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PREFACE

A Future in Foreclosure

IN 2000 A DEDICATED PHYSICIAN working to promote public health for
the poor in developing countries condemned the World Bank for pro-
moting “corporate-led economic globalization” that “not only failed to
improve living standards and health outcomes among the poor, but also
.. . inflicted additional suffering on disenfranchised and vulnerable popu-
lations.” He recounted his own experience in a Latin American country
where the World Bank subsidized huge multinational mining and oil in-
vestments while encouraging the weakening of environmental laws that
“led to significant ecological degradation from deforestation, oil spills, and
poisoned waterways.”

These words were written by Dr. Jim Yong Kim, who assumed the presi-
dency of the World Bank on July 1, 2012.

Kim’s words in 2000 (in a book he co-edited, Dying for Growth, a ma-
cabre pun on what the World Bank model of growth was doing to the
poor) were all the more disquieting in that they came the better part of a
decade after the 1992 Rio de Janeiro Earth Summit, the landmark United
Nations Conference on Environment and Development. In Rio, in one of
the largest diplomatic gatherings in history, 118 heads of state and numer-
ous international development institutions such as the World Bank made
wide-ranging pledges and commitments to address global environmental
issues while helping the poor.

More than 20 years after Rio 92 and 13 years after Dr. Kim’s warnings
about the effects of distorted economic globalization, scientific evidence is
growing that the global economy has put the entire global climate system
at risk, as well as the planetary web of biodiversity and life forms. Species
are dying at an alarming and accelerating rate. Economically caused global
warming is already undermining the benign, stable climate conditions that
have enabled the rise of human civilizations over the past 7,000 years. The
inability of our institutions to address these trends is rooted in a continuing
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worldwide failure of governments and of markets to deal with the impacts
of human activity on the natural world.

The World Bank Group is a microcosm of this breakdown. The Bank’s
failures to confront the environmental challenges of economic develop-
ment illuminate the political failures and hypocrisies of most of the govern-
ments of its members. The Bank is to blame, but its member governments
are even more so.

This book builds on an earlier analysis I published nearly two decades
ago, Mortgaging the Earth, which identified many of the persistent institu-
tional and political pathologies that undermine the Bank’s effectiveness.
Since then, unfortunately, the environmentally unsustainable development
that the Bank has continued to finance is contributing to a global ecological
debt that now is foreclosing on the future of human societies.

The world urgently needs global governance at the very moment when
it is failing. The World Bank Group has a unique wealth of experience that
could help build governance at the local, national, and international levels,
if only the Bank would learn from its experience rather than flee from it.
Quite a few years ago, an internal review of the Bank’s operations described
the problem as unfounded institutional optimism based on pervasive insti-
tutional amnesia. In a world desperately in need of global environmental
leadership, the Bank could and should play a more positive role.

The Role of the World Bank Group

In the second decade of the twenty-first century, the World Bank is no lon-
ger as financially influential as it once was. The growth of international
private-sector finance, and of global public lending institutions in newly
industrializing nations such as China and Brazil, mean that the Bank has
now become just one financial player among others.

But the Bank remains critically important. It continues to put itself forth
as an intellectual and policy leader for economic development in the United
Nations system and in the global economy at large. The Rio Earth Summit
chose the Bank to administer a new fund to finance environmental proj-
ects—the Global Environment Facility. After Rio the Bank and other devel-
opment institutions did try to incorporate environmental concerns more
fully into their decision making. More recently, the richer countries chose
the World Bank to administer most of the new funds they have contributed
to address climate change in developing nations. Still more important for
the global environment than these new funds is the ecological impact of
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the activities financed by the Bank Group’s core lending and finance, which
has averaged around $57 billion annually in recent years.

Since the early 1990s the World Bank has also played no small role in
promoting a one-sided economic globalization that has liberalized markets
and unleashed capital flows. It has done so without effective regulation at
either the national or international level to counteract environmental and
social abuses unleashed by these flows. Of course, the Bank has been just
one player, albeit an influential one, in promoting this agenda, together
with the finance ministries of many industrialized countries, led by the
United States, as well as private international banks and multinational
corporations.

One particularly corrosive effect of this globalization agenda has been
a disproportionate growth of corruption in developing nations, resulting
in massive outflows of stolen funds from even the poorest countries, laun-
dered through proliferating international tax havens. This corruption is
undermining not just the Bank’s environmental performance, but interna-
tional development efforts across the board.

When one examines the failures to conserve ecosystems, or to miti-
gate the environmental impacts of development, one finds that failed gov-
ernance at all levels is almost invariably at the root. The Bank itself is a
prime example. Many of its problems are associated with a dysfunctional
institutional culture in which the relentless pressure to move money out
the door, even in violation of the Bank’s own polices and rules, often over-
rides all other considerations. What is remarkable about this “loan approval
culture” is how well documented it has been for decades through reams of
internal Bank reports, and how little the Bank’s management, and mem-
ber-country governments, whether donors like the United States and other
industrialized nations, or developing country borrowers, have done to ef-
fectively change it.

A Brief Note on Methodology and a Short Outline

Much of the analysis in Foreclosing the Future relies on internal Bank studies,
particularly those of the Bank’s operations evaluation staff. Some former
high-ranking Bank professionals have criticized these analyses as lacking in-
dependence and watering down, or even misrepresenting, how bad things
really are. Bank management, on the other hand, has often responded that
these internal evaluations are too one-sidedly critical of the Bank’s actu-
al performance. In the final analysis, the studies provide an unparalleled
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insight into deep-seated, continuing institutional problems that undermine,
and at times cripple, the Bank’s effectiveness. I have also relied on numer-
ous external studies and reviews, the analyses of nongovernmental orga-
nizations, reports and hearings of the U.S. Congress and federal govern-
ment, and of other governments, as well as press accounts of various Bank
controversies. The book’s approach is roughly chronological, though some
chapters bring together in one place issues that have been important over
the past two decades; for example, chapters 8 and 9 address climate and
energy.

The first two chapters introduce the World Bank, describe why it is
important for anyone concerned with the fate of the global environment
and the future of economic development, and identify a number of major
themes of the book. Following the 1992 Earth Summit, the Bank strove to
improve its environmental performance and to increase lending for envi-
ronmental projects. But at the same time internal Bank evaluations revealed
arecord of poor results and continual failure to mainstream environmental
concerns into its operations.

Chapters 3 through 6 examine the momentous debates over environ-
ment and development, and well-publicized efforts to reform the Bank, un-
der the presidency of James Wolfensohn from 1995 through 2005. In the
face of growing controversies over World Bank financing of large dam,
mining, and oil projects, Wolfensohn convened unprecedented reviews in-
volving the Bank, industry, civil society, and borrowing governments in an
attempt to reach consensus on both the Bank’s future role in supporting
such activities and on good practice for any future investment. Unfortu-
nately, Bank management and borrowing governments rejected many of
the recommendations presented in these reviews. The Bank continued its
financing of ecologically destructive and socially disruptive large infrastruc-
ture and extractive industries and had little to show for its attempts to im-
prove their environmental and social performance. The Bank’s efforts to
promote conservation and better management of forests also failed in the
face of weak governance and much stronger global market forces that re-
ward short-term deforestation.

Wolfensohn was the first World Bank president to publicly raise the is-
sue of massive corruption of Bank lending, but his efforts to control this
corruption on the part of borrowing governments and corporations proved
ineffective. During Wolfensohn’s tenure, the Bank also increasingly subsi-
dized private-sector investment through its private-sector lending arm, the
International Finance Corporation (IFC). As his second term drew to an
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end, the pushback from Bank management and borrowing governments
against the Bank’s environmental standards and policies grew. There was
even resistance to stronger fiduciary safeguards to prevent funds from be-
ing stolen.

Chapter 7 describes the brief and tumultuous tenure of Paul Wolfowitz
from 2005 through 2007. Wolfowitz’s efforts to crack down on corruption
were met with strong opposition by the Bank’s member countries. Contro-
versy over Bank finance of large dams continued, and evidence of how cor-
ruption totally undermined Bank development goals became more public
in a series of hearings before the U.S. Senate Foreign Relations Committee.
Wolfowitz was forced to resign in disgrace because of alleged favoritism
shown to a female Bank staffer who was his romantic partner.

Chapters 8 and 9 examine the Bank’s role in climate and energy finance,
arguably the most critical and intractable development issue facing the Bank
and the world at large as global warming accelerates. The Bank’s contradic-
tions and failures in this area mirror those of its member countries as well
as the failure of the international system to address the climate impacts of
economic growth.

Chapter 10 examines the tenure of Robert Zoellick from 2007 through
June 2012, which was characterized by an accelerated move away from
lending for specific investment projects to large loans to governments,
government agencies, and private financial institutions for budget support
or for general investment programs. Bank environmental and social safe-
guards did not apply as strongly to such loans, which reinforced the “loan
approval culture” that had undermined the quality of Bank operations for
decades. Zoellick gave still greater priority to the operations of the Interna-
tional Finance Corporation, despite both its appalling record in continuing
to finance environmentally and socially destructive extractive industries,
and internal evaluations that found that the vast majority of IFC finance
had no focus on poverty alleviation—supposedly the World Bank Group’s
core mission.

Chapters 11 and 12 describe the advent of the Bank’s current president,
Dr. Jim Yong Kim, and the disconnect between, on the one hand, his enthu-
siastic commitments to “end poverty” and to increase the Bank’s focus on
fighting global warming, and, on the other hand, the Bank’s deep-seated
institutional problems. These problems continue to undermine the Bank’s
purported goals through the pressure to lend and the growing marginal-
ization of the Bank’s hard-won environmental and social safeguards and
standards. Kim, who little more than a decade before vehemently criticized
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the Bank and the IFC, reaffirmed the IFC as a model for the rest of the Bank
despite its track record of even greater environmental and social failure
than the affiliates of the Bank that lend to governments. If the Bank is to
play a more positive role it must focus on improved governance in its bor-
rowers and itself—starting with finally changing the incentives in its own
internal culture to focus less on moving money out the door and more on
developmental and environmental quality.

The issues, the project examples, and the policy conflicts we find in the
World Bank reflect a wider battle going on throughout the world, a battle
for the kind of global society that future generations will inhabit. The basic
question is whether worldwide economic activity can be embedded in rules
and standards that can be agreed on and enforced. A global economy calls
for a global project of justice. What we call environmental sustainability
is an integral part of this project of justice, ensuring a world not just for
future human generations, but for the other living things with which we
share this small planet. If they are in danger, then so are we.



ACKNOWLEDGMENTS

THIS BOOK WOULD NOT have come about without the involvement
and superlative professionalism of the staff of Island Press. Special
thanks go to the founder and president of Island Press, Chuck Savitt, for his
initial interest and enthusiasm for the project, and to David Miller, senior
vice president and publisher. I owe a special debt of gratitude to Island’s
superb editor Emily Turner Davis, whose numerous helpful suggestions
improved the manuscript tremendously. Editing can sometimes be difficult
for an author, and Emily’s constant good cheer and thoughtfulness made
working with her a true pleasure. I am also very thankful for Island’s engag-
ing a fine copy editor, Mike Fleming, who further improved the quality of
the final text.

Special thanks go to the following individuals who very generously of-
fered to read the manuscript in parts or in whole. Their comments have
also been extraordinarily helpful: Elissa Parker, vice president for research
and policy at the Environmental Law Institute, Washington D.C.; Tamar
Gutner, associate professor of international relations and associate dean,
School of International Service, American University, Washington D.C;
and Don Babai, research associate and lecturer, Harvard University. [ alone
am responsible, of course, for the content of the book.

Last, but not least, a very special thanks goes to Brent Blackwelder,
president-emeritus of Friends of the Earth, U.S., alongtime campaigner for
environmental justice in international finance. Brent put me in touch with
Chuck Savitt to get this project rolling.

xiii






ACRONYMS

BNDES National Bank for Economic  ESSD
and Social Development

(Brazil) FCPF
BP British Petroleum
CAO Compliance Advisor/ FIAHS
Ombudsman (World Bank
Group)
CDM Clean Development FIP
Mechanism FPIC
CEO Chief Executive Officer G8
CERs Certified Emission Rights
(carbon credits) G20
CFCs chlorofluorocarbons
CIFs Climate Investment Funds G77
CIFOR  Center for International
Forestry Research GAO
CITES United Nations Convention
on International Trade in GAP
Endangered Species

CODE Committee on Development ~ GDP
Effectiveness (of World Bank  GHG

executive board) GNP
CPS Concentrated Solar Power GEF
CSOs civil-society organizations GNI
CSR Corporate Social HECE-22

Responsibility
CTF Clean Technology Fund

(largest of CIFs) HFC-23

DNA dioxyribonucleic acid
DNV Det Norske Veritas
DRC Democratic Republic of the ~ IBRD

Congo
EAs Environmental Assessments
EBY Entidad Binacional Yacyreta
ECAs Export Credit Agencies ICDPs
EIR Extractive Industries Review
ENDESA Empresa Nacional de ICOLD
Electricidad S.A. (Spain and
Chile)

XV

Environmentally and Socially
Sustainable Development
Forest Carbon Partnership
Facility

Fund for Innovative
Approaches in Human and
Social Development

Forest Investment Program
Free Prior Informed Consent
Group of 8 (nations with
eight largest economies)
Group of 20 (nations with 20
largest economies)

Group of 77 (developing
nations)

U.S. Government
Accountability Office
Government Accountability
Project

gross domestic product
greenhouse gas

gross national product
Global Environment Facility
gross national income
chlorodiflouromethane, a
gas used as a refrigerent and
plastic feedstock

super GHG produced as

a byproduct of HFCF-22
manufacture

International Bank for
Reconstruction and
Development (affiliate of
World Bank Group)
Integrated Conservation and
Development Projects
International Commission on
Large Dams



xvi

IDA

IDB

IEA
IEG

IEC

ILO

IMF
INT

P
IPIECA
IRGR

IT
IUCN

JI
MDB
M&E
MIGA
NEAPs
NGO
NTPC

OECD

OED

Acronyms

International Development
Association (affiliate of World
Bank Group)

Inter-American Development
Bank

International Energy Agency
Independent Evaluation
Group (World Bank)
International Finance
Corporation (affiliate of
World Bank Group)

United Nations International
Labor Organization
International Monetary Fund
Department of Institutional
Integrity (World Bank Group)
Internet Provider
International Petroleum
Industry Environmental
Conservation Association
Investor Relations Global
Rankings

information technology
World Conservation Union
(formerly International
Union for Conservation of
Nature)

Joint Implementation
mechanism

multilateral development
bank

monitoring and evaluation
Multilateral Investment
Insurance Agency (affiliate of
World Bank Group)

National Environmental
Action Plans
nongovernmental
organizations

India National Thermal
Power Corporation
Organization for Economic
Cooperation and
Development

Operations Evaluation
Department (World Bank)

OGP

(0)2

OPEC

PCF
PDLG

P4R
REDs

REDD

T&V

TSERO

UNCED

UNDP

UNEP

UNESCO

UNFCCC

USAID

US EXIM

WBG

WCD
WWE

International Association of
Oil and Gas Producers
operational procedure (World
Bank)

Organization of Petroleum
Exporting Countries
Prototype Carbon Fund
Participatory Development
Learning Group

Program for Results
Regional Environment
Departments

“Reduced Emissions from
Deforestation and Forest
Degradation”

Training and Visit agricultural
extension system
Transitional Support

for Economic Recovery
Operation Grant

United Nations Conference
on Environment and
Development (“Rio "92”)
United Nations Development
Programme

United Nations Environment
Programme

United Nations Educational,
Scientific, and Cultural
Organization

United Nations Framework
Convention on Climate
Change

U.S. Agency for International
Development

U.S. Export-Import Bank
World Bank Group
(comprised of IBRD, IDA,
IFC, and MIGA)

World Commission on Dams
World Wildlife Fund (U.S.);
(World Wide Fund for
Nature—Europe)



CHAPTER ONE

Tiger Talk

IN SAINT PETERSBURG it was the most glamorous event in memory, set
in an imposing nineteenth-century Tsarist palace. Supermodel Naomi
Campbell attended with her billionaire companion, real estate oligarch
Vladislav Doronin (known as “the Donald Trump of Russia”). Hollywood
megastar Leonardo DiCaprio’s first two attempted airplane flights to Rus-
sia encountered emergency delays; he scrambled to find other connections
before arriving many hours late. Harrison Ford called in via videoconfer-
ence. What lured them? They and hundreds of wildlife specialists and gov-
ernment officials were gathering in the former Russian imperial capital in
November 2010 at a summit to save the world’s tigers. Indeed, only 3,200
tigers remain alive in the wild, down from over 100,000 a century ago. In
the first decade of the twenty-first century alone, the world tiger popula-
tion declined by 40 percent." If the tigers were ever going to be saved, it was
NOW Or never.

In addition to movie stars and supermodels, the summit convened of-
ficials from the 13 Asian nations where at least traces of viable tiger habitat
remain, including the prime ministers of Nepal, Bangladesh, and Laos, as
well as another global celebrity of sorts, Chinese premier Wen Jiabao. The
stars and politicians mingled with the heads of prominent environmental
organizations, such as World Wildlife Fund.

Vladimir Putin, Russia’s prime minister, presided over the lavish gather-
ing. Indeed, he had done much to bring the summit to the town where he
began his career as a secret police official in Soviet times. Putin used tigers
to promote his tough guy image. Once, in front of television cameras, he
shot an escaped Siberian tiger with a tranquilizer gun and personally placed
a tracking collar on its neck.” He had also been given a tiger cub as a pres-
ent for his 56th birthday’ Putin’s macho persona gave the event a certain
edgy buzz. Putin hailed DiCaprio as “a real man” for his determination to
attend.* Before the assembled hundreds he quoted Gandhi, of all people,
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2 FORECLOSING THE FUTURE

to the effect that a nation’s “moral progress could be judged by the way its
animals are treated.” Putin’s apparent conversion to Gandhian principles
startled some participants as the former KGB agent continued, “Nature is
the habitat of humans, so caring for tigers and their habitat is caring for all
people.”®

Yes, it was Putin’s show, but the man who really made the summit hap-
pen was Robert Zoellick, president of the World Bank. Like Putin, Zoel-
lick was a genuine aficionado of tigers. His office was reportedly decorated
with a large map showing the destruction of tiger habitat over the past 160
years.” Unlike Putin, he headed an institution that appeared to many to
have made major progress in environmental protection, and in reconciling
economic development with ecology (i.e., “sustainable development,” as it
is called in the international development world).

Many thought Zoellick’s involvement would ensure that the tiger sum-
mit did not become one more conference producing grandiose but empty
promises. In 2009 he prompted the Bank to launch a Global Tiger Recovery
Program that aims to increase the tiger population by more than double
by 2022. The 2010 summit secured the high-level political commitment of
countries where tigers still live in the wild, as well as pledges from the richer
countries to raise $350 million to achieve the goal. The Bank itself proposed
$100 million in new loans for tiger conservation to Nepal, Bhutan, and Ban-
gladesh.® It would play a key role in coordinating the whole effort, demon-
strating the Bank’s heightened commitment to environmental protection.

If there were any international institution that had the potential to rec-
oncile economic priorities and ecological challenges, it was arguably the
World Bank. The Bank and its sister institution, the International Monetary
Fund (IMF), were founded in 1944 by the United States, the United King-
dom, and 42 other countries to serve as linchpins of the entire post-World
War II global economic system—a role they grew into over the decades and
maintain to this day. The IMF was to address financial stability in the inter-
national monetary system, and the World Bank would lend to governments
for economically productive projects, first in postwar Europe and then in
the poorer regions of the world in need of investment.

The original World Bank, known as the International Bank for Recon-
struction and Development (IBRD), was complemented in subsequent de-
cades by the creation of new, affiliated institutions. In 1956 the Interna-
tional Finance Corporation (IFC) was founded at U.S. prompting to fund
private sector development. The IBRD lent only to governments and
government agencies. In 1960 the International Development Association



Tiger Talk 3

(IDA) was established to provide loans (which the IDA called “credits”) at
very low interest rates for longer periods of time to the poorest countries
(today mainly in Sub-Saharan Africa and Southeast Asia). In 1988 the Mul-
tilateral Investment Insurance Agency (MIGA) was established to comple-
ment the IFC’s support for private-sector investment through providing
investment-risk insurance. Together, the IBRD, IDA, IFC, and MIGA are
known as the World Bank Group (WBG); they share the same president,
governance structure, and goals and can be viewed as divisions or affili-
ates of the same institution.” One hundred and eighty-seven countries are
members of the World Bank Group, and governance is exercised through
a board of 24 executive directors who oversee the president and a staft of
over 10,000; at least technically, they approve every loan and every major
policy of the institution. Over the years, voting power on the board has
been approximately proportional to each country’s contribution to the four
main WBG affiliates, such that the richer industrialized countries, led by
the United States, have always had, and continue to have, the majority of
voting shares."

The Bank was present at the creation of the modern project of inter-
national development and foreign aid, and from the beginning it has been
conscious of a leadership role in this area, continually trying to incorporate
new concerns in its policies and practices. Under the presidency of Rob-
ert McNamara (1968-81), the Bank expanded its mission from the simple
financing of productive investment projects (which its charter stated was
its main function) to include a focus on helping the poor in its borrowing
countries. Criticism of the Bank’s neglect of the environment in the 1980s
led it to attempt to make ecological sustainability an important component
of its lending decisions, articulated in a number of environmental policies
and the addition of environmentally trained staff.

Later in the 1980s and 1990s, reflecting changing political winds in its
most important donor countries, the World Bank Group put a strong em-
phasis on economic liberalization, free trade, and privatization as loan con-
ditions for many of its borrowers, a set of policies known as the “Washing-
ton Consensus.” From the 1980s to the present the Bank became a focal
point of controversy, with some claiming it actually harmed people in de-
veloping countries, and others defended it as an institution with the money,
intellectual leadership, and political clout to accelerate positive change in
the world. After all, the Bank is probably the single largest employer of
PhD development economists and specialists from the leading universities
of the world.
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The WBG’s influence comes not just from the amounts of money it
commits annually—some $57.3 billion in 2011—but also from its ability to
attract cofinancing from local governments, other international aid agen-
cies, and private banks and businesses. The cost of a typical Bank-financed
project can often be three or four times the amount of the Bank’s own
financial contribution. Further, the Bank’s stamp of approval on a project
or even on a development approach can have widespread influence on the
practices of other institutions around the globe. Finally, as a global finance
institution in which nearly all of the world’s governments participate, the
Bank has unique convening power, coordinating development assistance
for many different countries and sectors. So it is that the Bank proclaims
that “Our mission is to fight poverty with passion and professionalism for
lasting results and to help people help themselves and their environment
by providing resources, sharing knowledge, building capacity, and forging
partnerships in the public and private sectors.”"*

The Bank backs its rhetoric with billions of dollars in loans for what
it characterizes as environmental purposes. Even a casual perusal of the
Bank’s 2011 Annual Report shows that 14 percent of its new lending com-
mitments—some $6.1 billion of a total of more than $43 billion (for the
IBRD and IDA)—was dedicated to promoting “Environment and Natural
Resources Management,” more than to any other theme except “Financial
and Private Sector Development.”'?

It was this history, and the promise of the Bank’s influence, that brought
the hundreds of participants to St. Petersburg in November 2010 to witness
the strange political bedfellows Robert Zoellick and Vladimir Putin trying
to save the planet’s tigers.

Doubts

Outside the tiger summit palace there were doubts. Putin had a dismal envi-
ronmental record, to say nothing of his suppression of dissidents, growing
accusations of his sanctioning human rights violations in Chechnya, and
the unpunished murders of hostile journalists.” Right after his inaugura-
tion as president in 2000 he eliminated Russia’s Environmental Protection
Committee and Forestry Service. Russian environmentalists declared just
months before the Tiger Summit that the country’s nine UNESCO World
Heritage Nature sites were “threatened with extinction.”"

In the small world of professional wildlife conservationists, there were
party poopers who chose to decline the once-in-a-lifetime opportunity to
make tiger talk with Naomi Campbell. For example, Alan Rabinowitz.
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Rabinowitz may be the world’s best-known tiger conservationist; he has
been characterized by Time magazine as the “Indiana Jones of wildlife con-
servation” and by the New York Times as “the Dag Hammarskjold of biol-
ogy.”" Executive director of science and exploration at New York’s Wildlife
Conservation Society (formerly known as the Bronx Zoo) for nearly three
decades, more recently Rabinowitz became the CEO of Panthera, a non-
profit organization dedicated to saving the world’s endangered large cats.
When asked by the London Guardian what hopes he had about the tiger
summit, he replied, “None, and that’s why I'm not going.”'* The summit,
he explained, would be “a fiasco of more of the same” with a “preordained
agenda.” He noted that under the aegis of the World Bank all kinds of
other things were to be discussed and funded, such as allocation of tradable
carbon credits for tiger habitats, and “politically correct” programs in envi-
ronmental education and helping local communities near tiger habitats. In
frustration Rabinowitz exclaimed, “Money has not been focused on the one
thing that will save the tigers immediately, and that’s adequate protection
of protected areas [from poachers].”"”

He had a point. Growing prosperity in East Asia over the past two de-
cades has fueled a black market in tiger body parts, which are key compo-
nents of Chinese traditional remedies for ailments ranging from arthritis to
erectile dysfunction. Although the trade in tiger parts has long been banned
by the United Nations Convention on International Trade in Endangered
Species (CITES), and outlawed in China for 18 years, the price of a dead
tiger had grown to over $50,000." Given that remaining tiger habitats are
in poorer Asian countries (India alone has more than half of the world’s
remaining tigers), one can understand how these huge illegal market incen-
tives easily overwhelm well-meaning attempts to improve rural livelihoods
or provide local environmental education—certainly worthy causes, but,
as Rabinowitz notes, they will not save the tigers, pushed to the edge of
extinction by increasingly lucrative poaching.

Indeed, poaching drives massive corruption in the administration of
protected areas, especially in India. A Kathmandu-based World Wildlife
Fund expert, Bivash Pandav, appeared to the Guardian’s Patrick Barkham
“to sound close to despair” after visiting tiger habitats in 11 countries over
four years. Although the highest-level officials in India, including the prime
minister, may be sincere, Pandav asserted, still the protected-area admin-
istrators are often corrupt, and there is no accountability; in fact, they are
often promoted.” In some cases they provide false figures about the tiger
populations in the parks they administer. In one of India’s most famous
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tiger reserves, Sariska, in Rajasthan, local park administrators continued to
report a tiger population even after the animals were totally exterminated
by poachers, with the officials’ complicity.” The park is also threatened by
illegal mining operations.”" Unfortunately, this is not simply a case of a few
crooked miscreants, or even of special problems with wildlife officials in
India or elsewhere. Over the past 20 years there has been an explosion of
corruption in developing countries (and also in richer countries), which has
undermined international development aid in many sectors, and particu-
larly in risk-prone, environmentally important areas—forestry, mining, oil
and gas development, large infrastructure projects such as big dams, and
international carbon trading, to name just a few.

Putin’s Russia provides another example. From World War II to 1990,
the Soviet government rigorously enforced anti-poaching laws and main-
tained a closed border with China, allowing the Siberian tiger population to
recover from near extinction—perhaps only 30 or 40 individuals—to over
400. The post-Soviet collapse of governance into Mafia capitalism, coupled
with the growing demand from China for tiger parts and an impoverished
Siberian rural population, have now combined to threaten the tigers; 20 to
30 are being poached a year.”

What role could the World Bank play in addressing the forces of cor-
ruption and poor governance—was it part of the solution, or complicit in
making things worse, or both—or were these problems simply too over-
whelming for any one institution to make a difference?

The World Bank’s sponsorship of the tiger summit led some prominent
conservationists in India, where the battle for tiger survival will arguably
be won or lost, to denounce the Bank as a continued threat to the environ-
ment in South Asia and elsewhere. Bittu Sahgal, editor of one of India’s
most prestigious wildlife publications, Sanctuary, claimed that the Bank had
“left a trail of ecosystem destruction behind virtually every large project it
has financed. . . . Tigers survive [in India] largely in the precise areas where
World Bank money has been kept at arm’s length. . . . While they say they
want to help tigers, they are simultaneously cajoling the India government
to accept loans in excess of $1 billion for highways and mines that will de-
stroy tiger and wildlife habitats.”*

At the tiger summit Zoellick pledged that the Bank would not finance
projects that would harm tiger habitats.

Zero for Twenty?

In fact, in 2011 the Saint Petersburg meeting led President Zoellick to
ask the World Bank’s own internal quality-control unit—known as the



Tiger Talk 7

Independent Evaluation Group (IEG)—to conduct a review of 20 major
World Bank-supported development projects in or near tiger habitats.
Approved between 1994 and 2004, these projects included road building
and highway improvement, as well as agricultural and forest development
schemes. The IEG reports directly to the Bank’s board of executive direc-
tors and conducts audits of completed projects, in addition to evaluating
performance in whole sectors, such as energy or environment. The IEG’s
findings are supposed to ensure that the Bank learns from experience and
that errors are not repeated. It was established in the early 1970s under
a different name, the Operations Evaluation Department (OED), under
threats from the U.S. Congress not to approve appropriations for the World
Bank unless it instituted an internal quality-control and institutional learn-
ing function.*

The IEG tiger study found that three-quarters of the projects it exam-
ined directly threatened tiger habitats; and two-thirds also created, or were
exposed to, indirect threats. For example, a project could induce poor farm-
ers and loggers to move into the habitat areas, or actually catalyze poach-
ing. In the planning phase, only 11 of the 20 projects adequately applied
the World Bank’s environmental policies, and less than half prepared any
proposals to deal with the indirect impacts.

The end result was still worse: only three projects could show that ef-
fective measures had actually been carried out to prevent direct harm to
protected habitats and species, and none could demonstrate any success in
dealing with the more serious indirect threats and pressures that threatened
tigers.” Even for three projects in India, Vietnam, and Indonesia that were
expressly designed to promote conservation of tiger habitat as well as local
community development, the bottom line was failure: “This balancing act
proved very difficult to achieve in practice, demonstrating the inseparable
link between good governance and biodiversity conservation.”* And indeed,
during the study period the tiger population decline actually accelerated in
the countries where the 20 projects were located, particularly in India.

The study appeared to confirm the complaints of the critics. Bank-
funded projects were harming tiger habitat despite existing environmental
policies, which appeared in many cases to be ignored. Even more signifi-
cantly, the Bank’s policies—even when followed—could not protect against
the major causes of environmental destruction, such as illegal trafficking:
“Addressing these issues requires policies and programs at national and in-
ternational levels.””

The past two decades have seen weakening governance and growing
corruption in many developing countries—which some claim has only
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been exacerbated by World Bank policies. During the 1990s and much of
the 2000s it was none other than the Bank and its sister institution, the
International Monetary Fund (IMF), that promoted privatization, deregula-
tion, and global integration of markets, policies that had fostered prosper-
ity for some, including many in Asia, but also greater inequality. Much of
the economic growth that ensued was commodity intensive, unleashing
other darker, more-brutal international market incentives to pillage envi-
ronmental assets, incentives that increasingly seemed to overpower all ef-
forts to constrain them.

The 2011 IEG tiger report identified troubling perversities that critics
maintained had characterized much Bank lending over the past 20 years:
the Bank’s negligence in carrying out its own environmental policies, the
inability or unwillingness of borrowing governments to adhere to these
policies, and a systematic weakness of governance in many countries
(which is a polite way of referring to pervasive corruption). In fact, some
critics alleged that the Bank itself was rife with bad internal governance and
truly perverse, powerful, unwritten incentives to move money out the door
at the cost of project quality. Prioritizing loan quantity above all else meant
not just a lack of attention to ecological concerns, but also negligence of
basic fiduciary duties—such as ensuring that the money lent is not stolen.*

There were others in India, the World Bank’s biggest borrower ($88
billion since 1945, about 11 percent of its total cumulative lending),”” who
had an even more damning critique: the Bank’s entire lending program for
the country did more harm than good, hurting both the environment and
the poor.

Nothing Good from the World Bank?

In September 2007, more than 700 people from all over the subcontinent—
villagers, farmers, students, and local advocates—came to Delhi for a mam-
moth week-long investigative tribunal to examine the World Bank’s social
and environmental record. One hundred and fifty representatives of com-
munities claiming to be adversely affected by Bank projects and policies
presented testimony before a “jury” that could hardly be dismissed as mar-
ginalized radicals: it included the first woman to be appointed chief jus-
tice of an Indian state (Kerala), a former justice of India’s Supreme Court,
and a former justice of the High Court of Mumbai. Others judging the
World Bank’s record included the most internationally renowned historian
of ancient India (Romila Thapar), a distinguished economics professor, and
Booker Prize—winning author Arundhati Roy.”’
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The 28-point indictment of the tribunal and the “jury” asserted that the
Bank had actively helped to weaken Indian environmental law to benefit
large corporate investments. It attacked the Bank for financing the privati-
zation of power, water, education, and health, and for its promotion of user
fees for these services, making them unaffordable for India’s poor and lead-
ing to their “deepening deprivation.” It lambasted the Bank’s support for
carbon trading as subsidizing a private market for selling greenhouse-gas
emissions that “in practice is doing nothing to reduce them.” “Our conclu-
sion based on these testimonies,” the tribunal wrote, “is that the majority
of World Bank-sponsored projects do not serve their stated purpose, nor
do they benefit the poor of India. Instead in many cases, they have caused
grievous and irreversible damage to those they intend to serve.”!

Several prominent economists who had worked at the Bank for years
have been no less withering in their analysis. Take Herman Daly, who
worked at the Bank from 1988 through 1994. Daly is famous worldwide
as a proponent of ecological economics; for Daly our world economic sys-
tem, based as it is on an assumption of limitless growth, is on an ultimate
collision course with the ability of the Earth’s ecological systems to sustain
human populations. In his view, national economies, as well as the world
economy itself, will have to adopt totally different goals and values, namely
those of a steady state in terms of traditional material growth and the use
of resources. A steady-state economy would not preclude development in
the sense of technical progress and social welfare. It was a credit to the
World Bank at the time that they employed him. But in a September 2011
interview Daly was brutally blunt. He observed that at first he thought that
he and the Bank’s environmental staff “at times were being persuasive. But
eventually I came to believe that it was really a lost cause and mainly win-
dow dressing.” In his view the fatal flaw was the ideology of free-market
growth, espoused by many economists and most Bank staff like the defin-
ing creed of a religious cult. “T don’t expect,” he stated, “anything good
from the World Bank.”*

One of the Bank’s top research economists for 17 years, William East-
erly (now a professor of economics at New York University), wrote a book
in 2001 concluding that every approach to economic development the Bank
had undertaken since the 1950s had failed.” He was forced to resign after
making the mistake of further publishing his findings as an op-ed piece
in the Financial Times.’* One of his main conclusions was that top-down,
centralized institutions like the World Bank, with pretensions to global
knowledge, global plans, and global solutions, inexorably fail. In 2007 he
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described the World Bank as the “High Church of Development.” Dead
serious, but also with black humor, he wrote: “A dark ideological specter is
haunting the world. It is almost as deadly as the tired ideologies of the last
century—communism, fascism, and socialism—that failed so miserably. It
feeds some of the most dangerous trends of our time, including religious
fundamentalism. It is the half-century-old ideology of Developmentalism.
And it is thriving.”®

Harvard professor Lant Pritchett worked for nearly 20 years at the
World Bank, from 1988 to 2007, co-authoring a number of key policy docu-
ments in the early 2000s. In September 2010, at a seminar sponsored by the
Bank, he let loose. “Economic analysis played zero role in financing deci-
sions [at the Bank],” he declared. “To stop projects was a career killer.”*
He was reported to “liken the World Bank to a coalition of single-interest
groups,” observing “that entrenched single-issue advocacy groups [within
the Bank] defend their political entitlement to finance their sectors, too of-
ten without adequate economic rationale.””’

Easterly and Pritchett contend that the Bank only pretends to use rigor-
ous economic analysis in designing its loans—in reality, the focus is on get-
ting the money out the door, and the various Bank policies and procedures
are window dressing. For Herman Daly the argument is not about reform-
ing the Bank to be made more effective in promoting economic growth—
rather, the whole ideology of growth is a dead end.

As we shall see in the course of this book, both analyses are correct, and
on a deeper level not contradictory: the Bank’s perverse internal incentives
are a fundamental problem, and the global environment cannot be sus-
tained without challenging the ideology of limitless economic expansion.

Environmental Failures

Despite the billions the World Bank reported it was lending for environ-
mental and natural-resources management, allegations proliferated in the
2000s that it was more of a menace to the global environment than a solu-
tion. These accusations percolated upwards from nongovernmental groups
to governments and parliaments.

In June 2011 the United Kingdom House of Commons Environmental
Audit Committee lambasted the Bank, calling into question the environ-
mental impacts of the Bank’s lending for agriculture and forestry, as well
as extractive industries such as mining, oil, and gas.”® The Committee re-
counted that “witnesses highlighted several examples including support for
asparagus cultivation in Peru which has resulted in fast depletion of ground
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water, investments which encourage extensive exploration in the Amazon
region for oil and gas for export, and support for offshore oil exploration
off the coast of Ghana which would dump the drilling waste at sea.” The
committee chair, Joan Walley, declared that “the World Bank should not as-
sume continued support [from the UK] unless it changes its ways.”*’

The Commons Environmental Audit Committee’s biggest concern was
what it characterized as the Bank’s climate-destroying energy portfolio,
particularly shocking given that major donor countries to the Bank had
contributed many billions of additional funds to mitigate global warming
by reducing carbon-intensive energy use in developing nations.

In recent years the Bank claimed to have made fighting climate change,
which many scientists believe is the world’s gravest ecological challenge,
a top environmental priority. Under Zoellick the World Bank positioned
itself to be the world’s leading public climate banker; in 2008 industrialized
countries chose it to administer some $6.7 billion in new “Climate Invest-
ment Funds” to finance clean, low-carbon energy in developing countries
as well as to assist poorer countries in adapting to global warming that
is already occurring. Later, at the Cancun, Mexico, international climate
treaty negotiations in 2010, the richer industrialized countries also chose
the World Bank to manage as interim trustee the first $30 billion of a Green
Climate Fund, which is supposed to disburse $100 billion a year by 2020.
Additionally, the Bank was a pioneer in jumpstarting the global carbon
market: in the decade starting in 2000, with support from rich countries, it
established 13 global funds with over $3 billion of assets to promote global
trading of carbon-emission-rights offsets.*

All of this new climate money was managed by the Bank outside its
much larger main lending portfolio. The environmentally minded British
Members of Parliament seemed to think that giving more money to the
Bank for climate mitigation was throwing good money after bad. “The
current state of the World Bank’s lending to support fossil-fuel-powered
energy generation is unacceptable and counterproductive,” the commit-
tee asserted.”” In 2010 alone the Bank’s total energy lending totaled about
$10 billion, of which roughly $6.5 billion was for fossil fuels, and only $3.5
billion was for energy efficiency and renewable power such as wind, solar,
geothermal, and small hydropower. The Bank inflated these 2010 green
power figures by counting disbursements from these separate donor cli-
mate funds—by one estimate between $520 and $870 million.*

In fact, from 2007 to 2010 the Bank lent as much for coal-fired power de-
velopment—coal being the most carbon-intensive of all fuels—as the total
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amount donors put into the Climate Investment Funds.* It financed two
giant coal plants in India and South Africa that will be among the 50 biggest
sources of greenhouse-gas emissions on Earth. The South African plant,
Medupi, will be the fourth-largest coal plant on Earth, and its annual GHG
emissions will exceed those of 135 of the world’s 212 nations.*” Thus it was
no surprise that the UK House of Commons committee concluded that
“the World Bank is not the most appropriate channel for future UK climate

finance. It undermines our low-carbon objectives.”*

A Decade of “Mainstreaming the Environment”

Was there indeed a pervasive culture of perverse incentives at the Bank—all
the more pervasive, in fact, because it was unwritten?

The Bank’s own internal studies over the years revealed that the institu-
tion’s environmental failures were often rooted in deep-seated patterns of
behavior. A year before the Tiger Summit, in 2009, the Independent Evalu-
ation Group made a damning assessment of the Bank’s record of sustain-
able development. Its institution-wide Environmental Strategy, launched in
2001, was supposed to go beyond a “do no harm” agenda, which in theory
was already achieved by the Bank’s environmental procedures and safe-
guards. (The reality was quite different, as the study of projects affecting
tiger habitat shows). The strategy proclaimed that the next step would be
“mainstreaming” environmental concerns into all of the Bank’s lending:
for example, into its infrastructure, agriculture, and forestry projects. The
IEG concluded that since 2001 “preliminary indicators suggest that main-
streaming has decreased in some sectors, such as agriculture, energy and
transport. . . .”¥

Environmental components of projects were, on average, less success-
ful than other aspects of Bank lending. “The Bank’s record on environmen-
tal stewardship has been uneven,” IEG concluded with typical understate-
ment. In fact, it found that the Bank only attempted to systematically track
the results of about one-quarter of all the environmental projects it was
involved in.*

To understand what really drove the Bank’s environmental failures,
whether it was inadequate monitoring of its projects, or lending for big
projects without proper consideration of environmental safeguards, the
IEG singled out a finding that internal Bank reports and external studies of
the institution had emphasized for many years. Like a Greek chorus, these
studies had bemoaned for over two decades the Bank’s pervasive “culture
of [loan] approval”—the drive to get projects launched. This has resulted
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in tragedies for the environment and for some of the poorest people on
Earth. “Staff and management performance evaluations depend greatly
on project approvals,” the IEG observed. “If it were known that approvals
depended on having solid information on the results of similar projects, behavior
might change significantly”* (emphasis added). The IEG report went on: “In-
ternal incentives favor projects with large commitments [of money], which
can disadvantage environmental initiatives.” Managers and staft preferred
large infrastructure, for example, for electric-power generation, rather than
energy-efficiency investments.”

Bank finance for environmental purposes had increased in recent years,
mainly because, as noted above, rich industrialized countries chose the
Bank to administer special new funds dedicated to the environment, funds
that were technically not part of the institution’s main lending portfolio but
that were used in practice to top it off.”

Such findings were old news, and they raised troubling questions about
the credibility of the Bank as an international development institution and
as a trustee of public money. Yet, as we shall see in later chapters, the Bank’s
donor countries, and especially the borrowers, were not particularly inter-
ested in changing this state of affairs.

A Global Suicide Pact?

It would be unfair to blame only the World Bank, which, after all, is a mi-
crocosm of global society’s geopolitical and environmental contradictions.
And for that very reason, the Bank offers a disturbing picture of where our
world is going. Before criticizing the Bank on its record in fighting global
warming, one might first scrutinize its largest donor, the United States,
whose inability to take action domestically was as important an obstacle as
any to an effective international agreement on climate change.

The Bank, responding to demands from both developing and some do-
nor countries, had gradually given its borrowing countries more decision-
making power on its Board; in particular, China, India, Brazil, and South
Africa had grown in influence, corresponding to their increasing economic
clout.”? But India and China, backed in solidarity by all the other developing
nations, objected to any limits on their borrowing for fossil-fuel projects,
including new coal-fired power plants. It was the Indian and South African
governments that asked for the huge loans for giant coal plants, arguing
that they were poor countries and coal was the cheapest fuel for generat-
ing electricity. Why should they bear the cost of fighting global climate
change, when the richer industrialized countries had achieved their wealth
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through the burning of cheap fossil fuels? Who was the United States to
lecture them on the board of the World Bank about reducing greenhouse-
gas emissions?

Developing, borrowing countries resented conditions on development
aid as a matter of principle—something they had reiterated countless times
in various fora of the United Nations since the 1960s. Environmental poli-
cies had been part of the Bank’s conditions for lending since the 1980s—in
theory, and partly in practice. But for decades a significant number of Bank
staff viewed the procedures as impediments to efficiently preparing projects
and getting loans approved by the board of the executive directors—that is,
such procedures, to cite Lant Pritchett, were “career killers.” Indeed, some
characterized the procedures as cumbersome obstacles preventing the
Bank from moving forward more effectively in its grand mission of helping
the poor.”® Many government officials in the Bank’s borrowing countries
tended to agree.”® The environment, local and global climate, the Earth’s
ecosystem services, and the poor who depend most directly on these ser-
vices had no powerful constituency within the World Bank, nor among
most of the politicians and economic power brokers of the world. True,
the Bank had its environmental staff, just as many nations had their envi-
ronment ministries or departments, and environmental nongovernmental
organizations have proliferated around the world over the past 30 years. But
the history of the past decades had also shown the limits of their influence.

Corruption has undermined not just environmental projects and pro-
grams, but the whole development effort. Yet major borrowers from the
Bank have resisted more-stringent controls on Bank lending as an infringe-
ment on their sovereignty. Some donor countries have been less than en-
thusiastic about pursuing corruption allegations, since their companies are
often beneficiaries of it. And this is just one of many examples of how
disagreements within and among the Bank’s member countries have played
out in debates over lending priorities.

Such contradictions were legion, and thus it is perhaps not a surprise
that they would sometimes be concentrated in the world’s leading public
international financial institution, with 188 member nations.

The Bank asserted that its policies were promoting economic growth to
achieve poverty alleviation, but many claimed the actual result was acceler-
ating environmental deterioration and increasing inequality. To address en-
vironmental degradation caused by growth, the Bank claimed the answer
was still more growth—albeit “sustainable growth.”” The Bank’s key inter-
locutors in many borrowing countries shared the same vision, and indeed
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in many cases had themselves worked at the Bank. The findings of the 2007
independent tribunal on the World Bank in India eloquently articulated the
crux of the problem: “It became apparent in the course of these delibera-
tions that in India there is little difference between the thinking of its policy
makers and the World Bank. We hold the Indian government equally re-
sponsible and call for a reversal of its policies.” In fact,

Detailed evidence was presented to show how former World Bank
staff have occupied the key positions within the Indian Finance Min-
istry, the Reserve Bank, and Planning Commission for the past few
decades, particularly since the early 1990s. The World Bank routine-
ly gives lucrative consultancies and other honoraria to government
policy makers to influence policies. This system creates serious con-
flicts of interest. . . ."The World Bank has very carefully nurtured
India’s policy elite, who owe more to this international institution
than to the Indian people.”

The lack of coherence in the Bank’s policies and projects, often work-
ing at cross purposes (for example, financing new coal plants even while
administering new funds to mitigate climate change), only reflected still
crasser contradictions in the policies of its member states. The same coun-
tries that pledged to support the Bank’s Tiger Initiative in Saint Petersburg
played a hypocritical game in other international fora. In 2010, just months
before the summit, at a meeting of the Convention on International Trade
in Endangered Species, China and India opposed a proposed resolution for
improved reporting on cases of tiger poaching. China is reported to have
asserted that the suggested compliance measures of CITES were “a danger-
ous precedent.”® At the tiger summit Chinese premier Wen Jiabao vaguely
declared that “all countries should crack down on poaching and illegal trade
of tigers,” and then skipped the final press conference of the other heads of
state present at the summit.”

The biggest disconnect of all was that between the growing scientific
evidence of increasing destabilization of the Earth’s ecosystems linked to
the world economy, and the inability of the world’s political leaders and
key economic institutions to think beyond their own immediate interests.
The self-serving culture of loan approval at the World Bank and the short-
term economic and political interests of businesses, traders, and nations
all meld into an irrational global system that is careening toward its own

destruction.
* % Kk
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One would not think of UN secretary-general Ban Ki-moon as an excitable
man, prone to hyperbolic public outbursts. In fact, secretaries general are
chosen for their discretion and ability to avoid moral condemnations of the
ubiquitous hypocrisies of the UN’s member governments. But in 2011 at
the World Economic Forum in Davos, Switzerland (the annual global poli-
cy potlatch of many of the world’s leading financiers, business moguls, and
statesmen, with a sprinkling of respectable—that is, non-confrontational—
nongovernmental groups), he finally could no longer contain himself:

For most of the past century, economic growth was fueled by what
seemed to be a certain truth: the abundance of natural resources.
We mined our way to growth. We burned our way to prosperity.
We believed in consumption without consequences. These days are
gone. . . . Over time, that model is a recipe for national disaster. It is
a global suicide pact.®® (emphasis added)

The secretary-general asked governments for “visionary recommen-
dations” that would feed into the June 2012 “Rio Plus 20 United Nations
Conference on Sustainable Development.”®' Twenty years earlier, in 1992,
representatives of 172 nations, including 118 heads of state, had gathered
in Rio de Janeiro at the “Earth Summit” to attempt to reconcile economic
development with sustaining the global ecosystems on which all societies
depend. Scientists had already been sounding the alarm over accelerating
global warming and the worldwide destruction of species and forests for
over a decade. In June 2012 another UN-sponsored global gathering would
take place to evaluate progress and chart a way forward.

Let us look back on those days in Rio at the “Earth Summit.” After all,
it was an attempt to forestall the ecological “global suicide pact” that the
secretary-general would warn the nations of the world about. It was also
a time when the Bank put into effect some of the most important institu-
tional reforms since its founding. These reforms were intended to address
widespread international criticism of its neglect of environmental and so-
cial concerns in its lending—and remedy the lack of accountability to the
very people, the poor in developing countries, that it claimed it existed to
help. And let us examine the subsequent role of the World Bank, arguably
the international institution most capable of addressing what were, in 1992,
new environmental priorities.



CHAPTER TWO

Present at the Creation

THE YEARS LEADING UP TO THE 1992 Rio de Janeiro Earth Summit were
increasingly uncomfortable ones for the World Bank, besieged by
growing international criticism of the environmental and social impacts of
its lending. Large infrastructure projects supported by the Bank, including
dams, plantations, mines, and oil wells, became issues of local and global
controversy. In poor countries, local communities began to protest develop-
ment that threatened the forests, fisheries, and agricultural lands on which
they depended. Throughout the world, growing evidence of global warm-
ing heightened concerns about greenhouse-gas emissions and the destruc-
tion of tropical forests." Scientists spoke up and civil-society movements
grew, with varying degrees of response from national governments.

In the late 1980s such criticism, particularly from the U.S. Congress,
translated into political pressure for the Bank to change or see its funding
imperiled. Reforms were launched in 1987, with admission of the Bank’s
then president, Barber Conable, that “the World Bank had been part of
the problem in the past.”” And indeed, Conable’s Bank delivered, for the
first time, major institutional resources to address ecological concerns. The
reforms continued under his successor, Lewis Preston, who was president
from late 1991 through May 1995.

The environmental staff increased from five in 1985 to 270 in 1990—
around 6 percent of total staff resources. In 1991 a new, more rigorous
environmental assessment policy for proposed Bank projects was promul-
gated, strengthening a weaker policy that had theoretically been in force
since 1984. That same year the Bank issued a new policy that it would not,
under any circumstances, finance commercial logging in primary tropical
moist forests. > Environmental organizations viewed the ban on lending for
logging as a great victory.

Lending for environmental purposes increased from merely $15 mil-
lion in 1985 to $180 million in 1990 and $990 million in 1995. Similarly,
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the Bank’s prodigious research-paper mill went into overdrive, the number
of reports on environmental themes increasing from 57 (out of a total of
1,238) in 1985 to 408 (out of 1,760) in 1995. Even today it would be hard
to find a university or think tank that produces over 400 environmental re-
ports a year; in fact the Bank became “arguably the largest center for such
research in the world.”*

The public commitment to “mainstreaming” the environment into all
Bank activities began in the early 1990s, and by 1995 the Bank was already
declaring victory in a report entitled “The World Bank and the Environ-
ment Since the Rio Earth Summit: Mainstreaming the Environment.”™ The
Bank initiated the preparation of National Environmental Action Plans
(NEAPs) by almost all of its borrowing nations and moved to make envi-
ronmental concerns a key part of its master loan-strategy documents for its
borrowers, the Country Assistance Strategies.®

Throughout the early 1990s, the World Bank tried to reinvent itself as
an institution where the environment was a major priority. In the words of
the Bank’s own half-century history, “at least in principle, environmental
sustainability joined economic growth and poverty alleviation to form the
core objectives for Bank work.”” But a number of deeply rooted institution-
al contradictions were present at the creation, or re-creation, of the Bank as
an institution of “sustainable development,” contradictions that proved to
be extraordinarily persistent over the next two decades.

“A Very Small Tail Wagging a Very Nasty Dog”

In the autumn of 1989, France, Germany, and several other nations asked
Bank management to establish a new fund for environmental projects in
developing countries.®* The French and Germans in particular indicated
they would be willing to put substantial new financial contributions into
such a program. The Bank’s senior management showed little enthusiasm
for the idea initially, in part because they feared that donors would substi-
tute contributions to a global environmental fund for their contributions
to the International Development Association (IDA).” IDA, which lent to
the poorest countries, had to be replenished with tens of billions of dollars
every three years by the richer countries, since unlike the IBRD, its loans
(technically called credits) charged no interest and had very long repayment
periods of decades—in effect, IDA credits were mostly grants once infla-
tion was figured in. But once the Ninth IDA Replenishment was agreed on
in December 1989, Bank management leaped to formulate a proposal. In
1991 the Global Environment Facility (GEF) was established as a three-year
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pilot program housed in the World Bank. It was financed by the richer do-
nor countries, with $860 million in a Global Environmental Trust Fund.°

From the beginning, the GEF had the mandate of providing grants to
cover the so-called incremental, additional costs for projects in developing
countries that would bring global environmental benefits. For example,
building a solar array or wind farm would be more expensive than a coal
plant that would produce the same amount of electric power, but would
bring global environmental benefits through reduced carbon emissions;
the GEF would finance the difference in the cost. The Bank emphasized
“global” benefits in the hopes that rich donor countries would feel they, too,
were getting something out of the extra expense. The program’s four ini-
tial priorities were global warming, biodiversity, international waters, and
ozone depletion. The GEF trust fund was administered by the World Bank
as trustee, but there were three “implementing agencies”—the Bank, the
United Nations Development Program (UNDP), and the United Nations
Environment Programme (UNEP). The Bank would house the GEF Sec-
retariat and manage the lion’s share of the funds for so-called investment
projects, UNDP would develop smaller technical-assistance projects, and
UNEP was to provide scientific guidance."

The pilot GEF embodied a number of problems that would become
much more important in subsequent years as other international funds
were established to address global environmental issues, most notably cli-
mate change. For one thing, defining with any precision or consistency
what the “incremental” or “additional” costs would be in a given project
could prove complicated. Would, for example, GEF grants for a wind farm
or solar power unit in China be additional or incremental if the government
was planning to build and finance it anyway?—certainly the case in terms
of China’s central planning targets. The baseline of what governments and
project proponents claimed they were already going to do or not do with-
out GEF finance was wide open to manipulation.'

