-
sources and put them on sale to the highest bidder.” (50 Years Is Enough,
in Water Privatization: The World Bank’s Latest Market Fantasy)

“The worldwide sale of public assets to private interests is larceny on a
grand scale.” (Wayne Ellwood, in The New Internationalist)

“When governments cannot deliver services, the private sector steps in to
take over, often undermining government accountability, eroding local
democratic institutions, exacerbating existing inequalities, and threaten-
ing human rights.” (Jubilee South) 

“Bank policy infringes on the national sovereignty of lending nations, by
pushing for legislative and institutional reform that contribute to unsus-
tainable service delivery, increase in water prices, exacerbate inequity, and
increase social conflict.” (Public Citizen, World Bank Watch)

W h a t  o u r  c r i t i c s  s a y



The volume of investments with private sector involvement in infra-
structure projects in developing countries expanded greatly in the
1990s, reaching a peak of US$114 billion in 1997 (see figure 4.1). This
volume fell to US$56 billion by 2003, before picking up slightly again
in 2004 (due mainly to an increase in private telecoms investment). Sev-
eral points can be made concerning this boom-and-bust episode:

� At its 1997 peak, private investment amounted to about
53 percent of total infrastructure investment in devel-
oping countries. Even when private investment was at
its highest, there was an ongoing need for a large vol-
ume of public investment. 

� Private investment was strongly concentrated geograph-
ically (although most countries experienced some form
of private participation in infrastructure). The top five
recipients of private infrastructure investment (Ar-
gentina, Brazil, China, Mexico, and Malaysia) received
49 percent of all private infrastructure investment in
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Figure 4.1 Commitments of Private Participation in
Infrastructure (PPI) in Developing Countries
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1984–2004. The top 20 countries received 85 percent
of all private investment. Less than 10 percent of private
investment has been made in low-income countries.

� Private investment was also strongly concentrated by
sector, with telecommunications absorbing 46 percent
of investment, energy 33 percent, transport 16 percent,
and water and sewerage just 5 percent.

� The 2003 low point in private infrastructure invest-
ment amounts to 22 percent of total investment in in-
frastructure. Although significantly less than at the
peak, private investment was still higher than in 1995
or any earlier year. Private investment continues to
play a significant role in meeting the developing
world’s infrastructure needs, providing about 10 times
the financing of the World Bank in recent years.

While private participation has had its successes, particularly in tele-
communications, getting it to work well has proven difficult, particu-
larly at the retail interface with electricity and water consumers. Politi-
cal pressures to keep tariffs low have remained, leading to bitter and
costly disputes with private providers seeking higher profits. About 5
percent of private infrastructure projects, including some very-high-
profile cases, have been cancelled or are judged to be “distressed.”9

While access to infrastructure services has increased, those disputes
have often caused the rates of increase to slow. All parties remain con-
cerned about corruption, and private investors have become more wary
of the risks of investing in developing countries. 

To the extent that private sector participation was seen as the panacea
for decades of poor public utility performance, the past decade has
shown that merely involving the private sector is not a universal cure.
Improving infrastructure services is hard, whether provision is public or
private. Great attention to detail is needed in the design of privatization
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transactions and regulatory systems. Moreover, infrastructure solutions
need to be tailored to countries’ stages of development (for example,
middle income, transition, post conflict, failed states, and others).

More recent Bank willingness to finance purely public projects is driven
by the decline in private investment and the difficulty of making pri-
vate participation in infrastructure work in many countries. Developing
country governments have limited fiscal resources and face compet-
ing demands such as health, education, law and order, and other de-
mands. The goal of expanding and improving infrastructure services to
support higher growth and provide access for the poor requires levels
of investment that are beyond the financing capacity of most govern-
ments. Therefore, government resources need to be supplemented by
aid and private investment.

The experience gained in working with governments to engage with the
private sector has provided lessons concerning how to improve the per-
formance of public sector utilities. For example, in some countries (for
example, India) where private involvement has not advanced as far as
had been expected, semi-independent regulators have ended up regu-
lating semicommercialized public utilities, which don’t have the same
incentive structures as truly private companies. This system of regula-
tion has led to renewed focus on features of good corporate gover-
nance, and on how these features might be employed to improve the
functioning of public enterprises (see box 4.1).

The difficulty in making private participation in infrastructure work in
practice is not a proof that it cannot work or that the Bank was mis-
taken to try to shift from its traditional reliance on public enterprises.
However, it does impose a duty on the Bank to learn from the past
10–15 years how to improve the prospects for private participation.
Three major areas of lessons are (a) understanding the political econ-
omy of private participation, (b) adapting regulatory environments to
country circumstances, and (c) allocating risks between the public and
private sectors. 
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Political Economy of Private Participation 
in Infrastructure
Two political economy stories are important in understanding the diffi-
culties of private participation in infrastructure. The first story has been
well known since the first experiments with private infrastructure invest-
ments. Cost-covering tariffs and determination to act against nonpayers
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Box 4.1 Improving Public Utilities—Water Supply in
Phnom Penh, Cambodia

The Phnom Penh Water Supply Authority (PPWSA) is the largest water
supply utility in Cambodia, serving the Phnom Penh metropolitan area.
Supported by the Bank, PPWSA underwent a major turnaround be-
tween 1997 and 2004, going through several phases. First, in a short
crisis management phase, a new management team was recruited. Their
remuneration included incentives on financial performance, collection
rates, and reduction of unaccounted-for water. At the end of the first
phase, the Bank assisted the government to restructure and corporatize
PPSWA. In the second stage of recovery, the corporatized utility intro-
duced customer surveys as well as an automated billing and collection
system to replace often-corrupt bill collectors. The new billing and col-
lection system was accompanied by a public information campaign.
With financing from the Bank, water meters were installed for all con-
nections. In the third stage of stabilization, the Bank assisted the utility
to install an automated accounting and management information sys-
tem. A long-term projection model was applied to define cost-recovery
scenarios. On the basis of these scenarios, the Bank helped the govern-
ment to develop and introduce a new tariff structure. All stages of
PPWSA’s reform were accompanied by capacity-building efforts facili-
tated by the Bank, including a twinning arrangement with Brisbane
City Enterprises, regulatory training for government officials, and sem-
inars on water sector reform.



are required to ensure that the private sector makes a normal risk-
adjusted return on the capital it invests. But once investments have been
sunk, the government has a strong political temptation to set tariffs at a
low level and/or interfere in efforts to enforce payment discipline. Ulti-
mately, the challenge of private financing is how to get the public to ac-
cept the principle of paying cost-covering tariffs, so that governments do
not face such temptations. The political attractions of low tariffs and lax
enforcement of payment discipline are illustrated in box 4.2.

The second story is one that has emerged only recently. Even where pri-
vate infrastructure appears to be working well to economists, it has not
always gained public acceptance. In Latin America, the region with the
most experience of private participation in infrastructure, economists’
reviews find the overall impact of private participation to be mixed, but
positive overall. Labor productivity has generally increased; service qual-
ity and coverage have generally improved, although the impact varies
considerably by sector; in general the poor have benefited from reforms;
initial job losses tended to be small relative to the total workforce and
tended to be reversed in the medium term; and concessionaires do not
appear to have made excessive profits. In contrast with these economic
appraisals, a survey of public opinion in 2002 found two-thirds of re-
spondents strongly disagreeing with the statement that privatization “has
been beneficial” for their country. In all surveyed countries, negative
opinions had increased since 1998 (for example, from 50 percent to 
83 percent in Argentina, 38 percent to 75 percent in Bolivia, and 48 per-
cent to 73 percent in Peru). Moreover, as the example of Bolivia (see box
4.3) indicates, public dissatisfaction does not show up simply as bad
polls, but sometimes as public riots. The Bank is now making an effort
to understand whether this disparity occurs because the economic ap-
praisals are somehow faulty, or whether noneconomic factors play a
large part in shaping public opinion.

Many of the problems behind the negative public perception could
have been avoided with better planning and implementation. Public
dissatisfaction is frequently the result of poor transaction design, due 
to the lack of consultations with affected communities and inadequate
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Box 4.2 Electricity Privatization in Georgia

In the mid-1990s, Georgia’s government used the power sector as a
substitute for the social safety net and a tool to fight inflation. Low elec-
tricity prices and tolerated nonpayment led to a sectoral deficit equiva-
lent to 5–8 percent of the country’s GDP.

In 1996, the Bank Group helped the government to launch a major re-
form effort aimed at the de-monopolization, commercialization, and pri-
vatization of the power sector. Initial reforms included establishing an
independent regulatory body; unbundling and corporatizing genera-
tion, transmission, and distribution functions; and commencing privati-
zation of generation and distribution. In 1988, Telasi, the distribution
company in Tbilisi, was sold to AES Corporation. In 2000, the bulk of
Georgia’s thermal generation capacity was also sold to AES. In 1999, a
wholesale electricity market was created to manage the flow of payments
among sector enterprises (currently, it is managed by a private consor-
tium, under a contract supported by IFC). In 2002, with Bank and IFC
assistance, the distribution companies outside Tbilisi were consolidated
into one company, whose management was contracted out in 2003.

These measures helped to prevent the collapse of the sector and resulted
in improvements in reliability and efficiency. But power outages contin-
ued, and the system remained financially unviable. Factors that inhib-
ited a better outcome include political pressure to provide electricity
even when prices do not cover costs; tolerance of nonpayment, theft,
and corruption; and weak enforcement of regulations. AES reported that
40 percent of the electricity it provided was stolen and could not be
billed. As government subsidies ceased upon privatization, AES effec-
tively bore the burden of the 5 percent of GDP being annually trans-
ferred from the energy sector to consumers. In 2003, AES sold its hold-
ings in Georgia to RAO UES, a Russian company.

Source: Georgia Country Assistance Strategy Completion Report 2005.
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Box 4.3 Privatization of Water Services in Bolivia

In 1990, IDA approved the Bolivian Major Cities Water and Sewerage
Rehabilitation project. It covered 60 percent of Bolivia’s urban popula-
tion, located in the three main cities—La Paz, with about 1.2 million
people; Santa Cruz de la Sierra, with about 600,000 people; and Cocha-
bamba with about 400,000 people. 

Santa Cruz, which operated a consumer cooperative, achieved more
than planned under the project. In contrast, in La Paz and Cochabamba,
political interference by the mayors hindered decision making on tariffs
and contractual issues. These problems were only addressed when the
President of Bolivia decided to privatize the La Paz and Cochabamba
water and sewerage utilities, a condition for the two-year extension of
the IDA credit to 1997. Privatization achieved positive results in La Paz
but not in Cochabamba, where political disputes continued.

The results over the period 1988–99 differed markedly across the three
cities. In Santa Cruz, water connections increased from 70 percent to 
94 percent of households; and sewerage connections and treatment in-
creased by about a third (to 40 percent and 48 percent, respectively). In
La Paz, water connections rose from 75 percent to 92 percent; sewerage
connections rose from 50 percent to 60 percent, and sewage treatment
rose from 0 percent to 15 percent. In Cochabamba, water connections
fell from 70 percent to 60 percent, sewerage connections fell by a tenth
to 53 percent, and sewage treatment stayed constant at 80 percent.

In Santa Cruz, the consumer cooperative complied with all Bank
conditions—efficiently using the loan funds to expand services—and
gained additional Bank funds when the project was extended due to de-
lays in the other two cities. Current challenges for the cooperative are
the continuing growth of the city and the need to reduce pollution to
protect the city’s aquifer.

(Box continues on next page)
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Box 4.3 (continued)

In La Paz, once the President had decided to privatize water services,
the concession transaction went fairly smoothly. Invitations to bid were
issued in April 1997 and the contract signed in July. The selection
process was simple and quick: the bidder that offered the greatest num-
ber of new connections in the predominantly poor area of El Alto was
awarded the contract. Average tariffs were increased by 35 percent prior
to the transaction, and post-transaction tariffs included a cross-subsidy
from existing consumers to pay for new connections, especially in El
Alto. But in 2000, the national regulator refused an increase in the La
Paz water tariff and instead increased the price for new connections. By
2004, the price for a new connection stood at $450 for water and sew-
erage, six months’ wages for poor Bolivians. In early 2005, faced with
public protests over the high connection prices, the government can-
celled the concession. The ultimate failure of the concession can be at-
tributed directly to regulatory decisions increasing the price of connec-
tion rather than the price of consumption, but general public attitudes
about private utilities also played an important role.

In Cochabamba, farmers opposed the initial project plan to drill four
wells, because they feared depletion of groundwater they used for irri-
gation. The initial project plan also failed to include funding to replace
leaking pipe systems, although water losses were as high as 40 percent.
Subsequently, the municipality successfully challenged the national gov-
ernment’s transformation of the utility into a state corporation, resulting
in the privatization transaction being declared void. The IDA credit
agreement expired in December 1997, precluding use of Bank funds. In
the following years, municipal efforts to privatize the utility produced a
tender for which no bids were received and then, in September 1999,
the award of a concession to a consortium, Aguas del Tunari, that sub-
mitted an unsolicited bid. Under this concession, tariffs were increased
by 35 percent, without improvements in service quality. The tariff in-
crease triggered riots and the rapid cancellation of the concession. 

Source: OED 2002, “Bolivia Water Management: A Tale of Three Cities,” Précis
No. 222.



attention to the distribution of benefits. Overstating the benefits of
private participation (for example, as a panacea for all the economy’s
ills) also induces negative public attitudes when the reality fails to live
up to expectations. Carefully analyzing the likely impact of reforms and
incorporating measures to mitigate harmful side effects can significantly
reduce the chances of failure. 

Careful reform sequencing can also help to win over public opinion.
Necessary tariff increases may face less public resistance if service im-
provements can first be demonstrated. For example, when a water lease
was established in Conakry, Guinea, in 1989, the tariff faced by con-
sumers was about one-third of the cost-covering tariff to be paid to the
private operator. The customer tariff remained at its initial level for two
years and then was gradually increased to full cost level (operations,
maintenance, and capital) over a further six years. The World Bank sup-
ported the transition to full-cost recovery by financing 100 percent of
the foreign exchange component of the operator tariff for four years, and
then on a declining basis for an additional four years. The subsidy pay-
ments to the operator were made on the basis of actual collection of
water bills. This provided an incentive to the operator to maximize col-
lections by increasing connections, thus reducing nonrevenue water and
ensuring collections of billed quantities. This aspect of the lease worked
well, and overall the Guinea lease has been reasonably effective in im-
proving access to safe water.

Perceptions of corruption generate public hostility toward privatization.
When contracts are awarded by secret negotiation, rather than open
competition, public attitudes tend to be more negative, even in the ab-
sence of corruption. Secrecy breeds suspicion, and greater transparency
of private providers’ accounts could also help to alleviate public concerns
about corruption or excessive profits. When corruption does actually
occur, it can fatally damage the effort to promote private participation.
During the last 10 years, the Bank learned that certain reform models and
steps are particularly prone to corruption, and these should be avoided
in countries with significant governance weaknesses (see chapter 6b). 

Not all the factors that affect public perceptions of private participa-
tion are directly related to the economic and social impacts of specific
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infrastructure reforms steps. Public opinions are influenced by the eco-
nomic cycle: when economic growth is weak, people tend to reject mar-
ket mechanisms and to see privatization as undesirable. Ideological op-
ponents of privatization have managed to exploit cyclical downturns for
political gain in a number of countries. Also, publicity about failed pri-
vatization projects can cast a shadow on successful ones. Public opinion
in some countries can be predisposed against the concept of foreign in-
volvement in the economy, particularly when foreign investors are seen
as the return of the former colonial power. Finally, advocacy or support
for private involvement by the World Bank can be seen as an affront to
national sovereignty, particularly when governments use Bank condi-
tionality as a basis for pushing through private sector involvement rather
than convincing the public of the benefits of private involvement.

This last class of factors affecting public perceptions, factors over which
the Bank has little influence, may present the greatest challenge. In ret-
rospect, the Bank did not pay sufficient attention to public opinion in
many countries where the Bank was involved in the design and the im-
plementation of reforms. Task managers and country officers lacked the
tools to assess public attitudes and had limited understanding of the
importance of a proactive communications strategy (see chapter 7). 