Moreover, if, for example, a particular forest were to be protected un-
der the GEF say in Brazil, and a non-protected adjacent forest area was
then logged, was the GEF really bringing any additional global benefits?
This was the so-called leakage problem, i.e., that piecemeal environmen-
tal measures in the area of climate mitigation or forest protection would
only push destructive activities into other areas. The Chinese would gladly
take the subsidy for the wind farm that they otherwise would have paid for
themselves and use the freed-up money to help finance another coal power
plant; loggers would simply move from the newly protected forest area to
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deforest an unprotected area in the same country. Leakage could occur not
just within a country but among countries—the loggers would move from
Brazil to Peru, etc.

Years later, in 1998 and 1999, GEF-commissioned reports concluded
that the entire GEF project-approval process was still widely unpredictable
and inconsistent. Coherent criteria for calculating incremental costs were
largely lacking, and in biodiversity projects it was practically impossible
to distinguish between so-called global environmental benefits and local
ones."”

The pilot GEF was a donor-driven and -controlled initiative, lodged in
the World Bank, also controlled by rich industrialized-country donors. For
this very reason it was initially unpopular with the developing countries
(organized in the United Nations as the Group of 77, or G77), who were
hoping that at the upcoming 1992 Rio Earth Summit new environmental
funds would be established outside the World Bank, with a UN-like gov-
ernance structure (for example, one country one vote, not one dollar one
vote) in which they would have a larger say." The donors had launched the
GEEF precisely with this eventuality in mind, so that in Rio the proposed
new green fund would already be a fait accompli.

There was also a larger concern, raised by nongovernmental organiza-
tions (NGOs), that the new GEF would throw good money after bad, that
it would be used by the World Bank to cover the external costs of the envi-
ronmental harm of its own projects—costs that the Bank’s environmental
policies required to be covered by the project itself. There was some evi-
dence that this was indeed happening, such as in the case of a Bank logging
expansion project in the Congo that was bundled behind the scenes with
a World Bank-implemented GEF “wildlands protection and management
project.””

Some observers hoped the GEF might serve as an environmental Trojan
Horse to help green the institution, the theory being that the lure of bun-
dling green grant money with Bank loans would also improve the projects
financed by the loans. But in the words of political economy author Susan
George, the GEF was “a very small tail wagging a very nasty dog.”"¢

Sheer Fantasy

In June 1992, the largest diplomatic gathering in history took place in Rio
de Janeiro—the United Nations Conference on Environment and Develop-
ment (UNCED), with 30,000 participants, including 118 heads of state. The
summit was held on the twentieth anniversary of the first global conference
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to examine environmental issues, the 1972 Stockholm United Nations Con-
ference on the Human Environment. Many developing nations at Stock-
holm saw the environmental issue as something that threatened to divert
aid funds away from projects to promote economic growth; they insisted
that existing development assistance not be reallocated but that completely
new, additional funds be contributed by the richer countries for any envi-
ronmental projects they might undertake.” In the words of India’s then
prime minister, Indira Gandhi, “poverty is the worst form of pollution.”
The differences were in part papered over, and Bank president Robert Mc-
Namara made a stirring keynote speech proclaiming the inextricable con-
nection between the environment and economic development. After the
speech, though, it was all downbhill. The Bank created an exiguous internal
environmental unit that had virtually no impact on the institution’s opera-
tions from the 1970s through much of the 1980s."

Nonetheless, the 1972 conference can probably be seen as a marker for
the beginning of the modern international environmental movement, as
reflected both in civil-society organizations and in attempts at intergovern-
mental cooperation.” Stockholm did lead to the creation of the United Na-
tions Environment Programme (UNEP), but in its first two decades it was a
weak agency with a small budget and very limited influence.

Twenty years later at UNCED, the same North-South divisions on the
environment persisted. The G77 wanted foreign aid to increase, and they
maintained that any new commitments to environmental purposes on their
part should be financed with still more additional funds from the richer na-
tions—funds preferably not managed by the World Bank, in which they
felt they had little decision-making power. Moreover, developing countries
had objected for decades to the strings attached to Bank loans—e.g., that
they undertake domestic changes in policy, that they reduce budget expen-
ditures or increase taxes, that they target development aid to the poor, etc.
And they especially disliked the Bank’s newest environmental conditions,
which, they argued, infringed on their sovereignty over their own natural
resources.” These official positions largely ignored their own responsibility
for ecological destruction that had spurred growing protest movements in
major developing countries.

The most important outcome at UNCED was the negotiation and sign-
ing of two new international conventions—the United Nations Framework
Convention on Climate Change (UNFCCC) and the Convention on Biodi-
versity (CBD). A restructured GEF would finance activities under the two
treaties. Under the UNFCCC the richer industrial nations (so-called Annex
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I nations) committed to reducing their climate change emissions by 2000 to
1990 levels; they also agreed to provide financial and technical assistance to
developing (Annex II) countries to help address climate change.

There was one bow to the concerns of the Annex II countries: the GEF
was reorganized with a new governance structure, which required dual
60 percent majorities of votes by both industrialized and developing na-
tions for decision making.*' A new operating charter was drawn up, the
Instrument of the Restructured Global Environment Facility, which was
approved by 73 countries in March 1994 and adopted by the three imple-
menting agencies (World Bank, UNDP, UNEP).* The restructured GEF
was in practice still largely a World Bank operation, with the Bank acting as
trustee for all GEF funds and administering most of the GEF money as the
investment project manager. The core GEF funds have never been large in
comparison to the annual lending commitments of the World Bank Group.
For the period 1994 through 1998 the GEF Trust Fund received around
$400 million a year in comparison with Bank lending averaging over $20
billion annually during the same period.

Other initiatives coming out of UNCED proclaimed ambitious goals,
with little practical impact on economic development patterns or environ-
mental deterioration. Like most UN conferences it produced a legally non-
binding declaration—the Rio Declaration—in which, among other things,
the rich countries pledged to increase their foreign aid to a level of 0.7 per-
cent of Gross National Product (GNP), the same promise they had made in
Stockholm 20 years earlier and subsequently ignored. Attempts to negoti-
ate a treaty on the management and conservation of forests floundered on
the objections of leading developing countries such as India and Malaysia,
resulting instead in a document with no legal status whatsoever, a “non-le-
gally binding statement” of forest principles.”

More exceptionally, the participating nations all solemnly approved a
nonbinding 800-page document called Agenda 21, a global environmen-
tal and development agenda for the twenty-first century. The document
included a multitude of grandiose political and moral exhortations, many
of which the signatory governments had no serious intention, nor in
most cases even the capacity, to carry out. For example, the Secretariat of
UNCED estimated that implementing Agenda 21 in developing nations for
the period 1993-2000 would cost over $600 billion a year, including about
$125 billion from the rich industrialized nations. This was on top of exist-
ing and promised future increases of aid to 0.7 percent of GNP in the Rio
Declaration.” Not only were these amounts sheer fantasy, but the total of
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all development aid from the rich countries actually declined on average in
the years following the Earth Summit.”” The UNCED elephant gave birth in
the end to a financial mouse, the reconstituted GEFE, and even the GEF was
not new, since it had already been up and running as a pilot scheme in 1991.

Agenda 21 was a predecessor of the Millennium Development Goals—a
set of ambitious development, public health, and environmental goals to
be reached by 2015 that was agreed on by 189 nations at a huge “United
Nations Development Summit” in 2000.* In its financial ambitions it also
anticipated calls from the United Nations in the 2000s for over a hundred
billion dollars a year in new and additional funds (i.e., beyond the never-
realized 0.7 percent of GNP for core development assistance) from the rich
countries for climate mitigation and adaptation in developing countries.

It was not an encouraging precedent.

The Culture of Loan Approval and New Reforms

June 1992 was a watershed month in the history of the World Bank. It
emerged from the Rio Earth Summit with a financial prize—practical con-
trol over most of the restructured GEE But just days after the conclusion of
the summit, two major controversies came to a head, scandals that raised
profound questions about the Bank’s ability to manage the many billions
entrusted to it.

Since the late 1980s, international headlines had detailed the plight of
more than 200,000 poor Indian farmers and tribal people who were threat-
ened with forcible resettlement to make way for a Bank-financed dam on
India’s longest westward-flowing river, the Narmada. The Indian govern-
ment and the World Bank had failed to carry out critical environmental
plans and basic resettlement measures for the Narmada Sardar Sarovar
project. The headmen and leaders of desperately poor villages in the dam’s
wake vowed to die on site rather than move, and hundreds of members of
the U.S. Congress, the Japanese Diet, the European Parliament, and several
Scandinavian country parliaments wrote letters to the World Bank urging
it to withdraw its support.” Indian author Arundhati Roy called Sardar Sar-
ovar and similar mega-dams, often financed by the Bank, “weapons of mass
destruction . . . malignant indications of civilization turning upon itself,”
since they embody the severing of the link, and the understanding, “be-
tween human beings and the planet they live on.”?*

The scandal became so acrimonious that Bank president Barber Conable
created an independent commission to conduct a special investigation of
the project. It was chaired by Bradford Morse, a former U.S. congressman,
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UN undersecretary-general, and director of the United Nations Develop-
ment Program. The commission’s principal finding was there was “an in-
stitutional numbness at the Bank and in India to environmental matters.”*
Moreover, the Sardar Sarovar case was not an exception but in fact revealed
practices that were “more the rule” in other large Bank projects in India
where resettlement was involved.”* The commission concluded that the
Bank was more concerned with pleasing borrowing countries than with
implementing its own policies, and urged the Bank to “step back” from the
project, i.e., threaten to withdraw if the Indian authorities did not remedy
social and environmental abuses.’ On June 18, 1992, four days after Bank
staff and officials returned from Rio, the Morse Commission, as it came to
be called, held a press conference in Washington releasing its findings.

At that same moment, another extraordinary internal report was circu-
lating inside the Bank, confirming that a “culture of loan approval” was cor-
rupting Bank operations. The Wapenhans Report, nicknamed after Willi
Wapenhans, the Bank vice-president who directed it, found that the whole
appraisal process for preparing projects was in danger of becoming a sham.
According to internal surveys, over four-fifths of Bank staff interviewed
felt that “the analytical work done during project preparation” had little to
do with assuring an investment’s social, environmental, or even economic
quality. “Many Bank staff perceive [project] appraisals as marketing devices
for securing loan approval (and achieving personal recognition.)” It was
all about pushing through the loan—fast—not to speak of personal career
advancement.’

The fundamental problem identified by these two reports was the very
institutional culture of the Bank, a culture that insiders and staff often re-
ferred to as the “pressure to lend.” It was the bureaucratic equivalent of
original sin, which imperiled not only the Bank’s environmental perfor-
mance, but its overall development effectiveness.

It took Bank management nearly a year to formulate an “action plan”
that would address the concerns of the Wapenhans Report. The first ver-
sion of the 1993 “Next Steps” plan was so unconvincing that the Executive
Board sent it back for toughening. The U.S. director worried that it would
be seen as a smokescreen, fueling criticism that the Bank was not taking
concrete action.” Even so, the changes in the final version were relatively
minor. Ultimately, “Next Steps” was a charade. It was easy to declare vic-
tory in less than a year since more than two-thirds of the 87 “actions” were
bureaucratic posturing: forming committees, learning groups, and task
forces; holding workshops and training courses; preparing reports (some
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of which the Bank had already been issuing for years prior to the Wapen-
hans Report!**), evaluations, and studies, and reporting on the reports and
studies, etc.”” In July 1994, right after Bank management declared that 92
percent of the “Next Steps” had been successfully implemented, former
Bank vice president Willi Wapenhans wrote, “It is perhaps noteworthy
that the Bank’s management response to the Wapenhans report does not
yet address the recommendations concerning accountability. The ‘cultural
change’ required is, however, unlikely to occur unless the performance cri-
teria change.”**

The Narmada Dam controversy had a different institutional impact, one
which arguably did lead to lasting changes. In the autumn of 1992 several
executive directors, representing the rich donor nations, directly confront-
ed Bank management with scathing accusations ranging from a charge of
“cover-up” by the U.S. director to a statement by the Dutch executive di-
rector that Bank management could not be trusted.”” Developing country
board members unanimously opposed the findings and recommendations
of the Morse Commission, and the board approved a compromise: rather
than canceling Bank financing of the project, as the Morse Commission
recommended, the board pushed management to set a six-month deadline
for the Indian government to remedy the deficiencies in the Narmada Sar-
dar Sarovar operation. In March 1993 the Bank effectively withdrew from
the project, halting all loan disbursements in response to a face-saving state-
ment from the Indian government that it no longer desired Bank funding
for the scheme. It was the first, and one of the only, times that the Bank
actually halted funding for a project because of noncompliance with envi-
ronmental and social loan covenants.”®

The precedent of the Morse Commission prompted several proposals
designed to hold Bank management and staff more accountable. Ultimately,
in September 1993 the Bank’s board of directors approved an “Independent
Inspection Panel,” a three-member commission charged with investigating
complaints that the Bank was violating its own policies and threatening the
well-being of groups in borrowing countries.”

The establishment of the Independent Inspection Panel was an impor-
tant precedent for accountability in multilateral organizations.* Unfortu-
nately, because of resistance by many of the Bank’s member countries,
particularly borrowing governments, it was set up in a way such that it
lacks real autonomy. After receiving a complaint, it can only proceed with
an investigation with the approval of the Bank’s executive board and the
borrowing country’s government. If the inspection request is approved, the
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panel then has access to relevant Bank files and staff, and prepares a report
with nonbinding recommendations that it submits to the Bank’s manage-
ment and to the board. The report is kept secret until the board decides
what action, if any, is to be taken.

The Bank also instituted a new information policy in late 1993, effective
in January 1994, which was an important step forward in making many
official Bank documents available to the public in member countries. Staft-
appraisal reports, major country economic and sectoral studies, and Bank-
required environmental assessments prepared from 1994 onward were
made publicly accessible. With this new policy the Bank became one of the
most transparent of all international agencies, much more transparent at
the time then the bilateral national aid agencies of most countries, with the
exception of the United States.

Yes We Can

These reforms took place only under the greatest of outside pressures: lit-
erally a threat by the U.S. Congress to withhold $3.7 billion unless the Bank
set up the inspection panel and the new information policy.* On May 5,
1993, the House of Representatives Banking Subcommittee on Internation-
al Development, Finance, Trade, and Urban Affairs held a hearing on the
10th three-year funding replenishment of the International Development
Association. It quickly turned into a discussion of Bank controversies and
the poor performance detailed in the Morse Commission and Wapenhans
reports. Larry Summers, who at the time was undersecretary for interna-
tional affairs at the U.S. Treasury, declared that “our job in the U.S. Govern-
ment is to ensure that this [World Bank] rhetoric is translated into reality.
That means no more Narmadas.”*

Following the hearing, subcommittee chairman Barney Frank gave
Bank officials an ultimatum: create the inspection panel and reform the
information policy, or give up the IDA funds. His interlocutors at the Bank
told him, “Look, you can’t order us to do anything.” Frank told them (as he
recounted in a later interview), “I agree, and you can’t order me to pass the
bill with the money.”*

The pressure worked, and top Bank management (particularly the se-
nior vice president for operations, Ernest Stern, who at the time was the re-
puted Svengali-like, actual behind-the-scenes manager of the institution) re-
versed their opposition. Nonetheless, Frank and the subcommittee hedged
their bets: they approved money only for the first two of the three years of
the replenishment (which always before had received three-year funding
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authorization), and they cut $200 million from the U.S. Treasury request.
“You can’t do that,” exclaimed Barney Frank’s interlocutors in the Bank. “I
said,” Barney Frank recalled, “Yes we can.”*

Even after the Bank agreed to establish the panel, the pressure contin-
ued. The following year, the House Banking Committee held a special over-
sight hearing in which there was bipartisan agreement about the need for
further Bank reforms. John Kasich (Republican-Ohio), who subsequently
left Congress to become governor of Ohio, cited a litany of environmen-
tally destructive Bank projects: “The World Bank was involved in a project
that ended up destroying a significant portion of the rain forest. And of
course Sardar Sarovar. . . . [And it] forced resettlement, a situation where
. . . people found themselves without anyplace to live.”* It was indeed a
different era, a time when Republicans could join environmentalists in out-
rage over destruction of tropical forests or social damage wrought by a big
World Bank-financed dam in India.

Despite a series of environmental scandals and internally commissioned
reports which documented flagrant negligence in the Bank’s lending prac-
tices, it seemed that only the real threat of the Bank’s largest donor cutting
funds could prompt the beginnings of institutional change. How would
this bode for the continuity and the sustainability of the reforms?

The Tail Did Not Wag the Dog

In its first decade the GEF suffered from the same chronic institutional per-
versities as its big brother trustee: pressure to move money out the door as
quickly as possible, and a lack of monitoring and evaluation of projects.*
Massive confusion remained, not just in recipient countries, but also among
the staff of the World Bank and other agencies such as UNDP, over how to
define and calculate the additional global environmental benefits of GEF
projects and the incremental costs for these benefits.”

The tail did not wag the dog: the GEF greening of the Bank’s main lend-
ing did not occur. In fact, according to the GEF’s own internal reports, en-
vironmental objectives were rarely incorporated either into Bank projects
or into the Bank’s more broadly based country and economic-sector strat-
egies.* The Bank continued to fund fossil-fuel power development, with
little regard for growing carbon emissions. Total GEF funds for all purposes
for its entire existence from the pilot project in 1991 through 2010 totaled
nearly $9.5 billion; a little less than a third of this total was for addressing
climate change, some $3.1 billion.* In contrast, in just 2009 and 2010 the
World Bank Group main lending portfolio contributed just over $9.6 billion
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for fossil fuel power and extraction, of which nearly $5.4 billion was for
coal-fired power development.*

The Bank also failed to “green” its lending to incorporate biodiversity
protection, which also accounted for nearly a third of all GEF funding in
the period 1991-2009. Some GEF biodiversity projects became scandals as
local populations were displaced or impoverished by an ill-conceived model
of conservation.”' Even the supposedly better-managed projects achieved
disappointing results. The failures did not lie solely at the feet of the Bank.
They were also attributable to weaknesses in the host governments and
to complicated, often contradictory local political and social circumstanc-
es that could not be overcome by a single project, even with the best of
planning. But the Bank was often oblivious from the outset to the warning
signs. Similar dynamics would bedevil many Bank efforts focused on the
environment, so it is worth examining a couple of cases in greater detail.

As we saw in chapter 1, a 2011 internal review of 20 Bank projects af-
fecting tiger habitats revealed a distressing record. Three of these were
“Integrated Conservation and Development Projects” (ICDPs), that tried
to combine environmental goals with development efforts for local com-
munities. Environmental groups such as the World Wildlife Fund and de-
velopment agencies began to promote ICDPs in the late 1980s as a new,
hopeful approach that would gain the support of the rural poor. In theory,
it seemed to be a wonderful example of putting the goals of Rio and “sus-
tainable development” into action. Of the 20 Bank projects affecting tiger
habitats that were studied, the three ICDPs were the best in terms of data
gathering and evaluation, and the best, at least in terms of project design,
in trying to address threats to tiger habitat. Two of the three received GEF
funds that were blended with Bank loans.

The first GEF supported project (approved in late 1996, closed in Sep-
tember 2002) was an ambitious effort to protect the Kerinci Seblat National
Park in Sumatra. The park is home to the Sumatran tiger, rhinoceros, and
142 other mammal species—an astounding 1/30th of all the mammal spe-
cies on Earth. Unfortunately, the project was based on mistaken premises.
It emphasized economic development of local villages, assuming that pov-
erty and a lack of alternative livelihoods were driving deforestation. In fact,
the villages targeted were some of the wealthiest communities in Suma-
tra. They saw the ICDP development grants as supplements rather than
alternatives to lucrative cash crops such as cinnamon. Moreover, much of
the logging and forest clearance for cash crops was instigated by rich, in-
fluential individuals who often lived far from the park. The area suffered
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from a general, chronic breakdown of law and order, and the responsible
government ministries, all the while receiving economic support from the
project and other aid donors, had no interest in controlling illegal logging
and poaching. Under these conditions, unenforceable conservation agree-
ments with local villages proved almost useless.”> The conclusion of the
Bank’s own case-study review is worth citing verbatim:

Although the global conservation community often complains
about inadequate funding for parks and protected areas, the Kerinci
story illustrates that even generous budgets will not ensure suc-
cess where there is little political commitment or local support for
conservation.”

The second GEF-supported ICDP was the flagship India Ecodevelop-
ment project (approved in May 1995, closed in June 2004). It was the only
one of the 20 projects reviewed that demonstrated it had conducted tiger
population surveys and mitigated indirect threats to the tigers and their
habitats.”

The India Ecodevelopment Project was a large one for the GEF: $20 mil-
lion in grants managed by the World Bank, with additional cofinancing of
a $36 million IDA credit, and $13 million from the Indian government. The
goal was to promote conservation in seven protected areas, five of which
were (and are) critical tiger habitats, along with environment-friendly local
village development—for which 60 percent of the costs of the project costs
were allotted.”

Despite some positive impacts, the project was overwhelmed by poach-
ing, habitat destruction, and corruption.’ In one of the reserves, the state
government pocketed an “ecotax” charged to visitors that was supposed
to go for its maintenance. Local hotels kept profits from wildlife tourists
without giving back a portion to manage the reserves or help local people,
as they were supposed to do.”

Worse still, the project displaced thousands of people from traditional
forestlands, while opening these areas to the private sector.”® More than
half the people affected were tribal Adivasi communities, which are among
the most marginalized and impoverished population groups in India. In-
dian researchers charged that the Adivasi had been turned into “develop-
ment and conservation project refugees of the twenty-first century.” The
project also ignored pervasive problems with graft in Indian federal and
state forest departments, and it even catalyzed corruption at the level of
tribal hamlets, where such graft had not existed before.*
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In 1998 tribal groups in Nagarhole, one of the seven protected areas,
filed a complaint with the Bank’s Independent Inspection Panel.®’ They
contended that they had not been consulted about their impending resettle-
ment and that the concrete houses built for them outside the park were
“airless.” Lacking farming tools and skills for life outside the forest, most
“oustees” soon returned to the forest and/or local plantations.” The proj-
ect proceeded with the construction of a luxury four-star hotel of the Taj
chain inside the park (finally halted by court order in 2000) as protests of
the affected people grew, resulting in hunger strikes and police beatings.”
Along with their complaint, the local groups submitted an alternative plan
for conservation and development in the park, managed by Adivasi com-
munities, but it never received serious consideration.

The Panel found the complaint justified, noting “a significant potential
for serious harm,” and recommended a full inspection.® The reality on the
ground blatantly contradicted the politically correct rhetoric of the project
documents. Very little analysis had been undertaken of the real threats to
the park, which did not include the subsistence tribal communities living in
the forest. Rather, populations living outside of the park zone were increas-
ingly encroaching onto park lands to grow cash crops such as tobacco and
coffee. According to the panel, the World Bank and the GEF were aware
of the lack of data on the real threats to the park, but pushed the project
through anyway—another example of the pressure to lend and the “ap-
proval culture” at work.®

But under Indian government pressure, the Bank’s executive board
refused to authorize a full Independent Inspection Panel investigation,
instead asking Bank management to improve the implementation of the
project and address some of the issues in the Inspection Panel’s initial re-
port. The Nagarhole conflict was arguably the worst-performing part of
the Ecodevelopment Project; relations between the local authorities and
people in other instances actually improved, but unfortunately with little
positive benefit for conserving biodiversity.

The failures of the Ecodevelopment project were certainly not exclu-
sively the fault of the World Bank. Large-borrowing governments like In-
dia have considerable negotiating power and can chose to fulfill—and not
fulfill—Bank conditions according to their own priorities, with little conse-
quence for future borrowing. The Indian government failed on many ac-
counts and the conflicts between rural Adivasi people and state agencies
were deep rooted, dating back to British colonial days in the nineteenth
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century. There is a strong argument to be made that no long-term solu-
tion to managing protected areas in India can be achieved without major
reforms of the way government agencies deal with local people dependent
on forest resources.®

In fact, the whole ICDP model may be flawed, as in some cases it at-
tempts to reconcile the irreconcilable (local development needs and habi-
tat conservation) and has no impact on the powerful external economic
forces that threaten biodiversity. Indeed, a 2001 review of 134 ICDP proj-
ects (funded by various aid agencies, including the Bank and GEF) showed
that most were failures.” Part of the problem is that the rush by aid agen-
cies to move projects in a relatively short time span (typically five to seven
years) does not allow staft to develop an adequate understanding of local
communities.®

Yet the hope that things will improve always remains, despite the record
of failures, since that hope keeps the money flowing and the bureaucratic
superstructure afloat. The standard reply of Bank management to uncom-
fortable evaluations has often been “that was then and this is now,” i.e., the
projects reviewed or criticized were designed years before and since then
the problems have been, or are being, or will be, addressed.”

In many of these projects, the agenda—fundamentally changing how
local populations behave and make their livings—might well seem hubristic
to someone without a vested interest in the development business.”” The
Bank has often appeared oblivious to the possibility that the behavior of the
aid agencies may be in greater need of change. Nor is there a recognition
that the rural poor living next to fragile habitats are rarely the main threat.”

Many well-intentioned projects often reinforce, rather than remedy,
the institutional and governance weaknesses of borrowers. Frequently, the
Bank makes things worse by ignoring local political, social, and cultural
realities—though some staff may be, in vain, all too aware of them.

“As Much Money Out the Door as Possible”

Yet, in theory, there was no reason why the Bank could not green its port-
folio along the general lines of its promises of the early 1990s. Now it even
had a financial incentive of sorts, with the added grant money it managed
under the GEFE. Why couldn’t the Bank ensure that individual environmen-
tal projects were well prepared, with real sensitivity to local conditions, and
with continued monitoring? Why couldn’t such projects be successful not
only on their own terms, but serve as examples of best practices? And why
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couldn’t the Bank “mainstream” environmental concerns into its larger
portfolio—in energy, infrastructure, agriculture, extractive industries, and
transport?

In 1993, after six years of widely publicized reforms, the fundamental
problem remained—a culture of loan approval without accountability. The
internal signs were not good. At the highest levels there were moments of
total candor, followed by . . . nothing. In a public speech before the Foreign
Policy Association in March 1993, President Lewis Preston claimed that the

» o«

Bank was focusing more than ever on “follow-up,” “results,” and “imple-
mentation.” But that same month, at an internal senior management re-
treat, he berated the institution’s managerial culture: “What we say is often
what is politically correct but not what we really feel or do. . . . There is no
accountability for failure.””?

Former Bank staffer Steve Berkman, who headed many projects in Af-
rica and Latin America in the 1980s and early 1990s, and who later served
as one of President James Wolfensohn’s chief anti-corruption investigators,

observed:

There was one overriding objective in our work at the Bank, and
that was to get as much money out the door as possible. Of course,
this was never stated openly. . . . One could easily observe the differ-
ences between those who were sincerely dedicated and committed
to improving conditions in Africa and those whose primary focus
was on the advancement of their careers. For the latter, this meant
moving money. . . . This contradiction between those Bank staff and
managers who devoted their efforts to make things work in Africa
and those who devoted their efforts to advancement in the bureau-
cracy created a constant tension that tended to resolve itself in favor
of the bureaucrats.”

The Bank’s official 50-year history, published in 1997, identified the
disastrous implications of this perverse culture. In examining the Bank’s
record in the 1980s through the early 1990s, it concluded that attention
to “poverty was seen as an obstacle to lending performance, defined for
the most part as lending volume.””* In South Asia, the region that even to-
day has received the greatest amount in cumulative loans, “the strategy of
continued lending linked to promises rather than performance has had its
inevitable consequences. The enforcement of basic covenants, whether re-
lated to financial performance [i.e., corruption], environmental standards,
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or institutional reform, has had to be soft pedaled. Lending has had to pro-
ceed despite clear evidence of systemic sectoral problems.””
Robert Wade of the London School of Economics, in his chapter on

“Greening the Bank™ in the same official 50-year history, concluded:

The Bank . . . moved from Old Testament harshness (“environment
versus growth”) to New Testament reconciliation (environmentally
sustainable development) . . . without reforming the command and
control style of management and introducing ways to evaluate staff
by the effectiveness of their projects more than by their reliability
in moving them to the Board. Failing some change in the system of
internal incentives, there is a danger that New Testament reconcili-
ation may remain at the level of images and values and bring little
improvement in what happens on the ground.”



CHAPTER THREE

“I Can Change the Approval Culture
to an Effectiveness Culture”

IT WAS AN ASTOUNDING SCENE, unprecedented in the history of the World
Bank. Just nine months into his tenure as president, James Wolfensohn
was delivering a passionate tongue-lashing to the institution’s top manage-
ment. Internal surveys, he declared, showed that nearly 40 percent of staff
had little confidence in their supervisors. He berated the managers, “They
may not trust me, but they don’t trust you. .. .”"

Wolfensohn took office in June 1995, shortly after his predecessor, Lew-
is Preston, died from pancreatic cancer. From his very first day, Wolfensohn
promised to revolutionize the Bank, to finish the long-overdue business of
internal reform. The institutional culture had to change from one of loan
approval, where staff were rewarded above all else for pushing money, to a
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culture of “effectiveness,” “accountability,” and “results.” In his inaugural
speech, he vowed that the “smile on a child’s face” would be the real test of
the Bank’s success.?

But months later his frustration was boiling over. Wolfensohn’s office
leaked the transcript of the March 1996 management meeting to the Lon-
don Financial Times, which proclaimed on its front page: “World Bank chief
accuses staff of resisting reforms.” Wolfensohn’s speech was, the Financial
Times said, a “cry from the heart.” He implored the Bank’s management to
finally address the problems that had perpetuated years of continual crisis.
“I don’t know what else we can do, in terms of standard and even nonstan-
dard approaches, to try and bring about change in the institution. I just
don’t know what else to do.”

A Renaissance Man

When people first heard of James Wolfensohn, he seemed too good to
be true. An international investment banker and financier, he was also
an Olympic fencer (a member of Australia’s national team at the 1956
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Melbourne Games), a musician, and a philanthropist. He led New York’s
campaign to raise $60 million to save Carnegie Hall—where he also gave a
cello concert accompanied by Vladimir Ashkenazy and Itzhak Perlman. He
had been chairman of the board of the Princeton Institute for Advanced
Studies (where Einstein spent his last years), and just before coming to the
World Bank was chairman of the board of the Kennedy Center. For years
he had given 20 percent of his income to charity.

Wolfensohn’s interest in international development and environment
issues was long-standing. He had been involved in the original 1972 United
Nations Stockholm Conference on Human Environment, and already in
1980 he was on the board of directors of the Rockefeller Foundation and
the Population Council, two organizations dedicated to development issues
in poorer countries. That he reminded old-timers of Robert McNamara
was more than a coincidence; Wolfensohn had admired McNamara for two
decades and indeed was McNamara’s choice to run the Bank when McNa-
mara retired in 1981. At that time Wolfensohn abandoned his Australian
citizenship to become an American (the president of the World Bank is
traditionally an American, since the United States is the largest sharehold-
er) and thus improve his chances, but the Reagan administration chose the
older, better-known A. W. Clausen of the Bank of America’

Now, a decade and a half later, Wolfensohn had the job he had wanted
for so long. But his very virtues carried the seeds of potential failure. More
than his predecessors, he personalized the office of the presidency, mak-
ing his own sincerity an alibi for the Bank’s ongoing failures. He was also
prickly, irascible, and, some would say, thin-skinned. Though he was, him-
self, publically candid about the institution’s shortcomings, on his first day
he sent an open letter to all Bank staff declaring, “T will regard externally
voiced criticism of the Bank—of ourselves—as an indication of a desire to
find alternative employment.”®

He assiduously courted the press, which responded with a cascade
of positive articles—full of praise for him personally, at times approach-
ing adulation, but also full of questions about whether the Bank could
change. Wolfensohn appeared as the institution’s last, best chance. Inten-
tionally or not, he set up a public context where eventual failure would
inevitably appear to be the fault of the institution. If the cello-playing,
Olympic-fencing, Medici-like financier, who could also outperform the
most self-righteous NGOs in his public concern for the poor, for the envi-
ronment, and for children—if James D. Wolfensohn could not change the
Bank, well then, no one could.
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The Miraculous Banana Tree

In his memoir, Wolfensohn recounts how his predecessor, Lewis Preston,
warned him:

Once you get to know the Bank, he [Preston] said, you realize that
the invisible internal structures—the hierarchies and networks and
fiefdoms that had solidified over the years—are very bit as massive
and immovable as the expensive new headquarters edifice. He didn’t
have to tell me that this meant trouble for any would-be leader.”

So the new president hit the Bank like a whirlwind, determined to show
that he would not be “a figurehead, a presentable emissary to the many
officials and heads of state I would meet, while the Bank went about its
business as usual.”® One of his first priorities was to gain a sense of what
was really happening in the field. In his first six months in office he visited
dozens of projects in more than 40 countries, vowing to spend 80 percent
of his time in the field, and only 20 percent with governments.” Citing this
commitment in an interview, he recounted a conversation with a poor Ke-
nyan farmer in front of a banana tree. The tree, Wolfensohn said,

... had been grown with technical advice from Danny Benor—a
brilliant Israeli agronomist who works for the World Bank. . . . “I'm
so proud of these bananas. They're giving me the possibility,” and he
[the Kenyan farmer] grabbed his son, “of sending my son to school

and maybe even university. And I can’t even read.”"

But even for James Wolfensohn, things were not always what they
seemed. What he thought was a spontaneous encounter with a poor farm-
er was in fact the outcome of bitter behind-the-scenes fighting among Bank
staff as to what kinds of projects he would be exposed to and what version
of reality would be scripted for him. Wolfensohn met the banana farmer
while on a site visit to see the Bank’s “Training and Visit” (T&V) approach
to agricultural extension. The program, which emphasized farmer train-
ing and visits by village extension agents, seemed like a plausible means of
scaling up agricultural technology in the developing world. But even in the
late 1970s, independent studies of Bank T&V projects in India lambasted
the program for ignoring the needs of local farmers and the conditions of
local ecologies. T&V also was expensive for poorer countries, with high
recurring costs that could only be covered by more and more Bank loans."
As Wolfensohn began his presidency in 1995, younger, already embittered
technical staff cynically referred to T&V as “Talk and Vanish.”*
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Kenya was supposed to be one of the Bank’s success stories in promot-
ing T&YV, but an internal Bank audit of the Kenya “National Extension Proj-
ect,” for which a follow-up project provided technical advice for the mi-
raculous banana tree, concluded that there was no evidence that the Bank’s
efforts improved agricultural production, particularly for maize, the major
crop. The audit found many serious problems in the project, and rated its
outcome “marginally unsatisfactory.”"?

As the new president learned about the Bank, senior management and
staff positioned themselves to repeat, in uniquely Machiavellian variations,
the scenario of the miraculous banana tree and T&V. In fact, the incident
showed just how difficult it was to understand what was really happening
on the ground.

Monster of the Himalayas

There could be no better example of the challenge Wolfensohn faced than
the proposed Arun III Dam in Nepal. On his first day at the Bank—June 1,
1995—Wolfensohn was confronted with a potential public relations disas-
ter that had been brewing for over two years.

Once again, a large infrastructure project was the source of rancorous
debates both outside and inside the Bank. Arun III was to be built in a pris-
tine Himalayan valley that is the deepest on Earth: the Arun River runs be-
tween Mount Everest and Kanchenjunga (the world’s third-highest moun-
tain)." For Nepal, it was an enormous project: its more than $1 billion price
tag was nearly twice the country’s entire annual development budget at the
time."” The project would have entailed the construction of a 75-mile-long
road through the valley, an influx of some 10,000 construction workers,
threats to over 100 species of rare plants and animals, and sociocultural
shock to some 450,000 people belonging to over 24 different ethnic groups
living in traditional farming communities.'® Biologists viewed the valley as
a wildlife haven, having more species of birds than the continental United
States; its upper reaches in the 1970s were the site of efforts to gather evi-
dence on the existence, or nonexistence, of the yeti—the abominable snow-
man."” The Bank would lend $175 million to catalyze a financing package
involving five other donors.

Nepalese nongovernmental groups protested the project vehemently,
accusing the Bank of violating its own policies on environmental assess-
ment, information disclosure, involuntary resettlement, and protection of
indigenous peoples. They were not opposed to hydropower projects per
se, but they thought the Arun proposal was the wrong use of the coun-
try’s limited development resources; indeed, in their arguments they
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emphasized the Bank’s lack of economic analysis of alternatives and sug-
gested that a series of small hydro projects would be more economically
efficient, and much more appropriate for the country’s needs.'® The Arun
controversy came on the heels of the Narmada Sardar Sarovar debacle, and
indeed some of the same senior management were involved, claiming to
U.S. treasury officials and even in public that the Bank had to “take a stand”
on Arun. In the words of Vice President for South Asia Joe Wood, if the
Bank did not push ahead with Arun, “the signal we’'d send out is that the
Bank can no longer support infrastructure projects like this.”"

But some things had changed; the newly created Independent Inspec-
tion Panel, for one thing, was open for business. It had already received
its first complaint months before Wolfensohn started his tenure, on Octo-
ber 24, 1994, from a Nepalese NGO coalition called the “Arun Concerned
Group.” Bank management, led by Wood, lobbied intensely to try to pre-
vent an investigation. But the board finally approved an inspection in Febru-
ary 1995, delaying approval of the project. At the same time that the inspec-
tion panel process was proceeding, the growing international controversy
over Arun engulfed the Bank.

After 29 years in the Bank working on poverty alleviation and popula-
tion issues, Martin Karcher had had enough. As division chief for health,
education, and population programs in several South Asian countries, he
saw the monster dam as a major threat to poor Nepalese citizens. Much of
the power generated would not go for domestic use, but to one potential
customer, India. The Nepalese would be burdened with a large loan rela-
tive to the size of their economy, maintenance costs for an infrastructure
project of a scale unprecedented in the country’s history, and dependency
on the goodwill of their giant southern neighbor for much of the revenue
stream the project would generate. Karcher was appalled that the Bank was
planning to push the project through without Nepal even having negoti-
ated a power-purchase agreement with the Indians.

He decided to go public with his doubts and to retire early from the
Bank in protest. On September 9, 1994, he debriefed staft members of the
Environmental Defense Fund and agreed to make a transcript of his com-
ments public.”” Karcher noted that poverty alleviation in a country like Ne-
pal called for prioritizing totally different investments: “broad-based, labor-
intensive investments in basic social services”—investments that would also
have a much more benign environmental footprint.*'

Karcher was the senior Bank official responsible for poverty allevia-
tion in Nepal, but he claimed that Bank management blocked his access
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to information on the project’s economic analysis until the end of project
preparation. When a draft staff-appraisal report finally leaked out, he and
many both inside and outside the Bank concluded that the economic analy-
sis was a shambles. The Bank estimated an economic rate of return for the
project of 18 percent, but based on assumptions that valued Arun’s electric-
ity at 53 cents per kilowatt hour—seven and a half times greater than the
price of electricity in Washington, D.C., at the time. “Obviously,” Karcher
observed, “if you use these kinds of values, then any project becomes fea-
sible and justified.”*

In early 1995 Karcher visited Germany, one of the major proposed co-
financers of the project. He appeared on prime-time German television to
present his case against the project. The growing protests led the German
Federal Audit Office (the German counterpart of the US. Government
Accountability Office, or GAO) to undertake its own evaluation of Arun,
which concluded that that “the economic viability of the project” was “in-
sufficiently secured.”” Germany withdrew its financing in the spring of
1995. Soon after, on June 21, the inspection panel sent its final report to the
Bank’s board, finding that the project would violate several Bank environ-
mental and social policies.” Wolfensohn acted quickly and decisively. On
August 3, he announced that the Bank was withdrawing support for the
project.”’

The Arun case was in some respects a victory for Bank accountability.
It was also another example of the shockingly shoddy economic rationales
the Bank used to justify many of its biggest, most dubious investments.
Bank management often tried to justify controversial projects by maintain-
ing there were trade-offs between poverty alleviation, economic develop-
ment, and the environment. The Arun case illustrated that this was often
a false dichotomy: although the environmental risks of the project were
significant, the main argument against it was that it was a misuse of scarce
development funds and would actually undermine long-term poverty al-
leviation in Nepal. The Bank’s new public information policies were begin-
ning to make independent analyses possible—analyses that could expose
the dubious economic rationalizations for environmentally destructive
investments.

But Arun also revealed troubling bureaucratic countercurrents. For one
thing, the panel’s mandate did not allow it direct access to the Bank’s board
once a complaint was filed, or even afterwards if an investigation was ap-
proved. Management, on the other hand, could constantly intervene with
new information and suggestions in order to derail the panel. Worse, many
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board members from the borrowing countries had opposed the panel from
the beginning as an infringement on their sovereignty.*® Richard Bissell,
who served as the panel’s first chairman from 1994 to 1997, dryly concluded
that “the debate over the [Arun] case revealed the extent to which a major-
ity of the board thought they had voted for the establishment of the panel
as a ‘fig leaf” to placate the environmental community, rather than out of
any genuine interest in ensuring compliance with the bank’s policies and
procedures.””

Despite a groundswell of international criticism, an investigation by the
Independent Inspection Panel, a damning report from the German Federal
Audit Office, and the public defection of the Bank’s single most experienced
expert on poverty alleviation in Nepal—in the face all of this, senior Bank
management furiously lobbied for the project to the bitter end.

Plus Ca Change . . .

With Arun, Wolfensohn showed a willingness to shut down destructive
projects, but instituting widespread change was another matter. Yet he
seemed determined to try. “I can change the approval culture to an effec-
tiveness culture,” Wolfensohn proclaimed at his March 1996 meeting with
management and staff.*® He launched a number of initiatives that showed
potential for transforming the Bank into an institution that might deliver
on its promises. He did much to encourage greater Bank consultation with
nongovernmental groups, and he initiated a debt-relief program for highly
indebted poor countries (the inadequacies of which were not the Bank’s
fault but more a reflection of the parsimony of some of the leading indus-
trialized countries).”” His support for the newly created Independent In-
spection Panel was critical, given the often hostile reaction of many Bank
staff and management, to say nothing of borrowing governments’ repre-
sentatives on the Bank’s executive board.

But many of these efforts aged poorly, due to a lack of continuity and
follow-through. A particularly important case in point was a much-heralded
initiative on “mainstreaming” participation in Bank projects, i.e., ensuring
that communities affected by Bank investments would be better informed
and would have some input into the planning process. This program began
before Wolfensohn’s tenure, but was implemented on his watch, receiving
considerable publicity. A Bank-wide “Participatory Development Learning
Group” (PDLG) was established in 1991, and in May 1994 the Bank estab-
lished a $4.24 million “Fund for Innovative Approaches in Human and So-
cial Development” (FIAHS).”® Over the next three years there were action
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plans, training manuals, reports, the publication with fanfare of a World
Bank Participation Sourcebook, and 20 pilot projects—all of which added up
to a lot of paper, but not much change. By 1997 the projects had become
defunct and the Bank terminated funding for the program. In the end, af-
fected communities had no more input than they’d had when the “Par-
ticipation Action Plan” was launched in 1994. In fact, the Bank abandoned
documenting whether participation was “mainstreamed.””’

All of these initiatives, even if there had been effective follow-up, were
secondary to Wolfensohn’s ambitious “change bureaucracy”: a “high level”
“Change Management Group” headed up by three of the five managing
directors, and a new “Department of Institutional Change and Strategy”
with its own director. Responsibility for public and external relations was
handed over to a newly created vice-presidency, which also launched an in-
house “Change Bulletin” that attempted to explain to the bewildered staff
what was . . . changing.

The cultural changes Wolfensohn sought to promote at first might seem
complementary, but in practice often were contradictory: improved project
quality (i.e., better development results on the ground), and, simultane-
ously, more responsiveness to the Bank’s clients.”? The problem was that of-
ten the Bank’s clients were not necessarily interested in better development
results, at least not in terms of environmental and social protection. The
culture of loan approval had become so overwhelming precisely because of
the Bank’s desire to please, or least not offend, its borrowing governments.
In many development debacles, the Bank continued to disburse funds de-
spite systematic violations of loan conditions. This was documented in
countless OED reports—and ignored not just for years but for decades by
management and the executive board.

Wolfensohn appeared to be responding to two external criticisms of
the Bank that would be difficult, if not impossible, to reconcile. On the one
hand, borrowers complained about the Bank’s cumbersome loan-process-
ing procedures and reporting requirements—especially about the relatively
new environmental and social protection policies. On the other hand, non-
governmental groups and parliamentarians in many donor countries com-
plained that the Bank was not doing enough to ensure that those policies
were being followed. Wolfensohn seemed to be claiming he could square
the circle.

The Bank’s real priorities soon became clear. First, management stream-
lined business procedures to promote speedier preparation and approval of
loans. Second, the Bank engaged in a process to convert existing, detailed,
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binding Bank policies known as Operational Directives (including key ones
on environmental assessment, rehabilitation of forcibly resettled popula-
tions, etc.), into a simpler, shorter, less rigorous format. Leaked internal
memos revealed that one of the main motives behind this initiative was that
the inspection panel posed the threat that Bank staff might actually be held
accountable for carrying out the Bank’s environmental and social policy
requirements.*

To put “change management” into high gear, Wolfensohn hired the
consultant firm McKinsey and Company, which had been involved in sev-
eral earlier Bank reorganizations. The catchwords of the McKinsey-led
restructuring were familiar ones in the business-school-speak catechisms
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of the 1990s: “decentralization,” “matrix management,” “reengineering,”
“knowledge management,” “internal market.” The package of reforms
would be known as the “Strategic Compact.”

Some of the rationales that Bank documents cited for the “Strategic
Compact” were not reassuring: “There are complaints from our clients . . .
our processes are seen as slow and cumbersome, and our products as static
and inflexible. . . . Demand for the Bank’s standard loan product is flat . . .
income is on a declining path.”** What did this have to do with overcoming
the infamous culture of approval or helping the poor? “Deflecting expected
criticism that the new restructuring would be no different from previous
ones,” the London Financial Times reported, “the Bank said: “"This one will
work because it’s different.” *?

One major reform, decentralization, was aimed at making the Bank
more responsive to the actual on-the-ground needs of borrowing counties.
More staft would be assigned to the Bank’s in-country resident offices, and
for certain pilot countries, such as Mexico, the country directors would re-
side in the local Bank mission rather than in Washington.

But with decentralization, which political and social realities would
prevail? Corruption, as well as capture of Bank staff by client-government
priorities that had nothing to do helping the poor or sustaining the environ-
ment, were risks that might increase with decentralization.

Local Bank offices in major countries such as India and Indonesia had
often proven to be even less rigorous in ensuring environmental and so-
cial protections than Washington-based staff. The local staff worked side
by side in capital cities with officials from the borrowing government bu-
reaucracies, and were eager not to offend their hosts. In fact, not a few of
the local staff had been employed with the host-country government and
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might return some day. Without changes in internal incentives (or reforms
on the part of borrowing counties), decentralization would make things
worse and would reinforce the culture of approval.

A second element of the McKinsey reorganization, dubbed “the Ma-
trix,” was intended to leverage expertise within the Bank. Under the new
structure, country managers (in many cases, Bank activities in borrowing
nations would be overseen by both a Bank country director and a country
manager) would command over $600 million of the Bank’s $733 million
operating and administrative budget, while the vast majority of staff would
be assigned to four Bank-wide “Technical Networks” or “matrixes.”* These
networks purportedly embodied the Bank’s four major self-proclaimed
priorities: “Human Development”; “Poverty Reduction and Economic
Management”; “Private Sector Development and Infrastructure”; and “En-
vironment, Rural, and Social Development.”” The new networks would
compete with one another to “sell” their services in an “internal market”
to the country managers, who would oversee project directors (called task
managers), who would, in turn, put together teams to prepare and appraise
loans.*

This marked a significant change from the late 1980s and early 1990s,
when much of the newly hired environmental staft was anchored in sep-
arate Regional Environment Departments (REDs). REDs had their own
independent budgets and the power to approve or reject environmentally
sensitive projects. By the beginning of the Wolfensohn regime, the REDs’
clout was diminished, and they were losing the power struggle with coun-
try departments. The McKinsey-inspired matrix management neutered the
regional environmental staff, rendering them bureaucratically impotent by
eliminating most of their remaining independent budgets and casting them
into the newly created internal market.

Almost all ultimate power for quality control was now in the hands
of the very people under the greatest pressure to promote loan approval,
the country managers and task (project) managers.”” The Bank had made
a choice; it was certainly turning itself inside out to be more responsive
to some of its clients: government bureaucracies and big business. This
meant nothing else than embracing the “approval culture” while claiming
the opposite.

The Wolfensohn reforms actually resolved what appeared to be ir-
reconcilable pressures, but rather perversely allowing, as Robert Wade
describes,
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the bank to be responsive to both its borrower governments and its
nonborrower governments, especially the United States, by decou-
pling itself internally so as to allow its parts to say and do things with
different parties that if spotlit all at once would seem inconsistent.
The reform, in other words, was a way to institutionalize the capac-
ity to be hypocritical and get away with it.*

The Knowledge Bank and Institutional Amnesia

One of the ironies of the Strategic Compact was its emphasis on the com-
parative advantage of the World Bank in the future as “the knowledge
bank.” According to the Compact, the Bank’s future influence would lie
not so much in its relative financial clout—diminishing in many respects
because of the rapid growth of private-sector financial flows to some devel-
oping countries in the 1990s—but in its supposedly unique ability to share
decades of learning about economic development with clients around
the world. In April 1997, only weeks after the Bank’s board approved the
Compact, a new internal audit unit known as the Quality Assurance Group
completed a yearlong review of the Bank’s ongoing lending portfolio, ex-
amining 150 projects in detail across in fourteen major lending areas. The
Group’s final report concluded that “the lessons from past experience are well
known, yet they are generally ignored in the design of new operations. . . . Insti-
tutional amnesia is the corollary of institutional optimism”™ (emphasis added)."
And what was behind this pervasive “institutional amnesia?”

Many factors are at work: pressure to lend; fear of offending the
client . . . fear that a realistic, and thus more modest, project would
be dismissed as too small and inadequate in its impact . . . and more
generally, a conviction held by many staff members that the func-
tion of the Bank is to help create the conditions for operations to go
forward, not to “sit around and wait.”*

The higher up one went in the Bank’s management, the more lending
volume became “a proxy or surrogate for development contribution.”* The
portfolio review’s characterization of technical assistance projects—an area
where one would think that the “Knowledge Bank™ would be particularly
strong—concluded that “there is a sense of boredom and fatalism in this sec-
tor, which is well known for its poor performance.”* Technical assistance
loans had a lower professional status, receiving little recognition from se-
nior management since they could not “compare in size and importance to
other resource flows” such as big, quick-disbursing, structural-adjustment
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lending (that is, loans that went directly for budget support of governments
instead of financing specific projects, with conditions to promote changes
in economic policy attached).”

These findings would be particularly important and prescient for the
prospects of the Bank’s growing involvement in environmental matters,
such as promoting energy efficiency and locally attuned environmental
management efforts. Such projects and interventions often involved a high-
er degree of novel and evolving technical assistance and knowledge than
conventional infrastructure lending, not to speak of adjustment loans.

The Failure of Environmental Assessments and
National Environmental Action Plans

Wolfensohn’s institutional changes proceeded as more information became
available to Bank management regarding the Bank’s failures in carrying
out its self-proclaimed goal of environmentally sustainable development.
In June 1996, a new OED study revealed major failures in two of its key
environmental policy instruments—Environmental Assessments (EAs) and
National Environmental Action Plans (NEAPs).

Although Bank environmental assessments were often very compre-
hensive, most of them were conducted too late in the project cycle to have
any effect on project design or choice of alternatives.** Environmental ac-
tion plans that were supposed to mitigate the impacts of projects that posed
major environmental threats were often not implemented, and Bank su-
pervision of the environmental components of projects was often lax or
nonexistent."

Given that the single most important factor undermining the effective-
ness of the EAs was their tardy preparation in the project cycle, Wolfen-
sohn’s efforts to speed up loan approval would only worsen the problem:

If the Bank continues to reduce the number of days available for
project preparation and appraisal, finding time for meaningful con-
sultation (and quality control of EA reports) will be increasingly

problematic. . . .*

The National Environmental Action Plans (NEAPs) were supposed to
be a flagship in shaping Bank environmental lending. The Bank prepared
the first ones in the late 1980s, and accelerated their preparation follow-
ing the 1992 Rio Earth Summit. The Bank’s assistance in preparing NEAPs
was supposed to contribute to the non-legally binding pledge countries un-
dertook in Agenda 21 to prepare national sustainable development plans.
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By 1995, 42 countries had completed a NEAP, and some 50 others were
preparing them. In most cases they had little or no effect on the Bank’s
overall country-lending strategies, and in some instances, were even coun-
terproductive. “In most countries,” OED concluded, “few environmental
professionals and staff working on Bank-financed projects had ever heard
of the NEAP.”° In many cases, the NEAPs duplicated national environmen-
tal planning initiatives already undertaken by other donors. The main ben-
eficiaries were World Bank environmental consultants:

NEAPs often force the use of international consultants or the cre-
ation of secretariats whose staff salaries far exceed local levels. This
disparity can have a demoralizing effect on government staft and
inhibit cooperation.”

These very issues concerning the poor performance of technical assis-
tance, and the perverse effects of the ubiquitous use of international con-
sultants in undermining local capacity, were again of particular relevance
for environmental projects and efforts. The challenges would only increase
in the 2000s, when Bank assistance for environmental projects would turn
heavily toward increasingly complicated climate-change mitigation and
adaptation schemes through novel financial instruments, such as carbon-
trading funds.

The Culture of Corruption

The culture of loan approval had much more far-reaching effects than the
Bank’s supporting too many projects of dubious quality: it was a major fac-
tor contributing to the corrupt misuse of Bank funds in a number of the
Bank’s major borrower countries. World Bank presidents in the past had
ignored corruption. Wolfensohn recounts that when he first discussed the
issue with staff:

There was a wall of silence. . .. “What’s going on here,” I kept ask-
ing my staff. Finally, Ibrahim Shihata [the Bank’s general counsel]
took me into the hall outside my office. Looking over his shoulder
as if someone might hear, he warned that in the Bank, there was no
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room to discuss the “C-word.” “It would be offensive to our share-
holders and risk political repercussions,” he said. Attacking corrup-
tion, he made me understand, would insult some of the executive
directors who represented [borrowing] countries where corruption

reached the highest levels. It would also insult some of the rich
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countries that were well aware of the problem but used it to their
advantage. . . . I pondered his words and concluded there was no
way I could accept or condone corruption.’

In June 1996 he began by launching an initiative to conduct periodic
spot financial audits on Bank lending programs in selected countries. The
Bank hired an independent accounting firm, the Swiss Société Générale de
Surveillance, to conduct the first three audits, in Poland, Kenya, and Paki-
stan.”® At the 1996 annual Bank/Fund Meeting Wolfensohn called corrup-
tion a “cancer” that “diverts resources from the poor to the rich . . . a major
barrier to sound and equitable development.™*

Wolfensohn began to raise the C-word with heads of state, but with
mixed results. He recounts how in early 1997 he told President Suharto
of Indonesia that “we couldn’t talk about development without addressing
corruption. Suharto replied, “Well, you come out here from Washington
with these high ideas to tell us about corruption. But what you call ‘corrup-
tion,” I call ‘family values.”””

The Bank under Wolfensohn also announced it would put more em-
phasis on “good governance,” i.e., encouraging greater respect for the rule
of law, including human rights and the environment. Although the Bank’s
charter prohibits it from taking noneconomic “political” concerns into ac-
count in making decisions, the vagueness of the charter actually gives it
considerable leeway. In November 1995, Wolfensohn personally halted a
$100 million IFC loan to Nigeria to support a liquefied natural gas project
the day after the Nigerian military junta hanged writer and Nobel Peace
Prize nominee Ken Saro-Wiwa and eight other activists. The nine had been
leaders of the “Movement for the Survival of the Ogoni People” that had
protested the environmental devastation caused by oil development (led
by Royal Dutch Shell and Chevron) of the Niger River Delta homelands
of the Ogoni tribe.”* In 1996 the Bank halted major lending programs in
Papua New Guinea and Cambodia, pending major reforms of government-
sponsored unsustainable logging.”

Wolfensohn could point with pride to all of these initiatives; they
showed that the Bank could, at least on a limited scale, promote the values
of civil society, transparency, and sound governance. But how significant
were these efforts compared to the other major developments under his
tenure?

As the Strategic Compact, the Change Agenda, and the anti-corruption
initiatives careened forward, the consequences of years of Bank complicity
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in the corruption of its major borrowers finally began to surface in an un-
precedentedly public way, first in Russia and Indonesia. Business Week al-
leged in September that “at least $100 million” from a $500 million Russian
coal sector loan was either misspent or could not even be accounted for.
Noting that the Bank was preparing a new half-billion-dollar loan for the
Russian coal sector, Business Week observed that “World Bank officials seem
surprisingly unperturbed by the misspending. They contend offering loans
to spur change is better than micromanaging expenditures.””® A little over a
year later the Financial Times estimated the amount stolen from the Bank in
the coal sector loan to be much higher, as much as $250 million.”

An American professor of political economy at Northwestern Universi-
ty, Jeffrey Winters, alleged in a July 1997 Jakarta press conference that shod-
dy accounting practices by the World Bank had allowed corrupt Indonesian
officials to steal as much as 30 percent of Bank loans over a 30-year period—
a mind-boggling total approaching $10 billion.® At about the same time,
the Bank’s Jakarta Office commissioned a study of corruption in lending
programs to Indonesia. The resulting report, known as the “Dice Memo-
randum” (Stephen Dice was the Bank staffer who wrote it), estimated that
Indonesian ministries were “diverting” (i.e., stealing) between 15 and over
25 percent of the funds.”

In the fifteen months after the Dice Memorandum, the Bank commit-
ted and disbursed over $1.3 billion more to Indonesia without any effective
measures to contain the grand larceny detailed in the memo. In October
1998, as the Bank planned to lend Indonesia another $2 billion over the next
nine months, a second internal memo argued that massive corruption was
not limited only to Indonesia: “Many of our conclusions appear to be relevant
to all country programs in the East Asia Region, some indeed related to Bank-wide
systems/procedures” (emphasis added).**

These scandals were the consequences of past practices—practices
that Wolfensohn was determined to change. Moreover, theft of develop-
ment aid funds, in Indonesia and elsewhere, was certainly not limited to
the World Bank: almost all aid institutions were implicated in corruption.
Under Wolfensohn, the Bank was at least beginning to acknowledge the
problem. Building on his earlier anti-corruption initiatives, in the summer
of 1998 Wolfensohn set up an Internal Audit Department Investigation
Unit, initially with a half dozen staff and support from an outside investiga-
tive team from PricewaterhouseCoopers. For the first time the Bank was
actively investigating fraud by its borrowers. The Investigation Unit was
expanded in 2001 into a new Department of Institutional Integrity (known
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by the acronym INT in the Bank). As word of the department spread, there
were more and more “walk-ins” by Bank staft with allegations of corrup-
tion on projects they had managed.®’

In retrospect, it is remarkable how little public attention was paid to the
corruption embedded in the very institutional DNA of the World Bank,
and in much of the international development enterprise in general. For
those who might think this is an exaggeration, one could refer to a World
Bank Staff Association memorandum sent to Wolfensohn in early 1998:

There are two kinds of [Bank] complicity: the passive one where
Bank staff do not want to see, investigate, record, or report the evi-
dence, and the active complicity where misappropriation of funds
is done with the approval or the assistance of Bank staff. . . . Steal-
ing from Bank funds is the rule, not the exception (emphasis added).
Although there has been recently some indication that the Bank is
wanting to fight corruption, many managers are unwilling to do so.*

A Monument to Corruption

The large-scale corruption revealed in the late 1990s affected all Bank proj-
ects, but it had especially strong implications for the environmental sector.
Forestry was one of the most corrupt sectors not just in Indonesia, but in
many developing countries. Likewise, projects involving extractive indus-
tries—mining, oil, and gas—were particularly prone to massive misuse of
revenue. Large dams figured among the most controversial projects of all
because they not only required enormous funds that could be easily di-
verted, but they also often caused significant environmental damage and
displaced large numbers of people from their homes.

No project was more rife with corruption than the proposed Yacyreta
Dam, a 3,100-megawatt power-generating facility on the Paraguay River be-
tween Argentina and Paraguay. Yacyreta was administered by a binational
project entity, the Entidad Binacional Yacyreta (EBY): the power would go
to Argentina, and Paraguay would share in some of the profits. Paraguay
would bear most of the environmental and social costs, including displace-
ment of 50,000 urban poor and the flooding of 122,000 hectares of land.®

Construction for the dam began in 1983, helped by a $200 million World
Bank loan to support the originally estimated $2.35 billion cost. By the early
1990s delays and overruns had escalated the cost to over $8 billion. Argen-
tine president Carlos Menem himself characterized Yacyreta as “a monu-
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ment to corruption,” and by 1994, according to a subsequent study by the
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World Commission on Dams, $6 billion had been stolen from the project.”
All through the years the Bank continued to pour money into it, with a
$252 million loan in 1989, another $300 million in 1992, and a reallocation
of $146.6 million from another Bank loan to Argentina in 1994, for a grand
total of $895.5 million in IBRD support.*

In September 1996 the Paraguayan affiliate of Friends of the Earth, So-
brevivencia, submitted a complaint to the panel about Yacyreta. It alleged
major violations of the Bank’s resettlement and environmental policies, cit-
ing the lack of adequate resettlement measures, massive pollution of water
supplies, destruction of fisheries and livelihoods, and health problems such
as skin diseases and the spread of intestinal parasites, all caused by the filling
reservoir.”” Bank staff working on the project as well as borrowing-country
members of the board (led by Argentina) challenged the allegations and
the panel’s recommendation for a full investigation. In a compromise, the
board approved a more limited review of the project’s problems.”

In its September 1997 report to the Board, the panel found that many
of the allegations in the complaint were justified; among other things the
number of people being forcibly resettled was actually over 70,000, of
whom fewer than 19,000 had been resettled by the time the reservoir start-
ed filling. Despite the hundreds of millions of dollars received from the
Bank, there was not enough money left in the project coffers to address the
environmental and social problems.”

Meanwhile, right on the heels of its Yacyretd report, the panel recom-
mended full investigations for complaints leveled at two other Bank proj-
ects affecting populations impoverished through lack of attention to reset-
tlement: the India Singrauli National Thermal Power Corporation (NTPC)
Project and the Brazil Itaparica Resettlement and Irrigation Project.”” The
Singrauli project involved the construction of coal-fired power plants
that displaced thousands. Itaparica was a Bank project whose goals were
laudable—a stand-alone loan to provide for the compensation and resettle-
ment of some 40,000 people displaced by a dam that the Bank itself did
not finance; unfortunately, the resettlement project was largely a failure.
Both Brazil and India successfully mobilized borrowing-country support to
block full investigations for these projects.”

The growing North-South acrimony on the board led President Wolfen-
sohn to suggest that the board set up a working group to review the role
and functioning of the panel; Wolfensohn hoped such a review would con-
vince the board of the panel’s value. The board, rather than acting on the
panel’s recommendations on Yacyreta, then made the review of the panel
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the priority, what one account characterized as “shooting the messenger.””*
The board continued to be split along North-South lines with regard to
Yacyreta, and it ultimately decided in late 1997 to ask Bank management
to follow up with progress reports on how the Yacyreta resettlement was
proceeding.”

In February 1998 the acting vice-president for Latin America and the
Caribbean, Isabel Guerrero, wrote to the Yacyreta claimants on behalf of
President Wolfensohn that “the Bank is satisfied with the recommendations
of the [panel] report which affirm that its policies on resettlement, environ-
ment, community participation, and others were fully respected and ap-
plied in the case of Yacyreta. . ..” This was a total misrepresentation of the
panel’s conclusions. The scandal became an issue for Wolfensohn to resolve
personally when the London Financial Times published an article compar-
ing the Guerrero letter and the panel review.”®

Nearly three years into his tenure, Wolfensohn was confronted with
a situation where senior management was blatantly lying, and invoking
his name, to people affected by a Bank project and to the public at large.
Now apparently under some pressure to respond, the newly appointed vice-
president for Latin America and the Caribbean, Javed Burki, sent a letter
to the claimants admitting that “Ms. Guerrero’s letter . . . conveyed an in-
complete description of the Inspection Panel’s Report”” (emphasis added).
After further outraged protests from Sobrevivencia, Burki sent a second
letter four days later that explained that “Ms. Guerrero’s letter conveyed
an erroneous description of the Bank Inspection Panel’s Report” (emphasis
added); the Bank publicized this second letter in the Paraguayan press early
in June.” In a subsequent meeting in June 1998 with Burki, representatives
of the claimants, and Alvaro Umafa, chairman of the inspection panel,
Wolfensohn apologized for the way the Bank had handled the Yacyreta
project and personally affirmed that he fully supported the panel. Burki
led a high-profile site mission to the area affected by the dam. At a public
meeting attended by more than one thousand citizens, he declared, “I come
from one of the poorest countries on earth [Pakistan] and I have never seen
such misery as I have seen here today.””

Unfortunately, it is much harder to remedy a social and environmental
disaster than to prevent one. Despite the preparation of remedial environ-
mental and resettlement measures by EBY at Bank prompting, many of the
problems remained, and in May 2002 a new complaint was filed by more
than 4,000 households affected by the project. The Bank’s board approved
a full investigation this time, and the panel’s report in February 2004 found
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further violations of the Bank’s environmental and resettlement policies,
despite remedial efforts.*® By this time the total cost of the project was ap-
proaching $11.5 billion. Bank management responded with still more reme-
dial action plans. Yacyreta was finally inaugurated on February 1, 2011—31
years after the first IBRD loan for the project.

The Yacyreta controversy, along with the concurrent disputes over the
Singrauli and Itaparica investigation complaints, illustrates just how diffi-
cult the environmental debate remained at the Bank, splitting the Bank’s
executive board along North-South lines, and pitting Bank management
against the inspection panel. Yacyreta also was a prime example of the nex-
us of massive corruption and negligence of environmental and social safe-
guards. Wolfensohn was trying to do the right thing, but a divided board,
recalcitrant management, and corrupt borrowers demonstrated the im-
mensity of the challenge.

Moreover, as in every other such case, no one in the Bank’s manage-
ment was held accountable. In any normal private-sector company, know-
ingly lying in the name of the CEO without his or her knowledge would
be grounds for dismissal; in the case of Yacyretd, such a lie harmed tens of
thousands of people displaced by the dam, people who had already been
waiting for years for some sort of redress. So what happened to Isabel Guer-
rero? On July 1, 2008, she was appointed to be the Bank’s vice-president for
the South Asia Region, overseeing, among other countries, the Bank’s lend-
ing for its biggest borrower, India.

The Safeguards

Despite these board struggles and the movement toward speeding up lend-
ing and weakening policies in the “Change Agenda,” in the early years of
Wolfensohn’s tenure there was also a move to give greater prominence to
the Bank’s core environmental and social policies. In 1997 the Bank iden-
tified 10 “Safeguard Policies” for the lending of the IBRD and IDA, key
requirements to ensure that the Bank would “do no harm” in its lending.
There were six environmental policies (on environmental assessment, pro-
tection of natural habitats, forests, pest management, protection of cul-
tural heritage and resources, and dam safety), for which the environmental
assessment policy was key, since it provided a framework for screening and
analyzing proposed projects and identifying potential impacts that could
trigger the application of the other more-specialized policies, such as pro-
tection of natural habitats or pest management. There were two social
policies, one dealing with involuntary resettlement, and the other with
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protection of indigenous peoples. Finally, there were two legal safeguard
policies: one concerning projects that would impact international water-
ways; and the other for projects that would involve politically disputed ar-
eas, such as contested border regions between countries.*

Implementing these policies had been, and remained, problematic. On
the other hand, the very existence of the policies, and the undeniably higher
visibility they received under Wolfensohn, had an important impact in the
entire world of international development. The other multilateral devel-
opment banks—for example, the Inter-American Development Bank, the
Asian Development Bank, and the African Development Bank—all drew up
their own environmental and social safeguard policies based on those of the
World Bank. The Bank’s policy on involuntary resettlement was adopted
as a model best-practice guideline for bilateral development assistance by
the 30 industrialized-country members of the Organization for Economic
Cooperation and Development (OECD).*

The safeguard policies were a prime example of the powerful, nor-
mative value of what the World Bank declares to be its priorities. Local
communities and civil-society groups in major Bank-borrowing countries
cited the policies as standards to help catalyze action by their own govern-
ments in projects financed by the Bank, even (or perhaps especially) when
the Bank itself was failing to ensure the policies were carried out. In India,
for example, national laws on resettlement compensation had existed for
decades, but Bank involvement in a project gave local communities inter-
national leverage to at least increase the chances that the laws would be
carried out. Moreover, the Independent Inspection Panel was not just im-
portant in establishing accountability within the Bank for the implementa-
tion of the safeguards, but it also served as the model for the creation of
similar inspection and accountability mechanisms in the other multilateral
development banks, as well as several bilateral export credit agencies.

But at first the safeguards and the inspection panel concerned only lend-
ing to governments and public agencies, and not support by the Bank for the
private sector. Environmental groups pointed out that both the environmen-
tal policies and technical capacity of the IFC and MIGA were much weaker
than those of the main World Bank lending operations, and in some impor-
tant sectors (e.g., resettlement), there was no formalized policy whatsoever.

Sustainable Development or Corporate Welfare?

With the Yacyreta scandal, Wolfensohn had to navigate between the wel-
fare of local people in borrowing countries and the political motivations
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of their government representatives. When the borrowing entities were
private companies, questions about who was really benefitting grew even
stickier. Wolfensohn strengthened the institution’s support of private cor-
porations through loan guarantees, risk insurance, and direct financing. In
the name of poverty alleviation and “environmentally sustainable develop-
ment,” he supported increasing the scale of the International Finance Cor-
poration (IFC) and the Multilateral Investment Guarantee Agency (MIGA).

Many NGOs saw this growing focus on the private sector as little more
than corporate welfare. For one thing, the lion’s share of IFC and MIGA fi-
nance went to subsidize investments of larger corporations, many of them
with headquarters in rich industrialized countries, including some of the
largest multinationals on Earth. MIGA and the IFC approved guarantees
and loans for Coca Cola bottling plants in Kyrgyzstan in 1996 and in Azer-
baijan in 1997; and in 1997 the Bank was preparing a huge IDA/IFC project
to assist Elf-Aquitaine, Royal Dutch Shell, and Exxon in oil-field develop-
ment and pipeline construction in Chad and Cameroon. MIGA guarantees
had helped to support huge gold-mining operations in Irian Jaya (the Indo-
nesian western half of New Guinea, now known officially as Papua) and in-
dependent Papua New Guinea (the eastern half of the island) run by giant
multinational mining operations with execrable environmental records:
Freeport McMoran and Rio Tinto Zinc. How were projects like these help-
ing the poor or protecting the environment? The Bank’s standard response
was that they promoted growth and created employment—a rationale that
could justify almost any project.

In 1996, public pressure mounted on Wolfensohn to bring IFC/MIGA
environmental and developmental policies up to the same standard as the
Bank’s. Just as he was beginning to institute reforms of Bank private-sector
lending, yet another international dam controversy shed light on the en-
vironmental and social problems plaguing World Bank Group operations.
This time, the scandal centered around an IFC loan to a Spanish private
electric utility, ENDESA, for the proposed Pangue Dam on the Bio-Bio Riv-
er in southern Chile.

The upper Bio-Bio River basin was home to some 9,000 Pehuenche
Indians and was one of the last refuges in Chile for the formerly numer-
ous Mapuche people (of which the Pehuenche were a part). These indig-
enous communities opposed the project. The proposed IFC environmental
and social measures were so unconvincing that the U.S. executive direc-
tor of the Bank refused to approve the loan, stating that the IFC’s role in
the Pangue project demonstrated again “what we see as a general failure
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of recent World Bank hydroelectric projects to assess adequately, and in
a timely manner, the likely impacts of proposed projects to fisheries and
aquatic biodiversity.”*’

A network of groups representing the Pehuenche filed a complaint with
the inspection panel alleging that the Bank was violating its own environ-
mental and social policies. The panel had to reject the complaint, since it
was set up only to have jurisdiction over the IBRD and IDA. Once again
Wolfensohn personally intervened, establishing in 1996 an independent in-
ternal evaluation of the project conducted by Jay Hair, president-emeritus
of the U.S. National Wildlife Federation and past president of the World
Conservation Union (IUCN).%

The Hair report, as it came to be called, accused key IFC staff of
“fail[ing] to disclose key documents to the IFC Board of Directors (and per-
haps senior management). . . .” “At each stage of the project approval pro-
cess, key decision-support documents often did not faithfully or accurately reflect
the contents of underlying environmental studies”(emphasis added). The IFC,
Hair concluded, added little, if anything of value to the project to address
environmental and social risks.*

After personal interventions by Wolfensohn, the IFC threatened to de-
clare its loan to ENDESA in default because of violations of environmental
and social covenants in the loan agreement. For the Pehuenche, it was al-
ready too late: the dam had been completed and the reservoir filled.

Yet the scandal did prompt reform. Thanks to Wolfensohn’s leadership,
in 1998 the IFC adopted new policies on public disclosure of information
and environmental assessment. That same year also saw the establishment
of environmental and social “safeguards” for IFC and MIGA projects. And
in 1999 a compliance advisor/ombudsman (CAO) office was created to re-
view complaints about IFC and MIGA projects. Its function was similar
to that of the Independent Inspection Panel, but its approach was more
conciliatory—trying first to work with affected communities and project
sponsors in order to find solutions. While some questioned the indepen-
dence of the CAO, as well as the on-the-ground effectiveness of the new
private-sector safeguard policies, these reforms did set a normative standard
for other private-sector projects around the world.

In 2003, 10 leading international private banks adopted environmental
and social safeguards based on the IFC reforms.* These so-called Equa-
tor Principles were strengthened in 2006, and as of early 2013 some 78 fi-
nancial institutions in 35 countries including Brazil, Mexico, Nigeria, South
Africa, and China are signatories, accounting for over 70 percent of global
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private-sector-project finance.*” An international nongovernmental cam-
paign helped pressure industrialized-country governments to agree on
voluntary environmental and social standards for their publicly supported
export-import banks and export-finance agencies (technically known as Ex-
port Credit Agencies, ECAs). These standards (known as the “Common
Approaches on Environment” of the Organization for Economic Coopera-
tion and Development, or OECD), approved in 2003 and strengthened in
2007, were also based on IFC safeguards and policies.*

Thus, Wolfensohn catalyzed a process through which the IFC environ-
mental and social policies became a proxy for international good practice in
private-sector finance in areas such as environmental assessment, resettle-
ment of displaced people, and protection of cultural heritage and indigenous
minorities. That is the good news. The bad news is that the IFC itself, like
the rest of the World Bank Group, continued to have a very mixed record
in carrying out its own policies. Even more than the rest of the World Bank,
the IFC is driven by a deal-making culture rooted in the private sector, where
developmental and environmental impacts are secondary priorities. The pres-
sure to lend and push projects forward quickly—the loan-approval culture—
was even more prevalent in the IFC than in the other parts of the Bank.

A Contradictory Record

Wolfensohn seemed to be in a race against the legacy of not just years but
decades of Bank neglect. He was so vocal in promoting environmental and
social policy reforms, and in engaging with civil society, that he was ac-
cused by some of surrendering to the NGOs.* Yet the more he pushed for
reform, the more outside pressure grew to do still more, for reasons entire-
ly beyond his control. He happened to be on the hot seat in a period when
the environmental and social debts of careless development finance were
finally coming due, at the same time that globalization of communication
empowered activists in both borrowing and donor countries.

Wolfensohn promoted what appeared to be contradictory goals—bet-
ter implementation of policies, but also speeding up the lending process to
please client borrowing countries; helping the poorest of the poor, but pro-
moting privatization and Bank subsidization of multinational corporations
that were more interested in the revenue from Bank contracts and loans
for massive infrastructure projects than in the people affected. Despite the
sound and fury of Wolfensohn’s reforms, the Bank’s bureaucratic culture
seemed impervious to real change from above.

Would it ever change?



CHAPTER FOUR

High Risk, High Reward

THE Darar LamMa was WORRIED. Right after meeting with President
Bill Clinton on June 27, 2000, he took the extraordinary action of
publicly criticizing a World Bank project. The project, he said, should not
proceed and “would be the source of more problems” for Tibetans.' In-
deed, the “China Western Poverty Alleviation Project” entailed using $40
million of a $160 million loan to move some 58,000 poor, mainly ethnic
Chinese Han and Chinese Muslim farmers into an area traditionally inhab-
ited by some 4,000 Tibetan and Mongol nomads in China’s Qinghai Prov-
ince. The rest of the loans would provide assistance to two other Chinese
provinces.” The Qinghai component would also involve the construction of
a 40-meter-high irrigation dam and two irrigation canals, 29 and 56 kilome-
ters long, to promote agriculture on lands that hitherto had been used for
grazing, as well as schools and clinics for the migrants.’

The target resettlement area was not far from the Dalai Lama’s birth-
place. Qinghai was a traditionally Tibetan area, and since the 1950s the
communist regime had aggressively promoted the resettlement of ethnic
Han Chinese in western provinces with large minority populations. The
Chinese government had also chosen Qinghai and the neighboring east-
ern Tibet Autonomous Region as a site for forced-labor prison camps; af-
ter release, former prisoners often stayed as a part of the new influx of
non-Tibetans.! Local Tibetans argued that the project was “evidence of the
Chinese policy of ethnic cleansing of the Tibetan people. . . . In the event
the resettlement project is carried out with World Bank financing, then the
World Bank will have participated in passing a death sentence to us here.”

The Dalai Lama was not the only one who was upset about the project;
over the year preceding his comment, the World Bank had somehow man-
aged to unite against itself a mind-boggling coalition: Jesse Helms, Nancy
Pelosi, and 58 other members of the U.S. Congress; the European Union
Parliament; U.S. treasury secretary Larry Summers; former U.S. treasury

B. Rich, Foreclosing the Future: The World Bank and the Politics of Environmental 57
Destruction, DOI 10.5822/978-1-61091-184-9_4, © 2013 Bruce Rich



58 FORECLOSING THE FUTURE

secretary Robert Rubin; the hip-hop group the Beastie Boys; and movie
stars Harrison Ford and of course Richard Gere; to name just a few.° The
Economist magazine, normally sympathetic toward the Bank, noted that “it
is hard to imagine a more explosive cocktail of political issues than Tibet,
dams, and prison labor. . . . The World Bank has probably never before
faced such an enormous fax and email campaign. Executive Directors’ fax
machines have been breaking down from overuse.””

Despite a remarkably rapid mobilization of international opinion,
Bank management appeared determined to push through approval of the
project. Eleven of the 24 members of the Bank’s Executive Board wrote
to Wolfensohn, urging him to abandon the Qinghai resettlement.® But on
June 17, 1999, the Bank’s vice-president for East Asia and the Pacific as-
serted that the project met World Bank criteria and that it was not the role
of his staff to consider “moral and political” matters.” The next day, the
International Campaign for Tibet filed a complaint with the Bank’s Inde-
pendent Inspection Panel on behalf of local Tibetans, including Buddhist
clergy, who requested that their names not be released through fear of re-
prisals. They alleged major violations of numerous World Bank policies,
including requirements for environmental assessment and protection of
indigenous peoples."

China treated the criticism as an outrageous impingement on its sover-
eignty, motivated by purely “political” machinations of the “Dalai [Lama]
splittist clique.” It threatened to withdraw from the World Bank if the board
did not approve the loans, and informed the ambassadors of major Western
donor countries that future investment prospects in Chinese markets were
tied to their support of the Qinghai project.

Wolfensohn and the Bank were under extraordinary pressure. After all,
China had become the biggest ongoing borrower from the World Bank,"'
and no one knew whether the Chinese were really bluffing; the Bank stood
to lose its biggest client. Even though the executive directors represent-
ing the United States, Germany, France, Canada, the Nordic countries, and
Austria/Belgium all refused to approve the loan, the board majority nev-
ertheless did approve it. But there was an unprecedented condition: the
$40 million for the Qinghai component of the $160 million total was to
be withheld until the inspection panel could complete its investigation and
the board could review the panel’s findings.'? The Chinese government did
not publicly object to the investigation and even agreed to host visits to the
project site, claiming that “we are in favor of transparency. . . . Transpar-
ency brings to light facts and scorches rumors.”” But what resulted was a
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government-supervised trip for selected foreign press that was designed to
inhibit frank discussions with local people.™

Meanwhile, two researchers—an American, Daja Meston, and an Aus-
tralian, Gabriel Lafitte—traveled to Qinghai to learn more about the af-
fected people’s real opinions. They were both arrested, denied any contact
with their embassies for days, interrogated, subjected to sleep deprivation,
and threatened. Meston had formerly worked with Republican congress-
man Frank R. Wolf; Wolf wrote to President Clinton urging that the United
States seek Meston’s immediate release. On August 19, 1999, Meston fell
from the third-story window of the building where he was being interro-
gated; he apparently was trying to escape. He suffered a broken back and
serious internal organ damage before regaining consciousness in a hospital
room, surrounded by interrogators and armed guards. Lafitte and Meston’s
alleged crimes were the misuse of tourist visas and “illegal” photography.”
The Chinese government, it appeared, had a rather unusual interpretation
of transparency.

The inspection panel released its investigation report on April 28, 2000.
It was damning, finding major violations of seven different Bank environ-
mental and social policies." It revealed the dynamics of what was actually
occurring on the ground with respect to the Wolfensohn organizational
reforms. Perhaps the most important finding was that although the proj-
ect would transform the ecology of more than 20,000 hectares of land,
senior staff in the Bank’s China region nevertheless insisted—against the
recommendations of an environmental consultant they had hired for the
project—that it not be subjected to a full environmental assessment."” From
senior management down to working-level professionals, many Bank staff
involved with China loans seemed to view Bank environmental and social
protection policies as optional; the frequent refrain was ““in China things are
done differently”” (emphasis in original source).” Here one could clearly see
the effects of “Matrix management,” which required staff to sell their ser-
vices to country directors and project managers on the “internal market.”
One senior Bank official told the panel, “Frankly, they don’t want to bite the
hand that feeds them . . . by taking a hard-line view.”" The result was that
the Bank’s largest country-lending department routinely ignored environ-
mental and social requirements that might slow down a loan.

Wolfensohn tried to thread the needle, submitting the panel’s report
and the Bank management’s reply for consideration at a July 6 board meet-
ing. Management had come up with a belated plan to conduct full envi-
ronmental and social assessments, and to carry out the ensuing mitigation
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measures—all of which, as required by the Bank’s own policies, should
have been undertaken before the loans were approved.

By anironic quirk of fate, in the first week of July 2000 the annual Smith-
sonian Folklife festival was taking place on the National Mall in Washing-
ton. That year, Tibetan culture in exile was the highlight, attracting visitors,
including Tibet activists, from around the world. Crowds of protesters sur-
rounded the World Bank, chanting against the Qinghai project. The Eu-
ropean Parliament passed a resolution condemning it. On the eve of the
board meeting, the New York Times published a lead editorial entitled “A
Misguided World Bank Project,” calling upon the Bank’s directors “to reject
this poorly designed project.”

The board meeting was contentious. U.S. executive director Jan Piercy
(who had been Hillary Clinton’s roommate at Wellesley) declared the proj-
ect “non-compliant,” contending that “Bank staff has no consistent under-
standing of basic policies that have been in place for years.”*" On July 7,
the US., Japanese, Canadian, Australian, and all the European members
of the board rejected Wolfensohn’s proposal to proceed. Before any board
consensus could be reached, China announced that it was withdrawing its
proposal for the $40 million of the loans that would have gone to the Qing-
hai project and would continue on its own without the World Bank.?

The Chinese did proceed with the project, but scaled it back to resettle
17,000 people rather than 58,000. Moreover, the Chinese decided to cut back
on costs by moving the 17,000 into the existing housing facilities of a former
“reform through labor” prison camp, which gave Tibet activists hope that the
impact on the indigenous population would be lessened.” At least the World
Bank was not giving an international stamp of approval to such a scheme.

The outcome was a victory of sorts for those who were pushing for
greater accountability in the Bank, but perhaps a Pyrrhic victory only. It
was becoming clear that full implementation of the Bank’s environmen-
tal and social policies could involve scrutiny and transparency that many
borrowing, developing countries would find uncomfortable. Business con-
stituencies and their allies in donor countries as well sometimes found the
safeguard policies to be an obstacle to their conventional, cozy, and not
always transparent ways of doing business in the developing world. The
inspection panel report revealed just how widespread resistance remained
among some Bank staff and management to Bank environmental policies
and accountability procedures.

Wolfensohn himself didn’t seem to take to heart the inspection panel’s
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disturbing findings. He maintained that the Qinghai project was a good
one that “would help both Chinese and Tibetans, mainly very poor people
wanting to live a better life.” In his memoir, written several years later, he
appears much more upset that “Congress was on our back, and so was the
general public. Harrison Ford and his wife, screenwriter Melissa Mathison,
friends of ours from Wyoming, stood at the front of the protests. Nancy
Pelosi, another good friend and subsequently the Speaker of the House,
gave me hell. Among her constituents in California were the groups that
were most pro-Tibetan and anti-Chinese, and none of them would listen
to our explanations.”” He had begun to internalize the last defense always
proffered by Bank management for misconceived projects: “The Bank’s ex-
pulsion from the project left Beijing free to do as it liked without any of the
safeguards and planning that accompanied all our work. . . . In the end the
real losers were the farmers earning 20 cents a day.”*

The growing reaction was to ignore the message and scapegoat the
messengers, which were most often civil-society organizations, the Bank’s
own Independent Inspection Panel, and the Bank environmental staff who
might risk career suicide by pushing for rigorous implementation of poli-
cies. Wolfensohn himself appeared to be tiring of the fight. He told repre-
sentatives of civil-society groups in a 2001 meeting, “I have recently met
with 22 African heads of state and most of them have complained that the
bank has gone too far in working with civil-society organizations and allow-
ing unrepresentative NGOS to influence government decision making.”?¢

Meanwhile, the evidence grew that the McKinsey-inspired reforms had
exacerbated the organizational dysfunction. A July 2001 “OED Review of
the Bank’s Performance on the Environment” documented a marked de-
terioration in the Bank’s environmental performance, linking this directly
to Wolfensohn’s 1996-98 reorganization. OED itself belatedly concluded
what NGOs had warned Bank management about from the beginning: the
creation of the networks and the budgetary weakening of the technical de-
partments had the direct—and completely foreseeable—consequence that
“the quality of the EA [environmental assessment] process deteriorated.”
Wolfensohn’s botched decentralization changes “diminished the Bank’s ca-
pacity both to mainstream the environment into country programs and to
implement its [environmental and social] safeguard policies effectively.”*
The EAs still had little or no impact on project design, the Bank’s failure to
deliver environmentally sustainable results worsened, and the responsibil-
ity started at the top:
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The findings of this evaluation [July 2001] are not new. Many are
based on internal and external studies done over the past decade. . ..
The structure of incentives, priorities, and direct processes of ac-
countability from senior management down the line have not been
supportive of strategic inclusion of the environment, of adequate
monitoring and evaluation, nor of positive recognition of activities
and staff in this area.”

Despite such findings, the backlash continued to grow against further
efforts to internalize sustainability in the Bank. Perhaps the most flagrant
example was the refusal of the Bank to accept and endorse the recommen-
dations of a pathbreaking three-year series of consultations and reports
that it cosponsored to resolve the international controversy over the financ-
ing and construction of large dams—the World Commission on Dams.

Temples or Tombs?

In the 1980s and "90s, no issue was more contentious than Bank support
for large dams. (The standard working definition of a large dam is one 15
meters or higher, or with a reservoir of more than 3 million cubic meters.”)
These projects, with or without international financing, had provoked mas-
sive protests not just for years, but for decades. In India, according to po-
litical scientist Sanjeev Khagram, “by the 1980s practically every big dam
across India faced some form of organized resistance.”*! By the 1990s, “con-
flicts between proponents who viewed big dams as temples and opponents
who saw them as tombs reached unprecedented levels.”* In Brazil, by the
1970s hundreds of thousands of people had been forcibly displaced by vari-
ous dam projects (some financed by the World Bank), and in 1991 various
regional associations of “development refugees” formed the Movement of
Dam-Affected People.” Most of the controversies involved the displace-
ment of poor people, but sometimes local residents were simply voicing
environmental concerns.

Already in 1994, on the 50th anniversary of the founding of the World
Bank, some 326 civil-society organizations from 44 countries called for a
moratorium on all new funding of large dams until there was reform. They
demanded that the Bank strengthen its policies concerning forcible displace-
ment, set up a reparations fund to compensate those already dispossessed,
and establish an “independent, comprehensive review of all Bank-funded
large-dam projects.” This appeal was called the “Manebelli Declaration,”
named after a remote Indian village that was to be inundated by the Sardar
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Sarovar Dam, which at that time the Bank was still supporting.**

The Bank eventually responded to the mounting outcry by asking the
Switzerland-based World Conservation Union (TUCN) to organize a multi-
stakeholder meeting on large dams. In April 1997, 39 attendees gathered
for a two-day meeting. They represented all of the major constituencies
effected by the controversy: large engineering and construction companies;
pro-dam industry professional associations; NGOs; governments and gov-
ernmental agencies; and state power companies.”” Industry representatives
were just as eager as NGOs for such a meeting, since it was becoming clear
that grass-roots political opposition to big dam projects was resulting in
enormous delays and cost overruns in many parts of the world.”®

The World Commission on Dams that emerged from the meeting
would have two main purposes: first, to review the effectiveness of large
dams and assess alternatives for water and energy development; and sec-
ond, to develop standards for all phases of dam development, from plan-
ning to decommissioning.”” The commission would have 12 members, who
were to represent a wide variety of viewpoints and backgrounds.”® Four
were supposedly dam critics—such as Medha Pakter, the fiery leader of the
India Narmada Bachao Andolan (Struggle to Save the Narmada River). Four
were chosen as well-known dam proponents, including Goéran Lindahl, the
president and CEO of the Swedish-Swiss engineering and construction
company ABB. The other four were supposed “moderates” on the issue,
including Achim Steiner, the secretary-general of IUCN, who subsequently
went on to head the United Nations Environment Programme.

The commissioners formulated a two-and-a-half-year program to
gather research for the final report. The program included a survey of the
performance of 125 large dams; detailed case studies of eight individual
dams in eight different countries; public hearings in four major regions
of the world, which reviewed 947 submissions and presentations; and 17
“thematic reviews,” issue papers on critical governance, institutional, so-
cial, environmental, and economic issues.”” A budget of nearly $10 million
was raised from 53 different sources: governments, aid agencies, industry,
private foundations, and NGOs.*

It was arguably the single most serious international effort since the
1992 Rio Earth Summit to try to reconcile development, environmental
conservation, and social equity. Wolfensohn’s World Bank could take sub-
stantial credit for playing a constructive role in making it happen—attempt-
ing to find a way forward from the acrimony that its own negligence in
earlier projects had provoked.
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“The Commission Has Shown Us the Way Forward”

So it was that on November 16, 2000, in a glamorous gala in London, for-
mer South African president Nelson Mandela gave the opening address wel-
coming the release of the final 404-page report of the WCD, Dams and De-
velopment: A New Framework for Decision Making." Echoing the report, Man-
dela noted that while dams “have delivered significant benefits for many,”
their “overall performance and impacts present us with a more complex
and often bleak picture, especially for the unspoken minority and for na-
ture.” The Commission had “shown us the way forward for dealing with
such complex issues,” Mandela declared.* The Commission found that
while large dams had “contributed significantly to human development,”
they also had forcibly displaced 40 to 80 million people worldwide. Those
most grievously harmed were often indigenous people, ethnic minorities,
and women.” A full 60 percent of the world’s river systems had been frag-
mented by dams and water-transfer schemes, species and ecosystems had
been irrevocably lost, and valuable land had been damaged by salinization
and waterlogging.* The report also found that large dams contributed sig-
nificantly to global warming, mainly through the release of methane from
decaying plants in large reservoirs.*

The WCD found that large dams—even when analyzed on their own
terms, without counting the environmental and social costs—had a clear
record of underperformance. There appeared to be a widespread industry
practice of purposely underestimating costs to push projects through and
win contracts; the average cost overrun of the large projects surveyed was
56 percent (138 percent in South Asia!).* Nearly half of the irrigation proj-
ects failed to achieve their targets, and some 70 percent of the water-supply
dam projects failed to achieve their supply goals.”’

The WCD drew some conclusions of great importance not just for
large dam projects, or for large development investments in general, but
for governance in a globalized world. It noted that traditionally, lending
agencies like the World Bank assessed the economic risks of projects like
large dams to investors, lenders, and governments. These were “voluntary
risk takers”: people and entities who were directly involved in the project
design and decision making, and who could decide what kind of risk they
wanted to take. But there were far more people who had risk imposed on
them—people who had no power to make decisions about the project,
even though it might have dramatic consequences for their health, liveli-
hoods, or even their very survival.* These “involuntary risk bearers” were
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the millions of poor people forcibly displaced by the dam reservoirs and
the millions more whose livelihoods were undermined by the downstream
environmental impacts (such as the collapse of fisheries). It was imperative,
the WCD concluded, that these groups have the legal right to negotiate
with the voluntary risk takers who also had the decision-making power.*

It could be argued, moreover, that there is also an even larger class of in-
direct, involuntary risk bearers, namely the poor in large developing coun-
tries for whom overly expensive and suboptimal infrastructure investments
could crowd out fiscal space for more effective and equitable alternatives.
This was what Martin Karcher, after 29 years at the World Bank, felt so
deeply about with regard the proposed Nepal Arun III Dam project (dis-
cussed in chapter 3).

This WCD analysis, now more than a decade old, appears more relevant
to the inhabitants of the United States and the industrialized world today
than it might have done in 2000. The 2008-12 world financial crisis showed
how most of the working-class and middle-class populations of the West-
ern world had huge economic risks imposed on them involuntarily—risks
managed by others in untransparent decisions over which they had no say,
indeed affecting their health and sometimes very survival. The prevailing
globalized economic model, with its deficits in transparency, accountability,
and equity, reduced hundreds of millions of people to “involuntary risk
takers.”

The WCD’s analysis had lasting social and political implications beyond
large dams, and so did its prescriptions. The report set out five “core values”
for decision making and planning: equity, efficiency, participation, sustain-
ability, and accountability. It was easy for development agencies and govern-
ments to pay lip service to these abstractions. More specifically, the report
articulated Seven Strategic Priorities for guiding future decision making on
large dams. Two priorities were of particular importance: gaining “demon-
strable” public acceptance and undertaking a comprehensive assessment of
alternatives and options.

In the case of indigenous and tribal peoples—whose cultures and live-
lihoods are especially vulnerable—such demonstrable acceptance is indi-
cated by “free, prior, and informed consent achieved through formal and
informal representative bodies.”° That free, prior, informed consent should
be a precondition for projects and activities involving resettlement of indig-
enous peoples was already a principle of international law, enshrined in Ar-
ticle 16, Section 2, of the 1989 United Nations International Labor Organi-
zation (ILO) Convention Number 169 on Indigenous and Tribal Peoples.”*
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Concerning analysis of options, experience showed that frequently
there were less-expensive and less-risky alternatives to massive dam proj-
ects that planners and government officials failed to consider. Energy-
efficiency investments and rehabilitating existing dams, for example, had
been neglected for decades in the economic-appraisal of alternatives to
new hydroelectric projects. Other priorities emphasized the need to ensure
compliance and crack down on corruption. Most importantly, the WCD
laid out 26 specific good-practice recommendations for putting the priori-
ties into action on the ground.

As might be expected, many NGOs welcomed the WCD report and
its recommendations. The United Nations Environment Programme and
the World Health Organization strongly supported it.”> The German and
Swedish government aid agencies adopted the recommendations and initi-
ated programs to work with their developing-country partners and dam
developers to help carry them out.”* On the other hand, most major in-
dustry associations were critical of the findings, though some individual
companies, such as Sweden’s Skanska, and the British HSBC and French
DEXIA banks, endorsed them. The South African government endorsed
the report, but many other Southern governments were critical, and China
and Turkey rejected it outright.”

Unfortunately, the WCD triggered the same old North-South knee-jerk
reactions on development issues. The Indian government argued, for ex-
ample, that the recommendations would result in hypocritical conditions
on aid—ones the rich countries hadn’t followed when they built their own
dams. India alleged that it was a North-driven attempt to hinder the nation-
al development of poor countries. Yet the impetus for the WCD had been
the protests of affected people in the South, and six of the twelve commis-
sioners represented developing-country interests; the chair had been South
African Minister of Water Resources.’

More importantly, the recommendations were not a top-down, aca-
demic formulation to be imposed on governments, but a reflection of de-
cades of efforts within developing countries to come up with standards to
prevent development tragedies from repeating themselves. India, in fact,
was a prime example. In 1989, civil-society groups and academic research-
ers in India created a prototype National Policy on Developmental Reset-
tlement of Project-Affected People, which anticipated the key WCD pri-
orities and recommendations.”” The Indian government’s rejection of the
WCD did not go without strong domestic condemnation. In the words of
one Indian commentator, “two decades of slow emergence of enlightened
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[India domestic] thinking were washed out in the flood of rhetoric against
what was perceived as an international conspiracy to prevent India from
developing.”*®

Still, the initial bunker-like reaction of the Indian government was fol-
lowed by progress. In 2007 the Indian government approved a National
Rehabilitation and Resettlement Policy that reflected many of the ele-
ments of the 1989 prototype and the WCD guidelines. Most of the 2007
Indian government recommendations were not legally binding, but they
were nevertheless a major step forward. The WCD’s role was to serve as an
“international anchor” and present a restatement of proposed norms and
procedures that had been circulating in the Indian domestic arena for the
previous decade and a half prior to 2000, norms that eventually found their
way into national policy.”

So what role would the World Bank play?

High Risk, High Reward

Bank management claimed that the WCD core values and strategic priori-
ties were “consistent with Bank policies,” but they refused to comply with
the 26 good-practice recommendations.®® Of course, the core values and
priorities were generalities that were hard to dispute. The devil lay in the
details—details that were the key to avoiding more Bank-financed dam di-
sasters like Narmada Sardar Sarovar, Yacyretd, and the proposed Arun III
project.

More disturbing were indications that some senior World Bank water-
project staff actively tried to sabotage acceptance of the WCD by borrow-
ing governments. Eighty-five nongovernmental groups from 30 different
countries wrote to Wolfensohn on March 19, 2001, copying all the execu-
tive directors of the Bank, asserting that “we learnt from various sources
that Bank representatives are misinforming or even lobbying governments
and other institutions so that they reject the WCD report. Some institutions
which expressed positive views about the WCD recommendations report-
ed that they were strongly criticized by Bank representatives for doing so.”"

The Bank also developed an approach, the 2003 Water Resources Sec-
tor Strategy, that was a declaration of independence from the WCD, from
rigorous implementation of Bank environmental policies, and, above all,
from the accountability of the Bank’s own Independent Inspection Panel.
The principal author was John Briscoe, a South African water engineer who
had met with developing-country governments behind the scenes during
the preparation of the WCD. The Strategy rejected the principle of “free,
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prior, informed consent” for indigenous peoples, arguing that it constituted
a “veto right that would undermine the fundamental right of the state to
make decisions in the best interests of the community as a whole.”” More
broadly, it called the WCD recommendations impractical, claiming that
they “would virtually preclude the construction of any dam.”*

Instead, the Bank would reengage with what it called “high-risk/high-
reward” projects in the water sector. But based on the record of Bank dam
projects, it was not clear what the Bank understood by risk and reward.
The whole point of the WCD was that millions of some of the poorest and
most vulnerable people on Earth had been deprived of their livelihoods,
and that the “rewards” often ranged from mediocre to disastrous.

The Bank’s brave new water strategy made clear what its recalibration
of risk did entail: attacking the precautionary principle, widely accepted
for years in many countries, including all the countries of the European
Union. The precautionary principle requires that for activities with poten-
tial risks to human health and the environment, the burden of proof is on
the proponents to show that the risks can be prevented or avoided. The
new water proposal declared: “Most [development] practitioners, however,
believe that the application of the precautionary principle would be a recipe
for paralysis, and that few development projects would ever be undertaken
if such an approach to risk were taken.”**

The strategy urged that the high-risk/high-reward approach be extend-
ed to other areas with major environmental and social impacts, such as
forestry and extractive industries (mining, oil, and gas). The costs of policy
compliance in these fields had become too high compared to costs in other
Bank projects; even worse, “the probability of such projects going to the
Inspection Panel is rapidly approaching certainty.”®’

The bottom line was that by shying away from controversial projects,
the Bank would be taking an even greater risk of not fulfilling its mission to
promote development and help the poor, since such projects also entailed
“high [development] rewards.” Except that they didn’t. The high reward
part of the equation was an a priori theological assertion, contradicted time
and time again by bitter experience.

Bujagali: Private Rewards, Public Risks, and Corruption

The Bank did not wait for the new water-resources strategy to finance
projects that ignored the principles of the WCD. In fact, already in De-
cember, 2001 the board approved a $225 million IFC loan to the American
energy company AES for construction of the 200-megawatt Bujagali Dam
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in Uganda. The project would affect some 8,700 people, of whom more
than 600 would be involuntarily displaced.® It would submerge the Bujagali
waterfalls, near where the Nile flows out of Lake Victoria. Bujagali Falls is
area of great spiritual importance for some 2.5 million Busoga people in
Uganda, who believe that the spirits protecting their communities inhabit
the waters of the falls and rapids.

Five months before the board approved the project, two Ugandan or-
ganizations filed a complaint with the Bank inspection panel. There were
concerns about resettlement and environmental impacts, but the biggest
problem was economic. AES had demanded a 30-year power-purchase
agreement that bound the government to pay a fixed price for all the power
the plant could potentially produce, whether or not all the power was ac-
tually produced or needed. The contract was secret; not even the Uganda
parliament had access to it, and the Bank also kept the agreement secret—a
not uncommon practice with private-sector projects, since companies of-
ten invoked the principle of commercial confidentiality to avoid sharing
information with their competitors. In such cases the Bank sided with the
companies, even though it was subsidizing them with public international
funds.”

The inspection panel released its report to the Bank’s board on May 30,
2002. But before even discussing the panel’s report, the board approved an-
other $250 million for a MIGA guarantee of AES financing for the project
on June 4. The board minutes for that date report that “a number of speak-
ers commended Bank Group management and staff for their willingness to
engage in such a complex and high-risk project at a time when there was a
temptation to become risk-adverse because of outside criticism.”*

The panel’s approach was balanced, giving the Bank credit where credit
was due. It ultimately found violations of several Bank policies, but it also
noted that most of the affected people received adequate compensation and
that the environmental assessment was generally sound. Above all, though,
it found that the economic analysis appeared to be seriously flawed: the cost
of electricity for the project was around 40 percent higher than the average
cost of electricity for 20 other independent power projects it examined.”
The Bank’s analysis was dismissive of all alternatives, including geothermal
power, which a 1999 Bank internal report recommended be analyzed in
plans for expanding Uganda’s power capacity. The price of electricity for
geothermal production would have been less than half the price that would
result from Bujagali.”

The Power Purchase Agreement finally became public despite the
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Ugandan government’s and World Bank’s refusal, after Uganda environ-
mental groups won a ruling in November 2002 from the Uganda High
Court that the Ugandan constitution required the Power Purchase Agree-
ment to be disclosed.” A subsequent independent analysis of the Power
Purchase Agreement by an Indian energy research group was damning:
the covert deal between parts of the Ugandan government and AES would
subject the Ugandan people to needless extra electricity costs of over $20
million a year compared with similar hydroelectric projects in other devel-
oping countries. The World Bank had “given poor advice to the Ugandan
government, and . . . misled the public about the cost of the project.””

The Bank’s handling of the project was a scandal—high rewards for AES
subsidized and guaranteed by the Bank, unconscionable risks for Uganda,
key information withheld by AES, the Ugandan government entities in-
volved in the negotiating, and by the Bank itself. How could this happen?

Things became clearer when allegations of widespread corruption in
the Bujagali project began to appear in 2002, leading to simultaneous in-
vestigations by the governments of Norway, Uganda, the United Kingdom,
the United States, and the World Bank. Norway withdrew its support when
the Norwegian engineering contractor Veidekke admitted that its UK sub-
sidiary had bribed a Ugandan government official. The official in question
was the energy minister; he subsequently became Uganda’s representative
to the executive board of the Bank.” The U.S. Department of Justice com-
menced an investigation of AES for violations of the Foreign Corrupt Prac-
tices Act in Bujagali.”

AES itself had much more serious problems, since it had lost enor-
mous amounts of money in connection with the notorious Enron energy-
trading and price-manipulation activities in California in 2000-2002. AES
became the target of several class-action lawsuits and was subject to simul-
taneous investigations by the California state attorney’s office, the Cali-
fornia Public Utility Commission, and the U.S. Federal Energy Regulatory
Commission.” Ugandans were not the only people turned into involun-
tary risk takers by AES.

AES’s share price collapsed, losing more than 95 percent of its value,
and to stave off bankruptcy it withdrew from Bujagali and a number of
other foreign energy projects in August 2003. AES had done a lot of busi-
ness with the World Bank and IFC—in fact, prior to its financial implo-
sion, it had benefited from some $800 million in IFC loans and guarantees
since 1995.7° The Bujagali Dam project, for the time being, collapsed. In
later years the Bank would revive the project with other participants, and
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with more controversy—a story which we shall examine in more detail in
chapters 7 and 9.

Concurrent Government and Market Failure

The high-risk-high-reward approach was not just limited to water proj-
ects—it extended to other areas where Bank lending had become inhibited
by past environmental and social disasters. The notorious tropical-forest-
colonization schemes the Bank had financed in the 1980s had left a traumat-
ic aftermath, leading to a 1991 ban on Bank lending for logging in primary
tropical forests.” The 1991 policy, inspired also in part by the pending 1992
Rio Earth Summit, emphasized conservation and attempts to expand forest
cover. In the 1990s Bank forestry experts experienced underemployment
for involvement in logging (“forest management”) projects, similar to that
of the big-dam proponents.

Unfortunately, a 2000 study by the Operations Evaluation Department
(OED) concluded that the ban on Bank support for logging did nothing to
reduce deforestation in tropical countries, which accelerated dramatically
in the 1990s; by stepping back the Bank had had simply lost any influence
to improve forest management.”® Conservation projects were dwarfed in
comparison to far more powerful macroeconomic forces—forces the Bank
had actually fostered through its other lending. “The powerful forces of
globalization and economic liberalization have intensified pressures for for-
est production and land conversion, challenging the goal of ‘sustainable
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development.”™ The Bank estimated that in many countries there was as
much illegal logging as legal production, or even more.”

The growth of illegal logging in particular made it “pointless for entre-
preneurs to invest in improved logging or tree planting. This is a classic case
of concurrent government and market failure” (emphasis added).*

There were also revealing insights into the “big ideas” and technical
fixes quite popular in mainstream development thinking. The 1991 forest
policy assumed that intensifying agricultural production (which in practice
included the use of genetically modified crops) was a solution that, besides
increasing crop yields, would relieve pressure to deforest more land for food
and commodity production. Who could argue with such a win—win solu-
tion? But a decade’s experience had shown that “no universal principles”
could be applied; whether agricultural intensification reduced pressures on
forests, or actually increased them, was “highly location-specific.” In very
densely populated countries like China and India, productivity increases did
reduce pressure to convert forests. But in Brazil and other countries with
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large land surpluses, increases in agricultural productivity increased incen-
tives to chop down still more forests for farmland, again “a phenomenon
[further] reinforced by globalization and the liberalization of markets™*'

In Brazil, Indonesia, and Cameroon, forest conversion for agricultural
exports was especially widespread. Currency devaluation, a standard Bank
“structural adjustment” loan policy, had further driven agricultural and for-
est exports in all three countries.* Devaluation meant that more had to be
exported to obtain the same amount in hard foreign currency, and the rela-
tive cheapness of the exports in turn fostered increased external demand.