In sum, the public in many countries has become more skeptical about
the potential benefits of privatization. Therefore, building and main-
taining political support for privatization is likely to be more difficult in
the future. Before reforms are launched, extra attention should be given
to (a) analyzing who will win and who will lose, (b) reducing the risks
of corruption, and (c) understanding public perceptions and adopting
a communications strategy. This will require a lot more than designing
pro-poor reforms—the middle class plays a crucial role in the politics
of democratic countries. 

Adapting Regulation to Country Capacity
Regulation is central to improving infrastructure performance. This ap-
plies not only to private firms—the likelihood that public firms achieve

—
56



their performance targets is higher when regulatory functions are placed
in an outside agency. Demonstrated expertise to regulate public firms
also helps to develop confidence in the regulatory regime, which, in
turn, makes the task of generating public support for eventual privati-
zation easier.

In addition to the promotion of private participation, the main steps of
the infrastructure reform recommended by the Bank in the mid-1990s
were to:

� Separate potentially competitive segments of the sector
from noncompetitive segments, and build competi-
tive markets in those segments and countries where
possible

� Introduce “competition for the market” in remaining
monopoly segments (for instance, for the right to pro-
vide services, through competitive bidding designed to
identify the most efficient providers) 

� Establish regulatory systems that balance the compet-
ing interests of investors and consumers, while pro-
viding incentives for all service providers to improve
performance 

Although the thrust of the above agenda remains correct, a number of
difficulties have emerged with the implementation of each step. Estab-
lishing competition in countries with small market size may pose insur-
mountable challenges. Creating competition for the market rests on the
ability of governments and private firms to enter into binding commit-
ments in environments with weak formal commitment mechanisms.
Putting in place effective regulatory regimes takes substantially more
time than implementing privatization transactions. In hindsight: 

� At times, the Bank’s approach has been too “cookie-
cutter,” suggesting that the same recommendations
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could work across vastly different countries and sec-
tors. Rules and institutions that work well in the United
States or United Kingdom do not necessarily work well
in poorer countries with low government credibility;
widespread corruption and regulatory capture; limited
technical expertise; and weak auditing, accounting,
and tax systems. Measures to adapt regulatory regimes
to local circumstances do exist, including minimizing
regulatory discretion or contracting out particular regu-
latory functions (for example, auditing), but the mea-
sures have not always been fully utilized.

� The Bank’s expectations of building regulatory capacity
or background institutions (such as effective contract
enforcement) have frequently been too ambitious. In
the United States, for example, regulatory institutions
took the best part of a century to develop to their cur-
rent forms. Even if one assumes that developing coun-
tries will manage to avoid some of the mistakes made
in North America or Western Europe, one must realize
that considerable time and effort will be required to
build up regulatory expertise and institutions. 

� Significant uncertainty exists regarding the choice of the
proper industry model for a particular country in a par-
ticular sector. Hence, there is a role for experimentation.
The Bank has not always acknowledged this uncertainty
when recommending a specific model to a client. 

Standard lending products are not well-adapted to providing technical
support on a sustained basis to newly established regulators. The Bank
has explored various mechanisms outside typical loan settings to provide
this support, such as the establishment of fora for the exchange of ideas
and experience between regulators in Africa, East and South Asia, Cen-
tral and Eastern Europe, and Latin America and the Caribbean. It has
also set up training institutions, such as the Public Utilities Regulatory
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Center in Florida that offers two-week training courses for regulators.
But capacity building requires more intensive and sustained efforts than
these initiatives can provide, and the Bank is now closely integrating its
support to regulatory bodies into its country-specific, long-term institu-
tional capacity enhancement programs.

In addition to the challenge of establishing technically adequate regula-
tory regimes and institutions, there is a further challenge of achieving
acceptance of, and compliance with, regulatory decisions. This applies
not only to acceptance by the public and private service providers but
also crucially to acceptance by the government. In many countries, tar-
iff setting is one of the traditional roles of the prime minister, and chang-
ing this tradition requires considerable time and effort. Part of the aim
of establishing specialist regulators is to ensure that pricing and other
decisions reflect technical criteria and not short-term political incen-
tives. An important aspect of recent Bank interventions is the reinforce-
ment of incentives for governments to respect regulatory decisions.

Allocating Risks
To governments wanting new infrastructure investment and a stronger
fiscal position, private financing can seem like a powerful tool. But its
fiscal effects are not always as they appear. Part of the reason is that con-
tracts between governments and private investors allocate some risks to
the government, which, if things go wrong, can require government ex-
penditure. Over the last two decades, the Bank has gained a deeper ap-
preciation both of the true fiscal effects of private financing and of the
difficulties of achieving good risk allocation.

Private financing can improve the tradeoff between building new infra-
structure and strengthening the fiscal position. First, the concomitant
introduction of private management may lead to lower costs and better
bill collection. If it does, more infrastructure can be provided for any
given level of subsidy from the government. Second, private financing
can shift risks from the public to the private sector. If it does, the gov-
ernment’s fiscal position is less vulnerable to shocks to the profitability
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of the infrastructure businesses. However, the choice between public
and private financing is often more complex than it appears.

First, the real fiscal effect of public financing can be better than it seems.
When user fees—or, indirectly, an increased tax take—eventually re-
cover the cost of infrastructure investments, the publicly financed invest-
ment is fiscally neutral in the long term, even though the conventionally
measured (cash) deficit initially increases. Even when user fees and in-
creased taxes cover only some of the costs, the true fiscal cost is still less
than the immediate increase in the cash deficit.

Second, the true fiscal effect of private financing can be worse than it
seems. For example, some privately financed projects involve govern-
ment guarantees that protect the private sector from certain risks. In
principle, each risk in an infrastructure project should be borne by the
party best placed to manage it. Many risks, including construction and
operating risks, are best managed by the private sector. But when the
government has considerable influence over an outcome that is subject
to risk—as it usually does over permits, tax rates, and the regulated price
of the service—the government may be able to lower total project costs
if it bears the risk, which it can do by guaranteeing the outcome. Gov-
ernment guarantees are thus sometimes justified. When such govern-
ment commitments are not very credible on their own, backstopping
them with guarantees from a triple-A-rated institution can help. Recently,
for example, the Bank has guaranteed commitments in relation to expro-
priation, permits, and taxes by the government of the Lao People’s Demo-
cratic Republic for the Nam Theun 2 Hydroelectric Project. The Bank has
also set up a facility that guarantees similar commitments by the govern-
ment of Peru for a range of privately financed infrastructure projects. Yet
the fact that government guarantees can help a project with no immedi-
ate measured fiscal cost encourages governments to issue them even
when they are not in the best position to manage the risk. And whether
justified or not, guarantees can ultimately have a large fiscal cost.

Other privately financed projects involve long-term “take-or-pay” pur-
chase contracts that, in effect, substitute off-balance-sheet financing 
for ordinary debt, leaving the government’s true fiscal position little
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changed. Examples include independent power providers selling to a
state-owned power utility and bulk-water suppliers selling to a munic-
ipal water utility. Again, such projects can help, but problems arise
when governments do not realize that the projects are adding to their
effective debts.

Like others, the Bank has sometimes fallen prey to the illusions created
by conventional fiscal accounting, focusing too much on the effects of
private financing on short-term cash flows and too little on the long
term. In the early 1990s, for example, the Bank probably paid too little
attention to the implications of power-purchase agreements on the fi-
nances of public utilities and the governments that owned them—in
countries such as Indonesia, Pakistan, the Philippines, and Turkey. In
Latin America in the 1990s, it probably did too little to call attention to
the problems created by deficit reductions achieved by cuts in public
investment instead of public consumption.

But the Bank has also learned from these experiences. First, it has
helped several governments better understand and manage the liabili-
ties they have incurred in privately financed infrastructure projects. In
the mid-1990s, for example, it worked with Colombia to help that
country develop systems for monitoring the risks created by guarantees
for road, power, and telecom projects. Later, it helped Chile monitor
the fiscal effects of minimum-revenue and exchange-rate guarantees for
transport projects, and it helped Turkey monitor the fiscal risks associ-
ated with power-purchase agreements. In Indonesia, it is currently of-
fering to help design private infrastructure projects in a way that takes
account of traditionally overlooked fiscal costs.

Second, in the last few years, the LAC Vice Presidency has led a research-
driven debate on whether governments targeting the near-term cash
deficit have cut back too much on public investment in infrastructure.
And all of the Bank’s regional units are more willing than before to sup-
port viable public investments in infrastructure with lending products.

The Bank is also seeking to help with one particular risk that has turned
out to be more difficult to handle than many expected—the risk of
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foreign exchange mismatches. Most infrastructure services generate
revenues in local currency. Local currency financing would be the most
appropriate way of funding investments. But long-term debt financing
in local currency is not available in most developing countries. Borrow-
ing in foreign currency, however, results in a currency mismatch be-
tween financial obligations and revenues. Tariff adjustment clauses
linking the tariff to the exchange rate have been the traditional ap-
proach to the mitigation of this risk. Through this approach, the risk is
passed from foreign investors to bulk purchasers or directly to end-
users. But bulk purchasers generally have no means of hedging this
risk, and attempts to make end-users bear the burden of large exchange
rate devaluations have proven economically or politically impossible,
resulting in contract renegotiations and cancellations.

The Bank has responded to this issue in various ways. It plays an impor-
tant role in financial sector restructuring and reform aimed at the deep-
ening of local capital markets, the long-term solution to the problem of
currency mismatch. In 2000, the Bank’s Board approved a proposal to
introduce local currency products, allowing certain loans to be repaid 
in local currency. These products are, however, only available in a few
IBRD countries where a liquid swap market exists. The Bank is currently
considering a proposal under which the gap between local currency rev-
enue and foreign currency repayments when a currency crisis occurs
could be spread over a longer period by means of a contingent loan or
partial guarantee facility rather than being due immediately.
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Chapter Five
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Ensuring Environmental and
Social Sustainability

This chapter first briefly reviews how environmental and social risks
became a critical concern for the World Bank’s infrastructure work and
then describes the Bank’s efforts to find a balanced approach to the
management of these issues. 

Increasing Attention to Environmental 
and Social Impacts and Risks 
The development of environmental and social policies by the Bank, and
development of similar policies by other multilateral financial institu-
tions, bilateral donors, and export credit agencies, is a process that goes
back over 30 years. It was initially the result of widespread concern over
the adverse impacts of international development projects, especially
large scale-infrastructure, water resources, and forestry worldwide. De-
spite the early efforts in this direction, however, many project teams paid
relatively little attention to environmental and social policies through the
1970s and 1980s, and many borrowers seemed unaware of the policies.
Environmental and social impacts were often identified only during im-
plementation, after projects were approved. 

There was, consequently, a significant incidence of adverse impacts,
with associated reputational consequences for the Bank in a context of
growing scrutiny by civil society. Besides the well-known Sardar Sarovar
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Project (Narmada) in India (see box 5.1), two projects in Brazil caused
significant damage to the Bank’s environmental reputation: (a) the North-
west Integrated Development Program (Polonoroeste), which earned no-
toriety for paving a highway through the Amazon rainforest (although
Bank funding was employed to pave a road already carved out of the
rainforest, the project was strongly associated with the rapid deforesta-
tion and social conflict that ensued in the area); and (b) the Itaparica Re-
settlement and Irrigation Project, which affected more than 150,000 in-
digenous peoples and, therefore, generated strong opposition from civil
society organizations.

Perceived and real mishandling of the environmental and social impacts
of high-profile projects led to increasing demand for greater Bank trans-
parency and accountability. The public scrutiny, especially on the Nar-
mada Project, led to the Board’s decision to establish the independent
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“The World Bank has not learned lessons from its earlier mistakes. It 
has not strengthened its social and environmental safeguard policies, but
rather has weakened them in important aspects. . . . In addition, the Bank
has a poor track record of putting its existing policies into practice. . . .
Decentralized, participatory, low tech alternatives to destructive mega-
projects exist. Yet the Bank has not made participation, social equity, and
the environment part of its development model, and therefore is not in a
good position to consider such alternatives.” (Friends of the Earth, in
Gambling with People’s Lives) 

“Since the Bank is not capable of adequately dealing with high risk, it
should not support new high-risk projects.” (Environmental Defense,
Friends of the Earth, and International Rivers Network)

“World Bank managers fail to seek out civil society participation and input
at the project preparation stage and pay only lip-service to this require-
ment in the loan preparation process.” (Public Citizen, World Bank Watch)

W h a t  o u r  c r i t i c s  s a y
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Box 5.1 The Story of Narmada

Perhaps no project has had as damaging an impact on the Bank’s repu-
tation as the Sardar Sarovar Project (Narmada) in India. The Bank had
failed to appropriately appraise environmental, resettlement, and in-
digenous peoples issues. Neither the Environmental Assessment, the
Resettlement Plan, nor the Tribal Peoples plan were prepared prior to
appraisal, as required by Bank policies. 

The Bank sent the first resettlement specialist to the field in 1983, after
the project was appraised. He found that the three participating state
governments in India—Gujarat (where the dam is located), Madhya
Pradesh, and Maharashtra—did not know the number of people that
would be affected, how many of these were tribal peoples, or where they
wanted to relocate. There were no feasible plans for their resettlement
and rehabilitation and no institutional capacity for implementing the re-
settlement of 100,000 people from the submergence area and 140,000
people affected by the canal system. Most of the project-affected people
were tribals lacking formal land rights and considered encroachers. De-
spite the specialist’s severe misgivings, the Bank approved an IBRD loan
of US$200 million and an IDA credit of 99.7 million Special Drawing
Rights (SDR) to finance the construction of the dam in 1985.

While the Indian state governments did improve resettlement policies
and entitlements, they were unable to implement satisfactory resettle-
ment for the majority of those displaced. Land for resettlement proved
to be of poor quality, promised assistance did not materialize, and com-
pensation rates for land were inadequate. The lack of consultation with
affected people further alienated project-affected people and their allies. 

Several Indian NGOs led protests, and the Bank commissioned an inde-
pendent review of the project (Morse Commission) in 1992. The Com-
mission’s report concluded that the Bank did not comply with its Oper-
ational Manual Statements on Environment, Resettlement, and Tribal

(Box continues on next page)



Inspection Panel in 1993, providing a recourse mechanism for affected
parties. The Panel’s investigations are limited to Bank violations of its
own operational policies (excluding procurement). Since its inception,
the Panel investigated 16 infrastructure projects, and its findings have
led to changes in the Bank’s engagement in many of these operations
(see box 5.2).10 By now, similar transparency and accountability mech-
anisms have been established at many multilateral financial institutions
and also at some bilateral development and export credit agencies.

In the mid-1990s, environmental and social sustainability became cen-
tral to the Bank’s development paradigm. The set of 10 operational poli-
cies on environmental and social issues were brought under the rubric
“safeguard policies” in 1997, to signal increased emphasis on the inte-
gration of environmental and social issues into the design, decision
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Box 5.1 (continued)

Peoples, and that proper resettlement and rehabilitation was not possi-
ble under prevailing circumstances. The Commission recommended
that the Bank step back from the project. 

The Government of India requested cancellation of the US$165 million
undisbursed balance of the loan in 1993. In advising the Bank of its de-
cision, the Indian authorities emphasized that they remained commit-
ted to full implementation of the government’s previously announced
action plan covering resettlement and rehabilitation of people affected
by the project, tighter linkage between progress on resettlement and
dam construction, and strengthened environmental planning and mon-
itoring of potential environmental impacts. The government of India
subsequently completed the dams with its own funds in collaboration
with the three relevant state governments.
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Box 5.2 Inspection Panel Investigations of Infrastructure
Projects—Overview

Initially, Inspection Panel investigations focused on environmental and
social safeguard policies and disclosure. Over the last five years, requests
for investigation have covered a wider range of Bank policies, including
economic evaluation, poverty reduction, and project supervision. 

The Panel’s first investigation of an infrastructure operation, the pro-
posed Nepal Arun III Hydropower Project, found that the Bank’s
processing of the project was inconsistent with Operations Directive
4.01—Environmental Assessment. The Panel also expressed doubts
about Nepal’s capacity to address the environmental and social issues
associated with the project. These findings played a role in the Bank’s
decision to withdraw from the project.