The OED thesis that the global model of economic growth, free mar-
kets, and trade liberalization was the most important driving force behind
forest destruction was something that one had heard from left-wing anti-
globalization groups, but this was almost astounding to find in a World
Bank evaluation report. It was also a thesis that ecological economist
Hermann Daly had long espoused. In a cover article for Scientific Ameri-
can in 1993, he observed that the push for unregulated global commerce
and growth probably “increase[ed] environmental costs faster than ben-
efits from production—thereby making us poorer, not richer.” Countries
were irreversibly depleting their ecosystems, and ultimately the carrying
capacity for all life in exchange for short-term trade income.® (Well-known
trade economist Jagdish Bhagwati argued the opposing case in the same
issue, reiterating the argument often proffered by economists, finance min-
istries, and, of course, the World Bank: Rising incomes brought about in
developing countries through free trade would eventually generate more
income that could be used to protect the environment. If some immediate
environmental concerns reflected important and universally shared values,
protections could be enforced by mutually agreed-upon international trea-
ties—but this would entail trade-offs with economic growth.)*

The Bank’s OED could hardly bring itself to question the entire global
economic model promoted for years by the Bank and its most powerful
member governments. So it recommended raising more cheap money (i.e.,
grants, such as from the GEF) to compensate countries for protecting for-
ests; trying to fight illegal logging; creating incentives within the Bank to
reengage in forestry management (improved logging) projects; and doing
more to help poor people in forest areas.” In reality this was a policy punt.
If the financial incentives for forest products were as great as the OED re-
port maintained, and if indeed both markets and governments had failed
to stop the destruction, the Bank’s efforts would be akin to bailing out the
sinking Titanic with buckets. Of course it was a good idea to promote good
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governance and law enforcement, but the stronger forces at work in major
developing countries were not interested in the pious formulations of the
Rio 92 Earth Summit, or even in “sustainable logging™:

In Brazil the government has viewed the Bank’s focus on saving for-
est cover in the Amazon as an unnecessary interference in Brazil’s
domestic affairs. . . . In Indonesia the domestic plywood industry,
working closely with the forest department, has resisted reform. In
Cameroon the powerful foreign-owned [logging] industry working
with the parliamentarians has resisted reform. . . . %

Bank management took the study as a green light to discard the ban on
supporting commercial logging. A new 2002 forest policy allowed logging
projects as long as they were certified as sustainable harvesting by an inde-
pendent authority and did not result in “significant” conversion of “critical
habitats” or “critical forests.”®” These limitations did not reassure many out-
side observers, given the flexibility of the language and the record of past
World Bank projects. Most importantly, the policy did not address the Bank’s
macroeconomic prescriptions. The Bank continued to push for market liber-
alization and economic “structural adjustment,” which emphasized exports.

Even members of the Bank’s executive board were concerned. What
was the sense of lending more money for “sustainable forestry” if the
Bank’s economic policies were contributing to greater pressures to defor-
est? So management promised it would deal with the problem in a new
policy on “development policy lending,” a promise which it mostly ignored
in substance when the policy was issued in 2004. The policy stated that
the Bank would examine and describe the borrowers’ lack of capacity to
address negative impacts on the environment and the poor in the case of
structural adjustment/development policy loans, and would describe “how
such gaps or shortcomings would be addressed . . . as appropriate.”®® There
was no clear commitment to actually remedy such shortcomings. More-
over, since non-project adjustment and “development policy” loans are typ-
ically very large and fast-disbursing, the Bank effectively washed its hands
of any responsibility for what actually happened on the ground.

In any case, the real impacts of the new forestry approach can be seen
in the projects that were approved during Wolfensohn’s second term.
Unfortunately, most of the world’s richest tropical forests lie in countries
with massive problems of corruption and governance, such as Indonesia,
Cambodia, Papua New Guinea, the Democratic Republic of the Congo,
and other Sub-Saharan countries. The main exception—a very important
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one—is Brazil. The underlying quandary remained: even with the best of
intentions, outside efforts to improve resource management would prob-
ably fail in areas of near total “concurrent government and market failure.”

The Race for Logging Concessions in the Congo

One of the Bank’s most risk-fraught forays into supporting logging took
place in the Congo. In the early 2000s the Democratic Republic of the Con-
go (DRC) was emerging from a horrific civil war in which as many as 5 mil-
lion people may have perished—one of the worst human rights atrocities
since the Second World War. Governance was in a shambles; much of the
civil war had been fueled by the efforts of various factions, war lords, and
semi-criminal armies to gain control of natural resources such as timber
and minerals. In 2002-3 a transitional government was established, and the
Bank, together with other Western donors, worked with the government
to promote a new Forest Code, as well as a system for managing forest con-
cession contracts. In 2002 the Bank conditioned the release of $15 million
of a structural adjustment credit on the new government’s adopting the
revised Forest Code.*

Under the old Mobutu regime, the Congo’s official, taxable forest indus-
try greatly declined. In 2002 a Bank Mission to the Congo suggested that
production could be increased 60- to 100-fold in a new “favorable climate for
industrial logging.” To this end, the Bank promoted a zoning system for
the country’s forests in which an area larger than France, some 60 million
hectares, would be designated as “production forests.”” The total area of
tropical moist forest in the DRC was estimated at the time to be between
80 and 100 million hectares.

In August 2003 the Bank approved more funds for an “emergency”
economic and social-support program, part of which went to finance the
forestry zoning. Although the Bank’s project documents paid lip service
to securing rights and access to the forest for all stakeholders, as well as
to environmental protection, the principal indicators it chose to measure
the success of the forestry component were the conversion of old forest-
concession contracts into new concessions under the new Forest Code, and
the number of new concessions that were granted.”

The Bank’s plan alarmed numerous communities of hundreds of thou-
sands of Pygmies who lived in the prospective logging areas. In February
2004, some 51 Congolese organizations called for the traditional lands of
the Pygmy populations to be respected,” but while the Bank assured the
groups it shared similar concerns, the zoning went ahead unchanged.”
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In addition to violating the rights of indigenous populations, scaled-
up logging, given the post-conflict chaos continuing in the Congo, would
threaten environmental disaster. The amount of money involved was rela-
tively small, but the project would set parameters for the future develop-
ment—or destruction—of one of the world’s largest last-remaining tropi-
cal rain forests. The U.S. Agency for International Development (USAID)
warned that the DRC qualified as a failed state unable to control much of
its territory, let alone enforce laws or rules in that territory. Both Congolese
and foreign logging companies would have every incentive “to employ the
most aggressive strategies to log timber in their concessions as rapidly as
possible.”

The Bank’s logging concession goals appeared to be recklessly, danger-
ously detached from on-the-ground realities, given that

... it is not simply a question of restoring governance systems and
restarting a dormant economy, but rather the much more difficult
challenge of totally reforming existing, ill-adapted governance and
economic systems. This will involve doing away with criminal and
corrupt systems and replacing them with transparent, equitable, and
democratic systems and institutions.”

The growing concerns over the Congolese forestry situation percolated
up to Wolfensohn, and on July 8, 2004, he participated in a videoconference
involving various NGOs in the Congo, Europe, and elsewhere, together
with World Bank officials, to discuss the Bank’s role. The discussion starkly
illustrated the difficult challenges in addressing not just forest management,
but many environmental, conservation, and related social issues in quite a
few developing countries.

Simon Counsell of the United Kingdom-based Rainforest Foundation
observed that the new Bank-promoted forestry code was quite similar to
what the Bank had instituted a few years earlier in Cameroon and the Re-
public of the Congo (Congo-Brazzaville)—with poor results. Large-scale
industrial logging “probably perpetuates and even deepens poverty of some
of the poorest people in those countries, the forest communities. . . . We see
... the logging industry providing a potent vehicle for corruption, econom-
ic mismanagement, resource mismanagement.” The representative of
an organization representing various Pygmy communities expressed their
alarm that the Bank was promoting an approach that had already failed
elsewhere, noting that “we met our colleagues the indigenous peoples of
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Cameroon: they are suffering. They have not benefited one bit from the
system which has been put in place.””

A leading researcher at the Center for International Forestry Research
(CIFOR) in Jakarta said that forestry colleagues he talked with at the Bank
claimed they were not promoting logging in the Congo, but believed it was
going to happen anyway and what the Bank could do was promote mea-
sures to encourage that it be done in a more sustainable fashion.”®

The researcher, David Kaimowitz, had indeed identified a key premise
that repeated itself in much Bank thinking in financing environmentally
controversial projects. The rationale that conversion of tropical forests was
going to happen anyway had also been promoted in other disastrous Bank
interventions in tropical forests, namely the Bank-financed agricultural set-
tlement programs in Indonesia and Brazil in the 1980s. The whole point of
the critics was that Bank involvement and support had actually accelerated
such ill-conceived schemes and given them an international stamp of ap-
proval that attracted other funders, both development agencies and private
banks.

A member of Greenpeace France pointed out that the Bank needed to
clean up its own act first, since even a high-level, Wolfensohn-led partner-
ship with the CEOs of major forest companies (the “CEO Forum on For-
ests,” created in 1997 and co-chaired with the World Wildlife Fund) itself
was indirectly tarnished with corruption and illegal logging through one of
its founding members.” (The company in question was Danzer, a German-
Swiss concern with over 4 million hectares of logging concessions in the
DRC and the adjacent Republic of the Congo (Brazzaville).'*

Wolfensohn exclaimed that he had “heard about this German compa-
ny” and agreed that its behavior was “terrible.” But he claimed that that
the Bank had tried to change the company’s practices, obviously with dis-
appointing results.'"”" As for Cameroon, yes, “the experience in Cameroon
has been very difficult for everybody, and the question is what would it
have been without intervention? But that is history; now the question is
what is going to happen in this enormous country the size of Europe.”
Wolfensohn continued that the Bank wasn't trying to encourage industrial
logging, it was trying to stop “irrational logging.”'”* And yes, corruption
was absolutely central to the issues the Bank faced, and it was embedded
in a broader fabric of poor governance. But who had the solution? “T just
want to say to the gentleman from Greenpeace,” Wolfensohn continued
defensively, “that I've spent nine years understanding the issues of corrup-
tion. And if he has any magic formulas that I can have to help eradicate
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corruption in ways that we are not doing then I would be more than happy
to receive them.”'®

Simon Counsell replied that the Bank posed a false choice between, on
the one hand, continued, rapacious illegal logging, and on the other hand,
if the Bank’s improbable plans actually worked, better managed, large-
scale logging for export. Instead, the real choice was between the current
scheme and an approach that would make the needs and livelihoods of tens
of millions of rural poor and indigenous Pygmies in the Congo the priority.
Such an approach would strengthen the informal economy of millions of
forest dwellers. It would look at the way non-timber forest products were
used and marketed, and based on that knowledge it would scale up activi-
ties that would finally benefit the rural poor.'*

Such a choice implied a totally different economic model, one that re-
ally would focus on poverty and sustainability. It was not to be.

At the end of November 2005, Congolese groups filed a complaint with
Bank’s inspection panel reiterating their concerns that the Bank’s logging-
concession support violated major environmental and social policies. One
week later, the Bank approved another $90 million for an IDA “Transitional
Support for Economic Recovery Operation” (TSERO) grant, a substantial
portion of which pumped more money into the ongoing forestry and log-
ging-concession reform plan. The TSERO grant, which was disbursed in its
entirety to the Congolese government three weeks later, was technically a
budget-support, “Development Policy” operation, and thus was not subject
to the Bank’s environmental and social safeguard policies that applied to
projects.

The panel took over a year and a half to complete its investigation, and
its final report in August 2007 was even more damning than the NGO alle-
gations. It concluded that the Bank had financed commercial logging at the
expense of sustainable use and conservation, with most of the benefits go-
ing to foreign companies rather than local populations.'” The documents
presented to the board for loan approval “contained virtually no informa-
tion or analysis on critical social and environmental issues and risks that
would inevitably arise in connection with a Bank project involved with
tropical forest concession operations.” This was an oversight of dramatic
proportions, given that in the aftermath of years of civil war and disinte-
gration of governance, “the current rural population of about 40 million
people relies heavily on the forest for subsistence.”'%

The omission of an environmental assessment for the Bank’s “forest re-
form” financing was particularly alarming, given that “DRC forest lands are
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home to rare species such as bonobos, lowland gorillas, okapis, and many
other species. In Africa, DRC ranks first for mammal and [other faunal]
diversity and third for floral diversity.” The DRC'’s forests contain around 13
to 15 billion tons of carbon, but that wasn’t factored either into the Bank’s
plans for expanding logging concessions.'”

In response, Bank management prepared an action plan that empha-
sized “staying engaged in the DRC forest sector, continuing to monitor a
moratorium on future logging concessions, and strengthening forest law
enforcement.” Sixty-four million dollars in new financial commitments for
the forest reforms were already in the works. The vice-president for the Af-
rica Region declared: “We will continue to work closely with the DRC Gov-
ernment and development partners to help poor, forest-dependent people,
including Pygmies, have a greater voice in decisions that affect them.”'”
This was not entirely reassuring, since the emphasis seemed to be on “con-
tinuing” the approach of the past several years.

In 2009 and 2011, the Bank’s Congo staft submitted reports claiming
progress: more was supposedly being done to help the Pygmies, including
“scaling up support” for community-based forest management."® Other
observers were not so optimistic. From 2007 through 2011 Greenpeace In-
ternational published several investigations documenting continuing cor-
ruption, illegal logging, and violence against local people by major Europe-
an logging companies with vast timber concessions in the DRC, especially
Danzer. The irony, of course, is that these same European countries were,
and are, major funders of development assistance in Africa, including of
course the World Bank.""



CHAPTER FIVE

The Logic Was Textbook Perfect

C AJAMARCA IS A PICTURESQUE colonial town in the northern highlands
of Peru. Near the central square, travelers can visit a very old one-
room house, built on the foundations of an Inca edifice, where the con-
quistador Francisco Pizarro held the last Inca emperor, Atahualpa, prisoner
for several days in November 1532. William Prescott, in his classic History
of the Conquest of Peru, describes what happened next: “It was not long be-
fore Atahuallpa [sic] discovered, amidst all the show of religious zeal in his
Congquerors, a lurking appetite more potent in most of their bosoms than
either religion or ambition. This was the love of gold. He determined to
avail himself of it to procure his own freedom.”" Atahualpa told Pizarro
that he would fill the room—some 22 by 17 feet—up to where he could
point (around eight feet high) once with gold and twice with silver, if his
life would be spared.

Though the Incas valued gold and silver for ornamentation, they found
the single-minded avarice of the invaders beyond their understanding.
“The greedy eyes of the Conquerors gloated on the shining heaps of trea-
sure, which were transported on the shoulders of the Indian porters. . . .
They now began to believe that the magnificent promises of the Inca would
be fulfilled. But, as their avarice was sharpened by the ravishing display of
wealth . . . they became more craving and impatient.”> The promises of
Pizarro and the other conquistadors to spare Atahualpa were worthless;
after the treasure was delivered, they murdered the Inca emperor. So began
the history of foreign extraction of the mineral resources of Peru.

Nearly half a millennium after Atahualpa’s murder, gold is still being
extracted from the region: 18 kilometers outside of Cajamarca is the largest
gold mine in Latin America. Seventy percent of Cajamarca’s water supply
comes from streams flowing through the mining site, which extends across
160 square kilometers, including six open pit mines, five leach pads, and
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various processing facilities, covering four distinct watersheds.” The huge
open-pit excavation is run by Yanacocha, S.A. (Yanacocha means “black
lake” in Quechua), a joint venture between the U.S. firm Newmont Corpo-
ration and Condesa, Peru. But not entirely: the World Bank International
Finance Corporation is a 5 percent equity investor, and the IFC provided
some $150 million in loans through 2000 to support the project. When min-
ing operations began in the early 1990s, many inhabitants of the region
were optimistic, hoping for jobs and improved roads.*

That hope had largely evaporated by 2000, when a truck traveling from
the mine spilled 330 pounds of mercury along a stretch of road that ran
through several villages. More than a thousand people were poisoned, in-
cluding many children who tried to play with the unusual liquid metal.
The company delayed reporting the accident and allegedly paid villagers
to gather up the mercury without protective clothing.” The accident was
only one of a number of incidents that led to protests from local residents.
They complained about water contamination, coercion and displacement
of local farmers, and greatly increased violence, crime, and prostitution
associated with the influx of outsiders seeking employment. The mining
operation created jobs—an estimated 2,200 long-term positions (and 6,000
short-term temporary jobs)—and was an important taxpayer to the Peru-
vian government.® But the region actually became poorer on a relative basis
after the mine opened, sinking from the fourth poorest to second poorest
district in Peru from 1993 to the early 2000s.”

In response to growing protests and formal complaints to its compliance
advisor/ombudsman (CAO) office, the IFC set up a “roundtable dialogue”
in 2001 to address the local concerns. The roundtable led to several studies,
including one that found that Yanacocha indeed failed to have in place and
carry out basic hazardous waste and emergency-response procedures.® But
many local communities felt little was changing. They viewed the CAO
and the roundtable as an alibi for the company to continue its practices,
particularly since it was well known that the IFC was a co-investor in the
project. The CAO seemed to be more concerned with process than results.’
The roundtable’s failure become clear in 2004, when Yanacocha attempted
to open a new mine. For two weeks, thousands of protestors blocked the
road to the mine; staff and provisions could enter only by helicopter. A
regional strike ensued and 10,000 people mobilized on the main square of
Cajamarca, yards from the former prison room of Atahualpa. Ultimately,
Yanacocha was forced to abandon the expansion."

Yet the conflict spread to other areas in Peru, where existing and
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proposed mining operations were increasingly questioned, with support
from NGOs and the Roman Catholic Church." In 2011, Yanacocha pro-
posed new expansions, leading to weeks of violent protests. The president
of Peru declared a state of emergency in Cajamarca District, dispatching
hundreds of army troops to restore order. Newmont and Yanacocha sus-
pended temporarily their expansion requests, as the government sought to
prepare new review procedures."

Love Is Repaid with Love

In the midst of massive protests, the IFC not only seemed remarkably un-
concerned with environmental and social damage—it also looked the other
way when it came to corruption. In 2001, secret videos revealed extensive
scandals involving the administration of Peruvian president Alberto Fu-
jimori. One showed Fujimori’s intelligence chief, Vladimiro Montesinos,
pressuring a judge to rule in favor of the US. firm Newmont in a dispute
with a French company over ownership rights to Yanacocha."

A joint PBS Frontline / New York Times investigation uncovered a tale of
corruption and covert political pressure that extended well beyond Peru,
involving the highest levels of the French and American governments. The
number-three executive at Newmont at the time, Lawrence Kurlander, had
received word from U.S. embassy and State Department officials that the
French government, starting with President Jacques Chirac personally, was
attempting to influence Peruvian officials to win the legal battle over Yana-
cocha. Kurlander told the Times that Fujimori’s office instructed him to see
Montesinos, whom he acknowledged “was an extremely bad man.” Indeed
he was; besides being the regime’s fixer-in-chief, Montesinos was its head
torturer and oversaw death squads.' His intelligence agency was also on
the payroll of the CIA to the tune of a million dollars a month. A taped
recording of Kurlander’s meeting with Fujimori and Montesinos reveals
the Intelligence Chief discussing “the lawyers and judges who may need to
be influenced.” At the end of the meeting, Montesinos tells Kurlander that
“amor con amor se paga”: love is repaid with love.”

Kurlander repeatedly asserted that Newmont was not involved with brib-
ery or illegal activity; on the contrary, he and the U.S. government were only
trying to ensure a level playing field and to counter French pressure. “If the
French were to be stopped, he [Montesinos] was the only one in Peru who
would dare to do it.” Unsurprisingly, the French denied the allegations and
claimed that it was Newmont that was handing out bribes. The U.S. Depart-
ment of Justice launched an investigation into possible Newmont bribery of
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Peruvian officials, but dropped the case because of lack of cooperation from
Peru’s government and the expiration of the statue of limitations."

Kurlander subsequently returned to Peru in 2004 to head up an environ-
mental review of the mine. Following the audit, he wrote to Newmont’s
chief executive, Wayne Murdy, that the environmental violations were so
grave that they could endanger the future of the entire undertaking, and
that management could be subject to “criminal prosecution and impris-
onment.”"” Apparently, Newmont kept the audit secret, never sharing the
information with the public, its shareholders, the people of Cajamarca, or
the Peruvian government. Kurlander, now in retirement, acknowledges the
blindness of the company, writing, “We have come to this because we have
been in denial. . . . We have not heeded the voices of those most intimate
with our mine—those who live and work nearby.”"®

A local priest, Father Marco Arana, a son of school teachers from the
Cajamarca District, was a key negotiator for the long-suffering community
groups. Father Romero finally met Newmont’s CEO, Wayne Murdy, in the
spring of 2005 at a Newmont board meeting. Murdy told him, he recount-
ed, that he always remembered what his mother told him, that we are given
one mouth but two ears to listen—apparently an attempt to show that the
company was finally open to dialogue. The good priest told Murdy, “In the
Bible there is a saying about some people having eyes that don’t see and ears
that don't hear.”"

The lesson of Yanacocha is that big extractive projects require a “social
license to operate,” which increasingly has been defined in terms of the
requirement of “free, prior, informed consent,” not just for indigenous peo-
ples, but for all affected communities. The consequences of not obtaining
this consent has become increasingly costly for businesses and companies
around the world.”

A Most Curious Curse

Yanacocha was no exception for the IFC. In fact, it was emblematic, and far
from the worst extractive project in which the Bank was involved. During
Wolfensohn’s tenure, controversies over IFC and MIGA support for large
mining and oil- and gas-extraction projects proliferated.”’ By 2010 extractive
projects accounted for over 40 percent of CAO complaints.”

Despite all their problems, the World Bank Group rationalized that
these projects generated large revenues that could be taxed for the ben-
efit of local governments, and thereby help finance new infrastructure
such as roads, and support education and health budgets. The projects also
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generated some local employment. The Bank maintained that it could pro-
mote higher environmental and social standards, and ensure more benefits
to the poor, than would come about otherwise. As with many other Bank
undertakings, at a certain level of abstraction the reasoning was plausible.
Such projects were certainly high risk; perhaps the Bank could help im-
prove the likelihood that the poor would share more of the rewards, and
fewer of the negative impacts.

Yet there was a troubling quandary with the Bank’s support of extrac-
tive industries in poor countries: the so-called resource curse, or paradox
of plenty: a country’s dependence on revenue from extractive resources is
almost always directly correlated with substandard economic growth and
poor, declining indicators of human welfare. A well-known 1995 Harvard
paper by Jeffrey Sachs and Andrew Warner noted that the “resource curse”
was a “constant theme of economic history,” concluding that during the
1990s and "80s the perverse relation held true in a “robust” way even after
researchers controlled for a whole gamut of other variables, including ini-
tial GDP (gross domestic product), trade policy, investment rates, etc.”

Many studies, including those of the World Bank, confirmed these find-
ings. A 2002 Bank mining department study found that during the 1990s de-
veloping countries had an average annual GDP growth rate of 1.7 percent,
but in eight countries where mining accounted for more than 50 percent of
exports, GDP declined at a rate of —2.3 percent a year. In 22 countries where
mining accounted for between 15 and 50 percent of exports, the rate of
decline was —1.1 percent annually, and in another 18 countries where min-
ing provided between 6 and 15 percent of exports, the rate of decline was
—0.7 percent annually.* The mostly middle-income, oil-exporting members
of OPEC (the Organization of Petroleum Exporting Countries) underwent
an average annual per capita income decline of —1.3 percent a year between
1968 and 1998, while lower- and middle-income economies as a whole grew
at a rate of 2.2 percent a year.”’

These negative growth figures don't tell the full story of growing in-
equality, massive corruption, suppression of democracy and human rights,
and declining health and education.” Oxford development economist Paul
Collier (a former World Bank research director) identifies the fundamental
issue as one of governance, namely that large resource revenues in poorer
countries undermine democracy, the rule of law, and investment in the
poor. Corrupt autocrats use this revenue to seize and maintain power;
there is no need to build popular support for a legitimate state that can raise
money from taxing its citizens or other sources. Multinational mining and
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oil companies have often been accomplices in cutting deals with such au-
tocrats. The inequality is further exacerbated by destruction of ecosystems
on which the rural poor depend. Finally, the allure of rich, unaccountable
sources of revenue often provokes political conflict and civil war.”

The “resource curse” also often diminishes investment in other manu-
facturing and service sectors that would diversify the economy and create
more jobs. There are a number of explanations for this effect, a classical
one being the so-called Dutch disease, a phenomenon whereby the rise in
exports associated with extractive industry development results in a more
highly valued, expensive currency for the exporting country, which then
leads to the decline or even collapse of its other exports. (The phenomenon
was first analyzed with respect to the impacts on the Dutch economy of
development and export of North Sea oil.)

Unfortunately, more and more such cases came to light, raising ques-
tions about whether Bank involvement in extractive industries made any
positive difference, or, by supporting extractive operations in high-risk ar-
eas where private international banks refused to lend, actually made things
worse. For example, in 1995 the IFC approved $40 million in financing and
a MIGA $45 million loan guarantee for a Canadian company to develop
the Kumtor gold mine at an altitude of more than 4,000 meters in the Tian
Shan mountains of Kyrgyzstan. The Canadian company, CAMECO, had
experience in uranium mining but had never operated a gold mine before,
let alone one in a poor, unstable country in a technically challenging moun-
tain environment at over 13,000 feet. Without IFC and MIGA support, it is
unlikely that CAMECO could have received sufficient private financing for
the mine, given its lack of experience and the high political and operational
risks involved in the project. The World Bank Group was certainly looking
out for CAMECO’s financial risk, but was it looking out for the risks to local
people and the natural environment?

In May 1998 a CAMECO truck spilled over two tons of cyanide and so-
dium hydrochloride, contaminating the Barskoon River that runs into one
of the natural marvels of Central Asia, the beautiful, mile-high Lake Issyk-
Kul, surrounded by the 16,000-foot-high Tian Shan mountains. Issyk-Kul
is the second-largest mountain lake in the world after Lake Titicaca. In the
wake of the spill, several people died and hundreds sought medical treat-
ment. Lake Issyk-Kul had been a prestige tourist site in the Soviet era, and
high-level party dignitaries and Soviet celebrities such as the cosmonauts
had villas there. Newly independent Kyrgyzstan had hoped to revive the
tourist industry, which continued with visitors from other Central Asian
countries and some adventure tourists from the West.
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The cyanide disaster unleashed a mass panic in the local press, which
referred to the accident as Kyrgyzstan's “Chernobyl.” (One could imag-
ine what kind of tourism and press reaction that a two-ton cyanide spill
in Lake Tahoe or Lake Geneva would provoke.) Although the initial dam-
age was significant, some of the reaction was exaggerated—it was hardly
a Chernobyl—since cyanide, after killing everything in its wake, dissipates
relatively quickly; but the secretiveness and arrogance of CAMECO com-
pounded local mistrust. Just weeks later, in July 1998, there was another
spill of 70 liters of nitric acid, followed by another CAMECO truck accident
releasing over one and a half tons of ammonium nitrate. Nevertheless, in
2001 MIGA approved an additional loan guarantee for nearly $40 million.*
In 2002 a 200-meter-high wall in the mine collapsed, killing a worker. In
2004 the IFC sold its interest in the project at a profit, divesting itself of fu-
ture responsibility for its involvement.” For years afterwards, disputes con-
tinued among the locally affected people, CAMECO, and the government
over compensation for the spills.

Unfortunately, example after example has shown that by supporting ex-
tractive operations in high-risk areas where private banks refuse to lend, the
World Bank may have actually done more harm than good.

Help!

South African Archbishop Desmond Tutu was very upset with the World
Bank. At first his ire might have seemed strange, since he was angry about
the World Bank Group’s single largest investment in Sub-Saharan Africa,
which in turn made possible the largest private-sector investment in the
region. And no one could doubt that the region needed investment and
development. “The Chad-Cameroon project is not the help we asked for
or needed,” he publicly declared in 2002. “In the absence of the rule of law
and respect for human rights and the environment, financing of large-scale
oil development is destroying the environment and us. Help!”*

Of all the extractive industry projects that proceeded in the Wolfensohn
years, the Chad-Cameroon oil and pipeline project was paradigmatic. It re-
vealed the flaws, dysfunction, and hubris that led the World Bank to repeat,
this time in new, more ambitious variations, the same mistakes as in risky
big projects in the past, with disastrous consequences for both the environ-
ment and the poorest people on Earth.

Bank management had been involved in planning discussions for the
project since the mid-1990s; the Chad-Cameroon project was seen as a pro-
totype for the World Bank Group’s involvement in private-sector financing
deals around the world. The original idea was to use $250 million in IFC
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loans and about $120 million in IDA credits to develop a huge oil field in the
Doba Basin in southern Chad, finance a 1,100-kilometer pipeline through
Cameroon to the sea, and fund storage stations and road upgrades along the
pipeline.’’ Three of the world’s largest oil companies, Exxon, Royal Dutch
Shell, and Elf-Aquitaine, were to form the consortium running the proj-
ect. The IDA low-interest loans would go to the governments of Chad and
Cameroon to finance their participation in two national pipeline companies
that would be more than three-quarters-owned by the three oil companies.
Exxon project documents stated clearly that World Bank involvement was
essential for mitigating risk and generating over a billion dollars in cofinanc-
ing through public export credit agencies and commercial banks.”

But the use of scarce IDA funds for such purposes was unprecedented.
The project would consume a considerable portion of the low-interest
IDA loans available for Chad and Cameroon for several years, crowding out
alternative investments in health, education, and development—all to sub-
sidize the largest oil companies in the world. The Bank argued that oil was
by far the most profitable investment—the revenue would be much greater
than what it could lend to Chad and Cameroon directly. The governments
could then use that money to fund poverty alleviation, public health, educa-
tion, and environmental protection.

Yet there were considerable risks. Chad had suffered from intermittent
civil war between its largely Muslim North and its Christian and Animist
South for the better part of 30 years. The Doba area in particular had been
the main center of resistance to the northern-controlled government, and
informed observers worried that the project could reignite the conflict. The
Economist Intelligence Unit estimated in 1996 that if oil development were
to take place in southern Chad, the odds were 50-50 that a civil war would
be reignited.”” In 1998 Amnesty International documented massacres of un-
armed civilians in the Chadian oil-producing region.*

From the outset, the likelihood of Chad’s proposed development fund
and Cameroon’s pipeline royalties helping the poor did not appear to be
very great. World Bank attempts to create similar development funds in
Africa had not had much success. In the late 1990s and early 2000s, a devel-
opment fund fed by revenues from a huge Bank-financed water-diversion
project to supply South Africa, the Lesotho Highlands Project, failed to
benefit local people affected by the project.”” In the autumn of 1996, labor
unrest on the Bank-funded dam site led to protests in which the police shot
dead five workers and seriously injured 30 others. Some 1,000 other work-
ers sought refuge on the grounds of a nearby Catholic church.’* Moreover,
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the Chadian government was so corrupt that the national treasury had
been controlled for several years by a Swiss company (COTECNA) at the
insistence of foreign aid donors.

International concern built over the Bank’s plans, including the use of
IDA funds. So the Bank switched gears, using mostly IBRD loans rather
than IDA credits. This meant much higher interest rates for Chad and Cam-
eroon, but the extra costs of the loans could be paid out of the oil revenues
and pipeline charges. Shell and ELF, however, had growing doubts about
the project’s risks, and in November 1999 they both pulled out of the con-
sortium.” They were replaced by Chevron and the Malaysan state oil com-
pany, Petronas.” Exxon-Mobil led the new oil consortium with 40 percent
of the shares; Petronas’s cut was 35 percent, and Chevron’s 25 percent.*

Deal of the Year

If the oil companies were concerned, the Bank appeared not to be. Man-
agement plowed ahead, approving in June 2000 nearly $350 million in loans
and credits.” The Bank’s involvement convinced the European Investment
Bank to contribute a loan of 133 million euros (around $200 million), and
the export credit agencies of the United States and France to loan $200 mil-
lion each—after all, their companies would benefit from the investment.*
It was Sub-Saharan Africa’s largest private-investment project; total costs
were estimated at over $3.7 billion in 2000, but rose to some $8 billion by
2011.* Project Finance magazine called the Chad-Cameroon project the
“Africa Oil and Gas Deal of the Year” for 2001, and, from the perspective of
ExxonMobil or Chevron, who could deny it?* There could be no stronger
example of the leverage and multiplier effect of World Bank finance, for
better or worse.

But even as the lending package was approved, a number of Bank ex-
ecutive directors expressed concerns about whether the project could de-
liver on its promise to alleviate poverty. They recognized that they would be
under the microscope. The U.S. director called the project “a defining mo-
ment in World Bank history” as well as “a prism through which the world
views the institution and, it is likely, development assistance more broadly.
The stakes could not be higher.”*

The whole project was premised on the Chadian and Cameroon gov-
ernments using the oil revenues to benefit the poor. Bank staff assured
the board that this would be no problem because Chad not only had put
in place democratic institutions, but also was “determined to implement
participatory mechanisms concerning the articulation of development
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policies, decisions on the allocation of public resources, and execution of
public expenditures.”” Human rights reports in 1999 and 2000 from the
State Department suggested otherwise. They detailed a disturbing record
of forced labor, child enslavement, and restrictions on free speech and as-
sembly; as well as beatings, rapes, torture, and extrajudicial killings by state
security forces.*

The rosy anticipation of Chad’s blooming democracy notwithstanding,
the Bank did take precautions. The oil income would not go directly to
the Chadian government, but first to a so-called transit bank account from
which the IBRD and the European Investment Bank would immediately
take out interest payments. The remainder would be held in a special es-
crow account at Citibank in London. Ten percent was to be set aside for a
so-called Future Generations Fund and the rest would go to Chad’s central
bank. The profits were to be managed under a new revenue management
law for various poverty-alleviation, public-health, environmental, and edu-
cational purposes.

The project also set up an oversight committee and an international
advisory group to monitor the use of the oil money.* Cameroon, too, was
supposed to use its revenue for poverty alleviation, but because of its al-
ready high indebtedness, the money could not be set aside in an off-shore
escrow account—its international commercial creditors would want access
to the funds. Instead the Bank charged a 10 percent premium as a kind of
risk insurance.*

The Bank’s involvement also resulted in more environmental and so-
cial precautions than would otherwise have taken place. The pipeline was
rerouted to reduce harm to critical forests and to minimize displacement
of indigenous Pygmy people. Cameroon was to establish two new national
parks to offset environmental damage and a foundation was planned for the
benefit of the Bakola Pygmy people.” The Bank also analyzed the project’s
carbon emissions, but, in the end, argued that if the oil wasn’t produced in
Chad, it would be produced elsewhere. So there were no carbon offsets or
other efforts to mitigate the project’s contribution to global warming.”® The
climate risk was one more “free externality,” to use the economists’ jargon.

If the Bank took some precautions to protect the environment and local
people, it took more to protect the oil consortium. As was typical in cases
of IFC loans involving the private sector, the Chad and Cameroon govern-
ments legally guaranteed that they would not take any action that would
increase the consortium’s costs. If there should arise any conflict with do-
mestic law, or with international human rights or environmental treaties,
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the contract with the oil companies would prevail. Many observers found
such one-sided agreements to be unconscionable. Amnesty International
denounced this state of affairs, and in 2005 the organization published a
lengthy report censuring the legal agreements between the oil consortium
and the governments of Chad and Cameroon.”!

Already in April 2000, before the World Bank finance was approved, the
Dutch government financed a symposium, organized by the Netherlands
Committee for the World Conservation Union, on who would bear the
liability for environmental damage in the project.’” Poring over the legal
agreements, the participants were disturbed and sent a letter to the World
Bank and its executive directors, expressing concern that the legal arrange-
ments raised issues of

the lack of predictability and liability as a result of non-applicability
of national laws, the non-applicability of international treaties, wide
powers of the [o0il] consortium to act as an official state organ: vio-
lating the rule of law, the lack of predictability and liability as a result
of ambiguous articles, absence of the right to an effective remedy
through a fair and public hearing by an independent and impartial
court and the lack of appropriate enforcement mechanisms.”

“In the lack of any meaningful legal accountability for the companies
involved in the pipeline project,” the symposium participants continued,
“the only source of normative regulation for the behavior of the companies
involved comes from the World Bank’s Guidelines.”**

The Bank wrote back that “it is undisputed in international business
that the parties to an international agreement enjoy the freedom to choose
the applicable law governing their business-related relationships.”” One
would not want to infringe on the freedom of the poor of Chad and Cam-
eroon, through their dictatorial and kleptocratic rulers, to negotiate with
ExxonMobil their right to bear the full responsibility and costs for environ-
mental and social harm that might ensue from the project. In the name of
poverty alleviation, the Bank was subsidizing with more than a third of bil-
lion dollars in international public funds project agreements that set up the
oil companies as an unaccountable law unto themselves. And this was not
an exception, but business as usual—indeed, it was the model.

The Unraveling

Just a few months after the Bank approved the financing, things began to
unravel. In January 2001, a $25 million signing bonus, which by way of
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exception was not escrowed in the Citibank account in London, flowed to
the Chadian central bank. President Idriss Déby immediately used the first
$4.5 million to buy arms. James Wolfensohn, who had staked his personal
reputation on the project, personally called Déby and threatened to pull
the plug on the project if the money was not returned—so it was.” In April
2001, Ngarlejy Yorongar, a member of Chad’s parliament who represent-
ed the region where the oil fields were located, filed a complaint with the
Bank inspection panel on behalf of more than 100 inhabitants of the oil-
producing area. The claim asserted various environmental and economic
damages, as well as human rights violations.

A month later, violent civil unrest erupted in the wake of a fraudulent
presidential election—naturally Déby was declared the victor—delaying
the panel’s visit. Meanwhile, the election stolen, Déby arrested his oppo-
nent Yorongar, together with other opposition members, and subjected
them to systematic beatings and torture. Wolfensohn only heard of the
Chadian parliamentarian’s imprisonment through Korinna Horta, a devel-
opment economist then with the Environmental Defense Fund; the Bank
Chad-Cameroon project staff hadn’t told him a thing about Yorongar’s
plight. Once again, Wolfensohn called Idriss Déby and told him the project
was off unless Yorongar was released immediately—as he was. Thanks to
Wolfensohn, Bank funds helped him to be flown to a Parisian hospital spe-
cializing in the treatment of torture victims.

The Bank had minimized the implications of Chad’s politics—prob-
lems that were clear to anyone familiar with the country or who had read
the State Department human rights reports. President Déby’s own ethnic
group, the Zaghawa, predominated in northern Chad and held key gov-
ernment posts, but the oil was located in the south. So the ruling party
maintained power by suppressing other groups and siphoning off the oil
revenue for their own benefit. The Chad-Cameroon oil project only made
things worse. A European Union-financed study noted that “the system
to maintain Déby in power consists of patronage, clientism, and co-opta-
tion, based on . . . corrupt practices surrounding the distribution of state
revenues—which originate to a huge extent from the oil sector.””” Where
co-optation failed, torture and terror would have to suffice. It was a theme
repeated with variations in the history of other resource conflicts in Africa
and elsewhere.

In the face of these dynamics, perhaps no fiscal management scheme
would succeed. But the Bank’s plan seemed to invite corruption. Professor
Peter Rosenblum, in the early 2000s director of the Human Rights Program
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at the Harvard Law School, engaged Harvard Law students to study the
project and its novel revenue-management provisions and mechanisms. In
a 2002 hearing of the U.S. House of Representatives, Rosenblum was gener-
ous in his praise of some of the Bank’s efforts, but went on to state that the
protections in the revenue-management scheme were “substantively weak”
and that the project would fail without major changes. For example, the
plan allowed the president to unilaterally modify the allocation of use of
the revenue every five years by decree—and the criteria for the allocation
of the revenue, despite the developmentally correct purposes of poverty
alleviation and environment, were extremely vague.”

For over two years, Rosenblum and his students analyzed the project
and tried to come up with constructive suggestions. Bank staff and man-
agement reacted in a way that demonstrated just how pervasive a culture
of arrogance and hubristic ignorance remained entrenched in parts of the
institution. He told the House International Relations Committee that

we at Harvard had a taste of Bank defensiveness when we submitted
the Harvard Memorandum that analyzes the Revenue Management
Plan. A number of Bank officials . . . called the office of the dean of
the Law School to complain. Three officials came to Harvard per-
sonally to discuss the matter. One of them, a senior official in the
legal department of the Bank, told us, essentially, that Africa “didn’t
need a group of Westerners parachuting in to tell them what to do.”
I introduced him to the students who had worked on the project,
one-third of whom were from Sub-Saharan Africa.”

Sure enough, five years and a few months after the loans were approved,
in October 2005 Déby told World Bank officials that it was time to abolish
the “Future Generations Fund,” supposedly “to respond to the aspirations
of the present generation,” as well as double the government’s general bud-
get.®® In reality much of the extra money would go for arms purchases and
beefed-up military security to keep Déby in power. The Bank responded
by freezing the oil revenue escrow accounts in January 2006. Déby threat-
ened to halt oil production, and the Bank caved in, unfreezing the accounts
in April and acceding to most of Déby’s demands for more unsupervised
funds. By May the situation deteriorated further, when rebels originating in
the Darfur region of Sudan stormed the capital, N'Djamena, and attempt-
ed to overthrow Déby.®’ Meanwhile, Déby had changed the constitution to
allow him to run for a third term and become, in effect, president for life.

Chad’s military budget expanded from $14 million annually in 2000 to
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$315 million in 2009, made possible by the oil project. Arms imports in-
creased five-fold. By 2006 the country ranked 27th in the world in percent-
age of GDP reserved for the military—at 4.2 percent ahead of the United
States.®” Meanwhile, infant, child, and maternal mortality steadily rose. In
2009, UNICEEF reported that Chad had the third-highest mortality rate for
children under five in the world—only Sierra Leone and Afghanistan were
worse.”

The growing authoritarianism was accompanied by increasing unrest,
and another rebel attack on the capital in early February 2008 caused more
than 250 deaths, leading the Bank to evacuate its office in N'Djamena.
Shortly thereafter, Déby issued a decree suspending the revenue-manage-
ment agreements, allowing him to use as much as he wanted for still more
military and arms expenditures.* In September 2008 the Bank finally pulled
the plug, requesting that Chad repay the IBRD loan and IDA credit. Money
intended for hospitals, schools, and the environment had been diverted to
save Idriss Déby’s dictatorial regime. “Regrettably,” the Bank statement
read, “it became evident that the arrangements that had underpinned
the bank’s involvement in the Chad/Cameroon pipeline project were not
working.”® The project’s legacy was that “life has gone from bad to worse”
in Chad, wrote the New York Times. Antoine Berilengar, a Chadian Catholic
priest and member of the project’s oversight commission, declared: “We
knew from the very beginning how this would end . . . the government
simply enriched itself.”*

But the International Finance Corporation did not withdraw, and re-
mains involved to this day.

The Debacle

In 2009 the Bank’s Independent Evaluation Group reviewed the debacle. Its
conclusions are unequivocal: “The logic was textbook perfect—except for
the revealed weakness of every link in the chain.” The billions in oil revenue
only led to “a resurgence of civil conflict and a worsening of governance.”
Bank and IFC involvement “had no discernible positive effects on governance
development in Chad” (emphasis added).” Peter Rosenblum and his law
students were right: “The flaws in the design of the oil revenue and ex-
penditure management arrangements adversely affected the impact of the
whole program.”*

The oil development scheme was a technical and financial success; in
fact, the pipeline was completed and oil was flowing ahead of schedule.”
Fueled in part by the Chadian oil bonanza, ExxonMobil reported record
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profits in 2006 and 2007. The huge revenues gave Chad one of the highest
economic growth rates in the world in 2004, over 31 percent.” The country
also enjoyed more paved roads and an improved system of water supply.

But much of the infrastructure budget went to the capital city, with a
priority on repairing government buildings damaged by rebel attacks. Little
was spent on rural areas. Funding of primary education and health was not
only rife with corruption, but there was a serious disconnect between ex-
penditures and actual needs: schools were built where there were no teach-
ers, no supplies, and no demand, and were not built where they were need-
ed. Some communities had empty classrooms while others were forced to
build straw shelters. The situation was even worse with public health: some
clinics and hospitals were actually constructed—but there was no money
for doctors, equipment, or medicines.”

The project’s environmental record was plagued by major failures, de-
spite an extraordinary investment of Bank/IFC staff time and resources.
The two pipeline companies had complied with most environmental and
safety standards, but as of 2009 neither country government had developed
an oil-spill response plan, and monitoring was “weak to nonexistent.” In
Chad, increased drilling threatened local livelihoods.”” In Cameroon, the
protection of two new national parks and a plan to help indigenous Pygmy
peoples fell apart because of lack of funds and mismanagement.” Incred-
ibly, even with the multibillion-dollar oil bonanza and the provision of
nearly a billion dollars in public money to subsidize the project, not just
from the World Bank Group, but also the European Investment Bank and
the government export credit agencies of the United States and France, as
well as the world’s richest multinational corporation—yes, incredibly, the
foundation set up by the Bank to fund the environmental and indigenous
peoples’ protection for the areas most affected by the pipeline was collaps-
ing because of lack of money.

Despite the extraordinary failures, all involved in the project were at
first eager to claim success. In 2002 the United Nations convened a special
conference in Johannesburg, South Africa, to assess global environmental
progress since the 1992 Rio Earth Summit—the United Nations World Sum-
mit on Sustainable Development (WSSD). The conference put a major em-
phasis on “public-private partnerships,” i.e., governments and international
agencies working with, and cofinancing, private-sector investments that
putatively would promote “environmentally sustainable development.”
Some NGOs criticized the United Nations for letting multinational corpo-
rations hijack the conference, with charges of greenwashing and corporate
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welfare. The United States under the Bush administration touted the Chad-
Cameroon project in Johannesburg as a model for Africa.”

Just in time for the 2002 environmental summit, the United Nations
Environment Program (UNEP) published a report entitled “Industry as a
Partner for Sustainable Development: Oil and Gas,” written by the Interna-
tional Association of Oil and Gas Producers, and a so-called International
Petroleum Industry Environmental Conservation Association, of which
most of the major oil companies of the world were members. It singled out
the Chad-Cameroon scheme as model of “community engagement and
participation,” highlighting the (subsequently failed) funding arrangements
for the national parks and indigenous peoples’ plan in Cameroon.”

James Wolfensohn defended the scheme to the end, asserting in 2005, “1
am 100 percent convinced that it is a good project.” The world isn’t Holland
or the United States, he noted—400 million people live in what are virtually
failed states. Do you just abandon them? Do you wait for years or decades
until they have better governance and less corruption?”

It was a patently false dichotomy. In terms of the actual welfare of the
people, a civil war in Chad would be worse than doing nothing. Moreover,
brave environmental and human rights organizations in Chad and Camer-
oon—Iled by courageous individuals such as Samuel Nguiffo of the Centre
pour 'Environnement et le Développement in Cameroon, and Delphine
Djiraibe of the Association Tchadienne pour la Promotion et la Défense des
Droits de 'Homme in Chad—had argued from the beginning not against
the project per se, but for a different sequencing of project components.
If the key risk was very weak government capacity to manage the oil de-
velopment, revenues, corruption, and environmental and social impacts,
then, they argued, it would be much better for the Bank to use its funds
to first build up this capacity through much more ambitious programs of
technical assistance. The prospect of the oil project and its future revenues
could serve as an incentive for the government to strengthen institutions
and capacity. Time and time again, experience had demonstrated the fail-
ure of attempts to rush ahead with extractive projects (and many big infra-
structure projects in general), while simultaneously trying to remedy weak
governance and capacity. Inevitably, the infrastructure and hardware got
built and revenues started flowing, but governance was further weakened
and undermined.

Ironically, as the Chad-Cameroon project pressed forward, the Bank
was beginning a formal review to reexamine its role in extractive industries,
and whether it should support them at all.



CHAPTER SIX

Backwards into the Future

IT WAS THE LAST WEEK OF September 2000 and the streets of Prague were
mobbed with thousands of anti-globalization protesters; many were
Czechs, but others had come from all over Europe. Thirteen thousand
Czech security forces mobilized, reinforced by busloads of police from the
provinces. In the ensuing pitched battles the protesters’ Molotov cocktails
were met with teargas by the police. The World Bank and International
Monetary Fund had come to town for their 55th Annual Meeting.'

Roads into the city and the city transport system were shut down, del-
egates told the press they were afraid to leave their hotel rooms, and 65
demonstrators, 61 police, and 25 delegates were injured; the Bank-Fund
meeting was forced to end earlier than scheduled. Before they all left town,
James Wolfensohn told a gathering of bankers and finance ministry offi-
cials from scores of countries that “Outside these walls, young people are
demonstrating against globalization. I believe deeply that many of them
are asking legitimate questions, and I embrace the commitment of a new
generation to fight poverty. I share their passion and their questioning.””

Inside the meeting halls, representatives of NGOs such as Friends of the
Earth and the Eastern European Bankwatch Network approached Wolfen-
sohn, urging him to launch an independent review of the Bank’s financ-
ing of extractive industries, analogous to the World Commission on Dams.
This was before the Bank had rejected the WCD’s recommendations, so
there was much hope that such a review could actually change Bank lend-
ing for mining, oil, and gas projects. Wolfensohn agreed.

In the following months, however, Bank management became wary of
allowing another “World Commission on Dams” to take place. In fact, it
was the “independent” part of the review they most feared. The propo-
nents of big dams felt that they had lost control of the WCD, allowing it to
make recommendations that interfered with business as usual. The Bank
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had been put in the embarrassing situation of partially repudiating an exer-
cise that it had cosponsored.

This time it would be different. The Extractive Industries Review (EIR)
would be structured to ensure more control by the Bank and its focus would
be narrower. Recommendations would concern only the Bank’s practices
rather than those of an entire worldwide sector, as was the case with the
WCD. Still, Bank management prided itself on setting standards in interna-
tional development, and the EIR would necessarily influence investment in
the sector by other development and financial agencies.

The EIR was headed by an “Eminent Person,” Emil Salim of Indone-
sia, who reported directly to Wolfensohn. Salim had been Indonesia’s first
environment minister, but earlier in his career he also was the CEO of the
country’s national coal company. He was to lead a four-person secretariat,
which was initially housed in the International Finance Corporation Bank
building, right down the hallway from the Mining Department. The secre-
tariat staff were all employees and former employees of the World Bank
Group; there would be no independent commission as there was with the
WCD. Salim did not have control of the budget: the Bank administered and
allocated half of it, and he had to get the Bank’s sign-off on the use of the
rest of it. Salim was over 70 years old, and he had other time-consuming du-
ties such as heading up the preparations for the 2002 United Nations World
Summit on Sustainable Development, which he chaired. There was little
risk then, of a report that the Bank would find embarrassing.

Salim turned out to be feistier than some in the Bank anticipated; the
day after New Year’s 2002 he wrote Wolfensohn to complain, ever so polite-
ly, about the EIR’s lack of independence and to request full control of the
budget. He wanted most of the secretariat to be moved to Jakarta, where
he still lived, and he asked for the report’s time frame to be extended a year,
until after a key performance report on extractive industries by the IEG was
completed.

Wolfensohn agreed to most of Salim’s requests, but emphasized the
need for Bank staff to be involved—after all, this could ensure better buy-
in, compared with what had happened with the World Commission on
Dams. Salim also mentioned the problems of the Chad-Cameroon project
in his letter, and Wolfensohn replied somewhat touchily: “I am surprised by
the preliminary and cursory nature of your comments. . . . The Bank and
IFC have been instrumental in ensuring transparent utilization of revenues
flowing to the Government of Chad. ...™

Over the next year the EIR held numerous consultations with industry,
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affected communities and community groups, indigenous peoples’ orga-
nizations, labor unions, academics, international organizations, and Bank
staff. It visited project sites, conducted regional workshops in several de-
veloping countries, and commissioned studies. In January 2004 Emil Salim
delivered the final EIR report to Wolfensohn.*

It was a pathbreaking document that once again put the Bank in an
uncomfortable position, since a number of its recommendations would
indeed require radical changes.” The EIR reiterated damning conclusions
about the alleged benefits of extractive-industry investment in developing
nations. It noted that from 1990 to 1999, dependence on these industries
actually impaired economic growth for all WBG borrower countries.® EIR re-
search in Peru, Indonesia, and Tanzania revealed that revenue often failed
to reach affected communities, and the projects exacerbated social conflict.
Widespread environmental despoilment from contaminated air and pol-
luted rivers was responsible for ruined grazing grounds and felled forests,
worsened poverty, and a host of health problems. In other words, the re-
source curse was alive and well. The stated goal of poverty reduction was
almost entirely a fiction.”

Yet the EIR recommendations began with a finding that should have
pleased the conservative elements of Bank management: yes, the World
Bank Group should stay involved in financing extractive industries, but only
under conditions that would allow it to “contribute to poverty alleviation
through sustainable development.”®

First, and most important, finance should be based on a “sequenced”
approach: fundamental governance structures had to be in place first. Mini-
mum conditions included basic rule of law; the absence of armed conflict
or of even a high risk of armed conflict; and respect for labor standards,
human rights, and indigenous peoples.’

Second, the Bank Group had to both improve and better implement its
safeguard policies. For example, the (conservation of ) Natural Habitats Pol-
icy should be strengthened in order to identify categories of “no-go” zones
for mining, oil, and gas development, such as officially protected areas."

Third, the Bank Group needed to address human rights head on. It
should set up a central Human Rights Unit with regional counterparts
(analogous to the organizational structure established for environmental is-
sues in the late 1980s), which would develop an institution-wide policy. The
unit would ensure that the Bank and its clients complied with international
law, including previously ignored basic labor standards such as the right to
collective bargaining." And the Bank should finally insist that every project
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obtain Free Prior Informed Consent (FPIC) from indigenous communities
before extractive industry investments proceeded.

Fourth, none of the policy changes the EIR recommended would
amount to much unless the Bank finally changed its internal culture and
incentives: “Instead of putting an emphasis on quantitative lending targets,
staff should be rewarded for contributions to ensuring compliance with
Safeguard Policies and maximizing poverty-alleviation impacts.”'* For well
over a decade, this point had been repeated by reformers both inside and
outside the institution: would Bank management ever listen?

Finally, the Bank had to reorient its energy priorities to reflect the sin-
gular threat that climate change posed to the poor in developing nations. It
should help countries eliminate subsidies for fossil-fuel consumption, con-
tinue what was already a de facto moratorium on lending for coal mining,
and phase out all investment in oil development by 2008. Bank support for
fossil-fuel energy amounted to 94 percent of its energy portfolio, and re-
newables only 6 percent. The Bank should commit immediately to increas-
ing its lending for renewables by 20 percent a year.”

Thus, the EIR eloquently addressed key elements of sustainable invest-
ment in the developing world—indeed, in the world at large. The issue of
extractive industries highlighted the challenges in a particularly stark fash-
ion, and at the core of these challenges was governance, including transpar-
ency and community acceptance—the so-called social license to operate.
The need to phase out support for fossil fuels was an increasingly urgent
issue. And the Bank could not play a truly constructive role until it changed
its “loan approval culture.”

In the first months of 2004 the Bank was swamped by letters arguing for
and against the EIR reforms. African mining companies, the governments
of a number of developing countries, and private international banks all
weighed in against the EIR. In particular, 16 of the Equator Principle banks,
including Citigroup, ABN Amro, and Barclay’s, wrote the Bank urging it
to reject key EIR proposals such as the phase-out of oil and coal finance,
and the insistence on basic governance before handing out loans for ex-
traction projects. (The banks did support, however, increased transparency
concerning extractive-industry revenues.)"

The EIR’s proponents were just as vocal. Six Nobel Peace Prize Laure-
ates, including Archbishop Desmond Tutu, wrote Wolfensohn urging the
adoption of all the EIR proposals. Seventeen major U.S. ethical-investment
funds weighed in, emphasizing that the reforms would strengthen “our
voice as shareholder advocates.” There were dozens of letters of support
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from legislators from 15 different nations, including the United States and
the United Kingdom, Japan and Morocco, Brazil and Bolivia. The Eu-
ropean Parliament passed a resolution urging the adoption of the EIR’s
recommendations."”

Bank management’s response was mixed.'® It adopted some of the rec-
ommendations, committing, for example, to increase renewable energy
lending by 20 percent a year and recognizing the principle of no-go zones
of critical biodiversity. But it strongly rejected phasing out support for oil
and coal, based on the rationale that they would “inevitably continue to
be major fuel sources for the world’s poorest peoples for the foreseeable
future.”"” This was a disingenuous argument, given that oil development
investments tended to subsidize production for export, as in the case of
Chad-Cameroon; indeed, many of the Bank’s large-scale coal-energy proj-
ects provided electricity to fuel urban and industrial growth rather than to
benefit the rural poor.

Management rejected any requirement for Free Prior Informed Con-
sent, arguing that it could be interpreted as giving communities a “veto
power” over proposed investments. Instead it proposed “free, prior, in-
formed consultation.”"® Indigenous-rights advocates were not happy with
this formulation; it seemed to only promise that communities would be
informed about what would happen to them but would have little real say
in the outcome.

On the most important recommendation, putting governance first, the
response was vague, indeed evasive: there was no specific commitment to
minimal standards of the rule of law and respect for human rights. Instead,
“where we make judgments in favor of involvement we will disclose our
rationale,” and “for significant projects we will require risks be mitigated.”"
It was an affirmation of business as usual, on, at best, the Chad-Cameroon
project model, i.e., continuing in risky cases to concurrently finance major
extractive projects while trying to build up governance capacity.

There would be no human rights unit nor Bank-wide human rights
policy, since “the World Bank draws on the values of human rights in all
its work.” Concerning changing staff incentives, management maintained
that most Bank employees “do not work in posts where quantitative financ-
ing targets are relevant.”* No, the internal culture did not need changing—
and it wasn't going to change.

The Bank framed all these decisions as part of the effort to grow econo-
mies and alleviate poverty. Magically, as in a fairy tale, the resource curse was
lifted. Yet the Bank wasn’t acting in isolation, but in line with many of its
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constituents: most developing-country governments, particularly those with
extractive resources; mining and oil companies that were partners and clients
for the IFC; and major international banks, even those that had shown lead-
ership in adopting the Bank’s safeguard policies in the Equator Principles.

Marlin

In the aftermath of the EIR, the World Bank’s extractive projects showed
little improvement. Rather than becoming more selective, the Bank Group
actually increased its lending for risky investments. There is some evidence
of slightly more attention to environmental concerns, but on the ground,
the projects remained an international scandal. Disastrous cases prolifer-
ated, from logging in the Congo to mining in Ghana—but one, a mine in
Guatemala, stands out.

Six months after the release of the EIR final report, the IFC lent $45
million to support the development of the Marlin gold mine in Guatemala
by a Canadian mining company, Goldcorp. Over 95 percent of the popu-
lation in the area surrounding the mine were indigenous Mayans. Local
groups together with the Catholic Church opposed the project, which in
its first phase either displaced or damaged the livelihoods of nearly 10,000
people. Protestors blockaded the mine, and in January 2005 the Guatema-
lan government occupied the area with 700 troops, resulting in one death
and several wounded.”" The local people’s fear had to be understood in the
context of the decades-long Guatemalan civil war, in which the military
killed nearly two hundred thousand of the indigenous population, with
massacres in 626 Mayan villages.*

In September 2005 the IFC’s compliance advisor/ombudsman (CAO)
found systematic failures in the IFC’s due diligence in the project at large.
The IFC didn't assess adequately whether the environmental management
plan would be completed and carried out. It failed to take into account
major social and political risks: the project was embedded in a pervasive
climate of mistrust, conflict, violence, and intimidation, including death
threats to opponents of the mine, the presence of the military at the mine,
and overflights by military helicopters and reconnaissance planes.” Despite
these findings, the CAO at first took a curiously upbeat perspective, simply
encouraging the company and local communities to talk together more. Af-
ter a follow-up visit in 2006, the ombudsman’s office became aware that the
social and political culture of violence and mistrust was even greater than it
had originally judged, and it concluded that the conditions did not exist at
the time for a dialogue among the communities, the mining company, and
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the government. The one thing that everyone did agree on was that “the
Government of Guatemala does not have sufficient capacity to supervise
and regulate the impacts of the mine.”** Later that year Goldcorp repaid
the entire IFC loan, thus making the CAO’s belated revelations, as far as the
World Bank Group was concerned, irrelevant.

Around the same time, an Italian specialist working with a local NGO
conducted a hydrological study that found that heavy metals from the mine
had already exceeded World Bank specifications. The pollution threatened
one of the main water sources for the indigenous population in the region.
The Italian researcher received death threats, his case was taken up by Am-
nesty International, and he finally had to flee Guatemala.”

For the next five years, allegations of pollution, violence, and human
rights abuses continued. In 2010, 12,000 people demonstrated against the
mine in the nearby city of Huehuetenango. The United Nations Interna-
tional Labor Organization called for suspension of the mining operations
because of the lack of adequate consultation and approval by the indig-
enous population, as did the United Nations Special Rapporteur on the Hu-
man Rights of Indigenous Peoples.*

By the next year, Marlin had distinguished itself as one of the most
widely condemned extractive investments on the planet, mobilizing not
just the Catholic Church, but such peaceful souls as the Canadian Cen-
tral Mennonite Committee and the Unitarian-Universalists.” The abuses
spurred over a dozen film exposés, as well as a number of international
studies of the contamination and health threats.”® Researchers from the
University of Ghent in Belgium, commissioned by the Catholic Church in
Guatemala, found levels of arsenic in the groundwater used by local com-
munities 26 times higher than allowed for by World Health Organization
standards.”” Another Catholic Church study, this time conducted by the
University of Michigan School of Public Health, found alarmingly high lev-
els of mercury, copper, arsenic, and zinc in the urine of people living near
or downstream from the mine, as well as elevated blood levels of alumi-
num, manganese, and cobalt.”® All of this and more had been missed by the
IFC’s environmental due diligence.

Even Goldcorp, under pressure from a shareholder resolution, commis-
sioned a human rights assessment. The Goldcorp study belatedly found
that the consultation in advance of the project had been seriously inad-
equate, a situation that was compounded by major gaps in the social and
environmental assessments. The mining company study admitted that the
Guatemalan government was not prepared for such a project.’* Much more
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should have been done to strengthen the government’s capacities and insti-
tutions, ideally before the mining operations began.

One could hardly find a better example to vindicate the recommenda-
tions of the Extractive Industries Review report, particularly the one con-
cerning “governance first.”

Yet despite devastating cases like Marlin, the Bank Group continued to
argue that extractive projects were better with its support than without. Its
safeguard policies and commitment to poverty alleviation provided some
level of protection; comparable projects not funded by the Bank often had
even worse environmental and social records. There was some truth in this
assertion, albeit a half-truth. Certainly IFC-supported projects were sup-
posed to conform to higher standards, and these did receive more inter-
national attention. In the Marlin case there is evidence that Goldcorp did
undertake more comprehensive environmental and social assessments than
it might otherwise have done because of IFC involvement—but these as-
sessments were nevertheless grossly deficient in critical areas.

There was also some local support for the mine: it did employ people
from the surrounding area—according to Goldcorp over 60 percent of the
mine workers were from neighboring communities; some roads were im-
proved; and there was some local improvement in educational infrastruc-
ture.”” Marlin became the government’s largest single taxpayer, though this
was not the unadulterated contribution it might appear, since a majority of
the population mistrusted the government.

In the final analysis, though, the IFC had helped finance, and had given
a stamp of approval to, a project that became internationally notorious for
human rights abuses and environmental negligence. The IFC seemed to
have an uncanny gift for finding and financing extractive projects that had
especially destructive ecological and social impacts. The Marlin project was
embedded in legacies of social and political conflict, and in fact it fueled this
conflict. It was a situation that required extraordinary attention to social
and environmental assessment, to risk mitigation, and above all to required
capacity and prior institution building in the Guatemalan government.
None of this took place. One would have thought that the IFC would have
better foreseen the risks, given the growing history of human rights and
environmental controversies in its mining projects, as well as the findings
of the Extractive Industries Review. But it appeared to make the same mis-
takes, to consistently and systematically underestimate the social, political,
and environmental threats, and to fail to ensure that its safeguard policies
were adequately carried out.
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Whom to Blame

Unfortunately, there was a proliferation of other cases, each of them dem-
onstrating the just how right the EIR analysis had been, and how in practice
the Bank and IFC had difficulty following even their existing procedures.
Besides promoting expanded, “sustainable” logging in the Democratic Re-
public of the Congo, the Bank Group also financed expanded mining begin-
ning in the early 2000s, both through the Bank’s non-project policy loans
and IFC/MIGA equity investments and guarantees. Along with increased
export production, the ostensible goals were to promote privatization and
to improve governance and management in the mining sector. The results
were not promising. In late 2006 internal Bank documents leaked to the
Financial Times revealed that as the Bank increased support for increased
mining, three multinational mining companies took over 75 percent of the
mineral assets, worth billions of dollars, from Gécamines, the Congolese
state mining company, in a totally untransparent, corrupt fire-sale deal with
the government. Bank staff warned the Congo country director that the
institution could be seen in the role of “perceived complicity and/or tacit
approval” of the deals.*

“Blame the Congolese government,” wrote author John le Carré and
Jason Stearn of the International Crisis Group; “but also blame the inter-
national officials who were fully aware of the deals when they were struck.
The World Bank may not control Congo’s mining sector, but it has invested
millions in resurrecting the industry, and it regularly meets with govern-
ment officials and advises them on how best to run it. . . . Who were the
[World Bank] document’s authors talking to, if not themselves?”** It was
as trenchant a statement as any of the Bank’s role: yes, weak and corrupt
governments often bore a prime responsibility, but time and time again the
Bank was an enabler and accomplice. The pressure to move money, the
imperative to be a player whatever the risks, reinforced institutional self-
deception, a willful amnesia of lessons painfully learned and reiterated in
countless internal and external studies, of which the EIR was only the most
recent and incisive.

The IFC went on an extractives roll: it increased its lending and invest-
ment in extractive industries by 50 percent in 2006 and in 2007 announced
it would double its lending and investments in mining in Sub-Saharan Af-
rica.”’ In 2006 it approved some $280 million to subsidize three new min-
ing projects in Sub-Saharan Africa alone: $5 million for an ore facility in
Guinea, $150 million for a platinum mine in South Africa, and $125 million
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for still another operation of Newmont Mining, this time in Ghana, despite
Newmont’s controversial record in Peru.*®

The Newmont Ghana Ahafo mine was an open-pit, cyanide-processing
operation in the midst of the country’s key agricultural region. The mine
physically and economically displaced nearly 10,000 subsistence farmers,
threatened contamination of water supplies, and operated within a protect-
ed forest reserve.”” Before the loan was approved, more than 1,200 inhabit-
ants of communities to be affected by the mine presented a petition to the
Bank/IFC executive directors calling for measures to rectify these risks, but
their plea was ignored.”® Shortly before IFC Board approval of the Ahafo
loan, a U.S. Environmental Protection Agency report blasted the IFC-re-
quired Newmont environmental assessment, stating that it did not meet
either international or U.S. testing standards and that it lacked proper moni-
toring measures at mine waste disposal sites. As a result of the concerns of
civil-society organizations and the EPA, the United States abstained from
approving the IFC loan, though of course this did not in practice prevent
the project from going forward.”

In October 2009, a major cyanide spill occurred at the mine, contaminat-
ing water supplies and resulting in a fish kill; the Ghanaian government de-
manded $5 million in compensation.* In 2010 civil-society groups in Ghana
called for a government investigation of 15 deaths that had taken place in
connection with the mine’s operations. They cited continued environmen-
tal and human rights violations, and demanded that the mine comply with
the IFC’s performance standards on health and safety.* In 2011 WikiLeaks
released cables from the US. embassy in Ghana that accused Newmont of
a cover-up in the 2009 spill, and of using unsafe procedures that violated
international mining standards.*

And Yet. ..

Yet the Bank’s argument that projects of a similar nature without Bank
Group support often showed even worse environmental and social per-
formance was not untrue, but this simply begged more important ques-
tions about what kinds of development projects the Bank should support.
Two University of Ghana law professors conducted a comparative study
of the IFC-Newmont Ahafo project and of another Ghanaian gold mine,
the AngloGold Ashanti Obuasi project. Commercial bank loans and equity
financed AngloGold’s investment. They concluded that IFC involvement
did indeed result in the Ahafo project being subject to higher, “and probably
preferable” standards of environmental, social, transparency, and human
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rights compliance. But they concluded with a critical caveat: “Whether
this form of PF [project finance] . . . generates better compliance is still
questionable.”*

The more important question was whether not just extractive industry
finance, but much of the IFC’s subsidization of large, multinational cor-
porate investments in developing countries was a good or optimal use of
scarce public international finance that was supposed to alleviate poverty in
an environmentally sustainable way. The unsoundness of such an approach
was particularly true in cases like Chad-Cameroon and Kyrgyzstan Kumtor
(see chapter 5), where the projects would not have proceeded without Bank
support. Subsequent studies of the IFC portfolio by the Bank’s Independent
Evaluation Group (IEG) would call into question the poverty benefits and
development “value added” of the entire IFC portfolio—an issue we will
discuss in greater detail in chapter 10.

The Mallaby Effect and the Cost of Doing Business

In the autumn of 2004 a remarkable article appeared in Foreign Policy, one
of the leading foreign affairs journals in the United States. Written by Se-
bastian Mallaby, an Englishman working at the Washington Post, “NGOs:
Fighting Poverty, Hurting the Poor” in parts was redolent of Rupert Mur-
doch- or Rush Limbaugh-style journalism, albeit with a more sophisticat-
ed patina. “A swarm of media-savvy Western activists has descended upon
aid agencies, staging protests to block projects that allegedly exploit the de-
veloping world. The protests serve professional agitators by keeping their
pet causes in the headlines,” but hurt the poor “who live without clean wa-
ter or electricity.” What was the motivation of the agitators? “If they stop
denouncing big organizations, no one will send them cash.”*

The threats posed by the professional troublemakers were no doubt un-
derappreciated by most Foreign Policy readers: “Time after time the West-
ern public raised on stories of World Bank white elephants believe them.
Lawmakers in European Parliaments and the U.S. Congress accept NGO
arguments at face value, and the government officials who sit on the World
Bank’s Board respond by blocking funding for deserving projects.”” NGO
criticism of World Bank projects was one of the most successful conspira-
cies in modern times: somehow a Bolshevik-like cohort of Lilliputian non-
governmental groups, motivated by publicity and personal gain, had man-
aged to hoodwink not only the public and parliaments of the entire West-
ern world, but the executive directors of the World Bank and the finance
ministries to whom they report.
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The reaction against Bank environmental and social safeguard policies,
and indeed even against Wolfensohn’s anti-corruption efforts, had found
an eloquent outside spokesman, indeed a champion. Some staff and offi-
cials within the Bank, as well as among executive directors from some ma-
jor borrowing countries, cited Mallaby’s writings to justify weakening the
Bank’s environmental and social safeguard policies and to dismiss concerns
of civil-society groups.* The “Mallaby effect” spread to other institutions,
such as the Inter-American Development Bank, where some officials in-
voked his arguments to counter an attempted revision and updating of the
IDB’s environmental policy—a policy which had not changed since 1978.

The Foreign Policy article was based on Mallaby’s provocative new book
on the Bank’s Wolfensohn years: The World’s Banker.”” The book itself was
in part a well-written and engaging account of Wolfensohn’s oversized,
mercurial personality and his energetic efforts to revamp the Bank. Some of
the assertions were credible and already widely acknowledged by observers
of the Bank—the institution was trying to do too many things simultane-
ously, and James Wolfensohn’s management style, while well-intentioned,
too often exacerbated this “goal congestion” and “mission creep.”* But the
essence of Mallaby’s argument, repeated in numerous public appearances
in late 2004 and 2005, was that development was being hindered by too much
accountability to the World Bank’s “oppressive” board of executive direc-
tors and, worse, by “social, environmental, and anticorruption safeguards
[that] require all manner of time-consuming precautions.” The Bank must
“face down the activists who have forced the bank to adopt [these] excessive
rules . ..” (emphasis added).”

It was a bizarre thesis, not just because of the presumed Svengali-like
ability of NGOs to “force” the executive directors on the Bank’s board to
adopt counterproductive policies, but also because in the Bank’s entire 60-
year history up to 2004 (in fact 68 years through 2012), the board had never
formally turned down a loan. In just a handful of cases the United States
and some donor countries had abstained from approving projects to regis-
ter concerns, but the projects always went through with a majority of Bank
directors’ voting shares.

Mallaby not only ignored this basic fact, but grossly exaggerated the
costs of the safeguards to both borrowing countries and the Bank itself. In
one of the few studies or documents referenced in his work, he mis-cited
a 2001 Bank paper on “The Cost of Doing Business,” claiming that safe-
guard policies inflated costs by $200-300 million annually® In reality, the
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additional annual costs for borrowing countries of doing business with the
Bank (additional, since “all borrowers incur costs for public procurement,
financial reporting, and safeguards work even if no Bank financing is in-
volved”) to comply with the safeguards and fiduciary requirements for bor-
rowers was $71 to $129 million annually’ Of this, the yearly incremental
costs to all the Bank’s borrowing countries for dealing with all the Bank’s
environmental and social safeguards was only between $17.8 million and
$26.3 million.” Financial audits and reporting, as well as procurement pro-
cedures—necessary to prevent corruption and to comply with the Bank’s
charter, which required it to ensure that the funds it lent were used for
the purposes intended—were between three-quarters and four-fifths of the
total costs. Given the mixed performance of Bank projects in the environ-
mental and social arena, as documented in countless OED and IEG reports,
one could argue that, on the contrary, more investment was particularly
needed in safeguard policies and implementation.

The attack on the cost of anti-corruption measures was particularly ill
informed. Earlier, in May and July 2004, the U.S. Senate Foreign Relations
Committee held widely publicized hearings on corruption of World Bank
and other MDB lending; according to then Foreign Relations Committee
chairman Richard Lugar (Republican from Indiana), evidence presented in
the hearings indicated that between 5 and 25 percent of annual World Bank
lending was being illegally diverted from its intended purposes—as much
as $100 billion or more had been stolen over the past several decades.”” Here
too, whatever the Bank was spending on anti-corruption, if anything, was
not enough.

Mallaby condemned the guidelines of the World Commission on Dams
as “appalling,” as well as the Extractive Industries Review. “Thankfully,” he
wrote, “the Bank’s management rejected the Commission’s [he was refer-
ring to the EIR] recommendation” that the Bank pull out of lending for coal
and oil, since the developing world’s need for energy “has to be satisfied
somehow.”*

Most revealingly, in his book and articles Mallaby tried to make his case
by highlighting three Bank operations which were supposed to be examples
of the kinds of “deserving projects” that the professional agitators were
succeeding in blocking or delaying: the Uganda Bujagali hydroelectric dam,
the China Western Poverty Alleviation (Qinghai) Project, and the Chad-
Cameroon Oil Development and Pipeline Project. He described Bujagali
as a worthy project that was somehow being delayed or blocked by the



108 FORECLOSING THE FUTURE

Berkeley, California—based International Rivers Network, which had raised
concerns about environmental and social impacts. “This story is a tragedy
for Uganda,” he wrote. “Clinics and factories are being deprived of electric-
ity by Californians whose idea of an electricity crisis is a handful of summer
blackouts. But it is also a tragedy for the fight against poverty worldwide,
because projects in dozens of countries are similarly held up for fear of
activist resistance.” The collapse of the project, of course, had nothing
to do with NGOs, and everything to do with governments and companies
withdrawing in the face of revelations of corruption on the part of the
company the Bank was supporting, AES. AES itself withdrew when it fi-
nancially imploded into near bankruptcy in the wake of California and U.S.
government investigations of its complicity with Enron in manipulating
California energy prices. Ironically, there was indeed a connection between
the California summer blackouts and Bujagali: AES machinations were in-
volved in both.

Mallaby repeatedly claimed that criticisms of the proposed World Bank
project to support the resettlement of nearly 60,000 mainly ethnic Han Chi-
nese into a traditionally Tibetan region in Qinghai Province China “had no
basis in fact whatsoever” and “were flat wrong on the facts,”* and had been
made “on the basis of no evidence.”” Since the Bank’s Independent Inspec-
tion Panel found major violations of seven of the ten key Bank social and
environmental safeguard policies, he attacked the panel and its head, James
MacNeil, a distinguished 76-year-old (in 2004) former Canadian ambassa-
dor and an official of both the United Nations and the OECD. MacNeil
sent a withering rebuttal to Foreign Policy, castigating Mallaby’s “shoddy
research and unremitting failure to get his facts straight.””®

The World’s Banker cited Chad-Cameroon as exactly the kind of high-
risk/high-reward project the Bank should promote—again the logic being
for a desperately poor country like Chad it was the only hope, and the risks
had to be taken. When the executive board approved the loans for Chad-
Cameroon, “the Bank had shown that, with some help from the might and
muscle of an oil company it could stand up to its critics; it could defy the
Rainforesters [sic—he was referring to the Rainforest Action Network] and
the Environmental Defense Fund and all the other antis, and it could do so
despite the rising tide of antiglobalization protests.”” The bullied, belea-
guered World Bank, heroically allied with the world’s largest oil company,
could finally defy the Rainforest Action Network and the Environmental
Defense Fund and their ilk.
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Backwards into the Future

Mallaby crystallized the backlash against the safeguard policies and Wolfen-
sohn’s reforms in general, but he was far from alone. By the summer of
2005, when Wolfensohn left the Bank after two full terms, his tenure had
become a source of debate and controversy. Only Robert McNamara had
influenced the institution more, and no one could doubt the sincerity, in-
deed what appeared to many the idealism, of Wolfensohn’s intentions. But
during his second term in the 2000s, Bank insiders pushed to revert to busi-
ness as usual and weaken or ignore the safeguard policies and the indepen-
dent inspection functions. And they were relatively successful—why?

Part of the explanation lies in the McKinsey-led reforms, which, in the
words of one former Bank professional (who after 14 years inside the Bank
left and wrote a scathing book on the Wolfensohn reorganization), were
not only “deplorable,” but a “debacle.”® The whole approach was an un-
intentional parody of every business-school and consulting-company fad
that had also failed in many mainstream American corporations and larger
nonprofit organizations: “The redefinition of objectives toward the knowledge
bank, the matrix, the networks, the internal market . . . the decentralization, the
budget cuts, the redundancies, the skill mix restructuring . . . the new information
system . ..” (emphasis added)*' resulted in a situation where, by 2001,

top management lacking in institutional knowledge reported to a
CEO uninterested in operational results who reported to a board
lacking in both experience and inside knowledge, which was in
turn under the oversight of governors who were not able to pay
attention.”

The net result was to empower the die-hard old guard in the Bank who
wanted to turn the clock back. The way to deny much of the experience
and knowledge the Bank had acquired, too often at the cost of the people
it was supposed to help, was to reframe marching backwards into the fu-
ture as “high-risk/high-reward.” In the immediate years after Wolfensohn'’s
departure, the IEG found that “matrix management” and the pooling of
staff in the “networks” actually “impeded interaction among staff across
sectors,” with the result that the work and analysis of staff in one part of
the Bank with relevant experience or knowledge was often ignored in the
preparation of loans in a different sector.®” What this could mean in practice
was that the knowledge and expertise of the central environment depart-
ment was increasingly ignored in the preparation of many new loans.
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Outside criticism did not go away, the “Mallaby effect” notwithstanding.
Although the Wolfensohn reorganization resulted in some internal budget
cuts and redundancies, one area that expanded greatly in his tenure was
public and external relations, which he elevated into a vice-presidency.

There was one more trend in Bank lending that would gather momen-
tum both during Wolfensohn’s tenure and following his departure: the in-
creasing proportion of Bank loans that went to general support of gov-
ernments rather than to specific projects, so-called structural adjustment
and development policy loans. These loans flew in the face of the Bank’s
charter, which explicitly required it to lend for specific projects, “except in
special circumstances.”*

The prohibition was a response to practices in the 1920s and 1930s when
such lending by private banks had led to government defaults and massive
misuse of funds. In the Bank’s first years, everyone involved agreed that
such mistakes had to be avoided. In the Bank’s internal newsletter of June
1951, the fifth anniversary of the Bank’s first loan, Kyriakos Varvaressos,
a founding executive director, who had represented Egypt, Ethiopia, Iran,
Iraq, and Greece (i.e., developing-country borrowers), wrote the following:

Very often countries defaulted because they over-borrowed or be-
cause they had misused the funds borrowed and had derived no
benefit from them. . . . To avoid the wasteful utilization of foreign
loans which had been frequent in the past the Bank was enjoined to
lend only for the financing of specific projects and to exercise close
supervision of the funds it lent.”’

But that term special circumstances opened a loophole, and in the 1980s,
non-project, adjustment lending began in order to alleviate the Latin Amer-
ican debt crises. It soon became a standard feature in Bank operations since
it both permitted the Bank to promote (some would say impose) neoliberal
reform measures for entire economies—privatization, reduction of govern-
ment expenditures, opening up sectors for foreign investment—and was
also a godsend to ambitious staff wanting to build up impressive country-
lending portfolios. Such loans required much less preparation and supervi-
sion per dollar lent then conventional project finance.

The Bank’s safeguard policies did not apply to adjustment and develop-
ment policy operations, even though these might in fact finance a whole
series of specific projects such as dams or coal plants. There was an internal
Bank policy guiding this lending, but its environmental and social due dili-
gence requirements were minimal in comparison with the safeguards (see
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chapter 5).% Since the safeguard policies did not apply, the inspection panel
was for the most part out of the picture, too. During Wolfensohn's second
term, non-project lending for the IBRD and IDA averaged around a third of
all Bank loan commitments; in 2002 it was fully half of all lending.”’

The IFC followed a similar pattern, lending more and more for gen-
eral support of banks and other financial institutions that in turn would
lend for specific investment projects. These so-called financial intermediary
loans averaged more than a third of IFC lending during Wolfensohn’s sec-
ond term. IFC policy only required an examination of the environmental
management capacity of the financial institutions that these loans funded;
the institutions themselves were not subject to the IFC’s environmental
safeguards and performance standards, nor was their performance for the
specific investment projects they supported accountable to the CAO.*®

The hard-won lessons about the risks of such non-project lending that
so preoccupied the founders of the Bank had been forgotten.

The return to lending for big, environmentally and socially risky infra-
structure and extractive projects, as well as the increase in non-project lend-
ing, had one other major risk, the full extent of which was only becoming
more and more apparent: massive, pervasive corruption. It was an issue
that the incoming new president of the Bank, Paul Wolfowitz, was all too
aware of—he had been the U.S. ambassador to Indonesia in the late 1980s
when the Suharto family corruption machine was in its heyday.

Coda on the Wolfensohn Era: The Smile on a Child’s Face

The Wolfensohn era was plagued with contradictions largely because re-
forms ran afoul of the wishes of the Bank’s real clients: namely, borrow-
ing governments, or more exactly, particular constituencies within those
governments, whose principal interest was to receive as much money with
as few restrictions as possible, as quickly as possible. As the role of the IFC
and MIGA increased, as well as the use of IBRD and IDA funds to guaran-
tee or promote private investment, large companies also became a growing
constituency, and they also had a major interest in profiting from the World
Bank Group’s financial support and quality stamp of approval with as few
conditions as possible.

On one level, this reaction reflected simply the fundamental interest of
any borrower. Most ordinary people, for example, would rather not take
out a loan from alocal bank that required them to provide quarterly reports
on their expenditures or to manage their household according to certain
environmental rules. But of course borrowers do not get everything they
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might want. At least in the past, private banks would investigate a borrow-
er’s credit, assets, debts, job security, and salary, etc., before giving larger
loans—a due diligence which evaporated in the first decade of the 2000s.
Of course, in the United States the resulting lending frenzy led to a housing
bubble that ended in the near collapse of the international financial system.

But the World Bank is a public institution whose loans are supported by
the taxpayers of the richer countries; it supposedly offers financial support
for agreed upon public international purposes. A visitor to its headquarters
during the Wolfensohn era would be greeted in the main lobby by large
banners proclaiming: “Our Dream Is a World Without Poverty.” The do-
nor governments increasingly entrusted additional resources to the Bank to
address so-called global public goods—fighting climate change, financing
public health initiatives, etc. Japan set up a major Bank-administered trust
fund to provide extra money to help borrowing countries prepare envi-
ronmental assessments. When the Bank went to its donors for increased
financing, it emphasized both its role in helping the poor and the environ-
ment, and also its supposed reliability in managing funds rigorously to en-
sure they were not stolen.

Near the beginning of his tenure, in the famous, or infamous, March
12, 1996, session between Wolfensohn and 300 senior managers, a Bank
manager identified the fundamental contradiction in the entire internal
“cultural change” that Wolfensohn announced he would promote:

Mr. President, the second-most recurrent theme in your appeals, af-
ter today’s theme of cynicism and lack of trust [of Bank staff vis-a-
vis management], is client responsiveness, which can be rephrased
as “Why can't we be more like merchant banks, which are quick in
providing what their customers ask. . . . We keep assuming the client
is the government. . . . [But] we can’t have our cake and eat it too.
We have to make a choice. Either we treat our governments as clients
and we behave like merchant banks, in which case we owe it—again, to
ourselves, in the first place, and to our counterparts, second—to stop talk-
ing about the environment, about women in development, about poverty
alleviation, and so on, as priorities. . . . If the government is not our
client . . . [then] the client is the people of the countries we work
with, and the governments are agencies, instruments, with whom
we work to meet our clients’ needs.” (emphasis added)

Wolfensohn did not have a coherent rejoinder, because the contradic-
tion is real, and in some cases perhaps insurmountable:
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I, obviously, have perceived the task of moving from investment
banking to development banking in a too-simplistic fashion. . . .
There are no generalizations about governments and their rela-
tionships with people. . . . We have a legal client that is the govern-
ment. . . . By law the Bank can lend only to governments. . . . We’re
ultimately serving the people. Ultimately. But our instrument is to
work with government. . . . So it is a process of persuasion, of dis-
cussion, of cajoling, of advice and, in some cases, agreeing not to
agree and doing no lending . . . to help a government and not help
the people is not going to come through, in terms of economic sta-
bility, political stability, social stability. . . . And I still go back, as I said
before . . . Tjudge our effectiveness by the smile on the child’s face in
the village. I would extend it to the mother.”
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CHAPTER SEVEN

The Brief, Broken Presidency
of Paul Wolfowitz

As SPRING CAME TO Washington in 2005, the World Bank once again
was a cynosure of controversy, indeed outrage. The outrage was
directed not at the Bank per se, but at U.S. President George W. Bush’s
nominee to replace James Wolfensohn, none other than Deputy Secretary
of Defense Paul Wolfowitz, a major architect of the Iraq war. It was, ac-
cording to the London-based World Development Movement, a “truly ter-
rifying appointment.” Some 1,650 NGOs around the world protested the
nomination, and internal polls of Bank employees found 90 percent op-
posed to the prospect of Wolfowitz as their new boss.” Wolfowitz seemed
to personify the unilateral arrogance of the George W. Bush administra-
tion; among other things, under his aegis the U.S. Defense Department
had banned countries that opposed the Iraq war (many of them U.S. allies)
from bidding for contracts for Iraqi reconstruction.” Nobel economics lau-
reate Joseph Stiglitz, who had served under Wolfensohn as the Bank’s chief
economist, feared that the Wolfowitz appointment would again make the
Bank a “hated organization,” and potentially lead to “street violence and
demonstrations” against its policies.*

Few were willing to admit that Wolfowitz was arguably more qualified
to lead the Bank than his predecessors, all of whom also had little or no
professional background in international development. The Bank’s first
president, Eugene Meyer, had been the publisher of the Washington Post;
many of his successors, including James Wolfensohn, had been Wall Street
bankers. One, Barber Conable, was a Republican congressman from up-
state New York who had chaired the House Ways and Means Committee;
he was chosen to head the Bank during the Reagan Administration for one
reason only: to cajole a recalcitrant U.S. Congress to approve World Bank
funding replenishments. And of course Wolfowitz was not even the first
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high-ranking U.S. Defense Department official who went from managing a
controversial war to head the Bank, though the Iraq fiasco was a small-scale
affair compared to Robert McNamara’s Vietnam.

Unlike all his predecessors, Wolfowitz had actually lived in a developing
country, Indonesia, for an extended period of time: three years while he
was U.S. ambassador there. Critics argued that he could have done more to
speak out against human rights abuses and corruption during his time in
Jakarta, but in this respect he was no different from any of the other envoys
from major countries to the Suharto regime. In fact, he was remembered
as one of the more competent of all Western representatives, and he also
had an understanding of, and liking for, the country’s moderate Muslim
culture. He was the only World Bank president who spoke fluently a non-
Western, developing-country language—Bahasa Indonesia. Also unlike his
predecessors, Wolfowitz did have credible academic familiarity with devel-
opment issues, since he had been the dean of the Johns Hopkins University
School of Advanced International Affairs, a graduate institution that was
a feeder school for positions in the Bank and other international-develop-
ment institutions.

Over the course of his first year in office, Wolfowitz gradually made
anti-corruption the hallmark of his administration, halting loan disburse-
ments for projects in several countries, including politically powerful bor-
rowers such as India and Argentina.” James Wolfensohn had broken the
Bank taboo on even mentioning the “C word” (Corruption), creating an
internal anti-corruption unit and flagging the issue in numerous speeches.
But in reality, Wolfensohn’s Bank had not gotten tough with borrowing
governments that were flagrantly stealing from Bank loans, nor did it stop
doing business with large multinational corporations that were bribing gov-
ernments to secure Bank contracts. Instead, the operational heart of the
Bank’s anti-corruption strategy was to lend still more money to corrupt
governments for programs to improve governance.

The $100 Billion Bank Heist

The corruption attracted attention on Capitol Hill. Beginning in 2004, as
we noted in the previous chapter, an unprecedented series of hearings in
the U.S. Senate Foreign Relations Committee revealed the gravity of the
problem, James Wolfensohn’s reforms notwithstanding. The hearings con-
tinued through Wolfowitz’s tenure.

At the first hearing, on May 14, 2004, Northwestern University political
science professor Jeffrey Winters testified that 20 to 30 percent of World
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Bank loans, roughly $100 billion, had been stolen by borrowing-country
officials and contractors. The World Bank issued an angry denial, but there
was very credible evidence for the allegations. Foreign Relations Commit-
tee staff had interviewed a number of former World Bank professionals, in-
cluding Steve Berkman, who had been a project director for over 100 World
Bank loans, and had served as one of the Bank’s chief anti-corruption inves-
tigators between 1998 and 2002. Among his firsthand observations was that
the Bank’s Nigeria country team already in the 1990s estimated that fraud
on Bank projects in that country was as much as 40 percent.® Theft on this
scale had already been suggested by Bank officials internally in the leaked
Indonesia corruption memos of the late 1990s.”

The committee inquired about specific cases of corruption, including
Bank lending to Cambodia (where corruption in the forestry sector was en-
demic) and Bank support for the Yacyretd Dam on the Argentina-Paraguay
border, where even in 2004 project costs had escalated from $2 billion to
over $10 billion.* In July 2004 a separate hearing delved into a massive Bank-
financed water project in the Southern African country of Lesotho.

The Lesotho Highlands Water Project (LHWP) was a prime example
of how large infrastructure projects seem to invite fraud—and a test case
of how serious the Bank was about preventing it. The project dated back
to the apartheid era, when the South African regime proposed the con-
struction of five large dams in its mountainous neighbor (completely sur-
rounded by South African territory), for the purpose of supplying water to
South Africa’s richest industrial areas, including Johannesburg and Pretoria.
The World Bank helped to finance the project, and its involvement attract-
ed lending from the African Development Bank, the European Union, and
several export credit agencies and private international commercial banks.
Total costs for the first phase were about $3.6 billion.

From the beginning, Lesotho—where the poorest rural people earned
less than two dollars a day, the average life expectancy was 36, and the
HIV-positive rate was 30 percent—got the short end of the bargain. Dur-
ing construction, workers rioted for better wages, and police opened fire,
killing five. Resettlement plans were poorly carried out, leaving many of
the 27,000 people affected by the project dispossessed. Thousands of hect-
ares of farm and grazing land were lost, adding to an already ecologically
stressed situation in a country where only 9 percent of the land was arable.
A 1999 World Bank—commissioned study concluded that the complete
project would result in Lesotho’s rivers losing 90 percent of their water, re-
ducing the arid country’s river systems to “something akin to waste-water
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drains” with risks of increased pollution and public health threats for an
estimated 150,000 people living downstream.” The only benefit to Leso-
tho’s government was $40 million per year in sales of water to South Africa,
while the financial stakes for the multinational contractors totaled in the
billions.

Starting in the mid-1990s, investigations by the Lesotho government
revealed that the chief executive of the project authority had received mil-
lions of dollars in pay-offs from companies in leading industrialized coun-
tries. The head of the authority was convicted of bribery and sentenced
to 15 years in jail. In 2002 the Lesotho High Court handed down bribery
convictions for two of the companies that had procurement contracts from
the World Bank loans: Acres International, a leading Canadian engineering
firm, and Lahmeyer International, a major German Firm. In 2004 a French
company involved in the World Bank—financed part of the project, Schnei-
der Electric, S.A., pleaded guilty to bribery.

Guido Penzhorn, chief prosecutor for the Lesotho government, told
the Senate Foreign Relations Committee that Lesotho, faced with its own
economic and social problems, such as a frightening AIDS pandemic, nev-
ertheless thought it critical to prosecute corruption in the project. What
surprised him and his colleagues was how little help they received from
rich-country governments and donor agencies, including the World Bank.

Penzhorn’s testimony revealed the Bank’s lackadaisical response to cor-
ruption in its own projects. One of the Bank’s main tools for discourag-
ing bribery was to debar offending companies and individuals from future
contracts for a given period of time, usually from a year up to several years.
Despite the Lesotho court convictions, the Bank hadn’t debarred a single
company.”” Nor did it follow through on vague promises to help the impov-
erished Lesotho government defray the costs of prosecuting the corruption
it had enabled—costs that ran several millions of dollars.

Penzhorn was also critical of the EU countries and agencies, which, un-
like the Bank, were not even helpful in sharing information. From his own
experience, he testified, their main interest seemed to be “whitewashing
EU spending,” concluding that “there is a lingering impression in Lesotho,
as well as in South Africa, that the interest of first-world countries in the
present prosecutions lies not so much in the successful outcome of these
prosecutions but rather in protecting the interests of its companies that are
involved.”"!

The July 2004 hearing did produce a result: two days later the Bank of-
ficially debarred Acres from doing any business with it for three years.” But
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inexplicably—or perhaps all too explicably—Lahmeyer, a major company
from a much bigger aid donor, Germany, continued to do millions of dol-
lars in business with the Bank for two more years. Shortly after Paul Wol-
fowitz began his tenure, in August 2005, the Bank reopened its investiga-
tion of Lahmeyer; in November 2006 it finally debarred the company from
doing business with the Bank for seven years. Wolfowitz himself went out
of his way to praise Lesotho for its “courage and leadership in successfully
prosecuting its own officials and several large foreign companies for cor-
ruption. . . . Institutions like the World Bank, and the governments of rich
countries, should support the bold stance of poor countries like Lesotho
which are working to make sure that precious public resources go to help
the poor, for whom they are intended.””
But would they?

Trying to Make Corruption History

“If you want to make poverty history,” Wolfowitz is reported to have said,
“you have to make corruption history.”** In his first year, Wolfowitz halted
loans totaling nearly $2 billion to a variety of governments where theft
from Bank lending was rampant: $265 million in Kenya, hundreds of mil-
lions more in Congo-Brazzaville, Uzbekistan, Argentina, Bangladesh, and
Yemen.

He made his most politically courageous decision in July 2005, when he
halted over a billion dollars in public-health loans to India because of sus-
pected corruption.” He subsequently resumed much of the lending after
agreements were reached with the Indian government to rectify the fraud,
but such actions were unprecedented. Investigations completed two and a
half years later showed that his suspicion was well justified, and that in fact,
the loans may have been reinstated too quickly: hospitals that were sup-
posed to be funded by bank loans were crumbling or entirely abandoned;
a malaria project was found to involve bid-rigging by major international
companies like Bayer; and bribery and fraud were rampant throughout the
health projects.’®

Yet many viewed Wolfowitz’s hard line on India’s health sector as the
beginning of his downfall."” India had considerable clout in the Bank; it was
the largest cumulative borrower, and Indian Bank staff represented nearly
a sixth of the total. Moreover, Wolfowitz’s action embarrassed the British
government, which was funneling large amounts into the same projects
through its own aid program. Wolfowitz was making the entire aid estab-
lishment look bad.
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Transparency International praised Wolfowitz’s efforts, but high-level
Bank officials protested his approach. One of the executive directors warned
that “the bank should not become a world policeman pointing its moral
finger,” and a recently retired Bank vice-president told the New York Times
that it “should not emphasize its anti-corruption policies at the expense of
other policies required for development.”** The Bank’s executive directors
and much of its management seemed quite nonchalant about ensuring that
its loans were used for the purposes intended—that is, about fulfilling the
most basic fiduciary duty of any financial institution.

What the World Bank Learned about Infrastructure

As Wolfowitz tried to tamp down corruption, the Bank was ramping up
its lending for the types of “high-risk/high-reward” projects that had, at
least in past, bred the most flagrant abuses. An “Action Plan” to increase
infrastructure lending in the period 2004-7 was very successful—growing
IBRD and IDA loans for such projects by 50 percent, to $33 billion, and
those from the entire World Bank Group from $28 billion to $41 billion.
More impressive still, the World Bank Group financial support was able to
catalyze another $70 billion from other aid donors, official export credit
agencies, and private banks during the same period.” Already in Wolfow-
itz’s first year (2005) infrastructure accounted for 41 percent of new Bank
lending.* Quantity was not a problem, but would the Bank finally place an
equal emphasis on quality? Had it learned anything from the previous two
decades of controversy over large infrastructure projects?

One chronic problem was the Bank’s bias (which it in turn blamed part-
ly on borrowing governments) for new projects in preference over support
for maintenance of existing infrastructure, compounded by its lack of at-
tention to credible plans for generating domestic funds that would keep
the new infrastructure functioning.?® The poorer the country, the more
acute the problem: in Sub-Saharan Africa, countries indebted themselves
for more loans for new roads, dams, and power projects as existing roads
washed away, dam reservoirs and irrigation channels silted up, and power
plants fell idle. Meanwhile, corruption raked off as much as half of the new
funds.”

The problems with the Bank’s big projects were not, to say the least,
new. In fact, a 2006 internal review of “Infrastructure: Lessons from the
Last Two Decades of World Bank Engagement” conveys the perversity of a
seemingly timeless bureaucratic culture. Decades pass and new generations
of Bank staff discover the same fundamental institutional failings, make
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recommendations and issue policies similar to those of decades before,
with the same ensuing failures and lack of accountability for failure. For ex-
ample, the review notes that as far back as 1977 the Bank had recommended
that all investment projects include monitoring and evaluation ("M&E”)
systems. Yet the 1991 Wapenhans Report “found systematic weaknesses in
M&E, and recommended specific actions to remedy these.” Then, in 1995,
yet another review found that more than half of the Bank’s infrastructure
projects still did not have effective M&E measures. Despite the endless re-
ports, throughout the 1990s the problem grew worse, not better.” A decade
later, the Bank vowed once again to make M&E a priority.*

The Bank’s 2004-7 action plan coupled increasing finance for high-
risk/high-reward projects with continuing to promote privatization of
infrastructure. Yet the 2006 “infrastructure lessons” review describes with
apparent puzzlement nothing less than a full-on revolt against Bank priva-
tization policies among the very poor in whose name these policies were
promoted:

Even where private infrastructure appears to be working well to
economiists, it has not always gained public acceptance. In Latin
America, the region with the most experience of private participa-
tion in infrastructure, a survey of public opinion in 2002 found two-
thirds of respondents strongly disagreeing with the statement that
privatization “has been beneficial” for their country. In all surveyed
countries, negative opinions had increased. . . . 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 dispar-
ity occurs because the economic appraisals are somehow faulty, or
whether non-economic factors play a large part in shaping public
opinion.” (emphasis added)

This growing hostility was linked to widespread public awareness of
corruption.®® But rather than questioning the fundamental approach, the
review timidly notes, “Going forward, a major effort is planned to deepen our
knowledge of the infrastructure-corruption interface, with the goal of develop-
ing and implementing an effective anti-corruption program for the infrastructure
sector” (emphasis added).”

Like an alcoholic in his latest bout of promised recovery, the Bank’s
infrastructure staff proclaimed to the world that it had learned its lessons
and this time would get it right: “Infrastructure is complex, controversial,
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and often risky. We know, because we’ve seen it, and we’ve been on the
wrong side of the equation at times, making some mistakes along the way.”
They swore, once again, to address access for the poor. Moreover, they ac-
knowledged that in the bad old days “projects were designed first, and the
mitigation of their environmental and social impacts was handled as an af-
terthought.” Now, though, in 2006—more than a quarter century after the
Bank’s initial environmental and social assessment policies were promul-
gated, and a decade after these being strengthened into the Safeguards—
now, finally: “We learned. Environmental and social dimensions should be
integrated into project preparation, appraisal, and supervision.” A decade
after Wolfensohn launched his anti-corruption efforts, they finally realized
that “infrastructure is particularly vulnerable to corruption.” From now on,
they determined, “we should fight it all levels—in the projects we finance,
in the sectors we engage, and in the countries we support.”

“We know . . . we learned. .. .”

Did they?

Fostering Failed States

Indeed, in some cases the Bank’s penchant for pumping new money into
high-risk infrastructure projects had contributed not only to needless envi-
ronmental and social harm, coupled with widespread corruption, but also
to long-term destabilization of whole societies.

Pakistan was a case in point. The Bank had been involved for decades
in helping to shape Pakistan’s Indus Basin Irrigation System, the world’s
largest irrigation scheme. From the 1950s through the mid-2000s, Bank
lending totaled around $20 billion (in 2005 dollars), profoundly influencing
the country’s water policies and institutions. The Bank’s approach favored
investment in a top-down, capital-intensive irrigation infrastructure system
that reinforced a semi-feudal hierarchy and caste-based tribal politics. The
masses of rural poor were excluded from control of irrigated land, and
the new investments in infrastructure strengthened the power, riches, and
influence of rural landed elites. Both the civil bureaucracy and the military
gained power through the control of irrigation management and land dis-
tribution. The whole system weakened already-weak political institutions,
and it fostered personalized informal hierarchies of bribery, corruption,
and influence peddling.” Meanwhile, over 200,000 poor were displaced by
these initiatives, and many of them were never adequately compensated.
A 2005 Bank-commissioned report pointed out that forced resettlement in
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Pakistan, coupled with corruption, continued to create “extreme hardship
for people.”** World Bank internal documents flatly observed that bribes to
Pakistani government officials to ensure the delivery of water were “rou-
tine and endemic,” such that “water availability clearly depends on efforts
to bribe irrigation officials.”

The same corrupt system resulted in massive environmental misman-
agement that entailed the loss of over 60 percent of the water before it
reached crops. Sedimentation associated with poor watershed management
seriously depleted the capacity of dam reservoirs. Blocking the normal wa-
ter and sedimentation flows of the Indus River resulted in the downstream
destruction of thousands of square kilometers of once-fertile farmland, the
intrusion of saltwater 100 kilometers upstream in the Indus, and the de-
struction of floodplain forests home to hundreds of thousands of people.*
Poor drainage and overuse of irrigation water resulted in widespread rise
of water tables in irrigated areas, with the result that over 40 percent of
the total irrigated land area of Pakistan was threatened by waterlogging
and salinization.** Salt was accumulating in the irrigated soils of the Indus
Basin at a much greater rate than it was being discharged, posing a growing
threats to the future environmental and economic sustainability of most of
Pakistan’s agricultural economy.*

Of course, the Bank was not the origin of the complex problems in
Pakistani society, but arguably its approach compounded and reinforced
social and political weaknesses that were undermining the country’s entire
ecology and its very viability as a state.

As the Bank prepared a new water strategy for Pakistan in 2005, a back-
ground paper it commissioned observed that the model of “large and cap-
ital-intensive water infrastructure projects, mostly funded by international
agencies” would have to change if the abuses of the past were not to be
exacerbated:

A more balanced view would recognize that interventions have im-
pacts both on ecology and communities. . . . A more socio-centric
approach would incorporate these wider interests. It would entail
sensitivity to community concerns and impacts, the acknowledg-
ment that traditional forms of water utilization can also have value,
and readiness to involve localities and communities in water-sector
management reforms and infrastructure development.”

Yet the Bank ignored the lessons it claimed it had learned. The new
strategy reiterated that “Pakistan has to invest, and invest soon, in costly
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and contentious new dams,” despite the fact that the IEG had found that
renovating the existing irrigation infrastructure could provide more irriga-
tion water for one-fifth the cost of new dams.* The strategy neglected ur-
gent needs for more investment in maintenance and stronger measures to
address and mitigate the grave environmental and social impacts of large
water infrastructure. There was virtually no input from civil-society orga-
nizations or local communities.”” Months later, in early 2006, Pakistan mili-
tary dictator Pervez Musharraf announced that Pakistan would go ahead
with the construction of two huge new dams, Bhasha and Kalabagh, for a
cost of over $20 billion—dams which the Bank’s water strategy had high-
lighted as prospective new investments.”® The projects would entail the
forced resettlement of over 160,000 rural poor.”

Both projects encountered growing controversy and protests.* Financ-
ing was delayed for several years, but in early 2012 the Bank expressed re-
newed interest in funding Bhasha, in part due to U.S. interests in pushing
still more money into Pakistan for large projects to ameliorate strained re-
lations with the Pakistani government. The Bank also reiterated its recom-
mendation that Pakistan proceed with the Kalabagh project.”

The Political Economy of Corruption

In the summer of 2006, as the new Pakistan water strategy entered into ef-
fect, the Senate Foreign Relations Committee continued with a hearing on
corruption in major infrastructure projects such as the Chad-Cameroon Oil
Development and Pipeline scheme.* One of the witnesses, Manish Bapna,
then head of the Washington-based NGO Bank Information Center, suc-
cinctly summarized the problems with the Bank’s approach. His testimony
illustrated why the kinds of assurances made in the infrastructure-lessons-
learned review (and those made in 1977, 1991, 1995, and on many other
occasions) ultimately proved hollow.

No one could dispute the need for better infrastructure to promote de-
velopment, but what was needed was “smart infrastructure,” focusing on
providing services to the poor, typically smaller in scale, decentralized, and
more attuned to local conditions, including investments to upgrade efficien-
cy in existing infrastructure. The multilateral development banks (MDBs)
had funded such projects on a limited scale, including smaller run-of-the-
river hydroelectric projects (which do not involve dams that create signifi-
cant reservoirs behind them, thus avoiding the flooding of natural habitat
and human settlements), renewable energy and off-grid electrification, rural
access roads, and traditional water-harvesting and irrigation systems."
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Yet the World Bank insisted on increasing investments in large, high-
risk/high-reward projects. Why? Bapna argued it was not a matter of ef-
ficiency, but of politics—indeed the political economy of big international
development projects.* Large projects fed professional advancement for
Bank staff, major contracts for private firms, political goals for borrowing
countries, and healthy kickbacks for many bureaucrats and politicians. Se-
nior Bank management and the board of executive directors, said Bapna,
were mostly keen to lend large amounts of money in large tranches—what
else is a World Bank for?

Bapna’s argument was echoed by prominent economists and former
officials at the Bank, including William Easterly, who had spent 17 years
there as a senior economist and researcher. In March 2006 he testified in
still another hearing before the Senate Foreign Relations Committee that
the Bank’s approach was basically hopeless and counterproductive: “Giving
aid to corrupt autocrats just props up gangsters in power to stay longer in
power.” The aid community had been struggling with the issue for 50 years,
and now the evidence of failure was overwhelming—yet amazingly there
was little real change or learning on the part of the Bank. Easterly cited as
one of numerous examples the dictator of Cameroon, Paul Biya, who had
been in power for decades and whose government’s budget received most
of its funds from foreign aid, despite the fact that Cameroon also had oil
revenues (and indeed pipeline revenues as well, thanks to the Bank’s sup-
port for the Chad-Cameroon project).” Yet Cameroonians were no better
off, and the Bank’s attempts to promote environmental measures in the
Chad-Cameroon project in Cameroon were largely a shambles.

The way out of the conundrum, Easterly suggested, was to find ways
to bypass corrupt governments and instead support projects that would di-
rectly help the poor, developing, for example, education and better roads.*
Of course, there was another unspoken conundrum in Easterly’s sugges-
tion, namely that elementary and secondary education and road building in
most countries have been public, state functions. Even if roads and schools
are built without state involvement, maintaining these public goods still
typically involves functioning state institutions—exactly what was largely
lacking in many of the poorest countries. Sooner or later, it is impossible
to avoid the problem that longer-term economic and social development is
not possible without a decently functioning government and the rule of law.

These more general debates over the effectiveness of aid, and particu-
larly of the World Bank’s role in disbursing aid, were critical for evaluating
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efforts to address international environmental problems. Since the 1992 Rio
Earth Summit, both richer donor governments and some international en-
vironmental NGOs had looked to aid generally and the Bank specifically
to be the conduit for funds and programs to deal with climate, biodiver-
sity conservation, and other global environmental issues. Yet much of the
mainstream, establishment international environmental community of-
ten seemed to play the role of naive bystanders in the increasingly visible
debates over governance, corruption, and the viability of aid—and of the
World Bank.

High-Risk/High-Reward: Too Big to Fail

By halting major loans for projects suspected of corruption, even for politi-
cally sensitive programs of major borrowers, Wolfowitz was showing that
the Bank was getting serious about governance. But the lending portfo-
lio and re-engagement in high-risk/high-reward cruised ahead, a bit like a
747 on autopilot, or—to use the metaphor so often chosen to describe the
blind momentum of the Bank—the proverbial supertanker so large that
changing course at best was a slow, cumbersome affair. In fact, that was an
optimistic metaphor; perhaps the Bank under Wolfowitz could better be
compared with a supertanker hobbled by a defective steering mechanism,
and with key members of the crew ready to mutiny against any change in
direction.