The next infrastructure project investigated by the Panel was the Yacyretá
Hydroelectric Project in Argentina and Paraguay (in fact, the Panel first
carried out a limited review in 1997, followed by a full investigation five
years later). The Panel found major deficiencies in the way resettlement
was handled. Although the loans that financed the project have been
closed by now, the Bank continues to monitor the project and report to
the Board on outstanding issues. 

The preparation and implementation of resettlement was also found to
be in violation of Bank policies and procedures under the Panel’s third
infrastructure investigation, the India NTPC Power Generation Project,
specifically its coal mining component. A subsequent investigation of
coal mining in India, in the context of a sectorwide rehabilitation proj-
ect, found similar problems with resettlement activities. As in the case
of Yacyreta, the Bank continues to supervise the projects, although the
loans that financed them have been closed. 

The investigations of two recent infrastructure projects, the Chad-
Cameroon Petroleum Pipeline and Uganda Bujagali Hydropower, found

(Box continues on next page)



making, and implementation process for Bank-supported projects and
programs. Internal oversight also increased significantly, through the
establishment of a central quality assurance and compliance unit and
regional teams of specialists focused on the management of environ-
mental and social risks. The new proactive approach to environmental
and social performance favorably influenced donor support for IDA re-
plenishments, the ability of the Bank to sell its bonds to institutional
and private investors, and the support of executive directors for major
infrastructure projects. 

However, the Bank’s increased emphasis on environmental and social
risks generated significant unintended consequences. Safeguard policies
were at times applied too rigidly. When the Bank reacted to NGO criti-
cism during the mid-1990s, Bank teams often attempted to “panel-proof”
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Box 5.2 (continued)

a better overall record of compliance. Outstanding technical and proce-
dural issues include the use of sectoral environmental assessments and
cumulative impact assessments. During the investigation of the Mum-
bai Urban Transport Project, however, the Panel found significant in-
stances of noncompliance. The Bank addressed the issues in the first
two cases by conducting supplemental studies and providing more in-
tensive and specialized support to implementing agencies. In the third
case, the Bank suspended disbursements for the road and resettlement
components of the project until compliance is achieved, and offered its
support to the authorities with the implementation of an action plan to
remedy the problems. Internally, training and knowledge exchanges
have been held for staff with a focus on safeguard issues in large scale
infrastructure projects, including the lessons learned from Inspection
Panel investigations. 



their projects and avoided projects with major safeguard issues. The
pendulum swung from insufficient concern to excessive risk aversion
(focused exclusively on the principle of “do no harm”), with the associ-
ated internal “churning” and high transaction costs. This raised the cost
of doing business with the Bank and contributed to reducing the Bank
engagement in infrastructure, particularly in “high risk/high reward” in-
frastructure, such as hydropower, but also in other sectors. For exam-
ple, the pursuit of urban projects, especially urban transport and up-
grading, was negatively affected by the risk-averse interpretation of the
involuntary resettlement policy. Relocation is an inherent part of urban
development, as city growth is dynamic, and is often necessary to ra-
tionalize and regularize informal settlements. Upgrading provides a pos-
itive alternative to large-scale eviction and removal of slum dwellers, but
it frequently involves the relocation of some families (for example, when
basic infrastructure—roads, railways, and canals—are so encroached by
slum-dwellers that the service degradation far exceeds the cost of relo-
cating the families to another site with better facilities).11

There was a gradual realization in the Bank that we had not struck the
right balance between avoiding both Type I and Type II errors—while
ensuring that we did not finance harmful projects, we were declining
our support to projects with potentially significant development bene-
fits. A number of borrowers also expressed major concerns about the
Bank’s approach to social and environmental risk management. 

Finding a More Balanced Approach 
The Bank’s evolving approach balances a focus on adverse impacts and
risks (and their mitigation) with a focus on how project benefits can ac-
crue to both people and nature by the activities the Bank supports. It in-
volves making trade-offs between negative and positive project impacts
on the environment. Experience shows that people adversely affected by
programs and projects can be turned into supporters if they are given a
stake in project benefits and an opportunity to express their views on
project design and implementation. The Shuikou Hydropower Project
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in China illustrates how project-impacted persons can receive a sustain-
able stream of project benefits (see box 5.3).

The Bank is actively resolving earlier issues with application of environ-
mental and social safeguard policies, including the high cost and time
required for preparation of documents, inconsistent interpretation of
policies, conflicts between Bank policies and national legislation espe-
cially concerning involuntary resettlement and indigenous peoples, and
issues related to mandatory requirements for public consultation and
disclosure. The Bolivia-Brazil Gas Pipeline Project (see box 5.4) illus-
trates how the Bank has learned to apply its safeguard policies more
consistently and effectively.

The Bank is gradually moving toward greater country ownership and
government responsibility in decision making. However, preconditions
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Box 5.3 China Shuikou Hydropower Project

Resettlement under the China Shuikou Hydroelectric Project was origi-
nally planned to be based on the development of land for agriculture
and horticulture. Given the paucity of productive land, and the interest
among affected people and local governments to cash in on the rapidly
growing regional economy, a variety of economic opportunities were
created by the project—ranging from development of small-scale fish-
eries to establishment of factories for food processing, stonecutting, and
even precision-cast, ceramic mold, polished stainless steel golf club
heads. These opportunities were exploited to provide benefits to project-
affected persons. As a result, average resettler incomes increased by 44
percent in 1995–96, surpassing the incomes of nonresettlers in several
jurisdictions.



Box 5.4 Bolivia-Brazil Gas Pipeline Project (safeguards)

The Bolivia-Brazil Gas Pipeline Project (approved in 1997 and closed in
2001) constructed the largest gas pipeline in Latin America, through
3,150 kilometers of diverse terrain. Strong measures to address nega-
tive environmental and social impacts were put in place in the design
and preparation phase; built into implementation contracts; and com-
municated, monitored, and enforced effectively. 

The project created community-based organizations and committees,
and consulted the public on draft regulations and the project’s environ-
mental assessment. Resettlement was treated not as a problem but as an
opportunity. Affected indigenous people were enabled to negotiate a
share of project benefits in exchange for their acceptance of the pipeline
passing through their lands. Their priorities were more secure land
rights (land titling) and funds they could manage for their own devel-
opment. The involvement of indigenous people in vegetation recovery
in Bolivia was also important. Indigenous people actively participated in
sowing and harvesting native plants for their subsequent reintroduction
into their natural habitat. The project also supported the conservation
of biodiversity. A trust fund of US$1 million was established to protect
Bolivia’s Kaa-Iya National Park, which is co-managed by an indigenous
NGO in collaboration with Bolivia’s National Protected Areas Agency.
Other examples of innovative solutions included the use of semidomes-
ticated birds for pest control, since the application of chemical insecti-
cides was forbidden in the early stages of the construction. 

The project received the Environmental Award of the International As-
sociation of Impact Assessment in 2001 and International Organization
for Standardization (ISO) 14002 and 9001 certification.
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for supporting a country-driven approach need to be evaluated on a
case-by-case basis. How interested and responsive is the government?
What is the state capacity to deal with these issues? And what are the ac-
countability mechanisms in relation to domestic stakeholders? The argu-
ment for gradually increasing government responsibility and use of
country systems (where appropriate) is that representative governments
with adequate mechanisms for accountability are often best placed to
consider the tradeoffs among different stakeholder interests and deter-
mine what is, on balance, in the best interest of their citizens. 

A balanced approach also requires more mature relations with civil so-
ciety, where positions are based on development impact and sustain-
ability rather than on fear of reputational damage caused by pressure
groups. Recent experience with Board discussions of the Water Re-
sources Strategy12 have shown that it is possible to transparently pre-
sent a range of perspectives including those of the most radical pressure
groups, and to foster adoption of strategies that balance the benefits of
infrastructure with thoughtful consideration of environmental and so-
cial issues.

Significant efforts have also been undertaken over the last five years, in
the context of the donor harmonization process, to address safeguard
issues in a more consistent manner across donors. The Paris Declara-
tion on Aid Effectiveness, issued in March 2005, specifically notes the
importance of continued work on environmental assessment and the
use of country systems. In order to create a “level playing field” con-
cerning safeguard policies, the World Bank and the regional develop-
ment banks have worked together to develop similar core policies, with
complementary work being led by the OECD for bilateral donors and
export credit agencies. In the case of the private sector, the success of
the IFC-led “Equator Banks” process has resulted in the adoption of the
IFC version of safeguard policies by over 30 major commercial banks
in developed countries and emerging market countries, which provide
over 75 percent of the commercial loans for project-level investments. 
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Integrating Work on Environmental and Social Issues in
the Project Cycle
A key lesson has been the importance of integrating environmental, and
social dimensions into project identification, preparation, appraisal, and
supervision. Conducting environmental and social analysis and consult-
ing with affected people and other stakeholders upstream in the project
cycle provide crucial inputs into project design. The recently completed
Pakistan Ghazi Barotha Hydropower Project is a good example of techni-
cal, economic, environmental and social analysis by an interdisciplinary
team of specialists in the project preparation and appraisal process. Fac-
toring in environmental and social impacts through a holistic approach
to cost-benefit analysis when selecting which investment to undertake
(for example, with regard to infrastructure concerning people with dis-
abilities) is more effective and sustainable than trying to address these
concerns once the infrastructure has already been designed. 

Attention to environmental and social outcomes is also critical during
implementation. Weak field-based supervision can result in adverse en-
vironmental and social impacts. While large, complex projects are gen-
erally well supervised, medium and smaller projects often have inade-
quate supervision. Strong field-based supervision is essential, to adjust
project design using an “adaptive approach” based on implementation
experience and consultations with local communities and other stake-
holders (see box 5.5).

Another lesson learned is the importance of allocating sufficient re-
sources to mitigate adverse impacts such as resettlement. A Bank-wide
resettlement review (undertaken in 2004) found that none of the proj-
ects with a ratio of per capita resettlement budget to per capita GNP of
greater than 3.5 had major difficulties, while almost all projects with a
ratio of less than 2.0 had resettlement problems. Inadequate funding for
resettlement has consistently resulted in implementation problems, in-
cluding delays, adverse social impacts and ultimately cost overruns. For
example, a one-year delay in constructing a dam or a highway often
costs much more in foregone benefits than the costs of resettlement, and
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Box 5.5 Involuntary Resettlement—Use of an Adaptive
Approach

Two OED evaluations of the Bank’s experience with involuntary reset-
tlement (1993 and 1998) found that some projects handled resettle-
ment issues very well, and resettlers were actually better off after the
project than before their relocation. The problem with the unsatisfac-
tory projects was poor planning, implementation, and supervision; in-
adequate funding; and lack of borrower capacity and commitment to
good performance. The key to success was effective monitoring and
corrective actions. Resettlement rarely went according to plan; flexibil-
ity to adapt project design during implementation was necessary. For
example, the highly successful resettlement in the China Shuikou Hy-
droelectric Project was planned to be land-based but ended up being
based mainly on industry and services. Another key finding was the im-
portance of national policies or legal frameworks to govern borrower
action. Good performers, such as China, did well mainly because they
developed their own systems and institutional capacity and not as a re-
sult of Bank pressure. 

Two more key lessons emerged from the Upper Krishna Project II (UKP
II). First, isolating mitigation activities from the benefit stream project
makes it more difficult to achieve rehabilitation of livelihoods. Relocat-
ing affected persons to the command area of the project would have
been more effective than trying to create new livelihoods in the rainfed
zone upstream from the dam. Second, resettlement activities cannot eas-
ily be forced into the time frame of infrastructure construction; they
need to start early, and livelihood restoration often lasts well beyond the
construction phase. In UKP II, rehabilitation activities lasted several years
beyond the closing date of the project. Even difficult projects like UKP
II can achieve their resettlement objectives through an intensive learning
process approach.



certainly more than the incremental costs of an adequate resettlement
budget. 

Managing High-Profile Engagements
A panel of Bank managers and experts (the “Patel panel”) was convened
in October 2001 to identify lessons learned from and for the Bank’s en-
gagement in high-payoff but often controversial infrastructure projects.
The panel reflected on the experience of a number of high-profile en-
gagements. The main conclusion of the panel was that the Bank needed
to approach risk differently and also needed a more transparent, pre-
dictable, and timely decision-making process (see box 5.6). The panel
recommended a move from a focus on reputational risk to the Bank to
a broader approach that includes development risks of nonengagement
by the Bank for people in borrowing countries, and also recommended
the broadening of the definition of reputational risks so these cover not
only the views of civil society and the media in developed countries but
also the views of other key stakeholders—governments in developing
countries and the private sector.

This shift is critical because surveys indicate that governments in middle-
income countries perceive the Bank to have a rigid, rule-bound, risk-
averse approach. They, however, still express a desire to engage with the
Bank in cutting-edge, high-reward/high-risk infrastructure, because they
believe that the Bank has a unique comparative advantage in helping
them deal appropriately with the range of economic, institutional, en-
vironmental, and social challenges posed by such projects. 

A key lesson learned, with respect to engagement in high-risk projects
and programs, is the importance of proactive communications (see
chapter 7). External consultations and communications with stakehold-
ers are critical to build trust and to mitigate risks of political controversy.
Both critics and supporters often cite a lack of adequate consultation,
communication, and support from stakeholders about issues such as
privatization, tariff increases, retrenchment, and so forth. Lack of stake-
holder support has resulted in high costs to the Bank and its clients in
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Box 5.6 Summary of Recommendations of the Panel on
High-Risk/High-Reward Infrastructure Projects

A. The project must be central to the development objectives of the
Bank and our borrower(s):

� Relevance to overall national development strategies as
reflected in the Country Assistance Strategy

� Relevance to poverty reduction

� Relevance to the Bank’s comparative advantage

B. The risk profile must be assessed:

� Development risk of the Bank not engaging (and asso-
ciated risks so that the project may not be undertaken
or that it may be done with lower net benefits)

� Reputation risks to the Bank from engagement or non-
engagement from the perspectives of the borrower
(and other concerned Part II countries), private devel-
opers, and public perception in Part I countries and
the related perceptions from NGOs

� Risk implications must be considered by regional and
Bank-wide management.

C. Selected projects need to be treated as a special class of Corporate
Projects, because of their spillovers that go well beyond the country and
the region. 

D. Given the large corporate externalities, such projects require special
arrangements: review by the Operations Committee at the inception
stage, and privileged access to quality enhancement and support ser-
vices and to additional corporate financial resources in light of the high
costs of preparation of risk-intensive projects and the high probability
of being subject to an appeal at the Inspection Panel. 
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terms of monetary loss, time delays, and project cancellations, not to
mention the large intangible impacts on reputation, trust, and good will.
In some cases, it is appropriate to work primarily with and through the
government (in particular, in cases of representative governments with
strong mechanisms for accountability to stakeholders). In other cases, it
is important for the Bank to directly target a diversity of audiences and
to help catalyze debate.
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Chapter Six
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Fighting Corruption

Infrastructure is particularly prone to corruption due to (a) the pres-
ence of natural (and artificial) monopolies, capable of generating large
rents; (b) the management of large equipment and civil works contracts
by government agencies; and (c) the investments that cannot be rede-
ployed after implemented and become vulnerable to expropriation.
Corruption in infrastructure occurs at all levels, from meter readers
(petty corruption) to public works ministers (grand corruption). It neg-
atively affects the quality and cost of infrastructure services, hurting the
poor and reducing economic growth. 

In the last decades, the World Bank made considerable progress in
strengthening its fiduciary, investigative, and sanctions systems to com-
bat corruption in Bank-financed projects. Going beyond the scope of
individual projects, the Bank also started to assist countries in their sec-
torwide efforts to reduce corruption in infrastructure. In spite of this
progress, anticorruption is the area where the largest gaps remain in our
understanding of what works and what does not. A systematic and sus-
tained effort is needed to deepen our knowledge of the infrastructure–
corruption interface, with the goal of developing and implementing an
effective anticorruption program in the infrastructure sector. The les-
sons presented in this chapter should be seen as the first, tentative out-
put of this longer-term, cooperative effort between the infrastructure
network and other networks and units. 
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Addressing Corruption in Bank-Financed Projects
For most of the Bank’s history, corruption in Bank-financed projects was
not addressed explicitly. Although fiduciary controls existed as part of
project management, the Bank’s stance lacked proactivity—allegations of
fraud and corruption were investigated only when they were brought to
the attention of management, and the Bank’s procurement and financial
management policies did not have an explicit anticorruption feature. 

In the late 1950s, procurement policies were largely aimed at ensuring
that contractors and suppliers had an equal footing in competing for
Bank-financed contracts. In the 1960s and early 1970s, changes were
made to the procurement guidelines to take account of developing coun-
try interests, among other things by introducing preferences for domes-
tic contractors and suppliers. The next sets of significant changes to the
guidelines were made in the 1980s, mainly to reflect the changing nature
of Bank-financed projects, in particular the increased Bank support to
social sectors. The underlying premise was that the Bank’s procurement
policies and practices were broadly adequate to deter corruption. Pro-
curement specialists argued that:

—
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“Mainstreaming anticorruption has yet to be fully achieved. For example,
the World Bank’ 2003 Infrastructure Action Plan makes no mention of
corruption, despite the fact that support for ‘high-risk’ projects is to be
increased, and despite the known risk of corruption in infrastructure proj-
ects.” (Transparency International, Global Corruption Report 2005)

“The Bank often does not adequately take into account how corruption
and a lack of democratic rights affect the outcome of development poli-
cies.” (Friends of the Earth, in Gambling with People’s Lives)

“The Bank staff repeatedly emphasized their best intentions in approving
these projects in the extractive industries. We do not doubt that. But the
road to hell is paved with good intentions.” (Petr Hlobil, CEE Bankwatch
Network)

W h a t  o u r  c r i t i c s  s a y



� Open, competitive tenders should make firms that pay
bribes less competitive, because those firms would have
to increase their bid prices to recover the cost of bribes. 

� Advertisement of upcoming bidding opportunities,
public opening of bids, and a venue for bidders to com-
plain when implementing agencies fail to follow the
rules should create the necessary level of transparency
and accountability in the procurement process. 

� The prior review of major procurement decisions by
the Bank should provide an extra layer of assurance.

Changes in the Bank’s lending patterns led to a similarly gradual evolu-
tion of its financial management policies. Historically, the Bank dis-
bursed directly to contractors on presentation by the government of the
original documentation (contracts, invoices, and so forth) underlying
the expenditure. In this way, the Bank ostensibly obtained assurance
that it had discharged its fiduciary obligations because it knew the pur-
poses for which the funds were being spent. The introduction of loan
advances through special accounts in the early 1980s and the related
disbursement reporting format, (the Statement of Expenditure meant)
however, that increasing attention needed to be paid to financial man-
agement arrangements on the borrower side. In 1991, the acceleration
of changes in project patterns away from large contracts, which could
easily be subject to ex-ante checks at the point of disbursement, to
smaller contracts with many individual payments, prompted the Bank
to issue Operational Directive (OD) 10.60, its first policy statement on
financial management. Focusing on borrower control frameworks, OD
10.60 stated that the Bank would seek to understand the accountabil-
ity environment in which the project would be implemented, assess the
financial management system for the proposed project, and monitor its
continued adequacy during implementation. The use of the proceeds of
each loan was required to be subject to an annual audit.

By the mid-1990s, a growing number of internal and external observers
expressed concerns about the prevalence of corruption in Bank-financed
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projects. They found a strong ally in President Wolfensohn, and “the pre-
vention of fraud and corruption in projects and programs financed by
the Bank” became the first pillar of the Bank’s anticorruption strategy de-
veloped and adopted under his leadership in 1997. 

In the area of procurement, the Bank ensured that each project team in-
cludes a procurement “certified” staff, improved the assessment of the
clients’ procurement capacity, strengthened the supervision of the pro-
curement process (for example, by introducing ex-post audits of smaller
procurement contracts conducted by specialized firms), and added ex-
plicit anticorruption provisions to the procurement guidelines: (a) pub-
lic debarment of firms found to engage in fraud and corruption; (b) the
right to cancel loans (partially or wholly) if the government fails to
prosecute officials who engaged in fraud and corruption; and, more re-
cently, (c) the inclusion of a bidder’s “no bribery” pledge in the standard
bidding document for large works contracts (which are typical in infra-
structure projects).

In the area of financial management, the Loan Administration Change
Initiative (LACI) mandated the inclusion of a financial management spe-
cialist (FMS) in every project team, certification of the project financial
management assessment by the FMS, and the regular submission by the
borrower of a Project Management Report, in a standard format. Special
technical audits became increasingly used as a risk-mitigating measure
where concerns about the environment in which the project was being
implemented remained high. These technical audits might include sur-
veys of beneficiaries, audits of the databases of recipients, and the use of
independent consulting engineers (particularly in infrastructure proj-
ects). However, insufficient attention was paid to strengthening the pub-
lic financial management institutions of borrowers (an omission that has
been corrected since then).

In 1998, an Oversight Committee on Fraud and Corruption was estab-
lished with responsibility for investigating allegations of corruption in-
volving Bank staff and Bank-financed contracts, and a 24-hour inter-
national hotline was introduced to enable the report of fraudulent or
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corrupt practices. In 2001, the Department of Institutional Integrity
(INT) was created to investigate claims of fraud and corruption both
within the institution and in Bank-funded projects. This investigative
unit has grown considerably since its inception—it nowadays comprises
more than 50 specialized staff. 

In the last three years, about half of those INT investigations that led to
specific corrective actions were linked to infrastructure projects. These
investigations indicate that infrastructure projects are vulnerable to cor-
ruption throughout the project cycle. Verified contractor claims gener-
ated by the pilot Voluntary Disclosure Program show a level of corrup-
tion that is well beyond mere facilitation payments. Evidence has been
uncovered to implicate both dishonest contractors and government of-
ficials in fraudulent and corrupt schemes (see box 6.1). Corruption in
the project preparation phase typically involves the choice of project lo-
cation, choice of design, relocation and resettlement plans, and land ac-
quisition. The majority of cases, however, involve corruption in the
project implementation phase: particularly during procurement, but
also in the approval and payment of invoices (see box 6.2). In addition
to collusion among bidders, infrastructure projects are especially vul-
nerable to change order schemes (bids are set artificially low to secure
the contract, and subsequently adjusted by change orders) and the use
of inadequate and/or inferior materials (for example, road construction
contractors cut costs by laying insufficient foundation and improper
drainage, the results of which might not be exposed until sometime in
the future when potholes appear or when portions of the pavement
wash away). Seeing less-qualified bidders win by bid rigging, the best
firms become discouraged and stop bidding. The quality of all infra-
structure projects in a country suffers when the pool of bidders is re-
duced to second-tier companies willing to pay bribes and kickbacks.

The first lesson drawn from the above is that a uniform approach to fi-
duciary management across all countries is ill-suited to tackle corrup-
tion. On the one hand, current Bank guidelines and operational prac-
tices are inadequate to prevent abuse in countries with very weak
governance. On the other hand, Bank requirements are frequently seen
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Box 6.1 Lesotho Highlands Water Project

Since its establishment in 1998, the Sanctions Committee has reviewed
roughly 60 cases of alleged fraud and corruption. No case has attracted
greater public scrutiny than the series of proceedings arising under the
Lesotho Highlands Water Project, and none better demonstrates both
the inherent limitations on the Bank’s powers to investigate and sanction
firms alleged to have engaged in corruption, and how these limitations
can be overcome if the Bank can count on the cooperation of a govern-
ment committed to take action against corrupt public officials and firms. 

The Lesotho Highlands Water Project was launched in 1986 for the
construction of dams and transfer tunnels in the Highlands region of
Lesotho; it was implemented by the Lesotho Highlands Development
Authority “LHDA” under the direction of its chief executive. Bank funds
were used primarily for detailed design work, supervision, and techni-
cal assistance. Overall, the Lesotho Highlands project has been a re-
markable success. 

In the mid-1990s, the new civilian government undertook a series of
audits of the LHDA, based on which a civil fraud proceeding was initi-
ated against the LHDA chief executive. Evidence uncovered in this civil
action led in 1999 to criminal indictments against a number of contrac-
tors and consultants alleged to have engaged in bribery and corruption.
The announcement of the action taken by the government of Lesotho
in turn triggered an investigation by the Bank’s Department of Institu-
tional Integrity (INT)—limited, by the Bank’s statutes, to those firms
that provided services under Bank-financed contracts. 

In 2001, the Bank commenced administrative debarment proceedings
against three international consulting firms. In each case, however, the
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Bank’s Sanction Committee concluded that the evidence gathered by
the Bank was not sufficient to show that the consulting firms had en-
gaged in corrupt practices. In January 2002, the cases against the three
firms were closed without a sanction. However, the firms were in-
formed that the Bank would re-examine its findings, should “additional
relevant information . . . surface from any source, including the public pro-
ceedings conducted by the Lesotho authorities.”

In 2002–03, the Lesotho authorities concluded criminal trials against
two of the firms, Acres International and Lahmeyer International
GmbH. The two firms were found guilty of bribery, with their convic-
tions upheld on appeal to the Court of Appeal of Lesotho. The trial
transcripts, the judgments and decisions of the courts, and the under-
lying evidentiary records were shared by the Lesotho authorities with
INT. On the basis of this additional evidence, some of which was en-
tirely new and some of which strengthened the evidence previously
made available to the Sanctions Committee, the case against Acres was
reopened by the Committee in 2004, resulting in a debarment of three
years. The case against Lahmeyer is now being reopened, based on ad-
ditional information now available to the Bank from the criminal trial.

While the Lesotho proceedings highlighted the inherent limitations 
in the Bank’s power—including the Bank’s inability to obtain evi-
dence through subpoena of witnesses and documents or through cross-
examinations—they also demonstrated that the Bank was ultimately
able to rely on the Lesotho prosecutors and the court proceedings to
provide missing pieces of evidence in the corruption chain. More im-
portantly, the Lesotho case shows how crucial and decisive is a govern-
ment’s commitment to support the Bank’s own fight against corruption.



as “overkill” in countries with relatively strong governance, creating a
“hassle factor” that hurts the Bank’s ability to engage. A more differen-
tiated approach may be developed along the following lines:

� In countries with very weak governance systems and
endemic corruption, the Bank may require govern-
ments to use reputable third parties (firms specialized
in engineering, procurement, contract supervision,
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Box 6.2 Indonesia Second Sulawesi Urban Development
Project

The Indonesia Second Sulawesi Urban Development Project illustrates
the ill effects of corruption when project design and supervision arrange-
ments fail to include adequate fiduciary controls in a country with major
governance weaknesses. During negotiations in 1996, the Bank agreed
to a major expansion of project scope (from 20 to 41 participating local
governments, with more than 150 implementing agencies), in spite of
the already very complex—multisectoral and multiprovincial—project
design and weak provincial oversight capacities. This expansion made
supervision an almost impossible challenge, even before the Asian crisis
and the political implosion of the country in 1998. A very ambitious de-
centralization legislation (passed in 1999) unfortunately lacked clear im-
plementing regulations and added to an already chaotic situation. The
Bank, the central government, and the four provincial governments lost
control of the project. Local project officials took advantage of this and
diverted funds for their personal benefit. A fiduciary review and a sub-
sequent forensic audit conducted in 2002 found widespread deficiencies
in contract documentation and clear patterns of fraud and corruption.
The Bank declared many contract packages as misprocurement, initiated
debarment sanctions against more than 100 firms and individuals, and
cancelled the remaining loan amount.



accounting, and auditing) as their agents during the
preparation and implementation of infrastructure
projects. Because “ring-fencing” is ultimately not a sus-
tainable solution, the challenge is to combine this ap-
proach effectively with support for government capac-
ity building (see box 6.3). 

� At the other end of the scale, in countries with rela-
tively strong governance and low incidence of corrup-
tion, reliance on domestic fiduciary systems is likely to
be the most effective approach to enhance client own-
ership and accountability. The Bank’s efforts could
focus on the upstream assessment of the country’s fi-
duciary systems, followed by support to the govern-
ment’s own program to address remaining weaknesses. 

� In countries that fall between the above two extremes,
the Bank could build on its recently enhanced country
presence to further strengthen the supervision of infra-
structure projects. Experience shows that little corrup-
tion gets caught simply by reviewing documentation.
It is important to “dig deeper,” to seek information
through field visits and contacts with government em-
ployees, contractors, and suppliers at various levels.
Combined with the internal steps described below,
more intensive supervision could be an important av-
enue to reduce the incidence of corruption. 

The second lesson is that the Bank’s internal incentives most likely need
additional strengthening:

� Bank staff could be rewarded for best practices in iden-
tifying specific institutional weaknesses that facilitate
corruption and taking decisive action when corruption
is noticed during project preparation or supervision.
This could be complemented by the education of staff
about patterns of behavior they need to report.
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� Closer interactions between INT and infrastructure
project teams would also be useful to map corruption
risks, build anticorruption measures into project de-
sign, and ensure that the Bank’s project supervision
has an explicit anticorruption focus, taking into ac-
count the specific risks identified in the preparation
phrase. The systematic feedback of the findings of INT
investigations would help project teams to recognize
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Box 6.3 Fiduciary Management in Afghanistan

Following the defeat of the Taliban, it was essential for the new Afghan
government to manage donor funds efficiently and transparently and to
contain corruption. This was key to establish government leadership
domestically and vis-à-vis the donors. To this end, and with World
Bank support, the government selected through international competi-
tive bidding three firms to support fiduciary management functions. 

The firms were operational by June 2002, less than six months after the
interim administration was established. Despite a very weak institu-
tional environment, Afghanistan was able to properly administer funds
from the Afghanistan Reconstruction Trust Fund (ARTF) and IDA, and
made disbursements at a speed higher than other countries in the South
Asia Region. 

The first firm hired was Crown Agents, with the task to support all min-
istries with the procurement of major government contracts. In a rela-
tively short time, 200 major contracts were arranged at a combined
value of $400 million. However, the focus on executing procurement
functions retarded the development of national capacity. The support
was restructured in 2004: a contract for procurement execution sup-
port was awarded to Rites of India, while a separate complementary



better the “face of corruption” in the particular envi-
ronments in which they operate.

The third lesson is that results-focused and participatory approaches to
project preparation and implementation also help in the fight against
corruption. Mapping out the results chain, carrying out baseline sur-
veys, and monitoring progress on the ground requires the kind of con-
tinuous and close supervision that is necessary to detect corruption and
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contract is now being bid on to strengthen the legal framework and to
build procurement capacity of line ministries. A strategy was also de-
veloped to hand responsibility over as local institutions grow stronger.

The second firm was Bearing Point, hired to support the Ministry of Fi-
nance in setting up and operating its treasury functions and in carrying
out financial management oversight of Bank-financed projects and of
other donor funds. 

The third firm was PKF (replaced later by Deloittes of India), hired for
the external audit function and to build capacity and assist the Auditor
General’s Office. Timely financial reports were submitted to donors,
and annual statements for the whole Afghan government were prepared
in 2004, for the first time in more than a decade. 

The World Bank, as administrator of ARTF, hired a monitoring agent to
review expenditures from the government’s recurrent budget and en-
sure that only expenditures that conform with fiduciary standards are
paid out of ARTF. The government proactively used the monitoring
agent’s reports as internal audit reports, for instance, to assess and mon-
itor on a monthly basis the performance of its own fiduciary controls.
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take timely action. Listening to intended beneficiaries and civil society
representatives frequently generates useful information about corrupt
practices. Empowering local communities to design and implement
suitable project components mobilizes peer pressure to prevent mis-
steps and opens the door for innovative solutions (see box 6.4). 

The fourth, and perhaps the most important lesson, is that effectively
tackling corruption at the project level is critical not only for the qual-
ity of Bank-financed infrastructure projects, but also for the Bank’s role
as a source of advice and technical assistance for the sector-wide anti-
corruption efforts of client governments (see next section). Our credi-
bility in the latter role will be undermined if we are not seen as strongly
committed to and successful in fighting corruption in the projects that
we finance.