On April 1, 2005, three months before Wolfowitz assumed the presi-
dency, the Bank’s board of directors, after many years of delay and interna-
tional controversy, approved $250 million in private-sector loan guarantees,
as well as a $20 million grant, for the $1.25 billion, 1,070-megawatt Nam
Theun 2 Dam in Laos. Like the Chad-Cameroon pipeline project, the Bank
viewed Nam Theun 2 as a prototype, claiming that the extra environmental
and social measures the Bank incorporated into the project could become
a model for mitigating risks in future big-dam projects in poor countries.
Like Chad, Laos was one of the most corrupt countries on Earth, with ex-
tremely weak governance and institutions.

The funding would support a multinational consortium of power com-
panies led by Electricité de France, which would generate electricity not
for local use, but to export to Thailand for profit. Thailand itself already
had developed much of its hydroelectric capacity, and a burgeoning so-
cial movement had mounted increasingly successful protests against new
dams. In Laos, with a small, relatively unsophisticated rural population (5.6
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million compared to Thailand’s 67 million), and an autocratic communist
government, there was no risk of large-scale local protest.

The dam reservoir would flood 40 percent of the Nakai Plateau, one of
the most richly biodiverse areas in Southeast Asia and of truly unique inter-
national significance. The Nakai is home to over 400 bird species, including
eight species that are globally endangered. It is also home to 14 globally
endangered large mammals, including two large mammals formerly un-
known to science until the 1990s: the saola, or so-called Asian Unicorn,
and the Giant Muntjac deer.” It would also displace 6,200 poor farmers
upstream, and over 100,000 rural poor living downstream would see their
subsistence livelihoods disrupted or destroyed. The main source of protein
for the downstream populations was riverine fish resources, which stud-
ies showed would be greatly reduced or destroyed by dam-induced radical
changes in river flows.

The promised payoff was modest: if all worked well, the government
would receive over a 25-year period around a 5.2 percent boost to its ex-
pected revenues.* But upfront, nearly 2 percent of the population of the entire
country, one of the poorest in the world, would have their already-meager
livelihoods diminished by the project—in the name of poverty alleviation.
Imagine a hugely expensive scheme in the United States to export resources
abroad, justified in the name of the poor, which would begin by impover-
ishing over 6 million people.

Given the controversy over the project, the Bank did plan significant
social- and environmental-mitigation measures and better monitoring than
for most infrastructure investments. But there were serious doubts about
the capacity of the Laotian government and of the World Bank to ensure
these goals, particularly concerning the impacts on the large downstream
population. The project’s anti-corruption measures were a major step back-
ward from what had been attempted in the Chad-Cameroon venture. There
would be no independent financial oversight or separate bank accounts to
ensure that profits actually went to poverty alleviation and environmental
programs. The Bank did not require the use of any external independent
financial auditors. Instead, the revenue to the Laotian government from the
dam funds would be treated just like any other government income.*

Yet just weeks before the project was approved, in December 2004, the
Bank’s Country Economic Memorandum on Laos warned that even com-
pared with other low-income countries with weak governance, Laos rated
poorly, especially by measures of accountability of officials and control of
corruption. The memorandum strongly cautioned that “failure to improve
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governance substantially upfront—before resources start to flow—all but
guarantees that the resources will not translate into good development
outcomes” (emphasis in original).” In plowing ahead with Nam Theun 2,
the Bank ignored the painful lessons of the World Commission on Dams
(WCD), the Extractive Industries Review—and its own evaluation of the
country’s economic prospects.

David Hales was outraged. The former professor of natural resources
management at the University of Michigan had directed environmental
policy and sustainability programs at the U.S. Agency for International De-
velopment in the Clinton administration, representing the United States in
numerous international environmental negotiations. In a series of articles
in the New York Times and elsewhere he denounced the project as “exactly
the kind of . . . proposal that the safeguard procedures of the World Bank

. are designed to prevent.” He noted that studies of the Thai energy
sector showed that there was no need to import extra power from Laos,
even though Thailand was the only prospective purchaser of the power.
The Nam Theun 2 electricity would be sold “at a price higher than other
sources of power for the purposes of producing profits for a French corpo-
ration and a government [Laotian] that is resolutely unaccountable to its
own people.”

At least as far as private-sector risk was concerned, the mantra of high-
risk/high-reward was the World Bank’s version of “too big to fail”: let the
risks to the environment and poor fall where they may. The vast majority
of the Bank’s financial support was to mitigate risk to foreign investors, not
to the Laotian people, who were truly “involuntary risk takers.” The quar-
ter of a billion dollars of World Bank guarantees for the Nam Theun 2 con-
sortium companies were as a matter of course counter-guaranteed by the
Lao government, exposing it to a huge financial vulnerability in relation to
its meager resources. The U.S. executive director alone on the Bank’s board
refused to approve the project, both because of its social and environmen-
tal risks and because of the financial burden of the project in relation to the
size of the Laotian economy.

The Bank’s own analyses also revealed that the rationale of poverty al-
leviation for Nam Theun 2 was a sham, since other investments would pro-
vide greater direct benefits for the poor. The December 2004 Country Eco-
nomic Memorandum concluded that the most important sector for invest-
ment in poverty alleviation, and for development in general in Laos, was
agriculture, not natural resource (including energy) extraction and sale.”

In December 2010, a gala ceremony marked the inauguration of the
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Nam Theun 2 Dam. Among those gathered were the prime minister of
Thailand, a representative of President Sarkozy of France, and officials of
the World Bank and Asian Development Bank. The French minister of state
for foreign trade enthused that the construction of the dam had been a high
political priority not just for Sarkozy, but also for his predecessor, Jacques
Chirac. France had played an important role “at every stage of the project,
from concept to completion.””

Meanwhile, dozens of environmental and development groups from
around the world urged the Bank to address the plight of the rural poor
living downstream. The project had already led to flooding, declining fish
catches, riverbank erosion, illegal mining, poaching, and contamination
of drinking water.”* As Nam Theun 2 began its first full year of opera-
tion in 2011, it was too early to judge whether any of these harms would
be counterbalanced by the poverty-alleviation programs supposed to be
funded by dam revenues. Meanwhile, governance in Laos deteriorated in
relative rankings by Transparency International: in 2010 it was ranked as
the 19th-most corrupt country on Earth, worsening from 26th-most cor-
rupt in 2008.

The respected U.S. journal Science reported that both the critics and the
World Bank agreed “that a major experiment in hydrology and ecology
is now under way,” the results of which were still to be seen. It quoted at
length a U.S. water-development expert working in Laos (whose identity
Science kept anonymous because of fears of retaliation by the Laotian gov-
ernment), who strongly maintained that the mitigation measures were in-
sufficient. “The World Bank,” the expert added, “will, I expect, regret ever
getting involved in this project.””

Take Me Back to Bujagali

As Nam Theun 2 proceeded, the Bank rapidly scaled up its investments
for extractive industries and big private-sector high-risk/high-reward in-
frastructure in Africa. New IFC mining finance increased in Africa sixfold,
from $50 million in 2006 to $300 million in 2007. In March 2007 a high-
ranking IFC official announced that the IFC planned to further double its
mining investments in the continent.” The Bank also revived its interest in
subsidizing private-sector investment in the Bujagali Dam in Uganda.

This time, behind the companies that would build and operate the dam
stood none other than the Wall Street private-equity goliath Blackstone
Group, which was the main owner of the Bujagali’s consortium’s lead par-
ticipant, the U.S. power generation firm Sithe Global.” On April 26, 2007,
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the Bank Group approved a total of $360 million in financial support for the
consortium.”®

Bank management and the board went ahead with the project despite
a complaint lodged with the Bank inspection panel seven weeks earlier, on
March 5, 2007, by the Ugandan National Association of Professional Envi-
ronmentalists (NAPE).”

The inspection panel, after a 17-month investigation, released its findings
in August, 2008. Incredibly, “Bujagali II” was even worse in some environ-
mental and economic respects than the corruption-ridden earlier proposal
involving AES. The panel found that the new power purchase agreement
backed by the Bank between the private investors and the Ugandan govern-
ment put so much additional financial risk on the Ugandan power utility and
government, with guaranteed high profits for Sithe Global and Blackstone,
that together with the underestimation of the hydrological risks, there was
an increased possibility of default. Financial risks were minimized for the
private investors, whereas there was no limit to the capital costs and other
project expenses the Uganda government would be burdened with. More-
over, the panel was concerned that the expense of the project would siphon
off resources for other social- and economic-development programs offer-
ing more tangible benefits to the country’s poor.®

The Bank seemed to be gripped with an ideological fervor in pushing
forward with subsidizing large private-sector infrastructure projects with-
out adequately examining alternatives. The panel found that that the Bank
had violated its own economic-appraisal policy concerning the need to ana-
lyze alternatives, asking why, in a poor country where only 5 percent of
the population was connected to the electric grid, more attention had not
been “paid to small and/ or distributed generation options (not only hydro)
which might in theory more directly address local and rural poverty.” Such
alternatives would include biomass generation from municipal solid waste,
wind, and solar. Moreover, much of the expected benefit of the project in
its initial years would be enjoyed by already-better-off urban households.*

Many in Uganda were well aware of this, but they felt powerless. “Dur-
ing its visits to the Project area,” the panel reported, “[we] heard strong
expressions of concern from local people and their representatives that they
will not benefit from the Project but will, nevertheless, have to bear its so-
cial, economic, and environmental costs.”®

Meanwhile, the IFC boasted that Euromoney Project Finance magazine
awarded Bujagali the coveted distinction of “Africa Power Finance Deal of
the Year” for 2007.%
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Abolishing the Vice-Presidency for
Environmentally Sustainable Development

Apart from the attempted corruption crackdown, Wolfowitz himself seemed
at times more to be surfing the powerful waves of long-standing currents in
the Bank rather than changing course. He backed the abolition of the Bank’s
central environmental unit and the vice-presidency for environmentally
and socially sustainable development (ESSD) in June, 2006. The staff of the
former environment unit were merged with the Bank’s infrastructure and
energy departments, creating a new “Sustainable Development Network”
headed by the infrastructure vice-president. The new unit would be a bank
within the Bank, overseeing nearly half of the institution’s lending.

Unfortunately, the separate environment unit was the only semi-inde-
pendent voice left in the Bank to address critical issues such as biodiversity,
climate change, indigenous peoples’ rights, and resettlement, to name only
a few. In a neo-Orwellian twist, giant oil-extraction and pipeline projects,
mining operations, and large dams would now all fall under the rubric of
the internal “Sustainable Development Network.”

Bank officials, including Wolfowitz himself, claimed that the reorgani-
zation did not weaken environmental and social goals; on the contrary, it
meant that these concerns would be truly “mainstreamed” into the Bank’s
main lending operations. Mainstreaming the environment, of course, was
a claim that the Bank had already been making for over 15 years, but each
new internal report revealed that such assertions were as empty as ever.*

Avoiding Irrelevance

During Wolfowitz’s tenure other long-brewing trends emerged as public
challenges to the Bank’s future. One of the greatest quandaries was posed
by the growing economic clout and international credit-worthiness of new-
ly prosperous nations such as China, Brazil, India, Mexico, and South Africa,
middle-income countries that borrowed from the oldest part of the Bank,
the International Bank for Reconstruction and Development (IBRD). The
IBRD, as we recall, lent at higher interest rates, as opposed to IDA, which
provided mostly very-low-interest “credits” to the poorest economies.

By 2006—7, many of these countries could borrow all they needed from
commercial banks. (This situation would temporarily change for several
years after the 2008 global financial crisis, a matter that will be discussed
in chapter 10.) They no longer had to put up with the hassle of the Bank’s
environmental, social, and anti-corruption conditions—even though, as we
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have seen, these measures were often bent or ignored in order to keep the
loan pipeline flowing. Already in 2000 a bipartisan commission convened
by the U.S. Congress to examine the future of the multilateral development
banks (the so-called Meltzer Commission, named for its chair, Carnegie-
Mellon University economist Alan Meltzer) recommended that Bank lend-
ing for middle-income countries, and thus the IBRD, be phased out, arguing
that it had outlived its useful role and now served principally as a subsidized
source of competition to private international banks.*

In 2007, a critical IEG internal evaluation concluded that for the IBRD
to avoid irrelevance in middle-income countries it should become a “bea-
con” of best environmental, social and anti-corruption practice. The review
argued that IBRD loans to these 86 countries (which accounted for nearly
two-thirds of the World Bank Group’s total lending from 1996 through
2007) had probably contributed somewhat to economic growth.® But how
much was questionable: many of the largest of these economies were al-
ready experiencing strong growth, regardless of the Bank’s relatively mod-
est (and decreasing) lending.

More importantly, the evaluation found that the IBRD’s efforts to re-
duce economic inequality, fight corruption, and address environmental
challenges were mostly failures. In client surveys of people in its borrow-
ing countries, only 2 percent of those interviewed rated the IBRD’s work as
“highly effective.”® The same surveys found that in reducing corruption,
two-thirds of the clients interviewed found the Bank’s efforts to be “mod-
erately ineffective or worse.”® Over half of those interviewed found that
the Bank’s impact on addressing inequality was “moderately ineffective or
worse.” The Bank’s environmental performance in middle income coun-
tries was mostly “problematic,” with widespread poor performance com-
pared to projects in other sectors.®

If the Bank was ineffective in addressing these matters in countries
accounting for two-thirds of its lending, countries which did not need its
money, what was the rationale for the IBRD’s continued existence?

The IEG concluded that the best rationale for continued Bank involve-
ment in middle-income countries would have to be for its projects to be
world-class examples of best practice in critical areas like environment,
fighting corruption, and promoting social equity—"beacons of perfor-
mance that encourage replication and scaling up.” The Bank should be
more selective in the future in choosing which projects it would finance, a
recommendation that echoed both the World Commission on Dams and
the Extractive Industries Review.”
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The same middle-income countries, particularly China and Brazil, were
also becoming competing sources of foreign assistance themselves, often
offering finance for large infrastructure and extractive projects in other
developing nations and having few scruples about environmental impact,
poverty alleviation, or corruption. From 2001-10, for Sub-Saharan Africa
alone, the Chinese Export-Import Bank became the largest foreign public
lender, a cumulative $67.2 billion compared to the Bank’s $54.7 billion.”

Brazil’s national public development bank, BNDES (National Bank for
Economic and Social Development) also surpassed the World Bank in lend-
ing, growing to $85.5 billion annually in 2010.”2 Most BNDES loans funded
projects in Brazil, but an increasing portion of the BNDES portfolio in the
2000s went to help finance the participation of Brazilian companies in proj-
ects abroad, particularly in the rest of Latin America and in Africa.”

Brazil and particularly China came under increasing attack for low en-
vironmental and social standards in their lending.” In October 2006 Wol-
fowitz publicly lambasted China for its conduct in Africa.” He accused the
Chinese of ignoring the Equator Principles, the 2003 agreement of leading
commercial international banks to adhere to the Bank’s environmental and
social safeguards when they financed big projects. A notorious example was
massive Chinese support for oil development in Darfur, which was contrib-
uting to the Sudanese dictatorship’s genocidal actions against rebel tribal
groups.

It was a paradoxical and revealing development. Since the early 2000s,
many Bank officials had argued that environmental and social safeguards
were hobbling the Bank’s lending, as countries could increasingly borrow
elsewhere. They were backed, as we have noted, by some developing-
country executive directors on the Bank’s board. This was at first true for
middle-income countries, but now, because of Chinese investments, it was
becoming true even, or especially, for Sub-Saharan Africa. Wolfowitz real-
ized that in the face of this competition, the main justification for the Bank
was its relatively high environmental and social standards. Rather than a
hindrance, the safeguards provided the central argument for the Bank’s
future role in setting the development agenda. The Chinese were quickly
showing they could shovel out money to poor African countries with few
strings attached in much greater quantities than the Bank could ever equal.

The Chinese government showed Wolfowitz no respect, despite be-
ing the World Bank’s largest current borrower. In Beijing, within hours of
Wolfowitz’s statements, the foreign ministry denounced his criticisms as
“groundless” and “unacceptable.””
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The Carnival of Hypocrisy

The pushback from member countries against Wolfowitz’s anti-corruption
agenda only intensified with each month of his tenure. Not just the devel-
oping countries, but even the United Kingdom publicly attacked him at the
Bank’s October 2006 annual meeting in Singapore, withholding 50 million
pounds it had pledged to IDA in protest.” The UK. international devel-
opment minister, Hilary Benn, argued: “Why should a mother be denied
healthcare . . . just because someone or something in their government is
corrupt?”” Clearly Benn had not been following the actual consequences of
the corruption of Bank lending to the health sector in India: it was precisely
this corruption that denied healthcare to countless poor Indian mothers.

The Bank’s executive board had demanded that Wolfowitz prepare
a new anti-corruption strategy, both to help it “see the method in Wol-
fowitz’s meddling,” in the words of the Economist, and to launch a process
whereby there would be greater board oversight of his efforts. In a sense
he was being set up, since the draft strategy was greeted in Singapore by
opposition from the Europeans and major borrowers such as China and
India; only the United States and its loyal acolyte, Japan, fully backed the
Wolfowitz agenda.”

Several months later, in March 2007, the Chinese unleashed the coup de
grace, threatening to immediately halt borrowing from the Bank if it did
not let up on anti-corruption.® By this time the Wolfowitz anti-corruption
strategy was in its fourth draft, and opposition had grown despite its be-
ing watered down. Governments and other aid donors piously invoked the
harm that would be done to the poor if the Bank’s anti-corruption agenda
actually led to decreased aid, and borrowing governments pointed out that
the Bank itself had governance problems.*

The Chinese actually challenged the very legitimacy of the Bank’s
governance and anti-theft measures: “International experience suggests a
positive correlation between corruption and countries at earlier stages of
development. . . . The level of corruption in a country should not be used
as a tool to deny or reduce assistance,” Chinese government officials told
the Bank. Mexico questioned, “How can the World Bank talk about gover-
nance when its president broke international legality with the Iraq war?”*

So Wolfowitz watered down his proposals still further: he agreed that
the Bank would not withdraw from even the most corrupt borrowers and
would seek board approval to halt loans on the basis of corruption. He also
backed off from the suggestion that the Bank would circumvent corrupt
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governments by engaging more directly with those more supportive of
reform—nongovernmental organizations, parliaments, and the private
sector.”

Meanwhile, Wolfowitz himself was slowing sinking in what appeared to
be his own governance scandal. His political and bureaucratic obtuseness
had given the rapidly growing number of his enemies inside and outside
the Bank more than enough ammunition to move in for the kill.

“Wolfowitz Agonistes”

The web of corruption was so widespread that confronting it would expose
any Bank president to major political risks. Wolfowitz, unfortunately, added
recklessly to his already heavy political baggage. He brought in as his clos-
est advisors colleagues from the Bush administration and Republican Party
with little or no experience in international development, and whose pres-
ence was deeply resented by many Bank staff.*’

He appointed Dick Cheney’s communications director, Kevin Kellems,
to head the Bank’s public relations office; Kellems had relentlessly promot-
ed the U.S. invasion of Iraq, claiming that Saddam Hussein and Al Qaeda
had collaborated in the 9/11 attacks. He also hired Robin Cleveland, who
had been a key player in post-invasion Iraq planning. Characterized by one
prominent Washington blogger as “one of the few genuinely monstrous
personalities among Congressional staft” when she worked for Republican
senator Mitch McConnell,* Cleveland proffered financial estimates based
on the notion that the Iraq war would pay for itself through the United
States skimming off the country’s oil revenues.”” At the Bank, Cleveland re-
portedly drove a Hummer to work, which some saw both as her statement
on fighting climate change and an all-too-telling symbol of the finesse with
which she approached her job.

Wolfowitz further antagonized Bank staff and some members of the
executive board by pushing aggressively to involve the Bank as quickly as
possible in Iraq reconstruction during the U.S. occupation. Moreover, cor-
ruption was rampant in Iraq but the Bank’s anti-corruption measures did
not apply, on the grounds it was a post-conflict, emergency situation.*

All of this paled in comparison to the scandal exposed by a Washing-
ton-based nongovernmental organization, the Government Accountability
Project (GAP). In late March 2007 GAP released a document leaked from
the Bank on the salary history of Wolfowitz’s girlfriend, Shaha Riza. Riza,
born in Libya, was a graduate of the London School of Economics and
had worked at the Bank as a specialist in promoting gender equality and
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women'’s issues in the Middle East. When Wolfowitz assumed the Bank’s
presidency she was the acting external-relations manager for the entire
Bank Middle East and North Africa region. The Bank’s Ethics Committee
insisted that Riza would have to leave the Bank to avoid a conflict of in-
terest with Wolfowitz, who would technically be her ultimate boss. After
consulting the board, which directed him to decide Riza Shaha’s arrange-
ments himself, Wolfowitz arranged for her to be seconded to the U.S. State
Department, where she would work under the direction of Liz Cheney,
Vice President Cheney’s daughter.®

The leaked Bank document revealed that Riza, just weeks she before
she moved to the State Department, received an extraordinary pay in-
crease, from $132,660 to $180,000, and then again to $193,590, tax free—
some $40,000 more than the after-tax pay of Secretary of State Condoleeza
Rice. And the Bank continued to pay Riza while she was working at State.
The amount of the increase violated Bank rules, and it appeared that Wol-
fowitz had personally pushed through the pay raise.”

After the Washington Post publicized the leak, the World Bank Staff As-
sociation erupted in outrage, calling for an investigation. The Bank’s board
formed a special committee to look into the matter, and a cascade of other
allegations poured in: Wolfowitz had also hired and paid his inner circle of
advisors such as Cleveland and Kellems in violation of Bank personnel rules.
He had hired a right-wing politician from El Salvador, Juan José Daboub,
as one of the two managing directors of the Bank. Daboub insisted that
all references to family planning be eliminated from the Bank’s assistance
strategy for Madagascar, and he also attempted to remove all references to
climate change from the Bank’s energy investment strategy.”

Over the next several weeks over 40 former Bank vice-presidents and
directors, the Bank’s Independent Evaluation Group, the European Parlia-
ment, hundreds of NGOs worldwide, numerous leading world newspapers
such as the Financial Times, the New York Times, and Le Monde, all called for
Wolfowitz to step down.”? His fate was sealed when, in early May, the inves-
tigative committee appointed by the board issued its findings: Wolfowitz
had indeed broken the institution’s personnel rules, and he had violated the
high ethical standards expected of all Bank staff, let alone the president. He
defended himself before the board, claiming he was the victim of a smear
campaign, and pointed out that there were literally hundreds of Bank staff
who earned more than the U.S. secretary of state. He claimed he was act-
ing on the vague indications the board had given him to set the terms him-
self for Shaha Riza’s seconding away from the Bank. But his position had
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become untenable; on May 17, 2007, he announced his resignation, effec-
tive at the end of the Bank’s fiscal year on June 30.”

Some argued that Wolfowitz, for all his faults, was really pushed out
for other reasons, particularly his aggressive anti-corruption agenda, which
threatened the careers of quite a few well-ensconced officials both inside
and outside the Bank. Robert B. Holland III, the U.S. executive director on
the Bank’s board from 2002 through 2006, wrote in the Wall Street Journal
that “those interested in the success of the World Bank should be under no
illusion as to what is really motivating the staff revolt. . . . Many are opposed
to Mr. Wolfowitz’s anti-corruption emphasis.”* Steve Berkman, a veteran
manager with 20 years at the Bank, was more blunt: “The stuff about his
[Wolfowitz’s] girlfriend was all contrived. It was a mini-scandal people at
the Bank used to nail him.””

Indeed, there were numerous conflict-of-interest situations involving
couples in the Bank in which, as a matter of course, action was never tak-
en. Shaha Riza pointed out that two managing directors (the next-highest-
ranking officials after the president) appeared to have conflicts of interest
regarding the simultaneous employment of their wives at the Bank.”® The
Bank’s internal intranet staff-communications board posted various com-
ments along the same lines. One staffer, remaining anonymous for fear of
reprisals, wrote that at least at the IFC where he or she worked, “the Board
should not be shocked that this is not an isolated incident. This behavior is
prevalent and pervasive. . . .””

The Wolfowitz Interregnum: Postscript

Paul Wolfowitz submitted his resignation only 22 and a half months after
his first day of work at the World Bank. Many longer-term trends in the
Bank that had begun in the early 2000s continued, indeed gathered mo-
mentum, under his administration. These included the reaction against
environmental and social safeguards, the re-engagement with so-called
high/risk-high/reward big-infrastructure and extractive projects, and the
increased focus on subsidizing private-sector investment for development
purposes, with the Bank promoting the shifting of financial risk from the
private sector to borrowing governments and their populations.

Yet Wolfowitz recognized that all development efforts were dependent
on governance, and he was a strong advocate of the safeguard policies, in
addition to fighting corruption. Months after his departure, Wall Street icon
Paul Volcker vindicated Wolfowitz’s anti-corruption drive, blaming many
of its shortcomings on the hypocrisy of substantial numbers of Bank staff,
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on management, and last but not least, on the Bank’s member countries as
represented by the executive directors on the board.

The Bank’s board had requested in February 2007 that Volcker lead an
independent review of the Department of Institutional Integrity (INT) in
response to widespread staff complaints that under Wolfowitz, INT was
unfairly prosecuting Bank personnel. The anti-corruption campaign, some
Bank staff maintained, was a politically motivated effort to undermine the
Bank on behalf of Wolfowitz and the right-wing advisors he brought in
from the Bush Administration.”

In September 2007 Volcker released his findings. The charges of unfair-
ness and political motivations were baseless, he concluded, but he did note
that relations between INT and other Bank employees had led to a “siege
mentality,” with widespread mistrust among staff. There were some prob-
lems in the organization of IN'T, but the underlying issue, Volcker told the
Financial Times, was “ambivalence in the bank as to whether they really
want an effective anti-corruption program or not.” “The board,” he added,
“itself has been ambivalent.””

Many on the board, as well as in the Operations staff, feared that “a
strong anti-corruption effort would somehow be anti-development.” In-
deed, though “the bank does not lack for units reviewing and evaluating
its varied operations . . . a strong focus on managerial and institutional ac-
countability is absent.”'®

The new president of the Bank, Robert B. Zoellick, found the Volcker
report “excellent,” adding that “stealing from the poor is not acceptable.”™

Indeed.



CHAPTER EIGHT

The Carbon Caravan

O NCE AGAIN, a new president of the World Bank assumed office faced
with an institution in crisis. The unprecedented forced exit of Wol-
fowitz left a bitter aftermath, and a new chief executive would have to tread
carefully. Robert Zoellick proved himself equal to the challenge. By 2010
he was widely praised in the mainstream Washington press for turning the
institution around, praise which only grew through the end of his tenure in
June 2012. Writing in the Financial Times, Sebastian Mallaby lauded Zoellick
as “the quiet revolutionary who saved the World Bank.™

Just who was Robert Zoellick?

Though often thought of as a quintessential technocrat because of his
former role as chief U.S. trade negotiator, much of his ascent had highly
politicized overtones. Zoellick, along with Paul Wolfowitz and other right-
wing, hawkish Republican policy experts, known popularly known as the
“Vulcans,” served as foreign-policy advisor to George W. Bush in the 2000
presidential campaign. George W. Bush’s campaign director, former Secre-
tary of State and Secretary of the Treasury James Baker, brought in Zoel-
lick as second in command in the political fight over the contested 2000
election results in Florida, an effort which successfully blocked efforts to
recount votes that could have decided the election in favor of Democrat
Al Gore. Zoellick was also part of the small group of Wall Street financial
leaders whom many would hold partly responsible for the excesses that led
to the global financial crisis: he had served as a vice-president of Fannie Mae
and also as managing director of Goldman Sachs. Finally, during the 2008
presidential campaign, he was also considered a candidate for secretary of
state in a Republican administration, had the McCain-Palin ticket won.

Certainly such a résumé could, in different circumstances, have been
almost as controversial as Wolfowitz’s. But Wolfowitz had done Zoellick
a great, if inadvertent, favor by creating an atmosphere at the Bank that
would welcome anyone who would replace him. The two men certainly
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had different styles. Whereas Wolfowitz’s office was adorned with menac-
ing Indonesian daggers, Zoellick preferred paintings and photos of tigers
and other large, predatory cats.

“Developing countries will bear the brunt of the effects of climate
change,” Zoellick wrote in 2009. “We must act now” (emphasis in original).?
Under Zoellick, Mallaby asserted, “the Bank became “probably the most
innovative player in the struggle against climate change.”

Increasingly the Bank’s environmental role, especially with regard to
climate change, would be the prism through which the critical, interrelated
issues of governance, corruption, social inequality, finance, and the fate of
the project of sustainable development itself would be played out. Let us
examine, then, the putative successes of the Zoellick period in this light.

The Defining Human Development Issue of Our Generation

The climate crisis, in the words of the United Nations Development Pro-
gramme (UNDP), is “cumulative, urgent, and global,” and is, indeed, the
“defining human development issue of our generation.” Unfortunately, as
Zoellick entered office in 2007 greenhouse-gas emissions were rising at an
accelerating rate, beyond even the most pessimistic scenarios of a few years
before. The projected warming in less than a century would be greater than
the cumulative warming since the end of the last ice age, nearly 20,000
years ago, giving both ecosystems and human societies little time to adapt.
In its flagship 2010 World Development Report, the Bank itself warned that
unchecked global warming could condemn more than half of all species
to extinction. Sea levels could rise by one meter by the end of this cen-
tury, threatening more than 60 million people and $200 billion in assets in
developing countries alone. Agricultural productivity would likely decline
throughout the world, resulting in over 3 million additional deaths from
malnutrition each year.®

The Bank declared that fighting climate change was not just an “envi-
ronmental” issue, but a challenge to the future of economic development
itself, that required “decisive and immediate action.”” The Bank accepted
the consensus of scientists and of the International Energy Agency (IEA)
that global warming of more than 2° Celsius above pre-industrial levels was
intolerably dangerous, and indeed, “from the perspective of development
... simply unacceptable.”®

The Bank was arguably the main international institution that could
catalyze needed changes because of its role in energy investment in devel-
oping countries. Energy-related emissions account for over three-quarters
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of all global warming gases, and if no action is taken, 97 percent of the
increase in those emissions will come from the developing nations.’

“Coal Plants Are Factories of Death”

According to the IEA, most of the acceleration of greenhouse-gas (GHG)
emissions came from a growing “re-carbonization” of world energy pro-
duction since the 1990s, linked mainly to the rapid growth in coal-fired
energy production in developing nations.'’ Coal is by far the most carbon-
intensive of fossil fuels: for equivalent amounts of energy produced, coal
combustion releases double the amount of carbon dioxide (CO;) found in
natural gas, and 40 percent more than oil." Global coal use, mainly for pow-
er production in developing countries and economies in transition, grew
at 4.9 percent between 2000 and 2006, faster than any other fossil fuel, and
faster than the use of renewable-energy technologies (wind, solar, geother-
mal), which grew at an annual rate of 3.1 percent."”

This trend was particularly worrisome since every new investment in a
coal-fired plant locks in future CO2 emissions for as long as a half century.
Of all energy infrastructure, coal plants, after large hydro projects, have
the longest projected operating life, 50 years—longer than nuclear power
plants (45 years), combined-cycle gas-turbine plants (around 25 years), and
longer by far than wind- and solar-power infrastructure (20 years)."” The
climate consequences of this long lock-in period are further exacerbated by
the accumulating COz in the atmosphere. Fifty-eight percent of the CO2 in
the atmosphere released over the past 50 years is still there; even after 1,000
years a significant amount of CO> emitted today will remain, on the order
of around 17 percent to 33 percent; and after 10,000 years 10-15 percent."

Thus, NASA climate scientist James Hansen wrote President-elect
Obama in December 2008 that “Coal plants are factories of death. It is no
wonder that young people (and some not so young) are beginning to block
new construction.”"

Hansen was referring to campaigns against coal plants in the United
States, but in reality the future threat was from the huge growth in coal-
based power production in newly industrializing countries. The message of
the IEA was bleak: If the trend of increasing carbonization of new energy sources
in developing countries is not reversed, the richer industrialized countries could re-
duce their CO; emissions to zero by 2030 and the entire planet would still overshoot
irreversibly past the point of no return for climate disaster.'®

How did the Bank confront this challenge?
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A Political Double Bind

The Bank encountered formidable political obstacles to greening (i.e.,
decarbonizing) its energy lending, opposition which mirrored the large
North-South conflicts that had effectively stalled the United Nations cli-
mate negotiations for many years. Since the Rio Earth Summit in 1992,
international agreements to reduce climate change have placed the main
responsibility with industrialized nations, given their larger historical and
current per capita carbon footprint. (Nevertheless, larger developing na-
tions such as China and India have already caught up in terms of total, rath-
er than per capita emissions.) Under the 1992 United Nations Framework
Convention on Climate Change (UNFCCC) and the1997 Kyoto Protocol,
the developing nations’ only obligation was to report their emissions.

The very engagement of developing nations in the whole UN climate-
negotiation process was predicated on money: morally and politically justi-
fied bribes. The poor countries still needed to rise out of poverty with the
least-expensive energy investments, which in the case of many nations—
South Africa, Botswana, China, India, Vietnam, Bangladesh, and Indonesia
to name a few—happened to be coal. If these countries were to pay more
to invest in climate-friendly alternative energy, then the rich countries had
the duty to absorb the extra costs.

But the costs were daunting. One of the more modest United Nations
estimates was that $119 billion in additional funds would be needed annu-
ally to reduce energy-related CO> emissions (in the power sector) in the
developing world to avoid greater than 2°C—that is, “dangerous”—global
warming. This was nearly double the net annual amount of all foreign aid
for all purposes from the industrialized nations (some $65 million) in the
mid-2000s."”

These amounts would not be forthcoming, though the industrialized
countries did promote three more-modest programs to fund clean energy
in poor nations: the Global Environment Facility, the Kyoto Protocol Clean
Development Mechanism, and the Climate Investment Funds. Throughout
the 1990s and 2000s, the Bank became heavily involved in the finance and
management of these programs.

As we saw in chapter 2, the Bank administered the investment projects
of the Global Environment Facility (involving three-quarters of its funds),
which was created in 1991 to help poor countries fund environmental proj-
ects. But over the next 19 years, the GEF provided an average of only $162
million annually for climate mitigation—a pittance in comparison with the
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Bank’s main energy portfolio, which approved $12 billion in new loans in
2010 alone.” In the end, the GEF did little or nothing to help “green” this
broader energy lending; in fact, on occasion the Bank misused GEF funds
to subsidize carbon-intensive projects.

Aswe also noted in chapter 1, in 2008 the industrialized countries, led by
the United States, the United Kingdom, and Japan, chose the World Bank to
manage several climate investment funds (CIFs) totaling $6.7 billion to pro-
vide grants and low-interest loans to developing countries for clean-energy
investments and other programs to address climate change. The CIFs were
supposed to be transitional arrangements, to be replaced by a new, larger
United Nations “Green Climate Fund” for which the World Bank would be
the interim trustee. At the December 2011 climate negotiations in Durban,
South Africa, the industrialized countries promised that the Green Climate
Fund would by 2020 transfer $100 billion annually to developing nations,
but it was totally unclear where these funds would come from."

Finally, the Bank became a key player in the global carbon market that
evolved in the 2000s. This market grew out of the Kyoto Protocol, under
which wealthy countries agreed to reduce their greenhouse-gas emissions
by an average of 5.2 percent below 1990 levels. But to make the deal more
affordable, the industrialized countries were allowed to meet their domes-
tic targets in part by investing in emission reductions in developing coun-
tries—the idea being that it was cheaper to, say, fund a wind farm in China
to replace a COz-belching coal-fired power plant in that country, than to
do the same thing in Europe. From the standpoint of atmospheric physics,
there is no difference between a ton of COz not being emitted in China or
India as opposed to it not being emitted in Germany—if the CO2 reduc-
tions in China or India are real. The Kyoto Protocol set up an entity to ap-
prove and help establish a market for the carbon credits for reducing GHG
emissions for these projects in developing countries—the Clean Develop-
ment Mechanism (CDM).

The CDM-approved methodologies were intended to show which
projects were “additional”—i.e., which ones truly replaced more carbon-
intensive alternatives, and would not be built but for the financial subsidy
of the CDM carbon credits (known as Certified Emission Rights, CERs).
The CDM was also set up to approve (register) the specific projects that
showed they had met the requirements of the methodologies, and to is-
sue the CER carbon credits, a CER equaling one metric ton of CO2 or
COze (COz-equivalent for reduction of other greenhouse gases). Carbon-
intensive industrialized country industries would buy the credits—and help
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thereby fund green energy in poorer countries—once it became cheaper
for them to do so than to make more-costly investments in reducing their
GHG emissions at home.

Though in theory the CDM would not reduce overall GHG emissions—
it is basically a zero-sum game in terms of extra GHG reductions beyond
what countries had already committed to do at Kyoto—superficially the
idea was seductive, an apparent win-win for everyone involved.

Starting in 2000, the Bank established with the contributions of donor
countries some 13 carbon funds whose main purpose was to jump start
the CDM by purchasing and reselling CDM carbon credits. The main mar-
ket for CDM carbon credits was the European Union, which allowed its
member countries to meet up to 13 percent of their emission-reduction tar-
gets under Kyoto through the purchase of CDM CERs, which were traded
across the European Union as part of the EU carbon market (known as the
European Trading Scheme).

The result of this influx of new climate money from donors, combined
with the resistance of borrowing countries to pay more themselves for
clean-energy investments, was that the Bank was happy to seek out new
funds for climate-friendly energy, but took the path of least resistance in
continuing to finance huge investments in new fossil-fuel projects, espe-
cially coal.

But extra investments in low-carbon, climate-friendly energy are irrele-
vant to the problem of global warming if the growth in high-carbon energy
generation, particularly coal, continues unabated. A thousand megawatts
of extra new solar power in India or additional wind farms in China do not
save us from dangerous global warming if a new 1,000-megawatt coal plant
is still built in these countries every 10 days, which indeed was the case.

So what energy investments did Zoellick’s Bank propose to finance?

The World Bank Proclaims a Climate Strategy

In 2008, 16 years after the Rio Summit, the Bank finally unveiled its first
overall institutional climate strategy, the “Strategic Framework on Climate
Change and Development.” Bank management emphasized—counterin-
tuitively to say the least—that “a simplistic approach of withdrawal from
‘carbon-intensive’ sectors, such as thermal power or transport, will not
serve either climate change or the development agendas.”

The new climate strategy instead proposed designing climate adapta-
tion and resilience into Bank operations, particularly in agriculture and

water projects. It committed the Bank to expanding the carbon markets
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and raising money for the Climate Investment Funds.” And it promised to
increase finance for energy efficiency and what it called “new” renewable
energy (wind, solar, small hydro, geothermal, biomass—large hydro was
excluded from this definition) by an average of 30 percent a year.

The strategy also announced that the World Bank Group would begin
to develop a system of greenhouse-gas accounting for projects that could
be used by borrowing countries requesting such assistance. Greenhouse-
gas accounting could be a major solution to the Bank’s flawed decision-
making process in financing fossil-fuel projects because they were sup-
posedly a cheap source of power. Once the GHG emissions of proposed
power investments (as well as other industrial, transport, and agricultural
projects) were calculated, then a so-called shadow price could be assigned
to the tons of CO2 that would be emitted annually by a proposed project,
and incorporated into the economic analysis for choosing among alterna-
tives. If the Bank would simply internalize the cost of carbon in analyzing
new investments, it would never finance giant new coal plants, which, as we
shall discuss below, it did in 2008 and 2010. But of course the key was not
just calculating the GHG footprint, but also costing it and weighing it in the
economic decision-making process.

The Bank had used the technique of shadow pricing—that is, assigning
a hypothetical market price to goods for which market demand was absent
or deficient—ever since the time of Robert McNamara in the 1970s to pro-
vide economic justification for its health and education loans. In 2004 the
Extractive Industries Review recommended that it adopt the same shadow-
pricing technique to incorporate the external costs of carbon and climate
change in its project-appraisal process.*

But the climate strategy emphasized that GHG accounting would only
be an “analytical exercise” and would not play any role whatsoever in deci-
sion making about projects.”* The tone of extreme caution reflected the
reluctance of the Bank’s developing-country members to accept any condi-
tions that would limit their borrowing for fossil-fuel projects.

The Bank also claimed that 40 percent of its energy lending was already
“low-carbon,” and that it would increase this proportion to 50 percent by
2011. Incredibly, its definition of low-carbon included large, new, coal-fired
power plants, provided they were of the more efficient “supercritical” va-
riety.”” The Framework also suggested that the largest component of the
Climate Investment Funds, the $4.8 billion Clean Technology Fund, could
be used to support new supercritical coal-fired power plants.*
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Coal Like There Is No Tomorrow

Coal plants might be factories of death for James Hansen, but for the Bank
they were a compelling lending opportunity.

So it was that, even as the Bank was promulgating its new climate strat-
egy, it went on a coal-plant financing binge. Massive loans over the next two
years totaling some $6.75 billion were dished out for coal plants and associ-
ated infrastructure in the Philippines, Chile, Botswana, India, and South
Africa.

Two of these World Bank Group-financed plants, one in India and the
other in South Africa, aroused widespread international controversy. In
2008 the IFC approved a $450 million loan to help fund the Tata Power
Company’s proposed supercritical coal-fired Tata Mundra power plant in
India. Tata Power is one of 80 companies in the $100 billion Tata Group,
India’s biggest and richest family-owned multinational conglomerate, with
over 100 operating companies in more than 80 countries. Tata Mundra will
be one of the largest new sources of greenhouse gases on Earth, emitting
26.7 million tons of COz a year for the next 40 or 50 years. Two years later
the Bank approved one of the largest energy loans in its history, $3.75 bil-
lion to help the South African power utility Eskom build the Medupi power
plant, which will be the fourth-largest coal-fired plant on Earth. Medupi, as
well as Tata Mundra, will emit more carbon annually than 115 countries.”
Four hundred and ten million dollars of the Medupi loan also went to fi-
nance a railroad to transport coal to another coal power plant, which the
Bank'’s appraisal report described as an energy-efficiency sub-project, since
it would replace truck transport.?®

The Bank not only provided funds, but also advised both Tata Power
and Eskom to seek carbon credits from the Clean Development Mecha-
nism. On the carbon market, these credits would be worth tens of millions
of dollars annually. According to one account, Eskom was seeking CDM
carbon credits for 10 years for a putative 6.5 million tons of CO> a year
that Eskom claimed would be “saved” through the construction of the sup-
posedly more efficient Medupi plant.” This would be worth nearly $125
million a year at mid-October 2010 CDM CER prices of around $19.18 U.S
(13.70 euros) per CER. If approved by the CDM, Eskom would get more
than a billion dollars over a decade for building one of the 50 biggest point
sources of CO, emission on Earth. Large coal-power utilities and other
carbon-intense industries in Europe who would pay for the credits could
then pump an extra 6.5 million tons of COz a year into the atmosphere,
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which they otherwise would be constrained from doing under the Kyoto
Protocol. All this would be ultimately financed by taxpayers and consumers
in Europe in the name of fighting global warming.

When the Bank reported that “low-carbon” finance was more than 40
percent of its energy funding for 2009, the London-based Bretton Woods
Project questioned its definitions of low-carbon. More than half of the
Bank’s total combined lending portfolio for energy efficiency and renew-
able energy—critical components of “low-carbon” energy production—in
2009 consisted of additional finance for coal-fired and other fossil-fuel ener-
gy sources for modernization, efficiency improvements, and life extension.
The Bank puffed up its low-carbon figures further by including not just its
own energy lending, but the finance provided for renewable energy and en-
ergy efficiency of the Global Environment Facility, the Climate Investment
Funds, and its Carbon Funds. In fact, 40 percent of what the Bank claimed
was its lending for renewables in the period 2003-9 was actually funded
through the GEF and the Bank’s carbon funds. Moreover, since the carbon
funds finance offsets that allow increased emissions elsewhere, even in the
best of cases they do not result in any net reduction of global-warming
gases. The GEF, the CIFs, and the carbon funds are technically separate,
independent entities, managed by the Bank, with separate financial and
governance structures.*

“An Example of the Type of Project the GEF
Should Not Support”

A 2009 $180 million IBRD loan and $45.4 million Bank-administered GEF
grant for coal-plant modernization and life extension in India is a remark-
able example of the Orwellian gymnastics that Bank staff went through to
inflate the Bank’s claims of increasing its “low-carbon,” energy-efficient,
climate-friendly lending.”" The project involved the rehabilitation and life
extension of three coal-fired power plants with a total capacity of 640 mega-
watts. To justify the use of over $45 million of scarce GEF grant funds, the
Bank claimed that the increased efficiency of the renovated plants would
result in a direct reduction of 3.69 million tons of CO2 equivalent over the
seven to ten years of the project’s implementation.*

For the average rational reader, these claims might produce skull-split-
ting cognitive dissonance, since the Bank’s investment, though it was sup-
posed to improve efficiency in the coal plants so that they would release 15
percent less CO; for a given amount of energy produced, also extended the
lifetime of the plants by an average of at least 10 years.” Not only that, the
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old coal plants were real clunkers, suffering breakdowns and long main-
tenance periods. The Bank project would tune them up to operate at full
capacity, meaning they would consume more coal annually after their new
“efficient” rehabilitation than before. So the net result of the Bank’s project
would be that the three plants would burn more coal annually, and do so for
a period of 10 years longer than if the Bank had done nothing. It was like
building three new coal-fired plants that would have a lifetime of 10 years.”*

Moreover, the India coal-plant rehabilitation project was supposed to be
a prototype, the first in a possible series of Bank projects for life-extension
and modernization of numerous other aging coal plants in India—with
27,000 megawatts of generating capacity—that also awaited a new lease
on life.*

Wouldn't it be better to let the aging, inefficient plants die their natural
death, and instead use Bank loans, and especially GEF grants, to invest in
true new low-carbon energy, such as wind or solar? In fact, a United Na-
tions technical paper called in 2008 for a major disinvestment through 2030
in future fossil-fuel power production in developing countries if the world
was to avoid dangerous global warming.” In 2010 the IEA concluded that
more-radical measures were needed: to avoid the 2°C-warming scenario
the world would have to shut down one-third of existing coal plants before
the end of their existing technical lifetimes.*”

At the GEF Secretariat, the United Nations Environment Programme—
as the only GEF-implementing agency whose core business is the environ-
ment—was supposed to bring scientific advice and review to decisions
approving GEF projects.” When the GEF Secretariat reviewed the World
Bank India coal-fired power-plant rehabilitation project proposal, the
UNEP representative protested that the project would “favor the use of
coal over other fuels. . . . Global impacts will be negative on the long run.”
UNEP added that “these proposals be set as examples of [the] types of projects
GEF should not support” (emphasis added).” The protest was in vain: the
Bank used the GEF funds for the coal plants.

“Why Would Anyone Want to Invest in a Coal Project?”

The underlying rationale for all of the Bank’s coal financing, as well as for
topping off this financing with carbon credits, was that without subsidies,
new plants would be built using less-efficient and more-polluting technol-
ogy in cheaper “subcritical” rather than “supercritical” facilities. Supercriti-
cal coal plants burn coal at a higher temperature and emit 15-20 percent
less CO; for the same amount of power produced. But the Bank’s rationale
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was bogus. David Wheeler, who served as lead environmental economist in
the World Bank for 17 years, denounced the Bank’s justification in articles
and blogs as well as in Congressional hearings. In 2008, as Tata Mundra was
being considered, he pointed out that in India, for example, most of new
coal plants already planned were supercritical.*” Coal prices had more than
doubled in recent years, meaning that the extra capital cost for a supercriti-
cal plant was increasingly compensated in financial calculations by reduced
operating costs and reduced fuel use. Wheeler’s critique was confirmed in
2010 by the Bank’s own Independent Evaluation Group, which found that
for Tata Mundra and several other new Bank-financed supercritical coal
plants, the coal-burning “technology was largely or entirely predetermined
by project sponsors before WBG [World Bank Group] involvement.”*" The
Bank, then, was squandering scarce resources on coal projects that did not
need international subsidies.

Wheeler also attacked the Bank’s claims concerning the supposed low
cost of new coal: “Power from Mundra will never be sold at the rate ad-
vertised on IFC’s website (5.6 cents/kWh), because this would guarantee
bankruptcy in short order.”*

How right he was. Once again a familiar story began to repeat itself: a
huge project with massive environmental impacts, justified on bogus eco-
nomic assumptions, began to unravel. Tata Mundra sourced its coal not
from India but from Indonesia, where the government sold it for export at
subsidized prices. As coal prices soared in world markets, the Indonesian
government halted its coal-export subsidies. In 2011 Tata Power appealed
to the Indian government to allow it to double the rate it would charge
for its electricity, claiming that otherwise the plant would become a non-
performing asset. Bloomberg News India reported that even after doubling
the electricity tariff, the project could still be financially unviable.*

In March 2012 Tata Power’s Executive Director announced that hence-
forth the company, in its quest for profits and growth, would only invest in
wind and solar, both domestically and abroad. Such clean-energy invest-
ments are smaller and less risky, the plants can be built more quickly, and
costs tend to be less variable and more predictable. “Why would anyone
want to invest at this stage in a coal project?” he exclaimed.*

Why indeed?

The Bank’s last-ditch justification for the new coal plants was that they
would provide needed energy for the poor. But for Tata Mundra, only
one-tenth of 1 percent of its electricity was allocated to households with-
out power.” Similarly, the power generated from Medupi in South Africa
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would go mainly to multinational companies, many of which enjoy highly
subsidized electricity rates formalized in agreements dating back to the
apartheid era. On the other hand, to help pay for the massive plant Eskom
secured a tariff that would double household electricity bills.* Activists
pointed out that a full 20 percent of the South African population was not
even connected to the electricity grid, and 10 million people had been cut
off because they could not pay.*’

These projects highlighted the question of whether Bank energy lend-
ing was really aiding the 1.4 billion people on Earth living without elec-
tricity. A 2011 study conducted by several international nongovernmental
organizations found that only 9 percent of the Bank’s energy lending in
2009 and 2010 targeted increasing energy access for the poor. Not a single
new fossil-fuel energy project in that two-year period, when Bank lending
for coal and fossil fuels set records, promoted greater access for the poor.
On the other hand, of the few Bank energy projects that did explicitly try
to increase electric power for the impoverished, 76 percent were in the areas
of new renewable energy (solar, wind, geothermal) and energy efficiency.*®

An Energy Strategy to Nowhere

Against the background of North-South conflicts in the UN climate nego-
tiations, and the growing protests against its coal and other fossil-fuel lend-
ing, the Bank began in 2009 to develop still another new energy strategy.
The fundamental quandary remained: should developing countries bear
any of the costs for fighting climate change?

After nearly two years of consultations with governments, civil-society
groups, and the private sector, the draft strategy was ready to send to the
Bank’s board in the spring of 2011. Given the underlying conflicts, it was
no surprise that the document was expansive in its stated objectives, but
timid and evasive with respect to specific, measurable benchmarks. No one
could question its purported goals: increasing energy access for the poor,
and promoting the shift to climate-friendly, low-carbon energy.” But the
Bank had already made similar claims for some time, for example in its 2008
Strategic Framework on Climate Change and Development. The strategy
in detail read a like a laundry list of Bank commitments to continue every-
thing it was doing in the past, and on a bigger scale, but supposedly more
“selectively.” The laundry list included continued investments, made more
“selectively,” in oil and gas extraction for export, supposedly to help finance
poverty alleviation. The Chad-Cameroon debacle had left no lessons.”

The Bank stated that in any case the entire energy strategy risked failure
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if certain “external factors” did not materialize: an international climate
agreement that would set a high and stable world price for carbon, and
the availability of large amounts of additional concessional financing (i.e.,
grants or very low-interest loans) to compensate developing countries for
the costs of lower-carbon energy (no, the World Bank would not do this on
its own).”* This, of course, was the global climate deal that visibly was not
happening. In other words, don’t count on the World Bank to show any
leadership if no one else will.

But all of this became moot, for there was one proposed major change
that sabotaged the whole undertaking. In the future, the strategy stated,
the World Bank Group would not finance new coal plants in middle-in-
come countries but would continue to do so in the poorest countries for
efficient plants that increase energy access. So no more Bank finance for
new coal plants in India or South Africa, but Bangladesh and poorer Sub-
Saharan African countries, for example, could qualify—the rationale being
it would be particularly unfair to deprive the poorest nations of finance for
what might be their cheapest option for new power development. In one
sense this reasoning was understandable, but in a broader sense it was sur-
realistic: since the Bank, along with many other agencies, had reiterated
that the poorest countries would suffer the most from climate change, the
Bank’s new draft policy promised it would continue to subsidize new coal
plants within their borders, helping them contribute to their own future
climatic calamities, whether from drought or inundation.”

In mid-April 2011 a subcommittee of the World Bank board of direc-
tors, the Committee on Development Effectiveness (CODE), met to discuss
the draft strategy. Directors representing developing countries, particularly
China, India, and Brazil, and also high-income oil producers Saudi Arabia
and Kuwait, rejected it, vociferously objecting to the proposed ban on coal
lending to middle-income countries. The Brazilian executive director said
it was like banning the rich members of a club from smoking, but not the
poor. The Chinese representative directly attacked Western nations for their
political pressure on the issue, stating “this is an institution of 187 mem-
bers. We should not be listening to just a few of them.” The developing na-
tions also criticized the Bank’s growing emphasis on the private sector and
markets, and did not agree on the need for greenhouse-gas accounting for
more bank projects. The Europeans criticized the Bank’s vague definition
of what it claimed was “clean energy.””’

The North-South divisions on the board were becoming more divi-
sive and chaotic, mirroring the larger impasse in the international climate
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negotiations. The Bank’s brave new energy strategy was stillborn, con-
signed to bureaucratic limbo, where it remained through 2013.

The Road Not Taken

In reality, the path to simultaneously reducing global warming emissions
and increasing energy access for the poor was quite clear. In 2010 the In-
ternational Energy Agency argued that new investments in efficiency and
renewable energy could provide 89 percent of the CO;-emissions reduc-
tions needed by 2020 to avoid dangerous global warming of greater than
2°C. The reductions would be split roughly evenly between efficiency and
renewables.™

Decentralized renewable energy was also key to increasing access for
the world’s 1.4 billion poor without electricity. The majority of these peo-
ple live in rural areas in Sub-Saharan Africa and South Asia; linking them
up to a centralized electricity grid with power provided by large dams and
coal plants is often more expensive than off-grid, or so-called mini-grid (vil-
lage- or district-scale) local connections to renewable energy sources such
as wind, solar, and biogas.”

A major advantage of efficiency investments is that they more than pay
for themselves. The consulting company McKinsey has estimated that for ev-
ery dollar invested in efficiency, developing countries would save three dol-
lars in forgone energy-generating expenditures.*

Another huge economic and climate win-win entails the reform and
redeployment of some $250 billion in annual subsidies for fossil fuel prices
by governments of developing countries. The scale of these subsidies is
huge—over $10 billion a year in India, Indonesia, Egypt, Ukraine, and Rus-
sia. Government fossil-fuel subsidies range from one and a half to seven
and a half times larger than public expenditures on health in India, Ban-
gladesh, Pakistan, Angola, Nigeria, Cambodia, Egypt, Ecuador, Venezuela,
Turkmenistan, and Yemen. Moreover, these fossil-fuel subsidies are socially
regressive, accruing much more to the benefit of the better-off whose en-
ergy consumption is much higher than the poor, not to speak of those with
no access to electricity whatsoever.”

These figures are striking, since much of the impasse in the North—
South climate debate hinged on demands of developing nations to be com-
pensated for the extra cost of investing in green energy. Perverse fossil-fuel
subsidies are far more than the extra $100 billion a year they were demand-
ing from the Global Green Fund, money that appeared less and less likely
to materialize as the global economic crisis worsened. In contrast, the IEA
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estimates that it would take $36 billion per year to provide universal energy
access for the world’s poor by 2030.”® Moreover, according to the Bank’s
own IEG, providing electricity for the planet’s unconnected households
only would increase world GHG emissions at most only one-third of 1 per-
cent, and “much less” if the focus were to be on renewable energy and
energy efficiency.”

The Bank then had a clear energy agenda already mapped out for it:
Focus on investments in efficiency and renewables, and help countries re-
deploy existing fossil-fuel subsidies to help finance this agenda. But this was
not a political priority for the Bank’s borrowers or donors, the Bank lacked
the will to pressure its members to reconsider those priorities, and time
and time again it demonstrated its inability to reform its long-dysfunctional
“loan approval culture.”

A Quarter Century of Failed Promises on Energy Efficiency

The full environmental and economic failure of the Bank’s dysfunctional
organizational culture can be seen in the failed promises to scale up energy-
efficiency investments it had been making for a quarter century. The as-
sembly line of hollow policy commitments and strategies included the 1992
Bank World Development Report, which emphasized the importance of
fighting climate change, and win-win policies such as investing in energy
efficiency. The Bank’s 1993 policy paper, Energy Efficiency and Conservation in
the Developing World: The World Bank’s Role, proclaimed that the Bank would
“continue its efforts toward increasing lending for components to improve
energy efficiency .. .” (emphasis added).” In 2000 the Bank’s environmental
strategy for the energy sector proposed “mitigat[ing] the potential impact
of energy use on global climate change,” noting that since 1992 progress on
environment and climate had unfortunately lagged, both because borrow-
ing countries were not committed, and because “the strength of the [World
Bank] Group’s commitment to energy efficiency and the environment is
not what it should or could be.”*’

In fact, concern by the Bank’s donors that it was neglecting the win-win
economic and environmental opportunities in energy efficiency and renew-
ables preceded the 1992 Rio Earth Summit. Every year from 1985 through
the early 1990s the U.S. Congress enacted legislation and report language
instructing the U.S. World Bank executive director to promote end-use ef-
ficiency and conservation. The 1990 IDA Donors’ Agreement, the legal
document that accompanied the ninth three-year funding replenishment
of the Bank’s International Development Association, called upon the Bank
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to “expand its efforts in end-use energy efficiencies and renewable energy
programs and to encourage least-cost planning in borrower countries.”*

World Bank financial commitments for energy efficiency averaged only
5 percent of its energy finance from 1991 to 2007. The IEG attributed this
underemphasis on win-win efficiency investments to the deep-seated per-
versities in the Bank’s unwritten internal incentive structure: “Internal Bank
incentives work against these [efficiency] projects because they are often
small in scale, demanding of staff time and preparation funds, and may
require persistent client engagement over a period of years.”® Yet the trag-
edy—in terms of the economic and environmental needs of developing
nations—is that “much of the demand for energy services over the next 30 years
can be provided more cheaply through increased efficiency [rather] than through
increased generation” (emphasis added).*

The Bank’s evaluation department described a grotesque situation in
which, within the institution, “a small group of dedicated enthusiasts has
pursued energy-efficiency projects, despite an incentive structure that does
not favor small, staff-intensive projects requir[ing] sustained, long-term en-
gagement with [borrowing-country] clients.” The language almost evoked
a group of amateur hobbyists, who could just as well have been “enthusi-
asts” for collecting stamps or butterflies. The efficiency projects that did go
forward depended heavily on extra grant money outside the Bank’s main
energy-lending portfolio, for example from the GEE®

The IEG recommended in 2009 that the Bank develop internal incen-
tives to promote energy efficiency such as specific metrics and indicators of
progress in achieving efficiency that would be linked to country strategies
and project decisions. Bank management replied that “management is not
prepared to agree with establishing new metrics that focus solely on energy

efficiency.”*

Trustee of the Climate?

So it was that as the planet warmed and international climate negotiations
slogged along, the Bank’s fossil-fuel lending became a global scandal for
many nongovernmental groups. In answer the Bank would point to the
increasing investments in climate-friendly projects it helped administer
through the nearly $7 billion in Climate Investment Funds. The Climate
Investment Funds (CIFs), as we’ve noted, were trust funds managed by
the Bank, under the direction of a separate governance structure. As with
the GEF, the Bank Group shared responsibility for the implementation of
lending programs and projects with other public international financial
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institutions, in this case four other multilateral development banks. The
Clean Technology Fund was by far the largest of the CIFs, with $4.8 billion
pledged.®” It was overseen and approved by a CTF Trust Fund Committee
of 16 country members with equal representation from developing coun-
tries and donor countries. This was a step forward in the view of some
NGOs that had also been critical of the “one dollar one vote” governance
structure of the World Bank and other MDBs.

Financing renewable energy was, in theory, central to the Clean Tech-
nology Fund. Yet at the prodding of China and India, who sat on CTF’s
Trust Fund Committee, the definition of clean technology initially includ-
ed new, more efficient, “ultra- and super-critical” coal-fired power plants,
modernization and life extension for existing plants, and new hydroelectric
projects. Protests from nongovernmental groups led the U.S. Congress to
refuse to fund the CTF in 2009, though in subsequent years, revenue was
approved.*®

By 2011 most of the CTF funds had been committed for future “clean
technology” investment plans in 15 countries. On their face, most of the
plans appeared to favor energy efficiency and renewables. For example, in
2009 the CTF board approved $750 million to catalyze a $5.6 billion portfo-
lio for new concentrated-solar-power projects in Algeria, Egypt, Morocco,
Jordan, and Tunisia. This was the kind of leveraged investment that critics
of the Bank’s energy lending had hoped for: the projects would double
global concentrated-solar-power capacity.”’

But why did donor countries have to give still more money to the Bank
to get it do what it should have been doing in its main energy lending port-
folio? In a single year, 2010, the Bank lent almost as much for fossil fuels
(86.6 billion, of which $4.4 billion was for coal) as the total funding of the
portfolios of all the CIFs, funding which was to support at least four or five
years of CIF investment commitments.

It was almost as if the donor countries were rewarding the Bank with
still more money to promote clean energy when it had demonstrably failed
to deliver on previous commitments to do so for decades. Finance minis-
ters and economists were fond of the term “moral hazard,” which referred
to bailing out countries, financial institutions, or individuals for reckless
behavior and failure (often accompanied by promises that behavior would
change): the moral hazard being that the bailouts would in reality perverse-
ly encourage more of the same behavior in the future. Given the Bank’s
record, giving more money to it to fight climate change was a global warm-
ing moral hazard that put everyone on the planet at risk.
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There were also questions of conflict of interest. The World Bank
served as trustee of the CIFs’ money, housed the administrative CIF Sec-
retariat, and also, along with other multilateral development banks, imple-
mented the loans. There was the danger of the Bank commingling CIF
funds to top off Bank lending operations and general administrative costs.”
The history of the GEF, where the Bank had similar multiple roles, showed
how, all too often, GEF grants were used to sweeten or even greenwash
already-planned loans—the $45 million GEF grant to subsidize the Bank’s
India coal-plant-rehabilitation and life-extension loan described above being
a case in point.

Plus, the CIFs favored heavy involvement of the private sector, raising
familiar questions about the main beneficiaries of Bank lending—the poor
in developing countries or well-heeled corporations. The relative lack of
transparency and accountability for the social and local environmental im-
pacts of projects financed in this way was a matter of growing concern
for many civil-society groups. The CTF required MDB managers to sign a
lengthy nondisclosure agreement concerning the financial terms and con-
ditions of private-sector projects they supported.”

Some asserted an even more far-reaching critique, maintaining that the
CIFs were subverting the entire United Nations climate-negotiation pro-
cess. Developing countries and some NGOs had argued for years that cli-
mate finance should be managed in new institutions separate from devel-
opment banks controlled by the rich countries. Moreover, the same critics
argued, the developing countries should have direct access to new funds
for climate mitigation and adaptation, and should not have to negotiate
through an intermediate World Bank-managed bureaucracy.””

Others objected to the fact that much of the CIF money would be in
loans rather than grants. The rich industrialized nations were historical-
ly responsible for the problem of global warming; it was inequitable and
outrageous, so the argument went, to then require that poorer countries
indebt themselves still further to address a problem they did not cause.
Moreover, the various climate trust funds were not truly “additional” for-
eign aid, as the developing nations demanded in the United Nations climate
negotiations. Instead, the donors were simply reallocating existing aid away
from other purposes to one that better served their self-interest. This was a
charge that the Bank’s own IEG partly concurred with—at least there was
no clear evidence that increasing use of trust funds by donors was associ-
ated with any net increase in aid.”

But most developing countries, not to speak of NGOs, had little traction
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in how climate finance would be managed. The big donors, led by the Unit-
ed States, the United Kingdom, and Japan, were calling the shots, and the
CIFs largely reflected their preferences: management by an institution they
controlled, the World Bank; greater priority to subsidizing the involvement
of the private sector; and sequestering the money in trust funds where they
didn’t have to pay much attention to monitoring.

Given the poor environmental and climate performance of much of
the Bank’s main energy portfolio, and the North-South political impasse
that characterized board deliberations on lending for fossil fuels, one could
argue that the CTF offered a marginally more promising alternative. The
argument could certainly be made that the North African CSP projects,
with all the caveats, were still a sign that the Clean Technology Fund could
do what critics of the Bank’s energy lending had urged for years: help to
scale up investments in renewable energy quickly.

Carbon Accomplice or Instigator?

The Bank was hardly alone in its carbon potlatch: other public financial
agencies supported by the rich industrial countries—particularly other
multilateral development banks and bilateral export-finance agencies and
export-import banks—provided even more money for fossil-fuel projects.
A study by the Environmental Defense Fund found that between 1994—
when the United Nations Framework Convention on Climate Change be-
came legally binding—and spring 2009, 30 public financial agencies provid-
ed over $37 billion for 88 coal plants in developing countries. These plants
will generate around 791 million tons of CO2 emissions annually for de-
cades, more than 72 percent of the 2008 emissions of all coal-fired power
in the European Union. Health experts estimated that between 6,000 and
10,700 additional deaths per year—just from cardiovascular diseases and
cancer—would be attributable to the 88 coal plants.”

Together, the major export-credit agencies (ECAs) and export-import
banks of the rich countries played a bigger role in financing new coal plants
than the World Bank Group or any other multilateral organization. They
were, of course, often involved in cofinancing Bank projects, as in the cases
of Medupi and Tata Mundra. But on their own they were also setting their
own carbon-binge records. Japan's ECA, the Japan Bank for International
Cooperation (JBIC), together with its government foreign-investment in-
surance agency, Nippon Export Insurance (NEXI), stood at the top of the
list, with over $10 billion in loans, guarantees, and insurance for 21 new coal
plants, mainly in Asia. The export-import banks and government-backed
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investment-insurance agencies of the United States (the U.S. Export-Import
Bank—US EXIM—and the U.S. Overseas Private Investment Corporation)
and of Germany were also major players. So the World Bank Group was
more an accomplice of the leading industrialized nations, who hypocriti-
cally preached the need for carbon reductions while subsidizing carbon
emissions through government-subsidized export finance.

The coal-finance binge actually accelerated after 2009. In May 2010 US
EXIM approved a loan of $900 million for the 3,960-megawatt Sasan super-
thermal coal plant in India.” Sasan will emit over 25 million tons of CO2 a
year, making the plant a new addition to the list of the world’s 50 biggest
point sources of greenhouse-gas emissions. Particularly disturbing, and il-
luminating, is the political process in the United States through which an
initial refusal in June 2010 by the board of directors of EXIM to finance Sa-
san, on environmental grounds, was reversed because of political pressure
just weeks later.” Later in 2010, the Chinese Export-Import Bank, together
with the China Development Bank, the Bank of China, and the British pri-
vate bank Standard Charter, provided another $1.1 billion for Sasan. Like
Tata Mundra, Sasan subsequently encountered financial difficulties because
of the increase in the price of coal.”

In December 2009 the French ECA, COFACE, and the German ECA
approved government guarantees for loans of 1,185 million and 705 mil-
lion euros ($1.71 billion and $1.02 billion), respectively, for a giant com-
panion coal plant to Medupi in South Africa, the 4,800-megawatt Kusile
plant. Kusile will emit 36.8 million tons of CO2 a year, increasing annual
South African greenhouse-gas emissions by nearly 10 percent with a single
investment.”

No, there was no stopping the coal caravan.

In early 2011, Sasan, which belonged to the Indian firm Reliance Power,
succeeded where Tata Mundra had failed: its application for Kyoto Protocol
carbon credits was approved by the Clean Development Mechanism. Reli-
ance executives estimated that the plant would receive around 33 million
euros a year for 10 years at the then-prevailing carbon credit (CER) prices,
i.e., around $45 million annually, or a total of $450 million in grant money
for its supposed role in fighting global warming (i.e., enabling carbon-inten-
sive companies in Europe to buy offsets from Sasan). The Indian business
press reported that the Reliance stock market price was doing well, “per-
haps in expectation of money coming in from carbon credits.””

Were there other equally dubious CDM projects? The Bank, as we have
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seen, encouraged the sponsors of the supercritical coal plants it supported
to apply for carbon credits from the CDM. The Bank was proud of its role
in promoting the CDM through a dozen or so of the “carbon funds” it
managed. The Bank bragged that it had helped the CDM develop 40 per-
cent or more of its methodologies for approving carbon credits. The Bank
hoped thereby to catalyze global carbon markets, no mean ambition. So let
us look at this curious and extraordinary story.



CHAPTER NINE

A Market Like No Other

I I ISTORY MAY WELL JUDGE the Bank’s role in subsidizing global carbon

markets as an ill-advised and quixotic foray into the early-twenty-
first-century equivalent of the seventeenth-century speculative bubble in
tulip-bulb futures. Here the seductive lure was not to purchase a whole
house in Amsterdam for the price of a single rare tulip bulb (as was the case
at the peak of the infamous Dutch financial bubble in tulip futures), but to
unleash a global carbon market whereby businesses in developed countries
would pay tens of billions of dollars a year for activities in poorer coun-
tries to offset rich-country greenhouse-gas (GHG) emissions. Superficially,
it seemed plausible enough; after all, major industrialized country govern-
ments were pushing the scheme, and they gave the Bank still more money
to help catalyze it.

The Clean Development Mechanism, and the much smaller Joint Imple-
mentation mechanism (or JI, established under the Kyoto Protocol to buy
carbon offsets in post-communist economies in transition), were the only
global carbon trading offset mechanisms officially recognized by any gov-
ernments, namely by the governments of the European Union. We noted
earlier that the Bank’s carbon trust funds were financed by new, additional
contributions from the governments in the industrialized countries, par-
ticularly the Europeans, who clearly had an interest in the success of CDM
and JI, as a way for them to meet their emissions-reduction targets more
cheaply. In 2000 the Bank set up the Prototype Carbon Fund (PCF), to be
followed by 13 other funds over the next 11 years. Some focused, for exam-
ple, on smaller GHG offset projects that supposedly would help commu-
nity development or forest conservation, and others were separate carbon
funds financed by individual countries—the Netherlands, Spain, Denmark,
and Italy. The largest was the Umbrella Carbon Facility, launched in 2006
with a final capitalization of over 914 million euros (nearly $1.2 billion). By
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the end of its fiscal year 2011, the Bank claimed it was managing some $3
billion in its various carbon funds.!

CDM projects, we recall, were allowed by the Kyoto Protocol to help
achieve GHG reductions less expensively by allowing rich countries to meet
part of their requirements in poorer nations, but Kyoto also required that
the projects bring local sustainable-development benefits.? Unfortunately,
the CDM turned out to be a major failure in terms of both goals, and the
Bank’s carbon funds played a significant role in contributing to that failure.

The central concept of the CDM was climate “additionality,” i.e., that
a project really was reducing emissions that otherwise would have taken
place in the recipient developing country, and that the project would not
have been built without the extra subsidy. In practice it was extraordinarily
difficult to prove whether a particular CDM subsidized project, say, a wind
farm in India or a hydroelectric project in China, would or would not have
been built but for the CDM subsidy, and whether it would displace a cheap-
er, climate-unfriendly investment, such as a coal plant. Indeed, the major
developing countries that would host most of the CDM projects were rife
with state manipulation of energy investment and markets, not to speak
of corruption. The underlying operational concept of the CDM was argu-
ably an exercise in futility, and an invitation to both gaming the system and
outright fraud.

The US. Government Accountability Office (GAO) examined the les-
sons of the CDM for U.S climate policy in 2008 and again in 2011. The GAO
concluded that there was growing evidence that many CDM projects were
not “additional” in their GHG reductions, and that, indeed, “it is nearly im-
possible to ensure that projects are additional.”” The Bank itself in a 10-year
review of its experience with its carbon funds was compelled to admit that
showing a project’s additionality was “very challenging” and “constantly
subject to questioning.”

This was not a mere technical issue, since the Bank rightly emphasized
that “environmental integrity” is essential for the entire global climate re-
gime, i.e., that emissions reductions are real and not bogus, and that it is
also critical for confidence in the development of carbon markets. Environ-
mental integrity for the CDM was a synonym for additionality’ And the
CDM was the engine of the whole global carbon market, since even so-
called voluntary markets (whereby companies would buy and trade carbon
offsets outside the official, UN- and EU-government-recognized system),
based their methodologies on the CDM.

An examination of the CDM project pipeline over its first decade
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(through 2010) brings home the enormity of the “environmental integrity”
problem. As of 2010 China accounted for 40 percent of CDM projects, and
55 percent of total prospective CDM emission reductions.® But there was
substantial evidence that China was submitting virtually every new wind,
hydroelectric, and gas power project to the CDM, even though most of
these projects were already planned and many were actually under con-
struction. This was also the case for other countries, such as India, but Chi-
na obtained by far the largest number of CDM carbon credits.”

It was no wonder that some Chinese sardonically referred to the CDM
as the “China Development Mechanism.”

Climate-Neutral Sustainable Charcoal Burning

Through July 2012, the homepage of the Bank’s Carbon Finance Unit high-
lighted as a model the Plantar pig-iron forest-plantation project in Brazil.
Plantar was one of the first projects financed through the Bank’s Prototype
Carbon Fund; from 2002 through 2012, also using other carbon funds (one
is called the “Biocarbon Fund”), the Bank purchased carbon credits from
Plantar totaling about $57 million. This money supported the establish-
ment of 23,100 hectares of eucalyptus plantations that the Bank claims pro-
duce “sustainable” and “climate-neutral” charcoal that is burnt in pig-iron
production.® But eucalyptus monocultures are notorious for draining water
tables and depleting soil, and obviously chopping down trees and burning
the charcoal made from them contributes significantly to GHG emissions.
In the Alice-in-Wonderland world of the carbon funds, the project reduced
CO; emissions that otherwise would have taken place: Plantar claimed that
without millions of dollars in CDM grants, it would make its pig iron by
burning coal coke, which is even more carbon intensive.

One hundred and forty-three Brazilian NGOs wrote the CDM board
protesting Plantar’s application for CERs, arguing that the company was
simply using the threat of coal coke “to claim carbon credits for continuing
to do what they have been doing for decades—plant unsustainable eucalyp-
tus plantations.” The point was apt: Plantar already owned 180,000 hect-
ares of rural land used mainly for eucalyptus for charcoal, and it provided
management services for another 590,000 hectares of tree plantations used
by Plantar itself and other Brazilian companies."

In Brazil, Plantar operations were subject to numerous protests, legal
actions, and congressional investigations. The project was accused of hav-
ing illegally dispossessed local people, of polluting local water supplies,
destroying livelihoods, depleting local soils, and “exploiting labor under
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appalling conditions.” Local farmers, whose land was affected by the euca-
lyptus plantations, alleged that the company had orchestrated death threats
against those who opposed them." Some of the World Bank-sponsored
Plantar carbon credits were purchased by British Petroleum to offset the
COz emissions from an oil refinery in Scotland, a refinery whose pollution
also threatened the health of local children. The Bank’s effusive praise of
the Plantar project was not shared by Scotland’s leading newspaper, the
Scotsman, which called the offset deal “Scotland’s gift to Brazil: drought and

despair.”"?

A New Way to Subsidize Dams

As we saw in chapter 7, the Bank also encouraged the owners of hydro-
power projects it financed to apply for carbon credits. These projects could
enjoy a substantial windfall for—supposedly—fighting climate change. But
did the carbon-credit subsidies really support any hydro projects that would
not otherwise have been built? And were these projects actually benefitting
local communities or simply destroying natural habitats and livelihoods?

Once again, the IFC-financed Uganda Bujagali Dam erupted in the news
as a grotesque prototype for innovative finance of unsustainable develop-
ment. In March 2012, Bujagali got the green light from the CDM board
to receive between $8 and $16 million annually for 860,000 tons a year of
supposedly foregone CO2 emissions that the dam’s construction made pos-
sible."” Industrial facilities in the Netherlands were the purchasers, enabling
them to discharge 8.6 million tons of CO2 over a decade that they other-
wise would not have been able to emit."* Bujagali was already operating;
to maintain that it would not be built without the 2012 carbon credits was
preposterous. And it was not an exception: the vast majority of hydro proj-
ects that received CDM credits were already fully financed and well under
construction.

Bujagali received CDM approval without Bank carbon finance, butin a
number of instances the Bank used carbon credits to top off projects it had
financed earlier. The Allain Duhangan Dam in the Indian Himalayas was a
case in point. The IFC provided $53 million for the project during 20046,
and then in 2007, with the help of the Bank-managed Italian Carbon Fund,
secured credits worth up to $13.4 million annually. Several Italian firms,
including two cement companies (cement companies have high CO2 emis-
sions) would pay as much as $134 million over a decade to allow them to
emit 5.1 million tons of CO2 more than they otherwise would have done, a
cost that would be passed through to European consumers."”
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Indian activists protested that the granting of the CDM credits was a
blatant fraud, since the project had already been approved by the Indian
government as economically viable in 1996, and the IFC had approved fi-
nance for it in 2004-6. How could anyone maintain with a straight face that
the dam would not be built except for the carbon credits? Worse, the IFC
had gone ahead with its initial support in 2004 despite the protests of hun-
dreds of local villagers and an ongoing investigation of the IFC CAO. The
project involved diverting most of the water from the Duhangan stream,
where the villagers lived, and from the Allain stream, into underground
tunnels where the combined flow would generate 193 megawatts of power.
The villagers feared that the diversion of most of their water supply would
destroy their livelihoods.*

Eventually, in 2010, the Bank’s Independent Evaluation Group con-
firmed the lack of additionality—“environmental integrity”—not only for
hydro projects supported by the Bank’s carbon funds, but also for wind
power and geothermal projects. These investments, and the economic re-
turns from them, were on a much larger scale than Bank’s relatively modest
carbon-credit purchases; the Bank’s use of carbon-fund money to top them
off made no appreciable difference in whether the projects would go ahead
or not."”

But all these findings and criticisms had no impact: through 2011 and
2012 the Bank continued to push for credits for projects that had been fi-
nanced years earlier.

There was a shameless duplicity in many Bank-promoted CDM deals:
at the time loans are approved for projects, the Bank claims they are finan-
cially viable, but it purports the opposite when it subsequently lobbies for
carbon credits for the same projects, which most often are already fully
funded and under construction.'®

The China Syndrome

One category of projects accounted for nearly two-thirds of the carbon
credits the Bank contracted to purchase through 2010, and three-quarters
of all CDM-approved credits (CERs, Certified Emission Rights): industrial
gas projects, mainly factories in China and India that produce HCFC-22, or
chlorodifluoromethane, a gas used as a refrigerant and plastic feedstock.”
HCEFC-22 factories also produce the super—greenhouse gas fluoroform, or
HFC-23, as a byproduct. One ton of HFC-23 is the equivalent of 11,700
tons of COz in its global-warming impact. The Bank boasted of its pioneer-
ing role in jumpstarting the global carbon market for HFC-23 reductions.
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Because of the super-GHG effects of HFC-23, under the rules of the
CDM huge quantities of tons of supposed GHG reductions—and of cor-
responding CERs—could be generated in a single project. According to the
Bank, this was low-hanging fruit, a “black and white” choice: without car-
bon credits, there would be no incentive to destroy HFC-23 in the produc-
tion of HCFC-22.%

So it was that in 2006 the Bank’s Umbrella Carbon Facility agreed to
purchase over a billion dollars in carbon credits from two Chinese plants for
the destruction of HFC-23.*' It was the centerpiece of the Bank’s carbon-
fund investments, both in terms of size and the claimed climate-abatement
benefits. It was also a major contribution to, and catalyst of, what some
called the “Biggest Environmental Scandal in History.”*

The Bank’s (and the CDM’s) reasoning was bogus: the cost of destroying
HFC-23 was so little that since the 1990s, most producers in industrialized
countries did it voluntarily as a matter of course—without extra financial
incentives.”” In fact, the CDM created huge perverse incentives to increase
HFC-23 production, since the value of the carbon credits was between 45
and 75 times the actual cost of abatement. Thanks to the CDM, the prof-
its from the climate-destroying byproduct were multiples of the profits of
selling HCFC-22—in effect, HCFC-22 became the byproduct, and super-
potent global-warming gases the product. After the Bank started purchas-
ing credits from the two Chinese factories, they substantially increased their
production of this most powerful of GHGs in view of obtaining massive
carbon-credit windfalls for its abatement.*

Under growing international pressure, in August 2010 the CDM board
suspended credits for the two huge World Bank HFC-23 abatement proj-
ects and three others without Bank involvement.” In January 2011 the Eu-
ropean Union banned the use of CDM credits for HFC-23 abatement pro-
grams after April 2013.%¢

The Bank was faced with an embarrassing financial problem: it had
committed over a billion dollars for credits that the CDM was now ques-
tioning, making them virtually unsalable; by 2011 they were described by
the financial press as “junk carbon credits.”” Other holders of the dubious
HFC-23 CERs included major Wall Street firms such as Goldman Sachs,
CitiGroup, and JPMorgan Chase—their interest, of course, was in trading
the carbon credits for profit. The Bank actively lobbied the CDM board
and the European Union to continue to credit the HFC-23 offsets.”” Euro-
pean Union Climate Change Commissioner Connie Hedegaard (who also
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chaired the 2009 Copenhagen Climate Summit) declared that “it ought to
be clear to everybody” that there was “a total lack of environmental integ-
rity” in the Chinese HFC-23 carbon credits.”

The Bank succeeded in a perverse way: in the period up to 2009 it in-
deed helped catalyze the CDM to issue over $6 billion (4.7 billion euros)
in HFC-23 CERs. This money would pay a handful of HCFC-22 factories
in China and elsewhere in Asia to destroy HFC-23: but the actual cost of
destruction was under $130 million dollars (100 million euros). Even if one
were to assume that the HCFC-22 and HFC-23 production had not been
jacked up to gain this financial windfall, it was a grotesque squandering of
scarce international finance for fighting climate change.

Experts pointed out that a much more rational approach to destroying
HFC-23 would be to set up a separate fund, based on the real cost of abate-
ment, in an existing international treaty framework, such as the Montreal
Protocol. The Montreal Protocol had successfully employed just such a
mitigation-cost approach to compensate companies for phasing out chlo-
rofluorocarbons (CFCs), industrial gases that were destroying the Earth’s
protective atmospheric ozone layer. (Ironically, HCFC-22 was the relatively
ozone-safe industrial gas that replaced CFCs; no one at the time was think-
ing about the global-warming impacts of HCFC-22 and HCF-23.)"

The HFC-23 scandal illustrated another fatal flaw in the economists’
utopia of global carbon-market trading: the market was set up to put a
uniform price on a ton of GHG emissions (COz-equivalent) anywhere in
the world, but the actual cost of abatement varied wildly according to the
sector concerned, with perverse effects.

As if the scandal were not already sufficiently grotesque, in late 2011,
in advance of the Durban, South Africa, global climate negotiations, the di-
rector of China’s CDM national fund threatened that if the HFC-23 credits
were not forthcoming, the Chinese factories would vent their super—green-
house gases without constraints, a threat that was widely condemned as
global climate blackmail. The Chinese had actively blocked proposals in
2009 and 2010 at meetings of the Montreal Protocol to pay the real price of
the destruction of HFC-23 to developing-country HCFC-22 plants, which
of course was a tiny fraction of the inflated windfall prices provided by the
CDM and World Bank.*

There was another systemic problem in the carbon markets and associ-
ated World Bank carbon funds: pervasive fraud. Independent verification of
carbon reductions was vested in private companies approved by the CDM.
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The U.S. Government Accounting Office pointed out that these companies,
along with every major financial stakeholder in the CDM system (sellers and
buyers of the carbon credits), had a perverse incentive to ignore “environ-
mental integrity” (i.e., whether real reductions in GHG emissions were actu-
ally taking place).” The profits are in getting carbon credits approved, selling
them, buying them, and trading them. That the underlying commodity was
bogus made no difference so long as it could be traded. Market incentives
were working here, but not in the way CDM proponents intended.

A handful of companies soon cornered the CDM verification market.
By 2008, for example, the Norwegian firm Det Norske Veritas (DNV—iron-
ically the company’s name means “The Norwegian Truth”) was responsible
for nearly half of all the CDM-successful project verifications, including
such gems as Allain Duhangan, in which a Norwegian dam-building com-
pany also had a major interest. The CDM suspended DVN in 2008 when it
was found to be verifying some projects without even making the requi-
site site visits to ascertain if they physically existed.”* It wasn’t alone: over
2008 and 2009, a total of four companies that accounted for more than
two-thirds of CDM project verifications were suspended.” But after several
months all were reinstated. In 2009 and 2010 the World Wildlife Fund and
the German Oeko-Institute released annual reports rating the top five com-
panies responsible for 80 percent of CDM project verifications on a scale of
A to F (criteria included adequately trained personnel, proving additionality
etc.). For both years the average grade was E+.%¢

The major developing countries, particularly China and India, that re-
ceived the majority of CDM carbon credits (and of Bank purchased CERs)
were equally cynical participants in gaming the system. Just how cynical
was revealed in 2011 when WikiLeaks released a cable from the U.S. em-
bassy in New Delhi that documented a 2008 meeting sponsored by the em-
bassy. The meeting included an agent of the U.S. Government Accountabil-
ity Office, representatives of various Indian companies and CDM project
developers, a representative of Det Norske Veritas, and the then chairman
of the Clean Development Mechanism executive board. The Indian offi-
cials admitted that none of their projects were additional and none should
have received credits according to the Kyoto Protocol. Yet Indian projects
accounted for over 20 percent of the CDM’s approved carbon credits, which
allowed 112 million metric tons of extra CO to be emitted in Europe. Parts
of the meeting read like a parody of a convocation of second-rate mob-
sters. A Mr. Somak Gosh, a senior official at the Yes Bank (!) observed that
the project proponents typically kept two sets of books—one for the banks
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in order to obtain loans, and another, for the CDM, that would present fig-
ures purporting to show the need for CDM finance.”

Flawed at the Creation

There was no question that the problems in the CDM, and in the Bank’s
carbon-fund projects, were linked to fundamental flaws in the whole con-
cept of a global carbon market. The offsets were politically created, virtual
notions—they represented something that supposedly would not happen, i.e.,
a quantity of GHG emissions that otherwise would be emitted. But the
business-as-usual scenarios (and hence the profits) were calculated—or fab-
ricated—by people who had a clear financial stake in these transactions. A
carbon credit was a new step in what many critics called the financializa-
tion of nature. Of course global markets in agricultural commodities have
existed for a very long time. But in the case of carbon credits, to cite the
pithy characterization of one critic, “unlike traditional commodities, which
sometime during the course of their market exchange must be delivered to
someone in physical form, the carbon market is based on the lack of deliv-
ery of an invisible substance to no one.”?

Thus the Bank was not the origin of the problems in the CDM; but it
was an accomplice and enabler of its defects. The major priority—which
the Bank itself at times proclaimed—was pumping up and buying carbon
credits quickly to jump start the markets. The single most important con-
tribution of the Bank was to aggressively catalyze the global HFC-23 offset
market, which still at the end of 2011 accounted for over half of the tons
of claimed COz reductions that the Bank carbon funds had promoted. The
Bank pushed just as intensely for CERs for new supercritical coal plants and
hydroelectric projects, sectors that also competed with the HFC-23 offsets
as scandalous examples of lacking environmental integrity in the carbon
markets. Since there was also neither any financial incentive whatsoever
nor any common methodology to show that CDM projects fulfilled the
other Kyoto Protocol requirement—local sustainable-development bene-
fits—local benefits fell by the wayside in the vast majority of CDM/World
Bank carbon-fund projects.”

Still, the Bank’s 2011 draft energy strategy called for scaling up carbon
markets, and in particular a new market in offsets for forest conservation,
with no indication of any lessons learned from the CDM debacles. Officials
at Interpol warned governments of growing systemic corruption risks in
the carbon markets, including money laundering by international mafias.
In 2011 most of the European carbon-market trading scheme was shut
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down for weeks after criminal mafias engineered the cybertheft of over $65
million worth of credits. Transparency International researchers suggested
that “bribes and kickbacks” were common among CDM participants.* In
the words of one Interpol official, who was surprised to find himself the
only law enforcement professional at a climate-change meeting in Indone-
sia about the prospective carbon market for forest offsets: “In [the] future,
if you are running a factory and you desperately need credits to offset your
emissions, there will be someone who can make that happen for you. Abso-
lutely, organized crime will be involved.”*!

Indeed, both Transparency International and the U.S. Government Ac-
countability Office warned that efforts to create markets in forest carbon
offsets were even more prone to risks of corruption than the CDM.* But

again, backed by its donors, the Bank plowed ahead.

Just Forest Governance, for Sanity’s Sake!

As we noted in chapter 4, in 2000 the Bank identified destruction of tropi-
cal forests as a prime example of “concurrent government and market fail-
ure.” The accelerating forces “of globalization and economic liberalization
have intensified pressures for forest production and land conversion,” pres-
sures that were overwhelming Bank efforts at conservation.” More than a
decade later, an internal review of World Bank Group lending for forests
through June 2011 reached similar conclusions, namely that global com-
modity prices for agricultural products and wood continued to drive de-
struction of forests at an unsustainable rate. Bank efforts to re-engage in
“sustainable” forest management had been a major failure. In Cameroon
and Gabon, forest operations were “causing substantial environmental and
social harm.” Bank-supported timber concession programs in places like
the Democratic Republic of the Congo and Cambodia faced massive prob-
lems of corruption and poor governance. Above all, Bank lending for for-
ests was failing to help the poor, even in cases where some environmental
goals were achieved.*

The Bank finally pulled all its lending from Cambodia in 2011, after a
particularly egregious scandal in which officials used a Bank-financed pro-
gram to forcibly evict 20,000 people from a park in the center of the capital,
Phnom Penh, to make way for corrupt private-sector land speculation. The
abuse of the Bank loan was part of a larger pattern in which the country’s
rulers sold off much of the nation’s arable and protected land to Chinese
and Vietnamese investors for undertakings such as rubber plantations,
large-scale logging, and gambling resorts.”” Cambodia’s leading activist for



A Market Like No Other 169

forest protection, Chut Wutty, was murdered in April 2012, followed a few
months later by the murder of one of the country’s leading environmental
journalists.* The Bank’s belated action resulted in partial restitution of land
and compensation for some of the evicted families, but the larger amounts
of funds available from Chinese investors for extractive and speculative
projects meant that the Bank’s leverage over the government was limited.

Cambodia was another sad example that led many to believe that with-
out countervailing economic incentives, the world’s tropical forests could
not be saved. The siren allure of huge amounts of money that might be
generated from future global carbon markets had seduced many: if stand-
ing forests could be conserved for their value as carbon sinks, then perhaps
an international market could be established to pay people in tropical for-
ests for not selling them or chopping them down. But as we saw, the future
of carbon markets was dependent on industrialized countries committing
to reduce further their greenhouse-gas emissions through a new interna-
tional climate agreement; the Kyoto Protocol would expire in 2012.

Indeed, the Kyoto Protocol and the Clean Development Mechanism,
whatever their other failures, excluded the conservation of existing, stand-
ing forests as a carbon offset for GHG emissions in rich countries. At the
time (1997), measuring forest carbon appeared too difficult scientifically,
and the problems of assuring “additionality” (i.e., that payment would go
for a preserved forest area that otherwise would be threatened), “perma-
nence” (i.e., that a payments would go to preserve a forest area that would
not be burnt down or deforested later), and preventing “leakage” (i.e., that
preserving one area would not just drive logging and agricultural expan-
sion into other unprotected areas both within a country and outside it, re-
sulting in no net gain of protected forests) appeared too daunting.*’

In the 2000s, forest nations like Papua New Guinea pushed to include in a
prospective new climate agreement a program to pay developing countries
for preserving existing forests. So it was that in the international climate ne-
gotiations the concept of REDD—"Reduced Emissions from Deforestation
and Forest Degradation”—was endorsed in December 2010 at the meet-
ing of the UN Framework Convention on Climate Change, held at Can-
cin, Mexico.” What was endorsed at Cancin is actually called “REDD+”
(REDD-plus), which also included finance for “sustainable management
of forests” and “enhancement of forest carbon stocks.”* Nongovernmen-
tal groups feared that these generic terms, having no technical definition,
could be interpreted to provide finance—either through direct funding or
carbon credits—for commercial logging operations that purported to be
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“sustainable.” The agreement did not even have a clear definition of “for-
est,” which created the risk that even palm-oil plantations—a major driver
of destruction of primary tropical forests in Indonesia and elsewhere—con-
ceivably could receive REDD+ finance.”

Canctn approved a framework for developing REDD+ as national pro-
grams, with interim sub-national pilot projects, but it postponed for future
work any agreed-upon definition of the key technical parameter for deter-
mining additionality—a baseline of historical deforestation against which
future reductions could be measured, and compensated for.

The baseline issue is hugely political: there is the danger of rewarding
countries with high deforestation rates, since it would be easier to achieve
larger reductions, and effectively punishing countries that had been success-
ful in limiting their deforestation.” In fact, similar to the problem with the
HCFC-22 plants, there was a risk of creating perverse incentives for coun-
tries to increase their deforestation rates in the short term, in anticipation of
receiving REDD+ compensation for reductions in the future. Inclusion of
so-called sub-national programs opened the door for leakage within coun-
tries—i.e., logging and agriculture simply being pushed from one newly
protected area to other, unprotected, forests.”

There was no agreement on how the program would be funded. Many
hoped that an eventual global carbon market could provide as much as $30
billion annually for REDD+ projects, but an international agreement to
succeed the Kyoto Protocol was not materializing. Without the massive
long-term funding that a global carbon market could provide, a Financial
Times article concluded, “REDD is worthless.”*?

At Cancun, Bolivia and various environmental and indigenous peoples’
organizations protested the “commodification of forests” that REDD+
could entail. They maintained that the political creation of this new com-
modity of forest carbon would be similar to the discovery of other interna-
tionally tradable commodities on indigenous forest land—gold, other min-
erals, and oil and gas—which, historically, frequently led to land grabs and
despoliation.” Of particular concern was the lack of a strong commitment
to social and environmental safeguards, especially for indigenous and com-
munity land rights, starting with the principal of recognizing Free, Prior,
Informed Consent.”

Still, many viewed the vague agreement as an evolving process to save
tropical forests and fight climate change, a signal that in the future preserv-
ing tropical forests would pay enough to counteract the huge market pres-
sures to destroy them.>
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Following Canctin, REDD+ proceeded with about $5 billion in aid to
help some 44 developing countries undertake “REDD+ readiness,” i.e.,
build technical capacity and create plans for the day when additional fund-
ing would allow for their implementation.”

As with the CDM, donors contributed extra money to two new World
Bank trust funds to jump start a new carbon market (this time for forest
carbon) and to help shape the rules of the evolving REDD+ program.’* The
first was the $435 million Forest Carbon Partnership Facility (FCPF), which
began operations in June 2008.” In 2009, as part of the Climate Investment
Funds, a new “Forest Investment Program” (FIP) was established under
World Bank trusteeship to leverage additional finance for “REDD+ readi-
ness.”® By 2013 donor countries had pledged some $639 million to the FIP.*

Among the founding funders of the FCPF were not just governments,
but also BP—British Petroleum. Environmental campaigners noted that BP
would do better to use the money to improve its safety procedures, which
were clearly negligent in causing oil spills in the Gulf of Mexico and else-
where. But BP recognized a leveraged investment: its contribution could be
repaid many times, since a forest carbon market would allow the company
to purchase cheap emissions offsets in tropical-forest countries while con-
tinuing to pollute elsewhere.®

Nongovernmental critics argued that the Forest Investment Program
didn’t take into account the governance and management capacities of
countries in its planning, and that its terms of reference were vague enough
to allow financing of standard Bank forestry management, “sustainable log-
ging,” and plantation programs that had failed in the past.*

The REDD+ national proposals often emphasized the wrong priorities:
they tended to focus on the technical complexities of measuring forest car-
bon while ignoring impacts on indigenous peoples.® When the plans did
acknowledge governance and land-tenure issues, it was still unclear how
these problems would actually be addressed.”

In 2011, a major European Commission and UK government—spon-
sored study concluded that REDD national strategies in Indonesia, Ghana,
Mozambique, Tanzania, and Vietnam were on the wrong path with “over-
hasty, formulaic, and barely credible plans that could do more harm than
good” (emphasis added). In fact, “all” of the REDD strategies were “based
on the idea that with enough money over two to four years, a top-down,
government-led process will impose governance and give forest-based
practitioners what they need to guarantee emissions reductions and qualify
for REDD payments.”* The study’s title—"Just Forest Governance—for
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REDD, for Sanity,” summarized neatly the central challenge for any pro-
gram to conserve forests.

A State of Denial

The whole program seemed to be in denial about the intractable challenge
of governance. The unprecedented complexity and novelty of the pro-
posed framework for developing and monitoring REDD+ projects posed
even greater challenges than the legions of forest-management and conser-
vation projects that had failed in the past.

The vast majority of countries eligible for REDD+ ranked in the bot-
tom half of Transparency International rankings for corruption in 2011.”
Already in October 2010 Interpol found (in a study supported by the World
Bank) that “it has become very apparent . . . that there is an inescapable
nexus between emissions trading, illegal logging, and organized crime.”
Interpol warned that “as globalization continues, the demand for timber
and land increases, [and] as the resource base continues to shrink, and un-
less there is a revolutionary change in the quality of forest management
policy,” forests in developing countries will attract growing international
criminal activity. “It can already be seen that criminals are targeting the
REDD markets. . . .”*® Around the same time, one of the main authors of
Indonesia’s REDD+ program, who also helped lead Indonesia’s delegation
to the climate negotiations, became a suspect in several notorious corrup-
tion and bribery investigations.®

Interpol gives the example of an $80 million fraud in carbon credits: in
an unnamed country, corrupt forest-carbon speculators purchased tracts
of forests with nonexistent boundaries, sold them using fraudulent doc-
uments to their own shell companies, and then sold carbon credits from
these illicitly obtained forest lands to a regional agency that bundled the
carbon credits with others in “emission carbon bonds” for sale to rich in-
dustrialized nations. In this case the real owners of the forests (one could
speculate that they were perhaps indigenous people or local forest-dwelling
communities) were able to expose the fraud. The elements of this scheme
were all too typical in tropical countries: forests in remote areas, disputed
or unclear ownership, fraudulent documentation, criminal conspiracy mo-
tivated by the prospect of profits from a quick sale of the carbon credits—
credits that would lose all connection with any physical location once they
were bundled up with other credits for international sale and trading.”

The extent of the governance collapse for conserving forests in the face
of global market forces exploited by criminal and local mafias can be seen
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in the following Interpol estimates: illegal timber harvesting in Indonesia
is 70-80 percent of all timber marketed and exported; in Cambodia, 90
percent; in Papua New Guinea, 70 percent; in Vietnam, 2040 percent; in
Brazil, 20-47 percent; in Peru, 80 percent; in Cameroon, 50 percent; and in
Ghana, 60 percent.”!

For the Climate Itself, an Unqualified Disaster

In December 2011, international climate negotiators again met in Durban,
South Africa. REDD+ was a sideshow in the broader negotiations, which
concluded with a nonbinding commitment to negotiate a new climate trea-
ty as a successor to Kyoto by 2015. But the new treaty would not go into
effect until 2020. So there would be no further action for nearly a decade,
and certainly no global carbon market, which was the financial cargo cult
that had driven much of the early enthusiasm for REDD+.

Although some mainstream environmental groups tried to portray
Durban as a partial “victory,” since for the first time countries like China
and India indicated that they would be open to limiting their GHG emis-
sions, in reality it was a grotesque charade. One of the two leading scientific
journals in the world, Nature, lambasted the Durban climate talks in an
editorial worthy of Greenpeace—no, more scathing than Greenpeace—
observing that

the mask of political rhetoric has now slipped so far, to reveal the
ugly political reality underneath. . . . It takes a certain kind of opti-
mism—or an outbreak of collective Stockholm syndrome—to see
the Durban outcome as a significant breakthrough on global warm-
ing, as many are claiming . . . for the climate itself, it is an unqualified
disaster. It is clear that the science of climate change and the politics
of climate change, which claims to represent it, now inhabit parallel
worlds.”

At Durban the REDD+ negotiators, with uncanny bad timing, formally
endorsed carbon markets as a potential funding source, including vague
suggestions to include REDD+ in a possible revivified and extended CDM.
But the money was drying up. By 2012 global carbon markets were collaps-
ing, starting with what had been the most robust market extant, the CDM
itself.”

The World Wildlife Fund sounded the alarm, noting that in the absence
of an international climate agreement the private sector had no incentive
to play a large role in financing REDD+ implementation. Such funding as
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there was, for REDD+ readiness, came from traditional foreign aid, with
the Bank’s carbon finance in the vanguard. But the complexities of trying
to “prepare for REDD+,” while disagreements dragged on for years in the
REDD negotiations, undermined the whole scheme. These problems also
slowed actual disbursement of the approximately $5 billion in REDD+
readiness funds: in the summer of 2012 only 5 percent had been distributed
after more than four years of operations. Why, WWF concluded, would
forest nations and communities commit to a 30 year or longer activity,

where at best “the rewards beyond year 2 or 3 are completely unknown.””

An Ultimately Useless Forest-Carbon Market?

REDD+ exemplified the “parallel” world of climate policy and politics.
The process of “REDD+ readiness” had gone on for so long that the par-
ticipants suffered from the climate-negotiation Stockholm syndrome that
Nature caustically denounced in its highly unusual polemic. If the ultimate
justification was fighting global warming, participants seemed to forget
that even in the most wildly optimistic scenario of a successful, scaled-up
program, the net result would be no overall reduction in GHG emissions:
REDD+ carbon sequestration offsets would be paid for by emitters in other
parts of the world to allow them to release more global-warming gases
than they otherwise would.

The irony is that REDD+ was an overly complicated, untested, pro-
posed “solution” that largely ignored existing successful efforts in develop-
ing countries to conserve and manage forests. In Latin America in particu-
lar there have been a growing number of success stories in community-led
forest conservation and management.

Mexico is often cited as a model, with some 8,000 square kilometers of
forests under community management. Many of these areas engage in low-
intensity, selective logging that has indeed been shown to be sustainable. Al-
though some community forests in Mexico have been subject to corruption
and illegal logging, studies have found that they have performed as well, or
in some cases even better, than protected areas in conserving forest cover.
In Brazil and Bolivia, community forestry has a shorter history, but local
management of non-timber sources such as rubber and Brazil nuts has a
20-year history of evolving local forest governance.”

Thus there are some forests in Mexico and elsewhere that embody all
the successful outcomes that REDD+ is supposed to promote. But as one
academic expert on community forests observes, “as most REDD+ propos-
als assume a baseline of deforestation it is not clear how communities that
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are already doing the ‘right thing’ (in terms of sustainably managing and
conserving their forests) can be rewarded.””

In fact, the same point can be made at the national level. For example,
Brazil achieved a remarkable record of decreasing its deforestation in the
Amazon between 2004 and 2011 by 78 percent and the associated carbon
emissions by 57 percent. In 2012 Brazilian Amazon deforestation fell again
by 23 percent more.” Although some of this decline was probably associ-
ated with the global recession, it was nevertheless a testament to Brazil’s
political will and effectiveness in improving governance, enforcement, and
the technology of monitoring. A bright spot on the Bank’s forest record
was its support for these efforts through two large environmental policy
loans in 2005 and 2009.7 But for the most part Brazil did this on its own, not
because of any external financial incentives. The difference that REDD+
would make, if it ever takes off, would appear questionable.

Meanwhile, the huge, quixotic investment of time and effort to set up
new institutions in places like Congo and Cambodia to commodify forest
carbon appeared senseless in light of the collapse of global carbon markets.

Would it not be better to abandon the focus on commodifying forest
carbon and instead reconfigure REDD+ into an aid program that could
help to empower local communities? Already groups in Peru and elsewhere
had made just such a proposal for an “indigenous REDD”: use actually ex-
isting, modest REDD funding to regularize land tenure and promote com-
munity forest management.”

But that would be too simple. In the aftermath of the global financial
crisis and Great Recession, as people and governments around the world
renounced market fundamentalism, faith in the economic utopia of future
global carbon markets remained alive in the World Bank carbon funds. Af-
ter all, the future carbon market was the very reason for their existence.

So it was that, in 2011, 11 donor countries contributed some $75 million
for a 14th carbon fund at the Bank—the Partnership for Market Readiness.
The optimistically named fund has the mission of helping middle-income
countries “explore market instruments,” build up “[carbon] market readi-
ness,” and build up capacity to set carbon baselines, collect data, and moni-
tor and evaluate emissions in order to create carbon credits that can be
traded nationally or internationally.”

This foray into the carbon market was one more voyage to an alterna-
tive planet, a planet of climate policy and politics increasingly divorced from
the natural world—and, one might add, from the actually existing econom-
ic one. In September 2012 the price of the gold standard of international
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carbon credits, a Clean Development Mechanism Certified Emission Right,
representing a ton of CO2/COz-equivalent, sank in the European Trading
Scheme below 1.50 euros, and Barclay’s Bank issued a note predicting that
the price of CERs would never rise above three euros—not even with a bail-
out of carbon prices by EU governments.® Barclay’s was over-optimistic: by
January 2013, a CER was worth around 50 euro cents.*

Yes, after the rocky tenure of Wolfowitz, Zoellick succeeded in giving
the Bank a more reassuring image, as long as one did not look too closely
into what was actually going on—climate finance being a case in point.
Below the surface, corruption festered and worsened.



CHAPTER TEN

Financializing Development

ROBERT ZoELLICK WAS PROUD of his achievements at the World Bank.
In 2012, in his last months on the job, he wrote in Foreign Affairs that
under his leadership the Bank had made progress in promoting good gover-
nance and fighting corruption. He reiterated that “at times the bank must
say no to clients that refuse to meet standards on and safeguards regarding
corruption, the environment, and governance.”

The Bank had succeeded in meeting the challenge of lending to middle-
income countries, he wrote, by treating them as clients and partners rather
than by prescribing overly detailed conditions—“the World Bank should be
a seeker of solutions, not a purveyor of prescriptions.” In response to the
global financial crisis, the Bank quickly disbursed more than $200 billion
to developing countries between 2008 and 2010—more than the IMF—to
stanch the threat of international financial collapse.

He noted his success in obtaining from the Bank’s donor countries the
largest funding increases in history: the triennial replenishments of IDA in
2007 and 2009 together totaled more than $90 billion, and in 2010 he se-
cured the first funding increase for the IBRD in 20 years, a “General Capital
Increase” of $86.2 billion.

But there were discordant notes to this panegyric of success, both with-
in and outside the Bank.

Two years before Zoellick took the helm in 2007, in preparing for their
triennial refunding of IDA the Bank’s major donors demanded that IDA—
and thus also the IBRD, which shared the same management systems—
take stock of itself. They asked the IEG to oversee a comprehensive study
of the Bank’s management controls and procedures concerning its lending,
compliance with its own policies, and the requirements of the Bank’s char-
ter, particularly concerning the institution’s fiduciary duties.

In April 2009 the Bank finally released a massive, five-volume report to
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the public: the “Review of IDA Internal Controls.” Given the findings, it
could be argued that it was a mistake to trust the Bank with another $42
billion without some real changes—which unfortunately is exactly what
the donors did before the report was even completed.” Internal controls
to prevent fraud and corruption were so weak as to constitute a “material
weakness,” i.e., a threat to the Bank’s ability to accomplish its objectives
and fulfill its fiduciary duties as required by its charter. Let us recall that the
charter requires that the Bank ensure that the money it lends “is used for
the purposes intended,” i.e., is not stolen or diverted.*

The Bank’s “culture, management priorities, staff incentives, and HR
(Human Resources) practices” did not make preventing fraud, theft, and
corruption a priority. Integrity and ethical values were “not well reflected
in staff’s performance evaluation. . . . Incentives do not link to ethical be-
havior.” Management often failed to follow up on reported improprieties,
as well as on findings of internal audits, investigations, and evaluations.’

Worse, “[Bank] staff fear reprisal for reporting infringements [of policy
and of fraud and corruption] and unethical behavior.” And where was there
the greatest fear of reprisals in the entire World Bank? Where else but in the
Bank’s anti-corruption investigative unit—the Department of Institutional
Integrity (INT)!®

The IEG also found a partial explanation (beyond the culture of loan
approval) for why the Bank violated in practice so many of its own policies:
half of the Bank’s supposedly mandatory operational policies “were not
directly linked by Management to any key controls or business processes.”
This was in practice an incentive for staff to disregard many of the Bank’s
requirements, including a critical one governing the supervision of opera-
tions in the field. So it was hardly a surprise that IEG found that only 37
percent of existing projects were rated as “substantial” or better for moni-
toring and supervision, a situation that had persisted not just for years, but
decades.® The system was actually designed so that, in most cases, once the
Bank pushed the money out the door it was not too concerned with follow-
ing up on what actually happened.