Altering Corruption-Prone Business Models and Practices 
Until the mid-1990s, Bank efforts to combat corruption at a sectorwide
or economywide scale (for instance, beyond the scope of individual
projects) were “hidden” in the Bank’s support for public sector manage-
ment reforms and economic liberalization. Even those Bank-financed
infrastructure projects that succeeded in reducing the incidence of cor-
ruption were described and presented as administrative capacity build-
ing efforts (see box 6.5). In sector reviews and other publications, ref-
erences to non-technical “unaccounted-for-losses” in public utilities
and unproductive “rent-seeking” associated with artificial infrastructure
monopolies were semi-explicit signals that the Bank was concerned
about the negative impact of corruption on infrastructure provision.

The adoption of the anticorruption strategy in 1997 made the fight
against corruption an explicit priority for the Bank. Initially, the Bank’s ef-
forts were focused on “fighting corruption by fighting corruption,” for in-
stance, assisting governments to establish anticorruption commissions,
launching anticorruption campaigns, and drafting anticorruption laws.
In the last five years, the Bank’s efforts became progressively wider, en-
compassing work with public and private sector entities, subnational
government, judiciary, and civil society. The Bank’s current integrated
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Box 6.4 Bangladesh Rural Electrification and Renewable
Energy Project

In Bangladesh, a Bank-financed project (approved in FY02) is support-
ing the work of the Rural Electrification Board (REB) and its rural elec-
tric cooperatives (Pally Bidyut Samities, or PBS) to expand electricity
services in rural areas. The REB and the PBS’s have protected themselves
from the corrupt practices commonly seen in other power sector utili-
ties through a number of innovative arrangements:

Administrative Arrangements: The Board of each PBS is elected by con-
sumers. This Board and REB management approve the salary structure
for the PBS, which is usually market based (de-linked from the govern-
ment salary scale). Because meter reading is a common source of cor-
ruption, meter readers are hired on contracts of only one year. With a
good performance record, the contract may be extended, but it can
never exceed three years—after which the meter reader will have to
seek a different career. A good performance record as a meter reader can
lead to a linesman or other job with a PBS, and this job expectation is
a strong incentive to maintain a good track record as meter reader.

Operational Arrangements: Every year the management of each PBS ne-
gotiates a results agreement with REB. This is known as a Performance
Target Agreement (PTA). If a PBS meets the PTA, its management re-
ceives a bonus. Not meeting the PTA targets results in penalties. A stan-
dard PTA has about 20 targets, with high weights given to system loss,
collection efficiency, revenue per kilometer of line, cost of supply per
kilometer of line, and debt repayment.

Investment Decisions: PBSs use independent consulting firms to survey
rural areas to identify potential consumers and to design the electricity
distribution network. These firms also calculate the revenue that is ex-
pected to be generated by each proposed line, and the lines generating
the highest revenue are selected first for construction. The list of lines
to be constructed next year is disclosed to the public on the notice
board of each PBS. These practices reduce the risk of corruption and
nepotism in investment decisions and help PBSs to avoid constructing
uneconomical lines.
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Box 6.5 Bolivia Municipal Strengthening Project

In the early 1980s, Bolivia was struggling with a national economic cri-
sis, including hyperinflation. The government of the capital city, La Paz,
was also in shambles—the national fiscal subsidy to the city had col-
lapsed, the city payroll represented 120 percent of local revenues (yet
professional staff received salaries of only $30 per month), and services
were in disarray. The city systems for public works, tax collection, per-
mits and licenses, payments, and procurements were overstaffed, hugely
inefficient, and a goldmine of corruption.

In 1985, democratic elections brought in a new civilian president and
the first elected mayor of the capital in 40 years. The new mayor, Ronald
McLean-Abaroa, determined to stake his two-year term on a strategy to
radically reform the municipal government. A pivotal support in this
venture was provided by the Bank’s Municipal Strengthening Project
(FY87 with IDA funds of $15 million). Formally, the project was de-
signed “to assist the Municipality of La Paz in strengthening its institu-
tional capacity to discharge service, administrative and fiscal functions
while addressing critical shortcomings in the city’s infrastructure.” The
project, and the mayor’s strategy, were not conceived or presented pub-
licly with the main intent of combating corruption, but rather to mod-
ernize and rationalize the city administration, streamline staffing, and
reform procurement practices, including by outsourcing public works. 

Besides providing a timely infusion of investment funding and tech-
nical assistance to back the mayor’s program, the project included a
novel feature that proved essential to the success of the reforms: a grant

approach to capacity building, governance, and anticorruption includes
empirical diagnostics and analysis, promoting client ownership through
participatory collective action, and knowledge sharing and policy advice.

At the sector level, the Bank’s anticorruption work has been less system-
atic and intensive, with the exception of extractive industry (mostly oil



and gas) revenue management, as described in the following section. Re-
cently, the Bank has started to assist governments to identify and change
corruption-prone business models and practices in the electricity,
telecommunications, water, and transport sectors, and in the municipal
development area. Typically, this assistance is provided in the context 
of the Bank’s advisory services, helping governments to design and
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component of $1 million that was used to top-up the salaries of high-
quality staff recruited for key positions, while some 40 percent of the ex-
isting municipal personnel were let go. The grant permitted this critical
step to be initiated, but, after the first year, improvements in fiscal ad-
ministration, coupled with the personnel restructuring, permitted the
city government to cover the new payroll from its own revenues, with-
out further external assistance. The reforms in staffing and remuneration
of key positions were accompanied by sweeping changes in systems and
procedures affecting public works (for example, privatization of the city
construction company), procurement (cutting down the 26 steps previ-
ously required), tax collection (reducing the number of municipal taxes
from 126 to 7), and public information (for example, advertising the re-
quirements to obtain a license). For the first time, citizens were asked to
be part of an effort to improve the quality of municipal services. These
measures had the salutary effect of dramatically drying-up much of the
worst corruption affecting the city government. The evident improve-
ments in the city’s performance won McLean-Abaroa three reelections. 

The La Paz experience influenced national government practices to
some degree and was well recognized externally. It demonstrated that
the Bank can be an effective partner in strengthening the hand of com-
mitted counterparts and taking calculated risks that have a high—even
though not entirely anticipated—payoff in fighting corruption.

Source: “Municipality of La Paz” Case Study for the Kennedy School of Govern-
ment, Harvard University, by WBI.
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implement sectorwide reforms. In a number of countries, however,
Bank-financed investment projects have also generated ideas with wider
applicability in the fight against corruption (see boxes 6.4 and 6.5).

The first lesson learned is that the main components of the typical in-
frastructure reform package recommended by the Bank in the 1990s
were consistent with the anticorruption agenda:

� The institutional separation of the government’s
policy-making, regulatory, and ownership functions
strengthened checks and balances. 

� Subjecting public utilities to company law and other
laws that apply to private companies made their oper-
ations more transparent and increased the account-
ability of their managers. 

� Privatization took this further by creating a truly arms-
length relationship between the government and infra-
structure service providers. 

� Competition among suppliers (where technically feasi-
ble) created choice for consumers, reducing the temp-
tation to offer/extract bribes for improved services. 

� Rule-based, transparent regulation limited the discre-
tionary power of regulators and reduced the incentives
for the regulated entities to “capture” them. 

� Modernization of administrative systems, such as land
registry and property valuation, made it feasible to post
records on the Web, creating a level of transparency
that reduces opportunities for tampering and fraud. 

� Decentralization of the responsibility for infrastructure
service delivery to local governments brought decision
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makers closer to the consumers of these services, in-
creasing the accountability of government officials to
the public (see box 6.6). 

The second lesson is that country circumstances matter and, therefore,
the generally positive contribution of infrastructure reforms to the fight
against corruption cannot be taken for granted. The Bank’s advice
should carefully take into account the opportunities that certain reform
steps and models create for illicit gain, as illustrated by the following
examples:

� In countries with a history of corrupt practices in infra-
structure provision, efforts to mobilize private financing
for the construction of major new facilities frequently
led to collusion between private investors and gov-
ernment officials. The consequences were government
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Box 6.6 Kecamatan Development Program, Indonesia

Indonesia’s Kecamatan Development Program provides block grants to
eligible subdistrict governments, which, in turn, use the funds to finance
proposals from their villages for small-scale public goods infrastructure
(such as roads, wells, and bridges) and for economic activities. It was
scaled up from a successful pilot of 40 villages in 1998 to tens of thou-
sands in 2005, and became the largest network of community-driven
development projects in the world. Recent research has demonstrated
that infrastructure built through the program is substantially less af-
fected by corruption than the more traditional service delivery arrange-
ments. The best results were achieved where the allocation of resources
by subdistrict governments was subject to professional scrutiny from
above (through audits ordered by higher-level government officials) and
public scrutiny from below (through village-level organizations).
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preference for noncompetitive solutions, adoption of
overly optimistic demand projections, and assumption
of huge commercial risks by public entities. Notable ex-
amples were independent power generation projects in
Indonesia, Pakistan, the Philippines, and Turkey. The
elimination of artificial monopolies, the use of compet-
itive tenders with independent expert panels to recom-
mend or decide contract awards, the public disclosure
of contracts and licenses, and the use of policies to limit
contingent public liabilities could have prevented many
of the problems.

� In a number of countries with widespread governance
weaknesses in Eastern Europe and Central Asia, the
sale of electricity, oil, and gas distribution companies to
well-connected local investors increased rather than re-
duced the incidence of bribes, tax evasion, and revenue
diversion. When the new owners had an international
reputation to protect, however, they did manage to im-
prove financial discipline even in very difficult circum-
stances (for example, Union Fenosa in Moldova). 

� Even less-radical reforms backfired when undertaken in
corrupt environments. Recommendations to outsource
the noncore functions of public utilities prompted the
establishment of shell companies, owned by utility
managers, that subsequently were awarded service con-
tracts at inflated fees (for example, in Tanzania). By rec-
ognizing this risk in advance and ensuring third-party
scrutiny of the arrangements, the abuse of an otherwise
rational reform measure could have been avoided.

More generally, the Bank’s effectiveness in assisting clients to fight corrup-
tion would benefit from a more systematic effort to analyze the impact of
various types of reforms on the incidence of corruption in infrastructure
services. This analytic effort would then provide the basis for the design
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of sector-specific anticorruption programs. As the example of the Extrac-
tive Industries Transparency Initiative demonstrates (see below), it is pos-
sible to make headway even when dealing with long-standing and diffi-
cult problems. The key is to commit to a multiyear effort; exploit the
synergies among the Bank’s lending, analytical, and advisory services;
and work in close partnership not only across the Bank, IFC, and MIGA
but also with the broader donor and business community. 

Managing Extractive Industry Revenues
Macroeconomic problems caused by large rents from the development
of oil, gas, mining, and timber resources became a significant concern
for the Bank (and the IMF) in the 1980s. In countries receiving these
rents, the Bank relied on macroeconomic policy dialogue and structural
adjustment loans to address the issues of fiscal balance, public expen-
diture management, dependence on a single commodity, and neglect of
the nonresource sectors of the economy. When providing loans for spe-
cific investment projects in the oil, gas, and mining sectors, however,
the Bank’s typical view was that if a project generated substantial for-
eign investment and revenues, then it should be good for economic de-
velopment. Neither in its macroeconomic dialogue nor project-specific
discussions did the Bank pay much attention to the negative effect of
resource booms on the quality of governance. By the time the link be-
tween the incidence of corruption and extractive industry revenues be-
came better understood, lending to the oil and gas industry shifted
from the Bank to IFC, which was less well-placed to address this issue
on a systemic basis. 

In the late 1990s, NGOs launched a campaign against Bank support to
extractive industry projects. While this campaign was led by activists
who viewed oil and gas production and utilization as essentially incom-
patible with sustainable development, the campaign was energized by
the failure of the Bank to demonstrate that it was effectively addressing
problems of governance in resource-rich countries. The culmination of
the campaign was at the 2002 Annual Meetings, when NGOs confronted
the President with strident calls for the Bank to exit from the oil, gas, and
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mining industries. In response, the Bank launched the Extractive Indus-
tries Review (EIR), as an independent evaluation of the Bank’s past role
in this sector. Under the direction of Dr. Emil Salim (former Minister of
Environment in Indonesia), EIR conducted wide-ranging consultations
and studies. 

Parallel to the EIR process, OED also evaluated the Bank’s record. It
found that oil, gas, and mining projects performed (on average) as well
as other Bank-financed projects. OED’s recommendations included the
need for projects to contain means of managing governance risks, or be
accompanied by other actions to reduce these risks. OED also recom-
mended more engagement with stakeholders, particularly local com-
munities, and emphasized that such engagement should entail not only
consultations, but also increased disclosure and transparency of project
investments and benefits. 

In January 2004, EIR issued its final report. Unfortunately, the report
discounted the input received from developing country governments
and represented mainly the views of international civil society activists.
It expressed deep skepticism about the contribution of extractive in-
dustries to development, and was highly critical of the Bank’s track
record and policies. The response of Bank Management to the report
was discussed by the Board in September 2004. This discussion estab-
lished the main directions and modalities for the current involvement
of the World Bank Group (WBG) in the oil, gas, and mining sectors,
including: 

� Using WBG’s convening power to address governance
and social issues associated with resource extraction.
The WBG is playing a lead role in the implementa-
tion of the Extractive Industries Transparency Initiative,
with work underway in about 20 countries aimed at
improving government accountability for the use of re-
source revenues. The WBG also leads the Communities
and Small-Scale Mining partnership, focusing on alle-
viating the social and economic problems encountered
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among the 100 million poor people who depend on
small-scale mining.

� Advising governments (for example, Kazakhstan and
Timor-Leste) with the design of revenue management
schemes, in close partnership with the IMF. 

� Ensuring the integration of improved revenue manage-
ment and governance into project design. The Chad-
Cameroon Petroleum Development Project, for exam-
ple, includes specific provisions regarding the use of
government revenues for health, education, and infra-
structure, and applies mechanisms to reduce the risk
of corruption. Even the most careful project design,
however, will not ensure against all risks, such as an
adverse change in government priorities (see box 6.7).

� Requiring the publication of tax payments and main
contractual provisions in projects financed by the
WBG. Project monitoring reports produced by spon-
sors are also made publicly accessible (including trans-
lation into local languages).

� Promoting consultations and benefit sharing with af-
fected local communities. Projects supported by the
WBG typically incorporate direct revenue-sharing
schemes as well as assistance with the development of
small- and medium-scale enterprises.
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Box 6.7 Chad-Cameroon Petroleum Development
Project

Although commercial oil discoveries were made in Chad in the 1970s,
a combination of political unrest and low oil prices made exploitation
impossible for over 20 years. When serious discussions did begin into
the development of these reserves, in the early 1990s, sovereign risk re-
mained an important obstacle, and the Bank was called in to provide
mitigation. This posed a dilemma for the Bank. Although the project
presented a unique opportunity to generate resources for poverty alle-
viation, significant concerns arose with regard to poor governance, re-
spect for human rights, and potential environmental and social risks.
Ultimately, the Bank decided to provide support for the project—the
development of three oilfields, a pipeline, and an offshore loading facil-
ity in Cameroon. Financial support took the form of IBRD loans to
Chad and Cameroon (US$39.5 and US$53.4 million, respectively) in
addition to IFC A and B loans (US$100 million each). 

At the same time, the Bank agreed with the government of Chad on a
transparent framework for the management and allocation of revenues.
The Petroleum Revenue Management Law, adopted in 1999, directed
the bulk of government revenues from the project to priority sectors
(for example, health, education, infrastructure, and rural development)
linked to improved living standards and poverty reduction. The Law
also created a Future Generation Fund to ensure there would be some
benefits to the population once the oil reserves are exhausted. The Bank
facilitated the creation of an independent body (the Collège) with wide
representation to control and monitor the use of oil revenues. Separate
IDA credits were provided to support management of petroleum rev-
enues, capacity building, and environmental management. 

Since production began in 2003, the project has generated significant
revenues for Chad. The poverty-focus of the revenue management pro-
gram, however, was substantially weakened by an amendment of the
Petroleum Revenue Management Law in late 2005. In response to this
breach of the IBRD Loan Agreement, the Bank has recently suspended
the disbursement of all active projects in its Chad portfolio.





Chapter Seven
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Communicating with
Stakeholders

In the last 20 years, the World Bank’s engagement in infrastructure was
the subject of growing scrutiny by civil society organizations, the media,
and the general public. This chapter first describes how communica-
tions became an important aspect of the Bank’s work and discusses
specific lessons learned in embedding communications in political and
stakeholder analysis, integrating communications in the project cycle,
helping governments prepare and implement their own communication
strategies, and communicating at both the local and global levels.

Growing External Scrutiny 
The Bank is often criticized for overly focusing on economic and tech-
nical aspects of development, and for not being astute about political
economy considerations. The Bank is also often criticized for not being
effective at listening and communicating with stakeholders. While the
reality is more complex, there is, however, some basis to these criti-
cisms. Historically, a narrow interpretation of the Bank’s Articles of
Agreement made Bank staff reluctant to systematically assess and con-
sider political risks or the political environment in which a proposed
project or reform would occur.13

In appraising and supporting implementation of major infrastructure
projects, the Bank, therefore, tended not to pay much attention to
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political risk considerations. Communications around projects were
limited to press releases issued after a project was approved or, in some
cases, to efforts to control damage in response to criticisms from civil
society organizations (CSOs). Partly as a consequence of this approach,
Bank support for large-scale infrastructure projects often became
wrought in political controversy. 

Over time, external scrutiny intensified, in part facilitated by the rise of
the Internet and e-mail, by increasing democratization in the world, by
the dramatic growth of CSOs, and by the 24-hour news cycle. As exter-
nal suspicions worsened and negative campaigns intensified, it became
clear that the lack of stakeholder support incurred high costs to the
Bank and its clients in terms of monetary losses, time delays, and proj-
ect cancellations, not to mention large intangible impacts on reputa-
tion, trust, and goodwill. 

In this context, it became critical for the Bank to effectively engage with
CSOs and critics around major infrastructure projects and policy direc-
tions, in particular regarding water storage and distribution (hydro-
power dams and water supply and sewerage systems), extractive indus-
tries (oil pipelines and coal mining), and transport (highways). Groups
such as the International Rivers Network, founded in 1985, were
strongly advocating that dams—and the World Bank by association—
were bad for poor countries. When controversies developed, although
the nature of controversies varied, in retrospect critics and supporters
alike emphasized the need for more adequate consultation and commu-
nication with stakeholders. Bank communications were found to often
be too reactive, too defensive, and in most cases not introduced early
enough in the cycle of preparing controversial projects or policies (see
box 7.1).

Over the last 10 years, improving communications with stakeholders
became a strategic priority in the Bank. Although the learning process
has at times been painful, the new approach has started to produce re-
sults. Relations with CSOs have improved, particularly over the last 
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five years. More importantly, systematic consultations with stakehold-
ers have positively contributed to the development effectiveness of
Bank interventions. The next section highlights key lessons learned
from this experience, illustrated by relevant examples.

Strategic Communications
The first lesson is the importance of embedding communications in po-
litical risk, stakeholder, and social analyses. A 2004 OED review noted
that “the design and implementation of reform initiatives should be
based on understanding underlying political and social processes that
determine the motivation and behavior of stakeholders.”14 Political risk
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Box 7.1 Brazil Polonoroeste Project

The Bank supported implementation of the Northwest Integrated De-
velopment Program (Polonoroeste) during the 1980s to provide an in-
tegrated approach to frontier development and avoid further land con-
flicts and illegal logging. Although a series of complementary activities
were included, Polonoroeste was best known for paving highway BR
364, which linked the capital of Porto Velho to the South. Despite the
fact that Bank funding was used to pave a road already carved out of
the rainforest and designed with social mitigation mechanisms, Polo-
noroeste is today strongly associated with the rapid deforestation and
social conflict that ensued in the state. Opposition to this project led to
an international letter-writing campaign by environmental CSOs, nu-
merous meetings, and testimony on Capitol Hill, which eventually cul-
minated in the establishment of environmental and social safeguards by
the Bank. However, the Bank’s communications response was too little,
too late.



analysis highlights those reform steps that require special attention
from a communications angle (for example, privatization). Consulta-
tions with key stakeholders identified through social analysis facilitate
a two-way information flow and ensure the inputs of beneficiaries and
other stakeholders into program or project design. Timely access to in-
formation by stakeholders is a prerequisite for successful consultations.
Communication and consultation processes need to be culturally ap-
propriate and ensure inclusiveness of key stakeholders, including those
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Box 7.2 Bolivia-Brazil Gas Pipeline Project
(communications with stakeholders)

The Bolivia-Brazil Gas Pipeline Project (approved in December 1997)
presented great challenges due to its complex social impacts. The chal-
lenges arose from the cross-boundary nature of the project, involving a
gas producer in a small economy (Bolivia) and a huge potential demand
in a large country (Brazil), and the execution of a major engineering
construction over 3,000 kilometers, cutting across more than 100 small
communities in Bolivia and Brazil, including indigenous communities,
small rural villages, small towns, and large municipalities in Brazil.

Addressing these challenges involved four main issues. First, it required
negotiations with the communities on the alignment to minimize social
impacts of the right of way, as well as negotiations with individuals for ac-
quisition of land use rights from land owners for the right of way. Second,
it required control and mitigation of social impacts associated with the
construction works, such as defining the appropriate location of worker
camps to minimize impact on indigenous communities; enforcing safety
measures and workers’ code of conduct; responding to damage to pri-
vate property, community infrastructure, and personal injuries. Third, it
required planning and agreeing on compensatory measures for the up-
stream and long-term impact derived from the operation of the pipe-
line and induced development. Finally, it required a fluid relationship



with less voice and marginalized social groups to allow the expression
of their views. This lesson served the Bank well and ensured commu-
nity support for the Bolivia-Brazil Gas Pipeline Project (see box 7.2).

A second lesson is that communications are most effective when they
are treated as a key part of the project cycle. Experience from several
projects has shown that communications’ needs assessments at the be-
ginning of policy or project initiatives can open up two-way dialogue
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with civil society and full participation of the affected population 
and other stakeholders in the identification of these issues, the design
of appropriate compensation measures, and the monitoring of these
measures.

The project developed several innovative strategies to deal with these is-
sues. In view of the sensitive nature of impacts on people and the envi-
ronment, the proponents undertook a systematic social analysis of the
communities along the right of way in order to identify potential im-
pacts, affected groups and to discuss alternatives with them. The analy-
sis and consultations led to the design of a community development
strategy involving social compensation plans and a communication strat-
egy to ensure transparency and ownership among local communities.
Careful supervision ensured compliance with the identified development
objectives, including the social plans and the communication and imple-
mentation process. This process allowed a growing understanding of the
concerns of different stakeholders, identification of emerging issues that
needed attention, better monitoring of the performance of social com-
pensations programs, and an improvement in the environmental inspec-
tion and monitoring system, leading to better implementation of agreed
actions and continued stakeholder support for the project.



with stakeholders; facilitate the exchange of information; and help
identify and mitigate social, political, and technical risks. Other factors
identified as essential include: adopting transparency as a principle of
project management and ensuring that the broad team is kept informed
and accountable for staying on message. The Bank learned several of
these lessons painfully, including through its experience with the Ya-
cyretá Dam Project (see box 7.3). The Bank was later able to apply les-
sons learned from this experience in several projects, including the Laos
Nam Theun 2 Project (see box 7.4). 

A third lesson is the importance of assisting clients in developing their
own communication strategy. Communications by governments and the
private sector are as or more important as what the Bank does. At the
country level, governments need to communicate in ways that are sen-
sitive to local cultural and social issues of communities directly affected
by the program. The Bank has learned the importance of getting agree-
ment up front on information disclosure, on a posture of transparency
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Box 7.3 Argentina-Paraguay Yacyretá Dam Project

In the last two decades, the Bank was involved with Yacyretá, a large
hydroelectric project built on the Paraná River bordering both Paraguay
and Argentina. This project holds a number of lessons on the risks of
not adequately communicating and the consequent failure to manage
expectations of local inhabitants in the resettlement process. In fact, the
Inspection Panel pointed out “the absence of an effective communica-
tion strategy between those implementing the Project and the affected
population” as one of the critical issues plaguing the project, which was
delayed for decades. A communications’ needs assessment at the begin-
ning of the project would have helped to open up dialogue with the
various stakeholders; facilitate the exchange of information; and iden-
tify and mitigate social, political, and technical risks. The project is now
in its completion stage, but the Bank has limited ability to influence
outcomes.
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Box 7.4 Laos Nam Theun 2 Project

The Laos Nam Theun 2 Hydroelectric Project was approved in 2005,
after almost 20 years of preparation and development, during which
Bank engagement was on and off on several occasions. The project had
been the subject of a long international and regional CSO campaign.
Because of past experiences, management saw communications as an
integral part of the project preparation team and the Project Oversight
Group, which was made up of members of the regional management
team, Environmentally and Socially Sustainable Development, External
Affairs, and Legal, and led by the East Asia and Pacific Region Vice Pres-
ident. The goal was to create space for regional management to do the
due diligence and to make a sound decision on whether to take the proj-
ect to the Board, while listening to stakeholders but not being driven by
external pressures.

The Regional Vice President adopted a policy of transparency at the
outset of re-engagement in the project in 2001. This meant that aide-
memoires and background studies were published on the Internet, and
a rapid response capability was put in place to respond to letters, jour-
nalists’ requests, negative articles, and other pieces posted on Web sites
or in the press. The communications team placed great emphasis on
identifying and maintaining contact with stakeholders, understanding
the political environment and pressures on all sides, and ensuring that
the broad team working on the project was kept informed. Clear and
high-quality spokespeople were identified; rapid clearance procedures
were put in place; materials were kept simple and up-to-date; briefings
were held frequently, and repeated stakeholder consultation workshops
were arranged in Paris, Tokyo, Bangkok, and Washington. 

Management was kept informed at all times, alerted to criticisms, and
consulted on the Bank’s responses. Communications staff worked closely
with project team members to organize briefings for key constituents,
including Executive Directors in the lead-up to the Board date, and
proactively shared background studies, summaries, and data on the
Internet and through e-mail lists. Several external experts on Lao PDR
were engaged throughout project preparation to advise the Bank and to
comment on various issues that would affect the outcome of the proj-
ect and the reform program. The experts were given access to all back-
ground studies and documentation.



and openness, and on reinforcement of that message through prepara-
tion and implementation. Our partners should lead the communication
efforts, but the Bank needs to help them build the capacity to do this
(see box 7.5).

A fourth lesson is the need to communicate both locally and globally. 
It has become a fairly common phenomenon in Bank infrastructure
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Box 7.5 Sierra Leone Bumbuna Hydroelectric Project

The Bumbuna Hydroelectric Project (BHP) in Sierra Leone demon-
strates how assisting the client government in developing its own com-
munication strategy can help ensure smooth progress. The project in-
tended to support the sustainable delivery of quality electricity services
at the lowest possible cost within the western area of Sierra Leone and
to promote private sector development in the country. The Board ap-
proved the project in 2005.

The Bank team assisted the government of Sierra Leone in developing a
comprehensive communication strategy from the outset to address a
number of cultural and social issues related to the communities directly
affected by the program. The strategy included an information dissemi-
nation that explained the nature and benefits of BHP and its connection
to the country’s economic development, as a way to build social and po-
litical support for the initiative. The communication strategy aimed to
educate citizens about the importance of Bumbuna as a source of oppor-
tunity for the country’s future development. Bumbuna was presented as
a symbol of hope and development—rather than simply as a dam or a
source of revenue. The communication support was fine-tuned with in-
digenous knowledge and deliberate attention to local political struc-
tures. For example, a community radio station was established under
the joint management of two factions in order to effectively reach out to
all members of the community.



projects for local concerns to find their way into the international net-
works of CSOs and acquire global relevance. The scope of communica-
tion, therefore, needs to be open to helping not only the governments
and the project partners in the design and the implementation of com-
munication strategies and program but also the World Bank project
teams to develop their own strategies and lead corporate dialogue with
global stakeholders (see box 7.6).
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Box 7.6 West Africa Gas Pipeline Project

A communication assessment was requested in the early stages of devel-
opment of the West Africa Gas Pipeline Project, a major regional infra-
structure initiative aimed at improving the competitiveness of Benin,
Ghana, and Togo, by supporting the development of a gas pipeline that
would bring gas from Nigeria to those three countries. The involvement
of four countries and four separate governmental structures and citizen-
ries raised flags early on to the political complexities involved. Despite
many expected positive outcomes, various stakeholders expressed con-
cerns about the possible negative impacts of the project on local com-
munities, the environment, and public finances. 

Local concerns found their way into the international networks of
CSOs. A communication needs assessment was carried out in order to
understand the key issues in each country and the position of different
stakeholders. Overall, in both Ghana and Benin, the project garnered
widespread public enthusiasm, while in Togo, the population showed
little interest, as they did not anticipate any concrete impact on their
country. In Nigeria, however, CSOs were mobilizing against the project.
Political leaders also differed in their public support for the project. In
Ghana, despite the President’s personal support of the initiative, the
Ministry of Energy was blamed for not having adequately involved the

(Box continues on next page)
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Box 7.6 (continued)

parliament nor engaged the public at large. This led to a broad percep-
tion of the limited overall involvement and ownership of the project,
which, according to some interviewees, was driven by and would ben-
efit the private companies involved. 

The communication assessment advised the government of Ghana to
take a more proactive stance and “speak for” the project. Recommenda-
tions also included a more open and participatory approach to the over-
all project communication. The Bank also held several meetings with in-
ternational CSOs and devoted adequate time and resources to address
concerns. The communication assessment also advised the World Bank
to take a “back seat” in terms of public discussion and to play a strong
role as a facilitator of dialogue and consultations at various levels.



Appendix A Infrastructure Projects Rated Highly Satisfactory
by OED (Exit FY1985–2004)

Disbursed
loan/credit 

Entry Exit amount 
FY FY Country Project name (US$ millions)

1981 1985 Chile Highway Construction Project 41.7

1982 1985 Togo Power Engineering and Technical 1.8
Assistance Project

1983 1990 China Daqing Oil Project 161.9

1983 1990 Chile Highway Construction Project 128.0

1983 1991 China Dongpu Oil Project 96.6

1984 1991 China Karamay Petroleum Project 89.5

1984 1992 India Madhya Pradesh Fertilizer Project 165.7

1984 1993 India Cambay Basin Petroleum Project 213.5

1985 1990 Chile Road Sector Project 140.0

1985 1991 Korea, Water Supply Project 89.3
Rep. of

1985 1992 Thailand Bangchak Oil Refinery Rationalization 85.0
Project

1986 1990 Korea, Water Supply Project 34.0
Rep. of

1986 1991 Mexico Earthquake Reconstruction and 400.0
Rehabilitation Project

1986 1992 Burundi Water Supply Project 12.6

1986 1993 Morocco Casablanca Mohammedia Port Project 22.0

1986 1995 Indonesia Gas Distribution Project 31.6

1986 1995 Chile Santiago Water Supply and Sewerage 53.7
Project

1987 1990 Lesotho Highlands Water Engineering Project 10.4

1987 1991 Indonesia Telecommunications Technical 14.4
Assistance Project

1987 1991 Ecuador Emergency Petroleum Reconstruction 79.2
Project

1987 1992 Ghana Northern Grid Extension Project 6.9

1987 1992 Jordan Arab Potash Project 12.0

1987 1993 China Shuikou Hydroelectric Project 140.0

1987 1993 Argentina Power Engineering Project 14.0
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(Table continues on next page)
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1987 1993 Chile Alto Jahuel-Polpaico Transmission 21.5
Project

1987 1993 Turkey Sir Hydropower Project 132.0

1987 1994 Belize Power Development Project 7.5

1987 1994 Chile Pehuenche Hydroelectric Project 40.4

1987 1994 Pakistan Telecommunications Project 98.1

1987 1995 Lao PDR Southern Provinces Electrification Project 25.9

1987 1995 India Oil India Petroleum Project 138.5

1988 1994 Thailand Power Transmission Project 110.0

1988 1997 Mexico Steel Sector Restructuring Project 321.0

1989 1996 China Ningbo and Shanghai Ports Project 76.0

1990 1991 Mexico Road Transport and 380.0
Telecommunications Sector
Adjustment Loan Project

1990 1992 China North China Earthquake 31.8
Reconstruction Project

1990 1994 Chile Road Sector Project 180.2

1990 1995 Maldives Male Airport Upgrading Project 8.0

1990 1996 Cyprus Limassol—Amathus Sewerage and 25.0
Drainage Project

1990 1997 Indonesia Telecommunications Project 301.1

1990 1998 Lao PDR Telecommunications Project 27.0

1990 2000 Bangladesh Rural Electrification Project 110.7

1991 1994 Nigeria Oso Condensate Field Development 214.4
Project

1991 1996 Hungary Telecommunications Project 87.2

1991 1998 Sri Lanka Telecommunications Project 48.5

1991 2000 Poland Heat Supply Restructuring and 202.3
Conservation Project

1992 1997 China Ertan Hydroelectric Project 380.0

1992 1997 China Ship Waste Disposal Project 15.4

1992 1998 Benin Urban Rehabilitation and 23.3
Management Project
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Appendix A (continued)

Disbursed
loan/credit 

Entry Exit amount 
FY FY Country Project name (US$ millions)



1992 1998 Ghana National Feeder Roads 56.3
Rehabilitation and Maintenance
Project

1993 1996 Thailand Bongkot Gas Transmission Project 91.7

1993 1998 China Shuikou Hydroelectric Project 85.6

1993 1998 Morocco Telecommunications Sector 61.2
Restructuring Project

1993 1999 Romania Transport Project 120.0

1993 2000 Thailand Electricity Energy Project 0.0

1993 2000 Argentina Road Maintenance and Rehabilitation 328.8
Sector Project 

1993 2000 Poland Roads Project 150.0

1994 1995 West Bank Emergency Rehabilitation Project 0.0
and Gaza

1994 1997 Estonia Highway Maintenance Project 12.0

1994 1999 India Maharashtra Emergency 220.8
Earthquake Rehabilitation Project

1994 2000 Jordan Jordan Telecommunications Project 15.4

1994 2000 Slovak Telecommunications Project 50.4
Republic

1994 2000 Bangladesh Jamuna Bridge 204.1

1994 2001 Papua Petroleum Exploration and 11.0
New Development Technical 
Guinea Assistance Project

1995 1999 Macedonia, Transit Facilitation Project 23.3
FYR

1995 1999 Indonesia Village Infrastructure Project for Java 65.6

1995 2002 Mauritius Port Development and 21.1
Environment Protection Project

1995 2002 Thailand Lam Takhong Pump Storage Project 88.4

1995 2004 Senegal Water Sector Project 84.9

1996 1999 Bolivia Hydrocarbon Sector Reform and 9.3
Capitalization Technical Assistance
Project
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Appendix A (continued)

Disbursed
loan/credit 

Entry Exit amount 
FY FY Country Project name (US$ millions)

(Table continues on next page)
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1996 1999 Georgia Transport Rehabilitation Project 11.2

1996 2001 Colombia Bogota Urban Transport Project 65.0

1996 2001 Nicaragua Road Rehabilitation and 23.4
Maintenance Project

1996 2001 Armenia Highway Project 29.5

1996 2001 Peru Rural Road Rehabilitation and 86.8
Maintenance Project

1996 2001 Ukraine Coal Pilot Project 12.8

1996 2002 Mali Selingue Power Rehabilitation Project 24.4

1996 2004 Romania Railway Rehabilitation Project 120.0

1997 1999 Hungary Quick Start Gas Turbine Project 52.9

1997 2001 Latvia Highway Project 20.0

1997 2001 Indonesia Second Village Infrastructure Project 119.3

1997 2003 Lao PDR Third Highway Improvement Project 45.6

1998 2001 Brazil Gas Sector Development Project— 130.0
Bolivia-Brazil Gas Pipeline

1998 2001 China Hebei Earthquake Rehabilitation 29.0
Project

1998 2004 Cambodia Urban Water Supply Project 30.1

1999 2001 Morocco Telecommunications, Post Information  101.0
Technology Sector Adjustment Loan

1999 2003 Yemen, Public Works Project 46.5
Rep. of
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Appendix B Infrastructure Projects Rated Highly 
Unsatisfactory by OED (Exit FY1985–2004)

Disbursed
loan/credit 

Entry Exit amount 
FY FY Country Project name (US$ millions)

1981 1986 Guinea Power Project 23.7

1981 1989 Mexico Urban and Regional Development 141.6
Project

1981 1990 Colombia Guavio Hydropower Project 359.0

1984 1992 Peru Lima Metropolitan Development Project 24.7

1984 1993 Kenya Highway Sector Project 50.3

1984 1994 Yugoslavia, Power Transmission Project 41.8
former

1984 1994 Bosnia- Power Transmission Project 0.0
Herzegovina

1984 1994 Croatia Power Transmission Project 0.0

1984 1994 Macedonia, Power Transmission Project 0.0
FYR of

1984 1994 Slovenia Power Transmission Project 0.0

1985 1991 Morocco Jerada Coal Mining Modernization 13.5
and Expansion Project

1985 1994 Cameroon Highway Project 144.4

1986 1994 Turkey Kayraktepe Hydropower Project 73.6

1987 1993 Guatemala Water Supply Rehabilitation Project 3.6

1987 1994 India Power Project—Karnataka 69.6

1987 1996 Gambia, The Water Supply and Electricity Project 8.7

1987 1996 Turkey Izmir Water Supply and Sewerage Project 99.3

1987 1997 Algeria National Water Supply and Sewerage 244.2
Project

1988 1993 India Power Project—Uttar Pradesh 24.4

1988 1994 India Power Project—Karnataka 24.0

1988 1995 Dominican Power Sector Rehabilitation and 105.0
Republic Distribution Project

1989 1993 Argentina Housing Sector Project 21.7

1989 1994 Rwanda Urban Institutions Sectoral Development 0.6
Project

1990 1996 Nigeria Telecommunications Project 19.8
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1990 1998 Mozambique Small and Medium Enterprise 32.0
Development (SME) Project

1990 1999 Tanzania Integrated Roads Program Project 166.7

1991 1996 Bangladesh Liquified Petroleum Gas Transport 0.8
and Distribution Project

1991 1999 Vanuatu Housing Project 1.6

1991 1999 Nepal Urban Water Supply and Sanitation 14.9
Rehabilitation Project

1992 1995 Turkey Berke Hydropower Project 42.5

1994 1999 Pakistan Sindh Special Development Project 40.5

1994 2001 Indonesia Surabaya Urban Development Project 93.7

1994 2004 Algeria Water Supply and Sewerage and 38.3
Rehabilitation Project

1995 2001 Guinea-Bissau Transport and Urban Infrastructure Project 19.4

1995 2002 Haiti Road Maintenance Project 25.1

1997 2000 Ukraine Electricity Market Development Project 76.4

1997 2002 Lebanon Power Sector Restructuring and 46.8
Transmission Expansion Project

1997 2003 Turkmenistan Water Supply and Sanitation Project 6.1
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Appendix C Inspection Panel Investigations of Infrastructure Projects

Date of Inspection Policies and procedures raised 
Project Panel request by the request for inspection Inspection Panel’s key findingsa

ORIGINAL RESOLUTION 1993b

Nepal—Arun III
Proposed
Hydroelectric
Project and
Restructuring 
of IDA Credit

Argentina and
Paraguay—
Yacyretá
Hydroelectric
Project 

October 24,
1994

September 30,
1996

• Environmental Assessment 
(OD 4.01)

• Involuntary Resettlement 
(OD 4.30)

• Indigenous Peoples (OD 4.20)

• Economic Evaluation of
Investment Operations (OP/BP
10.04)

• Disclosure of Operational
Information (BP 17.50)

• Outline for a Project
Information Document 
(BP 10.00, Annex A)

• Environmental policy for dam
and reservoir projects (OD 4.00,
Annex B)

• Environmental Assessment 
(OD 4.01)

• Indigenous Peoples (OD 4.20)

• Involuntary Resettlement 
(OD 4.30)

• Environmental and social impacts of the
alternatives have not been systematically
analyzed; therefore, a realistic comparison 
of risks could not have been carried out.

• Choice of access road has created
uncertainties of a serious nature;
environmental assessment and processing 
of loan do not appear to be consistent with
OD 4.01. 

• Despite progress with respect to overall
disclosure of information, problems
remained with timely release of factual
technical information in borrowing country.

• EA, prepared seven years after
implementation began, failed to consider
substantive aspects of project and only
synthesized previous project-related studies. 

• Reservoir was filled prior to completion of
the agreed environmental and resettlement
measures.
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Appendix C (continued)

Date of Inspection Policies and procedures raised 
Project Panel request by the request for inspection Inspection Panel’s key findings

India—
NTPC Power
Generation
Project

May 1, 1997

• Wildlands (OPN 11.02)

• Management of Cultural
Property in Bank-financed
Operations (OPN 11.03)

• Environmental Aspects of Bank
Work (OMS 2.36)

• Project Monitoring and
Evaluation (OD 10.70)

• Project Supervision (OD 13.05)

• Suspension of Disbursements
(OD 13.40)

• Environmental Assessment 
(OD 4.01)

• Involuntary Resettlement 
(OD 4.30)

• Indigenous Peoples (OD 4.20)

• Economic Evaluation of
Investment Operations (OD
10.04)

• Project Supervision (OD 13.05)

• The Bank failed to incorporate resettlement
planning in the design and financing of the
project.

• Affected people did not have meaningful
participation and consultation in the design
or implementation of the resettlement plan.

• The Bank failed to ensure that people
resettled by the project have maintained or
improved their standard of living.

• Essential mechanisms and preconditions for
Resettlement Action Plans (RAP) were
inadequate.

• The Bank did not assure itself that the
borrower had the necessary capacity to carry
out the Resettlement and Rehabilitation
(R&R) component of the project and
Environmental Management Plans (EMPs).

• Serious violations by the Bank of policies and
procedures on participation of and
consultation with project-affected persons.
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Ecuador—
Mining
Development
and
Environmental
Control
Technical
Assistance
Project

Chad—
Petroleum
Development
and Pipeline
Project,
Management of
the Petroleum

December 13,
1999

March 22, 2001

• Environmental Assessment 
(OD 4.01)

• Wildlands (OPN 11.02, OP/BP
4.04)

• Indigenous Peoples (OD 4.20)

• Project Supervision (OD 13.05)

• Environmental Assessment 
(OD 4.01)

• Natural Habitats (OP/BP 4.04)

• Pest Management (OP 4.09)

• Poverty Alleviation (OD 4.15)

• Indigenous Peoples (OD 4.20)

• Forestry (OP 4.36)

• Serious alternatives for fly ash disposal were
not considered during the design phase.

• The Bank failed to promote and give support
for inter-agency coordination.

• Supervision of the R&R component and of
measures to strengthen NTPC’s  monitoring
capacity effectively failed.

• Spatial/geographic scope of the Environ-
mental Assessment (EA) was too limited.

• Provision of baseline environmental data in
EA was not adequate.

• Critical recommendation concerning
environmental impact of mining not
included in EA.

• Inadequate consultation with project-
affected people during project preparation.

• Several aspects of EA not in compliance
included spatial context/regional EA,
cumulative impacts assessment, reports of the
Experts Advisory Panel, baseline data linkages
to impacts and mitigation, consideration of
environmental costs and benefits of
alternatives, and institutional capacity.

REVISED RESOLUTION OF APRIL 1999c

(Table continues on next page)
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Appendix C (continued)

Date of Inspection Policies and procedures raised 
Project Panel request by the request for inspection Inspection Panel’s key findings

Economy
Project, and
Petroleum
Sector
Management
Capacity-
Building Project

India—Coal
Sector
Environmental
and Social
Mitigation
Project and
Coal Sector
Rehabilitation
Project

June 21, 2001

• Management of Cultural
Property in Bank-financed
Operations (OPN 11.03)

• Disclosure of Operational
Information (BP 17.50)

• Economic Evaluation of
Investment Operations 
(OP 10.04)

• Project Supervision (OD 13.05)

• Environmental Assessment 
(OD 4.01)

• Indigenous Peoples (OD 4.20)

• Involuntary Resettlement 
(OD 4.30)

• Management of Cultural
Property in Bank-financed
Operations (OPN 11.03)

• Alternatives for economic evaluation not
adequate.

• Sustainability and risks assessment of
Petroleum Economy and Capacity-Building
Project not adequate.

• Accelerated action needed for capacity-
building in delivery of poverty reduction
program.

• Project not in compliance with provisions
concerning risk analysis and institutional
design with respect to use of and possible
variations in oil revenue inflows.

• Project was not in compliance with
requirements regarding consultations on
Sectoral Environmental Impact Assessment
and Parej East EMP.

• Environmental Impact Assessment (EIA),
RAPs, and Indigenous Peoples Development
Plan (IPDP) were not properly disclosed; local
participation in Parej East IPDP was not in
compliance.

• Preparation of original Parej East RAP not in
compliance.
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Uganda—Third
Power Project,
Fourth Power
Project, and
proposed
Bujagali
Hydropower
Project

July 27, 2001

• Disclosure of Operational
Information (BP 17.50)

• Project Supervision (OD 13.05)

• Environmental Assessment
(OD 4.01)

• Natural Habitats (OP/BP 4.04)

• Indigenous Peoples (OD 4.20)

• Involuntary Resettlement
(OD 4.30)

• Safety of Dams (OP 4.37)

• Land compensation, choice of resettlement
site and size of plots in resettlement site, and
title to house plots were not in compliance.
Compensation process was not transparent.

• Access to potable water was not adequately
addressed.

• Traditional land rights were not adequately
addressed.

• Compensation was inadequate for loss of
access to forest products.

• RAP entitlements (for example, jobs in the
mine, land for land, non-farm-based self-
employment, transition period, and
subsistence allowance) were not in
compliance.

• Sectoral EA and cumulative impact
assessment were not prepared.

• IDA failed to ensure the establishment and
maintenance of the appropriate and
technically justified mitigation measures to
protect the natural habitats from the impacts
of the project.

• Community Development Action Plan does
not meet the requirements of the OD; the
interests of people who will be affected as a

(Table continues on next page)
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Appendix C (continued)

Date of Inspection Policies and procedures raised 
Project Panel request by the request for inspection Inspection Panel’s key findings

Argentina and
Paraguay—
Yacyretá
Hydroelectric
Project
(formally cited
as Argentina
SEGBA V Power
District Project;
and Paraguay
Reform Project
for Water and
Telecom. Sectors)

May 17, 2002

• Management of Cultural
Property in Bank-financed
Operations (OPN 11.03)

• Economic Evaluation of
Investment Operations 
(OP 10.04)

• Poverty Alleviation (OD 4.15)

• Disclosure of Operational
Information (BP 17.50)

• Project Monitoring and
Evaluation (OD 10.70)

• Project Supervision (OD 13.05)

• Environmental Policy for Dam
and Reservoir Projects (OD 4.00,
Annex B)

• Environmental Assessment 
(OD 4.01)

• Involuntary Resettlement 
(OD 4.30)

• Project Supervision (OD/OP/BP
13.05)

• Project Monitoring and
Evaluation (OD 10.70)

result of the project’s impacts on the tourism
industry have not been fully addressed.

• IDA did not release the Acres report on the
Economic Review of the Bujagali
Hydropower project.

• Fourth Power Project was not in compliance
with OP 4.01 with respect to public
consultation and disclosure.

• Inadequate or no EAs for resettlement sites
in Encarnacion, no consideration of
resettlement site alternatives, and no
evaluation of water and sewerage facilities
and urban drainage for resettlement sites.

• Inadequate assessment and mitigation of
effects on host populations.

• Inadequate grievance procedures to correct
resettlement-related omissions and errors.

• Inadequate effort to inform and consult with
host populations.
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Cameroon—
Petroleum
Development
and Pipeline
Project, and

September 25,
2002

• Suspension of Disbursements
(OD 13.40)

• Environmental Assessment 
(OD 4.01)

• Natural Habitats (OP/BP 4.04)

• Poverty Alleviation (OP 4.15)

• Inadequate consultation and monitoring of
property appraisals

• Denial of compensation to some affected
people

• Failure to consider acceptable resettlement
alternatives

• Inadequate grievance procedures for
reservoir level raised to 76 meters above sea
level

• Restoration of income earning capacity
inadequate

• Resettlement plan, budget, and timetable
not functioning as intended

• Analysis of legal issues did not occur or was
inadequate

• Inadequate supervision of resettlement
activities with respect to standards of design,
construction, and implementation

• Lack of adequate technical and social
expertise during supervision

• Not in compliance on requirements for
Independent Expert Panel

• Lack of baseline data in environment, public
health, and geographical scope of project

(Table continues on next page)
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Appendix C (continued)

Date of Inspection Policies and procedures raised 
Project Panel request by the request for inspection Inspection Panel’s key findings

Petroleum
Environment
Capacity
Enhancement
Project (see
above)

Colombia—
Cartagena
Water Supply,
Sewerage and
Environmental
Management
Project

April 20, 2004

• Indigenous Peoples (OD 4.20)

• Involuntary Resettlement 
(OD 4.30)

• Disclosure of Operational
Information (BP 17.50)

• Project Supervision (OD 13.05)

• Environmental Assessment 
(OD 4.01)

• Indigenous Peoples (OD 4.20)

• Water Resources Management
(OP 4.07)

• Financial Management (OP/BP
10.02)

• Economic Evaluation of
Investment Operations (OP/BP
10.04)

• Poverty Reduction (OD 4.15)

• Project Supervision (OD/OP/BP
13.05)

• No cumulative impact assessment was
prepared.

• Project did not achieve the strengthening of
local capacity to adequately assess
construction impacts.

• Regional assessment of health risks was
absent.

• Baseline surveys were lacking outside the
right-of-way of the pipeline on Bakola/
Bagyeli use of forest for hunting.

• Inadequate demonstration of systematic
comparative study of all alternatives 
(in particular, alternatives other than the
submarine outfall). 

• Lack of consideration of alternatives for
disposal of solids. 

• Lack of evaluation of potential impacts on
local Afro-Colombian communities in North
Zone.

• Inadequate consultations with affected
communities in area of submarine outfall.

• Inadequate economic analysis and
demonstration of project consistency with
The Bank’s poverty reduction strategy, as
presented in the Project Assessment
Document.
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India—Mumbai
Urban
Transport
Project

(4 requests)
April 28, 2004;
June 24, 2004; 
November 29,
2004; and
December 23,
2004

• Environmental Assessment 
(OP 4.01)

• Involuntary Resettlement 
(OD 4.30)

• Investment Lending:
Identification to Board
Presentation (OP/BP 10.00)

• Economic Evaluation of
Investment Operations (OP/BP
10.04)

• Project Supervision (OD/OP/BP
13.05)

• Project Appraisal (OMS 2.20)

• World Bank Policy on
Disclosure

• Insufficient attention to risks and concerns of
Afro-Colombian North Zone communities.

• Lack of financial management assessment of
borrower.

• Decision to merge two projects (resettlement
and infrastructure) into one led to
inadequate resettlement arrangements.

• Uneven preparation of rail and road
components and assessment of their impact
on project-affected-persons.

• Delegation of responsibility to NGOs with
inadequate institutional capacity.

• Inadequate risk analysis of resettlement,
differing estimates of numbers of people to
be resettled, and deficient surveys of project-
affected-persons and shopkeepers.

• Inadequate consultation with project-
affected-people, access to information, and
grievance redress procedures.

• Insufficient income and living standard
restoration and improvement (specifically,
lack of access to social services and lack of
operating water and sewerage connections
at resettlement sites).

(Table continues on next page)
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Appendix C (continued)

Date of Inspection Policies and procedures raised 
Project Panel request by the request for inspection Inspection Panel’s key findings

Pakistan—
National
Drainage
Program Project

September 10,
2004

• Environmental Assessment 
(OD 4.01)

• Natural Habitats (OP 4.04)

• Indigenous Peoples (OD 4.20)

• Involuntary Resettlement 
(OD 4.30)

• Management of Cultural
Property in Bank-financed
Operations (OPN 11.03)

• Inadequate EA of resettlement and transit
sites

• Insufficient Bank supervision of resettlement
planning and implementation

Investigation report pending

Notes:
a. The findings cited are a summary of the Inspection Panel’s key findings and are not a comprehensive list. Detailed information on the panel’s findings for each project can be found
in the Panel’s reports at the following Web site: http://www.inspectionpanel.org.
b. This concerns requests submitted under the terms of the original Resolution of September 22, 1993, establishing the Inspection Panel.
c. This concerns requests submitted following the April 20, 1999, Clarifications to the Resolution establishing the Inspection Panel.

BP = Best Practice
EA = Environmental Assessment
EMP = Environmental Management Plan
OD = Operational Directive
OMS = Operational Management Statement
OP = Operational Policy
OPN = Operations Policy Note
R&R = resettlement and rehabilitation
RAB = Resettlement Action Plan



Notes

1. For a typical infrastructure project in the mid-1990s, it took
three years to move from identification to approval.

2. See “Infrastructure Action Plan: Overview and Matrix of Manage-
ment Actions,” SecM2003-0302, July 8, 2003, and “Implementing the
World Bank Group Infrastructure Action Plan,” DC2003-0015, Sep-
tember 13, 2003.

3. See “Infrastructure and the World Bank: A Progress Report,”
SecM2005-0441, August 15, 2005.

4. Thirty-five countries joined IBRD between 1970 and 1985, in-
cluding Bangladesh, Hungary, Mozambique, Papua New Guinea, Ro-
mania, and Zimbabwe.

5. The establishment of the Quality Assurance Group in 1996 was
a key step in this turnaround effort.

6. Appendixes A and B provide the lists of infrastructure projects
rated highly satisfactory and highly unsatisfactory, respectively, by OED
in the last 20 years.

7. See Operational Policy (OP) 6.00—Bank Financing, issued in
April 2004.

8. The guidance was issued by James W. Adams, Vice President,
Operations Policy and Country Services, to all Operational Vice Presi-
dents on September 14, 2004.

9. There are large differences across sectors in this project. The
water supply and sanitation sector has a particularly high share of dis-
tressed projects, close to 45 percent.

10. Appendix C provides the full list of infrastructure projects in-
vestigated by the Inspection Panel since its inception.

11. The new resettlement policy (OP 4.12) does not apply to proj-
ects where people voluntarily agree to provide small areas of land in
anticipation of project benefits, simplifying the processing of slum-
upgrading projects.

12. See Water Resources Sector Study, Strategic Directions for World
Bank Engagement (R2003-0006), 2003.

13. The Bank’s Articles of Agreement prohibit the Bank and its offi-
cers from “interfering in the political affairs of any member,” and from
making decisions influenced by the political characters of its members.

14. OED 2004 report “Economies in Transition: An OED Evalua-
tion of World Bank Assistance.”
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Index

A
abbreviations used in text, xxi
Afghanistan, 90–91b
Algeria Urban Water Supply and

Sewerage Rehabilitation Project,
22b, 119–120t

allocation of risk and private sector
participation, 59–62

anticorruption efforts, xvi–xvii,
81–102

adoption of anticorruption strategy
(1997), 84, 92

in Bank-financed projects, 82–92,
86–87b, 88b, 90–91b, 93b

business models and practices,
92–99, 93–95b, 97b

change order schemes, 85
criticism of, 82
development of concern with, 2
evaluation and monitoring

processes, 98–99
Extractive Industry Transparency

Initiative, 99–101, 102b
financial management policies, 83,

84
gaps in knowledge regarding, xix
infrastructure’s vulnerability to

corruption, 81
INT investigations, 85, 86–87b, 90
internal incentives, 89–91
participatory approach, 91–92
private sector participation and

perceptions or fears of
corruption, 55

procurement, 82–83, 84, 85
results-focused approach, 91–92
Sanctions Committee, 86–87b

anticorruption efforts (continued)
significance of Bank’s public

commitment to, 92
specific country situations,

adaptation to, 88–89, 97–98
Voluntary Disclosure Program, 85

Argentina
environmental and social

sustainability, 69b
Flood Rehabilitation Project, 16b
poverty reduction, different

approaches to, 38b
private sector participation, 47, 51
project selection, design, and

outcome, 16b, 22
stakeholder communications, 110b
Yacyretá Hydroelectric Dam

Project, 69b, 110b, 121–122t,
126–127t

asphalt vs. concrete paving for
tertiary roads, 14b

B
balanced approach in Bank policy,

need to maintain, xviii
environmental and social

sustainability, 71–74, 72b, 73b
poverty reduction strategies, 33,

42–43, 43b
public-private sector involvement,

45–50
Bangladesh

anticorruption strategies, 93b
poverty reduction, different

approaches to, 40b
Rural Electrification and

Renewable Energy Project, 93b,
94b, 116t



I N D E X

“basic needs” approach to poverty
reduction, 33–35

Benin and West Africa Gas Pipeline
Project, 113–114b

Bolivia
anticorruption efforts, 94–95b
environmental and social

sustainability, 72, 73b
Gas Pipeline Project (Bolivia-

Brazil), 72, 73b, 108–109b, 118t
Municipal Strengthening Project,

94–95b
private sector participation, 51,

53–54b
stakeholder communications,

108–109b
Brazil

Bolivia-Brazil Gas Pipeline Project,
72, 73b, 108–109b, 118t

environmental and social
sustainability, 72, 73b

Polonoroeste Project, 107b
private sector participation, 47
project selection, design, and

outcome, 16b, 25, 27, 30b
Rio Flood Reconstruction and

Prevention Project, 16b
stakeholder communications,

107b, 108–109b
Burkina Faso, 25–26

C
Cambodia

Phnom Penh Water Supply
Authority (PPWSA) Project,
50b, 118t

private sector participation, 49
Chad-Cameroon Petroleum Pipeline

Project, 69–70b, 101, 102b,
123–124t, 127–128t

change order schemes, 85
Chile

private sector participation, 61
project selection, design, and

outcome, 27
China

environmental and social
sustainability, 71–72, 72b, 76b

private sector participation, 47
project selection, design, and

outcome, 27
Shuikou Hydropower Project,

71–72, 72b, 76b, 115t, 117t
civil society organizations (CSOs)

and stakeholder
communications, 106, 113

Colombia
private sector participation, 61
project selection, design, and

outcome, 30b
communication with stakeholders.

See stakeholder communication
complexity of design, 13–15
concrete paving vs. asphalt for

tertiary roads, 14b
conditionality in lending, 15–17
continuity of engagement, 26–31
corporate governance principles

applied to public enterprises,
49, 50b

corruption, fighting. See
anticorruption efforts

cost-benefit analysis, 17–20, 18t
country strategy documents, 11
criticism of infrastructure lending.

See under infrastructure 
lending

CSOs (civil society organizations)
and stakeholder
communications, 106, 113

—
134



D
demographics and evolution of

infrastructure challenges, 3
Department of Institutional Integrity

(INT) investigations, 85,
86–87b, 90

design of projects. See project
selection and design

disasters and hazard mitigation, 16b

E
economic and sector work (ESW), 11
EIR (Extractive Industry Review), 101
El Salvador, 16b, 30b
enabling environment, provision of,

42
energy and mining projects

anticorruption efforts (Extractive
Industry Transparency
Initiative), 99–101, 102b

cost-benefit analysis, 18t
electricity privatization in Georgia,

52b
project outcome ratings, 8
trends in Bank infrastructure

lending, 4, 5f
engineering design, 12–13, 14b, 16b
environmental and social

sustainability, xvi, 65–79
balanced approach, need for,

71–74, 72b.73b
criticism of Bank’s approach to, 66
development of concern with, 2,

65–71
high risk/high-reward projects,

77–79, 78b
Inspection Panel, 68, 69–70b, 78b
project cycle, integration of issues

into, 75–77, 76b
ESW (economic and sector work), 11

evaluation and monitoring processes
anticorruption efforts, 98–99
OED (See Operations Evaluation

Department)
project selection, design, and

outcomes, 24–26
Extractive Industries Transparency

Initiative (EITI), 99–101, 102b

F
financial management policies and

anticorruption efforts, 83, 84
financial sustainability, 20–24, 21b,

22b
flood protection. See water/

sanitation/flood protection
projects

foreign exchange mismatches, 62

G
gaps in knowledge, xix
Georgia, 52
Ghana

poverty reduction, different
approaches to, 36

project selection, design, and
outcome, 22

Road Rehabilitation and
Maintenance Project, 36, 117t

stakeholder communications,
113–114b

West Africa Gas Pipeline Project,
113–114b

Guatemala, 30b
Guinea, 55

H
hazard mitigation, 16b
high risk/high-reward projects,

77–79, 78b
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Honduras El Cajon Power Project,
21b

I
ICT. See information and

communication technology
(ICT) projects

IFC (International Finance
Corporation), xvii, 52b, 74, 99,
102b

IMF (International Monetary Fund),
23, 24, 34, 99, 101

India
environmental and social

sustainability, 65–66, 67–69b,
70b, 76b

Maharashtra Rural Water Supply
and Environmental Sanitation
Project, 36b, 117t

Mumbai Urban Transport Project,
70b, 129t

Narmada (Sardar-Sarovar) Project,
65–66, 67–68b

NTPC Power Generation Project,
69b, 122t

poverty reduction, different
approaches to, 36b, 37b

private sector participation, 49
project selection, design, and

outcome, 16b, 24
Sardar-Sarovar (Narmada) Project,

65–66, 67–68b
Upper Krishna Project II (UKP II),

76b
Uttar Pradesh Swajal project, 36,

37b, 119t
Indonesia

anticorruption efforts, 88b, 97b
Kampung Improvement Program

(KIP), 29b, 35

Indonesia (continued)
Kecamatan Development Program,

97b
poverty reduction, different

approaches to, 35
private sector participation, 61
project selection, design, and

outcome, 22, 23, 29b, 30b
Second Sulawesi Urban

Development Project, 88b
information and communication

technology (ICT) projects
cost-benefit analysis, 18t
project outcome ratings, 8t
trends in Bank infrastructure

lending, 4, 5f
infrastructure lending, xiii–xix, 1–9.

See also more specific topics,
e.g. poverty reduction,
infrastructure lending aimed at

client feedback on, 6–7, 7f
by client segment (low-income vs.

middle-income countries), 
4–6, 6f

common themes in, xviii–xix
criticism of, 12

anticorruption efforts, 82
environmental and social

sustainability, 66
poverty reduction efforts, 34
private sector participation, 46
stakeholder communications,

105
evolution of, xiii–xiv, 1–7
lessons learned from, xiv–xviii, 1
as percentage of Bank lending,

3–7, 4f
by region, 4, 5f
by sector, 4, 5f

—
136



Inspection Panel, xix
establishment of, 68
high risk/high-reward projects, 78b
investigations

overview of, 69–70b
table of, 121–130t

stakeholder communication
strategy, on need for, 110b

INT (Department of Institutional
Integrity) investigations, 85,
86–87b, 90

International Finance Corporation
(IFC), xvii, 52b, 74, 99, 102b

International Monetary Fund (IMF),
23, 24, 34, 99, 101

investigations
Inspection Panel

overview, 69–70b
table of inspections by, 121–130t

by INT, 85, 86–87b, 90
Iran, 16b

J
Jordan, 30b

K
Kazakhstan, 101
knowledge sharing initiatives, xix

L
Lao People’s Democratic Republic

Nam Theun 2 Hydroelectric
Project, 60, 111b

learning and knowledge sharing
initiatives, xix

Lebanon, 22
Lesotho Highlands Water Project,

86–87b
low-income countries, trends in Bank

infrastructure lending to, 4–6, 6f

M
maintenance vs. development of

infrastructure, 12
Malawi, 22
Malaysia, 47
McLeish, Archibald, ix
McNamara, Robert, 29b
Mexico

private sector participation, 47
project selection, design, and

outcome, 22
middle-income countries, trends in

Bank infrastructure lending to,
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