The Bank’s move toward non-project lending, which generally in-
volved massive transfers of funds to governments accompanied by vague
policy prescriptions, led to further corruption. These “Development Policy
Loans” and “Poverty Reduction Strategy Credits,” totaled 40 percent of
new IBRD/IDA lending commitments in 2009 and 2010.” Yet they were not
governed by the Bank’s procurement policies, and local borrower-country
controls were “often weak or nonexistent.”!® And, as we noted before, the
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Bank’s environmental and social safeguard measures for projects also did
not apply.

In response to these findings, the Bank undertook an “Action Plan,”
purportedly to address the most serious problems. In 2010 the IEG found
that there had been some improvement: the so-called material weakness in
dealing with corruption was now only a “significant deficiency,” a term im-
plying that the Bank might eventually stop violating the fiduciary require-
ments of its own charter."

The US. Senate Foreign Relations Committee, which by this time had
been following corruption of lending by the World Bank and other multi-
lateral development banks for nearly six years, strongly disagreed. In March
2010 the committee urged the United States and other major donor coun-
tries “to be firm in demanding that needed reforms are secured before com-
mitting additional funds” for the IBRD capital increase.”” The committee
denounced the continuing “pressure to lend,” noting the Bank’s “inertia
and a reluctance to reform.”"

But in the end, Congress approved the money.

Useful Expenditures

In justice to the Bank, it was hardly the only international institution strug-
gling to get a handle on how to fight what appeared to be growing corrup-
tion in the international system; indeed, many looked to it as a leader.
There was growing evidence that some of the biggest engines of cor-
ruption were not just elements in the governments of many developing
countries, but some of the largest and most respected multinational corpo-
rations, many of them major procurement customers of the Bank. One of
the greatest corruption scandals of the past 60 years involved none other
than Siemens, the 165-year-old German company (founded in 1847) that
played the role of aleader, like its rival General Electric in the United States,
in green energy, corporate social responsibility, and anti-corruption efforts.
Siemens was a member of the United Nations Global Compact, of the
German Business Ethics Network, the World Economic Forum, and last
but not least, Transparency International."* For the uninitiated, the UN
Global Compact is, in its own words, a “strategic policy initiative for busi-
nesses that are committed to aligning their operations and strategies with
10 universally accepted principles in the areas of human rights, labor, en-
vironment, and anti-corruption.” Siemens was one of its more illustrious
members, and like the other members, it reported on, inter alia, its anti-cor-
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ruption efforts in the Compact’s “transparency and accountability policy.”"
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Through most of the first decade of the 2000s Siemens orchestrated a
worldwide corruption machine that in scores of countries paid over $1.4
billion dollars in bribes in over 4,280 separate transactions, with the goal
of winning contracts from its competitors. Bribes were typically at least
5 or 6 percent of the value of a contract, sometimes as high as 40 percent
in the more corrupt developing countries. The individual bribes were the
size of smaller World Bank loans—$40 million for a $1 billion contract in
Argentina for national identity cards, $16 million in Venezuela for a “green”
urban-rail project, $14 million in China for a medical-equipment contract.'®
Internally, the Siemens bribe slush funds were called niitzliche Aufwendun-
gen—"useful expenditures.”"”

During this same period, Siemens reaped around $140 million every
year, on average, from World Bank—financed contracts.'®

Investigations by German prosecutors in 2006, followed by separate
inquiries by the US. Department of Justice and the Securities Exchange
Commission, led to the exposure of the Siemens corruption web. As the
investigations were echoed in headlines around the world, a shame-faced
Transparency International revoked Siemens’ membership in December
2006." In 2008 Siemens paid one of the largest fines in corporate history to
U.S. and German authorities—$1.6 billion.*

A year passed after the time of the initial investigations and Transparen-
cy’s ouster of Siemens, and then another year, and then another six months,
while hundreds of millions of dollars for Siemens contracts continued to
flow through the World Bank lending pipeline. Only in July 2009 did the
Bank announce that it had found that Siemens had paid $3 million in bribes
in a single Bank project in Russia in 2005-6; obviously the scale of Siemens
corruption in Bank projects must have been much larger. The Bank banned
any further business with Siemens for two years, and Siemens could not
bid on Bank contracts in Russia for four years. And Siemens admitted past
(but unspecified) misconduct and agreed to contribute $100 million over
a 15-year period to support international anti-corruption work. The Bank
presented the settlement as a “groundbreaking” advance in its governance
and anti-corruption agenda.”

Truth

In reality, the “Review of IDA Internal Controls” study greatly understated
the extent of corruption at the very core of the Bank. For example, it found
that “lack of information-technology security in certain areas” was a “sig-
nificant deficiency.”” What did this vague bureaucratic language refer to?
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More than a decade after the Bank launched its anti-corruption efforts, the
story of Satyam and the Bank, which extends from 2000 through the begin-
ning of 2009, is exemplary, and profoundly unsettling.

Satyam was the name of the wildly successful Indian computer-services
company that the World Bank contracted to manage its information tech-
nology (IT) and many of its most critical financial-accounting systems. It
was surprising choice, since in 1999 Satyam was a small, little-known family
firm in Hyderabad. The Bank’s IT director, Mohamed Vazir Muhsin, a Sri
Lankan accountant, set Satyam on its path by first awarding it contracts to
address the Year 2000 scare. (In the late 1990s there was widespread con-
cern that the turn of the millennium could cause widespread computer-
network breakdowns because most computer code had not been written to
deal with the date change.) In 2003 the Bank awarded a five-year contract to
Satyam that, together with subsequent contracts and deals, was worth hun-
dreds of millions of dollars. The company would eventually help manage
many of the Bank’s most important financial operations, including financial
accounting for its 1,000-plus trust funds, such as the GEF, the Climate In-
vestment Funds, and the various carbon funds.?

Satyam’s World Bank contracts gave it the credibility to subsequently
seal IT deals with several governments and more than 150 Fortune 500
companies, including General Electric, General Motors, Microsoft, Citi-
group, Merrill Lynch, Cisco, Sony, Nestlé, as well as the United Nations and
the U.S government. Satyam’s clients often entrusted the company with
their most critical and confidential computer services.”” It was the kind of
outsourcing triumph that Tom Friedman had been raving about in paeans
to the wonders of globalization in his New York Times columns.

In early 2005, growing suspicions about Bank IT director Muhsin’s fi-
nancial lifestyle and his connections with Satyam led to an internal investi-
gation—which, according to one account, was in danger of going nowhere
until Paul Wolfowitz arrived as president in midyear.” It turned out that
Muhsin had for years maintained close financial ties to the company’s own-
ers and was offered company shares at huge discounts before he awarded
Satyam the series of contracts that literally made its fortune. In October
2005 Mubhsin was expelled from the Bank with two hours’ notice, just days
before his scheduled retirement. In January 2007 the Bank debarred him
from ever doing business with the institution again. Besides accusing Muh-
sin of having a secret economic interest in Satyam, the Bank also charged
him with having orchestrated deals that allowed Satyam to become the
beneficiary of 32 separate, so-called sole-source contracts and purchase
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orders.” In fact, by the mid-2000s Satyam was controlling virtually all the
World Bank’s computer software and codes; the Bank in a very real sense
had lost control of its own information system.”

In 2007 and 2008, massive computer breaches attacked the World Bank’s
most confidential financial information. The Bank first learned of the in-
trusions when the FBI notified it, indicating that the Johannesburg South
Africa office of the IFC was compromised. Subsequently, many of the
Bank’s servers, as well as its entire e-mail system, were compromised. It
then emerged that Satyam had implanted spyware in the Bank’s most sensi-
tive computer systems, including the Bank’s Treasury, which managed all
of its money as well as another $57.5 billion in the trust funds. It was not
clear who was behind the intrusions: some of the Internet Provider (IP)
addresses were in Macao, but IP addresses can easily be disguised. Some
speculated that Satyam had played a critical role, but the Bank and Satyam
at the time denied it.*®

The Bank had a lot of confidential inside information on governments
and companies that could be profitable to hackers. One fear was that con-
tractors, and even governments, wanted information on prospective Bank
anti-corruption investigations, and also wanted to know what the Bank
knew about corruption in member-country governments, which in some
cases was a lot.”

When informed about the Satyam spyware, Robert Zoellick was apo-
plectic: he is reported to have exclaimed that he wanted Satyam “off the
premises now.” But it was not so easy: the Bank had lost control of its own
information system, and that knowledge was in the heads of Satyam em-
ployees. The Bank would have literally closed down. Instead, it undertook
a seven-month process of transferring the knowledge from Satyam employ-
ees to noncompromised staff and contractors; in fact part of the so-called
process of knowledge transfer involved simply moving the contracted Saty-
am personnel to new Indian tech companies, where they would continue to
work for the Bank’s I'T services.”

In February 2008 the Bank suspended Satyam from bidding for future
contracts, and in September formally debarred the company from doing
business with the Bank for eight years. But even in the autumn of 2008, the
Bank had made nothing about the Satyam issue public, nor had it breathed
a word to the United Nations committee that kept track of corrupt contrac-
tors. In the meantime, the UN signed a new $6 million contract with Saty-
am. Rather than warning the world, the Bank stayed silent. It subsequently



Financializing Development 183

claimed that around 2007 it did notify the U.S. Department of Justice about
Satyam’s fraudulent practices, but this action appeared to have no effect.
It was only a Fox News report that finally forced the Bank to acknowledge
the fraud.”

A few weeks later, the full extent of Satyam’s corruption exploded as
one of the greatest corporate scandals in modern history—"India’s En-
ron,” in the terms of the Indian Press. It started on January 7, 2009, when
Satyam’s founder and chairman, Ramalinga Raju, announced to the world
that he had systematically falsified the company books, assets, and prof-
its for years; about $1 billion in assets did not really exist. On January 20
Indian prosecutors announced that about a fifth of Satyam’s employees,
some 10,000, did not exist either, though they were very profitable, since
Satyam charged its clients for their services, and substantial amounts of this
money may have ended up in secret bank accounts for Raju and his relatives
and friends. Disappointingly for those who might believe in the reforming
power of confession, Raju could not be trusted even when he publicly de-
clared he was coming clean; he even lied about the extent of the fake assets.
In November 2009 the Indian FBI, the Criminal Bureau of Investigation,
announced that the fraudulent assets amounted to still another billion dol-
lars—a bogus billion here, a fraudulent billion there, for a company whose
reported net worth was in the $4-5 billion range—ironically, it was adding
up to real money.”

Meanwhile, during all those years the Bank was proclaiming its fight
against corruption and bad governance. It was certainly an opportunity for
lending more: between 2000 and 2009, from 15 to 34 percent of its yearly
lending—$4 billion to nearly $7 billion annually—was going to support
“governance related themes.”” Internally, during the same period, Bank
administrative budget expenditures to help carry out its governance work
averaged over $140 million annually, padded by an additional more than $30
million a year from the Bank’s trust funds.** Of course, all this money was
kept track of and administered, at least from the information technology
standpoint, by Satyam.

While some people in the Bank, particularly the I'T department and high-
est levels of management, had increasing knowledge of Satyam’s corrup-
tion culture, the deception reached grotesque proportions. In 2008, of all
years, Satyam won the prestigious “Golden Peacock Award for Excellence
in Corporate Governance,” presented annually by the United Kingdom-—
based World Council for Corporate Governance, with Dr. Ola Ullsten, the
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former prime minister of Sweden, as the presiding judge. In 2006 and 2007,
Investor Relations Global Rankings (IRGR)—using “proprietary research
of publicly traded companies based on a clear and transparent methodol-
ogy that is supported and backed by key global institutions, including Ar-
nold & Porter, KPMG,” etc., according to its website—rated Satyam as the
company with Best Corporate Governance Practices.”

Some Bank staff not in the inner management loop were tragicomi-
cally clueless. In 2006 the World Bank’s Sustainable Development Network
published a report, “Beyond Corporate Social Responsibility: The Scope for
Corporate Investment in Community-Driven Urban Development” that
cited Satyam as a model case study, praising its Corporate Social Respon-
sibility (CSR) efforts, which involved investments in environment, educa-
tion, and health care in urban areas. Satyam, the Bank study proclaimed,
made “the business case” for CSR. (In the 2000s “making the business case”
became a favorite catchphrase of all kinds of organizations, from NGOs
to universities, eager to show they were tough minded and serious.) The
company went beyond mere charity by “using Satyam’s management ex-
perience to turn each of its developmental projects into an economically
sound business venture to build employment opportunities for the poor.”*

Daniel Kaufman, a Brookings Institution scholar who led work on glob-
al governance and anti-corruption at the World Bank training academy, the
World Bank Institute, for many years, wrote of “the illusion of CSR and
codes of business integrity.” He noted that the “whole politically correct
mantra on CSR and voluntary corporate codes” was a common theme in
both the Siemens and the Satyam scandals: both companies put themselves
forth as leaders—and were in fact recognized as leaders—in socially respon-
sible behavior. The whole value of such approaches, Kaufman observed,
needs to be revisited.”

And what ever happened to Mohamed Muhsin, whom the Bank suppos-
edly banned for life from ever doing business with it again? He joined a Sri
Lankan company, John Keells Holdings, as one of its directors. In February
2008, 13 months after the Bank issued Muhsin’s lifetime ban, John Keells
Holdings received a $75 million loan from the International Finance Cor-
poration, the biggest investment the IFC had ever made in the Sri Lankan
services and manufacturing sector.*®

In this saga there was one final irony, and a warning: Satyam means
“truth” in Sanskrit.

Wolfowitz’s . . . and Wolfensohn’s Ghost
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Paul Wolfowitz had left one positive legacy: greater awareness of the cen-
trality of good governance and fighting corruption in the Bank’s work.
Weeks before his departure, the Bank’s board finally approved his proposal
to help borrowing countries improve financial management and account-
ability. But after four years, it was not faring well. Pressure from the board
had resulted in a pitifully diluted “Governance and Anti-corruption Strat-
egy,” ensuring that even countries with deteriorating governance received
loans—in the name of the poor of course, “not making the poor pay twice”
for the corruption of their rulers.”” The Independent Evaluation Group
found in 2011 that the Bank’s efforts focused more on trying to protect
its own reputation and resources rather than on the institutional problems
faced by its borrowers. And once again, the Achilles heel in the whole strat-
egy was the Bank’s lending culture.

Many Bank staff and, outside the Bank, government officials, academ-
ics, and NGOs, told the IEG that the Bank’s culture of lending imperatives
conflicted directly with anti-corruption and good-governance goals.”* The
Bank was showing more attention to preventing corruption in some spe-
cific investment projects, but the corruption risks in the growing volume
of policy- and budgetary-support lending were still not being addressed.*

The more things on the outside appeared to change, the more they re-
mained the same.

Who to Trust

The Bank’s trust funds were rife with even more governance risks, less su-
pervision, and a greater likelihood of fraud and corruption than its main
lending operations. Over the years, major aid-donor countries increasingly
preferred setting up specific trust funds for political purposes to target spe-
cific countries and/ or specific issues. Some trust funds had a single country
donor, others several donors. The growth of trust funds in the interna-
tional aid architecture didn’t mean more aid; aid budgets in most countries
were fixed, and putting more money into trust funds meant generally less
money for other programs. The Bank was the biggest manager of these aid
trust funds. Between 2002 and 2011 donors contributed some $67.8 billion
to 1,075 different funds managed by the Bank, and by 2010-11 trust fund
disbursements averaged over 8 percent of its total annual disbursements.
The trust funds paid for a disproportionate amount of the Bank’s internal
administrative budget, around a quarter. The largest Bank-managed trust
funds by far were for so-called global public goods, i.e., environment, cli-
mate, and public health.*
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This was not good news for the environment. As we noted, most of the
new money that rich countries contributed for global environmental pur-
poses went to Bank-managed trust funds: the Global Environment Facility,
the growing number of Bank carbon funds, the Climate Investment Funds,
and even the prospective Green Climate Fund that the 2011 Durban climate
negotiations endorsed.

The Bank’s information gathering and monitoring of much trust fund
finance appeared be in a semi-shambles. It was “extremely difficult,” the
IEG reported, to gather reliable information on fund use. Bank managers
complained that they didn’t receive enough information on the trust-fund
monies to make adequate decisions, but they had to make decisions any-
way. A Bank manager in Indonesia observed, “Eighty percent of the . . . ap-
provals in my in-box each day have to do with trust funds—and often I don’t
really know what I am approving.”* The Bank’s executive directors, the
IEG warned, were so poorly informed about the Bank’s management of
trust funds that they could not exercise governance over their administra-
tion. Bank management maintained that it had no responsibilities concern-
ing reporting on “results related to development effectiveness” in trust-fund
expenditures, since that was the job of the separate governance structures
of the trust funds.”

Internal surveys found that about half of all Bank managers thought
oversight of trust-fund activities was inferior to other Bank activities. They
stated that staff felt a lesser degree of accountability for the use of the mon-
ey, and the donor governments themselves “don’t value supervision.”*

The political propensity of rich countries to channel more and more
money into trust funds—led by the United States, the United Kingdom,
and the European Union—was certainly as responsible for this state of af-
fairs as the negligence of high-level Bank management. But the Bank was
an accomplice in a new aid model that was fraught with corruption and
governance risks.

Once again the IEG had sounded the alarm. But were the donor coun-
tries and the Bank’s management listening?

Go Directly to Jale

Zoellick himself faced problems trusting his own staff. In 2009, when he
learned just how systematically some Bank staff had lied about an environ-
mental project in Albania, he publicly called the Bank’s actions “appalling.”*
The Albanian “Integrated Coastal Zone Management and Clean-Up

Project” was a typical example of how the Bank could leverage more
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money from other donors for environmentally and politically correct plans.
The project’s goals included “enhancing regulatory policy and governance
of the coastal zone . . . and institutional capacity. . . .” It would “improve
environmental conditions, enhance cultural resources and encourage com-
munity support for sustainable coastal zone management. . . .”* In 2005
the Bank succeeded in topping off its own $17.5 million loan for the project
with a grant of nearly a million dollars from the Global Environment Facil-
ity, plus $2.2 million in grants from a Japanese trust fund, $5.2 million from
the European Commission, $3.1 million from the Netherlands, and $2.6
million from Austria.*

Once again, if it hadn’t been for the Independent Inspection Panel, and
the refusal of Albanians displaced and impoverished by the project to keep
quiet, the outside world might have never been any the wiser. After all—
coastal-zone management, environmental cleanup, encouraging commu-
nity support—who would question such an investment?

The reality on the ground was different. The project coordinator in Al-
bania was the son-in-law of the prime minister; in fact he got the coor-
dinator job shortly after his father-in-law took over the reins of power.”
The project was supposed to support environmental management in the
small coastal Albanian town of Jale, with the goal of developing a privately
owned tourist resort. Most of the people in Jale were nobodies—poor and
elderly. One fine day in April 2007, the villagers received a notice that their
houses were illegal and would be demolished. They tried to appeal to Alba-
nian courts, but just two weeks later police arrived in the town, the houses
were bulldozed, and the inhabitants were evicted. One witness recounted
that the police “surrounded the village like we were in a state of war . . .
snipers in watching positions, for three days the road was blocked and no
one could bring even food.” The police were reported to have said, “Don’t
worry, you will be eating with silver spoons soon as this is part of a big
World Bank project.”"

The demolitions caused an uproar in the Albanian parliament; the
prime minister and his son-in-law were accused of pushing the demolitions
through in order to benefit their business interests in the tourist resort.”
The villagers, homeless and practically destitute, appealed to the Bank’s
Independent Inspection Panel.

That there might have been abuses and corruption in a Bank-financed
project was not so unusual. What was unusual was the reaction of Bank
management and staff to the inspection panel’s work, which was met by
internally coordinated cover-ups, lies, and misrepresentations that went on
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for years.

Back in 2005, when the Board first considered the loan and expressed
concern about the residents of Jale, Bank staff claimed that the Albanian
government had agreed to provide humane resettlement and compensa-
tion, in accordance with Bank policies. Such an agreement never existed—it
was fictitious. As this became evident in the panel’s investigations, Bank
management then presented fake documents, which supposedly corrected
the original lie.”” Then they claimed there was no connection between the
project and the forced evictions, even in the face of letters from the project
coordinator to the Albanian police requesting demolition of the houses.™

The panel reported management’s clumsy lies to the board in no uncer-
tain terms, citing an “omission of critical facts during staff interviews, and
seemingly unusual lack of recollection of crucial Project events by some of
the interviewed staff . . . instances of reluctance to provide or even identify
relevant Project documents . . . a systematic effort to fend off the Panel’s
access to the necessary information . . . some staff gave the impression that
there had been pre-interview ‘coaching’ . . . both at Headquarters and in
the field. .. .””

In this case, the Bank under Zoellick’s leadership responded strongly,
suspending loan disbursements until the project could be restructured and
promising legal and other aid for the villagers. Zoellick declared: “The Bank
cannot let this happen again.””® It was the closest to a full mea culpa the
institution had ever publicly admitted in recent memory.

Unfortunately, the villagers never received full redress for their misfor-
tune. The Bank claimed that the Albanian government, not itself, was respon-
sible for the abuses, and the Albanian government admitted no wrongdoing,
even going so far, according to one press account, as to spread the rumor that
the inspection panel was really linked to an “unnamed-land mafia.”””

The international publicity over the project put a spotlight on two long-
simmering issues: poor supervision of Bank operations and blatant lies by
Bank employees about controversial projects. The critical importance of
the inspection panel was reaffirmed more than ever. The Economist sug-
gested that the panel should be strengthened so that it could also investigate
corruption.’®
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Safeguards at Risk

The Inspection Panel and its homologue at the IFC, the Compliance Of-
ficer/ Ombudsman (CAO), were set up to ensure that the Bank carried out
its environmental and social safeguard polices, as well as the IFC’s Perfor-
mance Standards. But after more than two decades these protections were
under siege as never before.

The increase in non-project policy- and budget-support lending was
a major threat to the relevance of the Independent Inspection Panel and
the CAO. Since the Safeguards and Performance Standards did not apply
to these loans, complainants in borrowing countries could not call on the
inspection panel or CAO to investigate abuses. Part of this increase in non-
project lending was a temporary response to the global financial crisis,
whereby the Bank helped to pump large amounts of money to critical de-
veloping-country governments. But the longer-term growth in non-project
lending was also a response to increasingly vocal client governments, which
preferred such loans because they were quick disbursing, and came with
fewer strings attached.

Perverse pressures and incentives hampered carrying out environmen-
tal safeguards and performance standards for the half of the Bank Group’s
operations where they still applied. Too often the safeguards were treated
as add-ons, and the Bank’s environmental and social specialists had inad-
equate resources to do their jobs and weren't integrated into project teams.
The Bank did not reward efforts to improve environmental and social qual-
ity. In the words of one Bank manager, “The incentives are not there. No-
body wants to work on safeguards.””

One of the most striking examples of how the Bank had regressed con-
cerned resettlement. The first policy on involuntary resettlement dated
back to 1980, preceding many of the subsequent environmental policies.
For an institution that proclaimed its mission as poverty alleviation, one
would think that a safeguard not to make the poor poorer would be one of
the highest priorities. The policy provided that for Bank-financed projects
involving forcible resettlement of populations—most often big infrastruc-
ture operations such as dams—a resettlement and economic-rehabilitation
plan had to be prepared and carried out so that the affected population was,
preferably, put in a better economic situation, or at least was left no worse
off than before.
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During the 1990s the Bank regularly updated its information on how
many people were being displaced by its projects; this was prerequisite
data for assisting resettlement-affected populations. In 1994 a Bankwide
Resettlement Review found that in early 1994, 146 ongoing Bank projects
were responsible for forcibly resettling and/or adversely affecting 2 million
people.® In late 1999 another internal Bank inventory recorded 223 projects
displacing or harming the livelihoods of more than 2.6 million people.*

In 2010 the IEG found that 30 percent of Bank projects involved resettle-
ment. But in contrast to a decade before, Bank staft and management were
unable to provide any information on the number of people adversely af-
fected or displaced. A Bank manager years ago in the then-existing Environ-
ment Department had decided that gathering such data was not a useful
employment of staff time.®” The IEG had to estimate the figure, which it
very conservatively calculated at over one million poor that at any given
time were involuntary resettled or harmed in World Bank projects.®’ Ex-
perts on resettlement thought that the real number was probably much
higher, at least double.* In one of its classic understatements, the IEG ob-
served that “the resettlement impact of Bank-financed activities is nontriv-
ial and merits careful monitoring to ensure it does not lead to impoverish-
ment of affected persons.”

The Safeguards and the Performance Standards, whatever their weak-
nesses, were the core of the Bank’s slow and reluctant move, over the past
two decades, to become an ecologically and socially responsible institution.
If the environment and its services, on which the poor in developing coun-
tries were especially dependent, were needlessly destroyed through Bank
negligence, if the poor were further impoverished through Bank-financed
projects, if indigenous societies were pushed further into social and eco-
nomic disintegration by Bank-supported operations, the slogan that greet-
ed every visitor to the main lobby of the Bank in Washington—"“Our dream
is a world free of poverty”—was a grotesque and cynical charade.

Thus, the continued erosion of the effectiveness of these policies during
the Zoellick era was a scandal. It was true that the safeguards and perfor-
mance standards imposed a minor cost in terms of time and money, but
what was the cost of not applying them?

Despite its sizeable research apparatus, the Bank had never really at-
tempted to weigh the benefits and costs of its environmental and social
safeguards and standards. The IEG undertook a modest effort in this direc-
tion, examining the benefit/ cost ratios of the safeguards and performance
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standards in several hypothetical, archetypal World Bank Group projects.
One was a road project in Sub-Saharan Africa that would have traversed
primary tropical forests and protected habitat areas, catalyzing illegal log-
ging, threatening to involuntarily resettle 400 people, and negatively affect-
ing 1,600 members of an indigenous tribe. The safeguards involving envi-
ronmental assessment (identifying a less disruptive route for the road, for
example), protection of forest habitat, reduction of illegal logging, protec-
tion of indigenous peoples, and addressing involuntary resettlement cost
an extra $12.2 million, but benefits over the project life were estimated to
be $335.5 million—a benefit/cost ratio of 27.3.%

Another hypothetical example involved an IFC-financed gold mine in
West Africa employing 500 people. The IFC performance standards would
help reduce accidents and deaths at the mine, reduce spills of toxic sub-
stances such as cyanide, and handle resettlement concerns involving people
displaced from the mine site. The benefit/cost ratio for the IFC standards
ranged from 1.5 for community health and safety, 3.6 for pollution preven-
tion and abatement, and 4.4-6.5 for resettlement.”’

In 2010 Bank management pushed to eliminate individual safeguards
in favor of a single, simplified social- and environmental-sustainability um-
brella policy. Supposedly the key elements of the old safeguards would be
maintained, but the new policy would be streamlined, easier to use, and
emphasize greater reliance on the borrowing country’s own approaches
rather than Bank prescriptions. The new policy would be less specific and
more a statement of general principles and goals. All this was part of a far-
reaching program to “modernize” the Bank. The details of the safeguard
“reforms” were to be circulated in an initial draft in the latter half of 2012,
with the goal of board approval by the end of 2013 or early 2014.%

Certainly in the Bank, as in any other large institution, there was a peri-
odic need to update and streamline policies. But it was clear to many observ-
ers that the “Safeguards Reform” was one more step, in the words of Vince
McElhinny of the Washington-based Bank Information Center, in a “shifting
balance of power” where what was at stake was to what “extent the World
Bank will remain a rules-based lending institution or dilute hard-won devel-
opment standards in order to sustain lending to its largest clients.”*

The Bank had proudly pointed to its safeguards as a model for export
credit agencies and private international banks. Now the long-embedded
loan-approval culture appeared to have finally triumphed as Bank manage-
ment embarked on a path to undermine this achievement.
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A Program for . . . Results?

Other, more far-reaching decisions under Zoellick would push the Bank to-
ward even less accountability, as well as further undermining the inspection
panel. The fact that half the Bank’s lending was still going for projects (“in-
vestment lending” in the Bank’s jargon) was still too much for management.

In 2009 the Bank proposed a dramatic shift away from project lending,
which it claimed was “created for a different era.” In a note to the Bank’s
board, managers characterized the Bank’s safeguards as “one of the criti-
cal bottlenecks that slow delivery and increase preparation costs,” a view
shared by client governments. Preparing projects was excessively “rule-
based,” which meant spending too much time on “fiduciary and other de-
mands,” supposedly at the expense of work in and with borrowing coun-
tries.”” One had to read such assertions twice: enforcing rules to protect the
environment, the poor, and public money was just too much of a “bottle-
neck” that wasted the Bank’s time?

Instead, Bank management argued that it was time to provide broader
financial support to governments and to eliminate “direct accounting link-
ages between disbursements of Bank resources and expenditures by the
client.” Push the money out the door, and supposedly “the client’s account-
ing and reporting system would demonstrate that resources are being used
in the program.”” The logic was tortured: the Bank’s environmental and
financial safeguards had been put in place precisely because, for many coun-
tries to which it lent money, one could not rely on the capacity and integ-
rity of local practices. And evidence showed that in many of these nations,
corruption had only gotten worse over the past two decades. The proposal
was one of the most dramatic in Bank history: to eliminate the founding
principle of its own charter: to “lend for specific projects, except in special
circumstances.”

Thus, much if not most project lending was to be replaced by some-
thing called “P4R,” “Program for Results™: i.e., loans to support borrow-
ing-government development programs. The Bank’s environmental as-
sessments, safeguards, and financial management policies would not ap-
ply. Instead, it would rely on the borrowing country’s approaches, evaluate
the risks involved, and provide “implementation support,” supposedly to
help the country carry out the program once the money started flowing.””
There would be a “shift [away] from an emphasis on supervision and com-
pliance. . . .””” P4R was supposed to usher in a brave new world of “de-
velopment results,” which apparently Bank management had decided was
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not being achieved through continued lending for mere projects with more
specific rules and monitoring of the use of the Bank’s money.

Such an approach ignored the previous two decades of Bank experi-
ence with pushing money out the door without ensuring first that adequate
capacity was in place to enable borrowers to manage it. This was the “se-
quencing” issue emphasized in the Extractive Industries Review: it was
necessary to build technical and institutional capacity before lending large
amounts in situations with weak governance, which was the situation of
many of the Bank’s borrowers. The Bank had learned nothing from the
Chad-Cameroon debacle, or numerous other similar cases, or from recent
IEG studies, which emphasized that the risks of fraud and corruption were
greater in the Bank’s non-project, “flexible” lending, because of “weakened
safeguards” and greater reliance on “country systems,” which, the IEG
observed, “are often weak or nonexistent.””* The fiduciary and safeguard
systems of recipient countries needed strengthening, but to achieve this
outcome, the Bank would have to redouble rather than relinquish its efforts
in supervision and compliance.

Leading up to the approval by the Bank’s board of the Program for
Results in January 2012, many nongovernmental organizations protested
what they perceived as a major dismantling of the Bank’s remaining envi-
ronmental and social commitments.” Over 200 civil-society organizations
from 51 countries wrote the Bank in October 2011 calling P4R “the most
radical development” in the Bank’s march to dilute the Safeguards.”

Thanks in part to pressure from the U.S. Congress and Treasury Depart-
ment, the initial P4R loans could not be used to support operations with
high or irreversible environmental and social risks. Moreover, for the first
two years, no more than 5 percent of Bank lending could be P4R, and both
Bank management and the Independent Evaluation Group would conduct
evaluations of the two-year pilot phase, with input from both civil-society
organizations and the private sector.””

Still, the implications remained alarming. For one thing, eventually as
much as a third of Bank lending could be channeled through P4R opera-
tions, and, combined with nearly 40 percent development-policy lending,
conventional projects could account for less than 30 percent of Bank opera-
tions in the future.”® The P4R operations could also be a mechanism for
pooling Bank money with funds from both public and private creditors, in-
cluding eventually from institutional investors, hedge funds, and sovereign
wealth funds—sources which Zoellick hoped to tap.”
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The IFC Uber Alles?

The whole first decade of the 2000s brought to a paroxysm what many
characterized as the “financialization” of Western economies: whereby the
real economic activity of societies—producing and trading goods—became
increasingly dominated by abstract financial instruments and intermediar-
ies. Under Zoellick these same values became more prevalent at the Bank;
some called it the financialization of development. The Bank’s priorities
appeared more and more to be finding novel new instruments, be it carbon
trading or P4R, to move larger and larger amounts of money—and not just
its own money—more quickly. Given Zoellick’s background on Wall Street,
it was an approach he understood. Thus it came as no surprise that the role
of the International Finance Corporation in the World Bank Group be-
came increasingly influential during the Zoellick years. On occasion, some
disgruntled Bank staffers would describe what was happening as the “IFCi-
zation” of the World Bank.

Zoellick himself admired the efficient, businesslike approach of the
IFC, which owed as much to investment banking as to traditional develop-
ment work. He reportedly contrasted the quicker, more deal-oriented IFC
culture with that of the IBRD and IDA, which more resembled a think tank
or a university—an observation some Bank staff did not take as a compli-
ment.* In any case, the IFC’s new annual financial commitments increased
from a level of $3—4 billion in the early 2000s to around $15 billion in 2008
through 2010, and nearly $19 billion in 2011.* In 2011 the IFC accounted for
about 30 percent of World Bank Group annual finance.

At first sight, the IFC appeared to have moved more quickly than the
rest of the Bank to improve its environmental and social policies. Over the
2000s the IFC’s Performance Standards were gradually strengthened, and
in some respects contrasted favorably with the IBRD/IDA safeguards. For
example, in 2006 the IFC finally guaranteed the right of workers in proj-
ects it financed to organize, a right that was a “Core Labor Standard” of
the United Nations International Labor Organization that had been part of
international law since 1998.% In 2012 it finally required its clients to obtain
“free, prior, informed Consent” from indigenous groups for activities that
would impact their land and natural resources, something that the IBRD/
IDA safeguards still did not endorse.* The IFC also initiated a requirement
for its clients to annually report the greenhouse-gas pollution of projects
with yearly emissions of over 25,000 tons of COz-equivalent, and to make
public their contracts with governments for extractive industry projects.*
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The IFC claimed to make progress too in finally increasing financial
support for renewable energy and energy efficiency, ramping up invest-
ments in renewable energy and energy efficiency by 60 percent from 2009
to 2011, to around $1.6 billion annually. These figures had to be viewed
with caution: some of what the World Bank Group characterized as ef-
ficiency investments and renewables, we recall, was dubious: investments
in, say, modernization and life extension of coal plants could be counted as
funding for efficiency, as well as, in the Eskom case, financing a railroad to
replace truck traffic to transport coal to a coal plant. Large hydroelectric
dams in the tropics, which could be significant sources of GHG emissions,
counted as renewables. Nonetheless, the IFC could point to new invest-
ments in greenfield wind farms in Mexico, China, Bulgaria, and Turkey. In
India it was doing more to support solar power and, on a very modest scale,
to help develop off-grid renewable power to reach the poor.”

But the progress on the performance standards was all too often made
only under pressure from outside civil-society organizations that, in spe-
cific cases such as labor or indigenous peoples’ rights, were only asking
the IFC to recognize what were already long-established principles of the
United Nations and international law. Human rights groups continued to
protest that IFC policies undermined already existing, stronger standards
recognized in the United Nations, and the IFC continued to maintain an
overall restriction on disclosure of any supposedly “commercially sensitive
and confidential information” of its clients.®

In any case, these new and improved rules did not govern most of the
IFC’s lending. Even more so than other parts of the World Bank Group, the
IFC increasingly focused on non-project finance, such as lending to other
financial institutions (so-called financial intermediary lending) and “Global
Trade Finance”—short-term loans and guarantees to promote trade in de-
veloping countries. The performance standards did not apply to any of this
lending. By 2010 only a third of the IFC’s new annual finance was for tradi-
tional projects.”

True, some of this non-project lending did go for environmentally posi-
tive goals. For example, in 2011 nearly half of the IFC’s $1.2 billion for
renewables was channeled through financial intermediaries.*® But in the ab-
sence of the performance standards, the IFC did not necessarily know the
social or environmental impacts of the specific wind-farm projects, or hy-
droelectric dams, or large concentrated solar arrays it would help finance.

The IFC’s belated increase in climate-friendly investments was also
counteracted by its continued support for highly problematic mining and
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fossil-fuel development. The IFC, we recall, took the lead in financing huge
new extractive projects such as the Marlin and Yanacocha mines in Guate-
mala and Peru, as well as new mining development in Congo, Ghana, and
other parts of Africa. These projects were characterized by human rights
and/or environmental abuses that aroused international concerns.”

In 2008 the IFC approved a $300 million loan to support expansion of
the Camisea project, a huge gas and oil export-development undertaking in
the Peruvian Amazon that had already generated a history of environmen-
tal abuses and conflicts with indigenous peoples. Oxfam and other non-
governmental groups in Peru, North America, and Europe condemned the
IFC’s involvement for lack of economic and social due diligence and for not
complying with its own performance standards.”

Camisea was followed in 2009 by IFC loans for $215 million to American
and British companies for offshore oil development in the coastal waters of
Ghana. Contrary to its claims of promoting “best international practice”
for environmentally risky projects, the IFC had approved practices that
were truly substandard: in contravention of International Maritime Orga-
nization recommendations, the use of a single-hulled tanker, rather than
a double-hulled vessel, as an offshore production, storage, and offloading
facility, and the dumping of drilling wastes into the ocean. The Ghanaian
government did not have coherent plans to deal with oil spills, nor did it
have the equipment; spills affecting fishing villages had already occurred
from initial offshore operations, with no clean-up response from either the
government or the companies involved.”

In 2010 the IFC accounted for around three-quarters of total new World
Bank Group investment of around a billion dollars in extractive industries,
including still more oil and gas development in India, Brazil, and Ghana,
and a large gold mine in the Solomon Islands.”” By 2011, around a third
of all complaints to the IFC Compliance Officer/ Ombudsman (CAO) con-
cerned extractive projects.” Through 2012 the IFC still remained involved
in the notorious Chad-Cameroon oil development and pipeline project, sev-
eral years after the IBRD had withdrawn because of continual violations of
environmental, social, and fiduciary requirements.

The other, junior, private-sector finance partner in the World Bank
Group, the Multilateral Investment Guarantee Agency, was no slacker ei-
ther when it came to risky extractive projects. In August 2010, MIGA issued
a $208 million loan guarantee for a Japanese-French mining consortium
to help finance engineering studies for the Weda Bay nickel and cobalt
mine, and an associated ore-processing plant, on the island of Halmahera
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in eastern Indonesia. The project, involving one of the world’s largest un-
developed sources of nickel, would threaten thousands of hectares of tropi-
cal forest in the buffer zone of a national park.” The mine would release
treated mineral-processing effluent and waste water beneath the sea in
an area with coral reefs. Local fishing folk protested that the mine would
threaten their livelihoods. Given the environmental and social risks, the U.S.
World Bank Group executive director abstained from approving the MIGA
guarantee, but he stood alone in this position among the other executive
directors.”

MIGA’s support for the development of the Weda Bay mine raises a
critical issue: at what point is an investment, in this case prospectively one
of the world’s largest nickel mines on a small tropical island whose popula-
tion depends significantly on forest and marine resources, inherently unsus-
tainable, even with “best practice” precautions? In 2012 MIGA highlighted
its role in Weda Bay as a model of “advancing sustainable investments.”
MIGA’s view was that it was playing a vital role in helping the investors at
an early stage study and mitigate environmental and social risk.” But even
in the best of circumstances, the scale of such projects often turns the local
ecology into a national environmental sacrifice zone, for the benefit of the
global economy, revenues to the national government, and relatively high-
paying employment for outsiders and a minority of the local people.

The IFC Failed . . . and Greenpeace Succeeded

At times it appeared that the IFC and MIGA intentionally sought out inher-
ently risky, environmentally dubious projects on the theory that Bank subsi-
dies would somehow make them more sustainable. A case in point involved
$150 million in IFC loans between 2002 and 2007 to help two of the larg-
est agribusiness concerns in the world, the soybean multinational Amaggi
and the beef-processing giant Bertin, expand their Brazilian production fa-
cilities. The conversion of Amazon rain forest for cattle ranching and soy-
bean production is a global environmental concern, and the IFC projects
required that the soy and beef be traced through the supply chain to ensure
that the products would not come from illegally deforested lands.”

But whatever the intentions, one had to wonder whether subsidizing
multibillion-dollar agribusiness in the Brazilian Amazon was a good use
of international development funds. It turned out that both Amaagi and
Bertin were sourcing their products from Amazon farms that used slave la-
bor.”® Amaggi ensured that no new deforestation occurred through its own
farms, but it did not keep track of where its suppliers got their soya. Bertin
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not only failed to ensure that its more than 600 suppliers were not provid-
ing cattle from illegally deforested lands, it also resisted paying government
fines for illegal activities at its slaughterhouses and it opened new ones in
the heart of the rainforest.” After learning of the abuses, the IFC cancelled
the remaining disbursements of its loan to Bertin in 2009.'®

Amaggi and Bertin were so huge that the IFC loans were relatively
small change and not essential for their expansion plans. The companies
were clearly not particularly interested in greening their supply chains.'”

Meanwhile, Greenpeace Brazil launched an international campaign that
forced the country’s entire soy industry to agree to a “soy moratorium” in
2006. The moratorium avoids the complications of tracing supplier chains
by requiring zero new deforestation, monitored by remote-sensing tech-
nologies of the Brazilian Space Agency.'*

In 2008 Greenpeace also launched a report and campaign, “Slaughter-
ing the Amazon,” against beef and leather products produced in violation
of Brazilian environmental laws. The campaign helped spur aggressive le-
gal enforcement by Brazil’s public prosecutors and environmental agency
against numerous ranches and slaughterhouses. Brazilian NGOs organized
nationwide boycotts of supermarkets that continued to purchase beef from
Bertin and other illegally operating beef producers and processors.'”

There were clear lessons here on how to promote greening of supply
chains, which might be applicable to other commodities such as palm oil
and tropical timber. The IFC thought its loans would help make the soya
and beef industries more sustainable, but the strategy did not work. What
finally succeeded was a combination of political and legal pressure, com-
bined with improved monitoring technology. This was the way to fight de-
structive market forces and the companies that profited from them—not

trying to create new economic incentives with limited means.'*

The IFC, the Private Sector, and the Poor

All of these dubious undertakings of the IFC, as with the rest of the World
Bank Group, were justified in the name of poverty alleviation. Private-
sector-led economic growth was needed for the poor, and the IFC could
promote it and ensure that it would be environmentally and socially more
sustainable, or so the argument went. But what if the IFC was not really
helping the poor, and most of its finance was nothing more than interna-
tional corporate welfare, a charge repeated by many for decades?

A 2011 internal study of 486 IFC projects approved between 2000 and
2010 showed that only 13 percent even included any objectives that explicitly
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targeted the poor.'” Instead, an increasing proportion of IFC support, 63
percent, went to financial institutions and financial markets."” Most IFC
projects had satisfactory economic returns, but growth does not necessar-
ily help the poor, especially in situations where political structures, market
failures, and other social barriers work against them.'"”

The study (conducted by the IEG) concluded with a painfully obvious
admonition: “"An enhanced understanding of the intended beneficiaries is
key to creating opportunities for them.”'” But who were the real, intended
beneficiaries of the World Bank Group—that is, beneath the politically cor-
rect rhetoric, who were the real clients? That was the question discussed
in Wolfensohn’s “town hall” meetings with Bank staff 15 years earlier,
and a question that constantly recurs the more one examines the Bank’s
operations.

In reality, the Bank’s support of the private sector necessarily marginal-
ized environmental, poverty, and social concerns. Its priority was to pro-
mote a favorable investment climate, and that meant in negotiations with
developing countries, the Bank took the side of investors, and acted as their
advocate. Often developing-country governments were pressured to shoul-
der more financial risk of private companies and banks than they otherwise
would have done.'”

Promoting a favorable investment climate meant lower taxes, govern-
ment guarantees, freedom from regulatory burdens, and reduced costs of
all kinds for the multinational enterprises. The strategy emphasized short-
er-term financial returns for the companies rather than long-term environ-
mental sustainability or poverty alleviation. The World Bank Group was
not alone in pushing such priorities: they came from the rich-country aid
donors, and were reflected in the private-sector finance of the other pub-
licly financed multilateral development banks, such as the Asian Develop-
ment Bank and the Inter-American Development Bank."’

Moreover, the World Bank Group, and particularly the IFC, habitually
supported companies that used offshore tax havens such as the Cayman
Islands and Bermuda.'" In 2011 two Danish watchdog groups examined
the IFC’s entire portfolio of extractive industries operations, some 69 proj-
ects. Of the 49 investments for which they were able to find data, 28, or
some 57 percent, used tax havens."? This hardly seemed consistent with
the Bank’s proclaimed focus on improving governance, transparency, and
fighting corruption.

The World Bank Group argued that there were legitimate reasons for
using the offshore financial centers—for example, to avoid double taxation
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in developing countries or supposedly to “provide legal infrastructure that
a given host country lacks.”'"” In response to the Danish report, the Bank
claimed that it was “very unlikely” that host developing countries would
suffer reduced tax payments, but conceded that it was “possible” that the
taxes paid to the industrialized countries, where corporations were based,
could be reduced or avoided. In other words, the Bank admitted that it was
giving publicly backed subsidized loans to companies that were avoiding
paying taxes in the Bank’s donor nations."* In November 2011 the Bank is-
sued a revised policy on offshore financial centers, stating it would do more
to help its borrowers improve the transparency of their tax systems—but
only if they so requested.'”

NGOs and some governments found such rationalizations and half
measures disingenuous, calling for the World Bank Group not to support
companies using offshore tax havens."® The use of offshore financial cen-
ters over the past two decades by multinational corporations, banks, dicta-
tors, criminals, and mafias has played an immense role in promoting cor-
ruption and undermining governance in virtually every country around the
globe—directly undermining “sustainable development” and the “dream
of a world without poverty.” Corrupt elites, officials, and companies in de-
veloping nations, operating outside the legal accountability of any nation,
had secreted to offshore accounts an estimated $7.3-9.3 trillion, about dou-
ble the total amount of developing-country debt.” In the words of former
French president Nicholas Sarkozy, addressing the European Parliament in
2008, “If we provide banks with loans, can we have them working with tax

havens?”!!8

The Financialization of Development and Its Risks

Under Robert Zoellick, the Bank not only become more and more inte-
grated with Wall Street, the City of London, the Cayman Islands, and other
international financial centers—its ethos increasingly resembled them. As
the IFC became the new model for the rest of the World Bank Group, the
historical emphasis of the IBRD and IDA on projects, rules, and compliance
(however imperfectly carried out . . .) appeared obsolete to influential Bank
managers in the go-go world of financial globalization.

If one were to believe the official Bank rhetoric, the whole point of
moving money more quickly with fewer restrictions was to free up time
and resources to help countries develop better systems for using the money.

Butit wasn’t working. In fact, “implementation support,” or building up
capacity and institutions in recipient countries, was failing across the board.
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The IEG reported in 2011 that in the majority of evaluations of the Bank’s
country work in recent years, “efforts at promoting environmental sustain-
ability were rated marginally unsatisfactory or lower.” Recipient govern-
ments just didn’t view environmental management and sustainability as a
priority. Bank supervision continued to be undermined by both perverse
internal staff incentives and the Bank’s failure to predictably allot resources
for oversight of implementation.'*’

Nor were the anti-corruption efforts doing any better. Seven of the ten
most recent country evaluations of Bank anti-corruption work found that
“the achievement of anti-corruption objectives was unsatisfactory. . . . The
Bank has not yet found a way to make interventions to reduce corruption
more effective.”'*°

Of course, none of this should have come as a surprise. Since the time
of the Wapenhans and Morse Commission reports two decades earlier, it
required only the most banal kind of common sense to understand that the
central problem in the Bank was a culture of loan approval, institutional-
ized in various perverse internal incentives. Creating still more incentives
and mechanisms to push money out the door—ever more quickly, in ever
larger volumes, with less overall oversight and accountability—would only
make the development (“sustainable” or otherwise) performance of the
Bank worse.

This was the major legacy of Robert Zoellick.



CHAPTER ELEVEN

Dying for Growth

ANEW PRESIDENT WOULD TAKE the helm at the World Bank Group on
July 1, 2012. Robert Zoellick was preparing to join Mitt Romney’s
presidential campaign, hoping he would be considered as a potential secre-
tary of state or secretary of the treasury. Speculation on likely candidates
for Zoellick’s successor at the World Bank included Susan Rice, U.S. ambas-
sador to the United Nations, John Kerry, former presidential candidate and
chairman of the Senate Foreign Relations Committee, and none other than
Larry Summers, former secretary of the treasury and president of Har-
vard. Summers’ nomination would certainly have sent a signal—20 years
earlier, as chief economist of the Bank, he had argued that the only way to
solve environmental problems was through more growth.'

Instead, President Barack Obama went in a very different direction. In
March 2012 he nominated Dr. Jim Yong Kim, a physician and anthropolo-
gist who had bitterly criticized the effect of Bank policies on the poor and
public health in the 1990s and early 2000s. Kim’s nomination was contro-
versial for a number of reasons. For one thing, developing countries were
increasingly impatient with the cozy, unspoken rule that the United States
always appointed the president of the World Bank, and the Europeans the
head of the IMF. For the first time, the Bank’s borrowers put up two of
their own candidates, who in conventional terms were arguably better qual-
ified than Kim. Both had distinguished records as economists and adminis-
trators: José Antonia Ocampo, a former finance minister of Colombia and
head of the United Nations Economic Commission for Latin America, and
Ngozi Okonjo-Iweala, a former anti-corruption-crusading finance minister
of Nigeria and a managing director of the Bank from 2007 to 2011. At the
Bank Okonjo-Iweala received, in the words of the London-based Economist,
“rave reviews.”?

In contrast, Kim’s background was in international public health. He,
along with Paul Farmer, was a founder of Partners in Health, the innovative
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nonprofit that worked in some of the poorest places and most difficult set-
tings on Earth: treating HIV in Haiti and resistant strains of tuberculosis in
Russian prisons. He had served as the head of the HIV/AIDS department
of the World Health Organization, and more recently as president of Dart-
mouth College. Critics asserted that he was unqualified, especially com-
pared with Ocampo and Okonjo-Iweala, since he was not an economist,
and his expertise was narrowly limited to health.’

In 2000 Kim had been the co-editor of a forceful indictment, Dying for
Growth, of the disastrous impacts on public health of the neoliberal, pro—
corporate economic globalization policies promoted by the World Bank
and other international financial institutions. The book’s title was a maca-
bre pun: the poor in developing countries were literally dying because of
the policy prescriptions of the Bank and IMF. In the words of the introduc-
tion, which Kim co-authored: “The studies in this book present evidence
that the quest for growth in GDP and corporate profits has in fact worsened
the lives of millions of women and men . . . [and has] inflicted additional
suffering on disenfranchised and vulnerable populations. . . . The main ad-
vocates of neoliberal policies—governments of wealthy countries, banks,
corporations, and investors—are those who have profited most handsome-
ly from their application.”

Even more damning was a case study on Peru in the 1990s, based on
Kim’s own experiences in the country. He lambasted the World Bank
Group’s support for private-sector mining and oil production, singling out
the IFC-financed Yanacocha gold mine as an egregious example. Under
Bank-promoted policies, “environmental laws shaped to encourage invest-
ments have led to significant ecological degradation from deforestation,
oil spills, and poisoned waterways. In mining towns, villagers reported
mass deaths of fish and livestock as a result of copper and sulfate stream
contamination.”

And he argued that Bank supported “private-public partnerships” (the
state assumes the financial risks, and a private corporation, usually foreign,
is guaranteed a profit—think Bujagali, Nam Theun 2, Yanacocha, Marlin,
Tata Mundra . . .) were also undermining health:

In developing countries, the principles of privatization have been ap-
plied to health services with similar disregard for the health of the
poor and marginalized. . . . The capriciousness of such policy shifts
highlights the lack of accountability with which multilateral agen-
cies have designed, disseminated, and implemented their models.
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The penalties for failure have been borne by the poor, the infirm,
and the vulnerable that accepted the experts’ designs.®

So it was hardly a surprise when the Economist not only backed Ngozi
Okonjo-Iweala as the qualified candidate (“a golden opportunity for the
rest of the world to show Barack Obama the meaning of meritocracy”),
but stated that Kim’s views were more appropriate for leading Occupy Wall
Street than heading the Bank.”

For admirers of Kim'’s iconoclastic, radical views in Dying for Growth,
one of his first public statements after his nomination was not encouraging:
“The Bank has shifted tremendously since that time (2000), and now the no-
tion of pro-poor development is at the core of the World Bank.”®

Really?

The Future We Want?

Meanwhile, just as Kim was preparing for his first day of work, some 50,000
people from 189 nations gathered in Rio de Janeiro from June 13 through
June 22 for the Rio Plus 20 Conference on Sustainable Development—
“Rio+20.” Expectations were low to begin with, and they were more than
fulfilled. The conference confirmed the pervasive failure of political will, as
well as the brazen hypocrisy, of most of the world’s governments in effec-
tively addressing global environmental challenges. Unlike the original 1992
Rio Earth Summit, heads of state of major countries stayed away; even
Secretary of State Hillary Clinton, the highest-ranking U.S. representative,
only came for a few hours.” In fact, host country Brazil and the UN organiz-
ers gave up the pretense of even trying: to avoid the chaotic collapse that
had characterized the climate negotiations, the Brazilian foreign ministry
drafted in advance a final conference declaration that everyone could agree
on, since it committed no one to do anything. In fact, it even backtracked
on existing commitments.

The 49-page document,” entitled “The Future We Want,” omitted a
proposed call for ending subsidies for fossil fuels—despite the commitment
of the G20 (that is, the group of 20 of the most important economies, in-
cluding China, India, Brazil, and the richer industrialized nations) to phase
out such subsidies in 2009. In any case, the G20 had done virtually nothing
to deliver on that commitment.' Proposals for green taxes and obligatory
reporting on sustainability for large corporations also were swatted down."
Instead the document “reaffirmed” 59 times (more than once per page) ear-
lier commitments—to international cooperation, to sustainable develop-
ment, and to the be-all and end-all, economic stability—with no indication
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of what specifically, if anything, would be done, with what means, and
when."” “The Future We Want” also reaffirmed commitments of the 1972
Stockholm Conference on the Human Environment, of the 1992 Rio Sum-
mit, of Agenda 21, of the Rio Declaration, and of the 2002 Johannesburg
World Summit on Sustainable Development (“Rio Plus Ten”). Lest any-
thing be left out, “We recall as well our commitments in the outcomes of
all the major United Nations conferences and summits in the economic,
social, and environmental fields. . . .”"

Unlike the World Bank, no one could accuse the United Nations of in-
stitutional amnesia; the problem was one of total impotence.

The developing countries, led by China and Brazil, predictably saw the
conference as an opportunity to demand more money as well as rights to
intellectual property from the aging industrialized nations. They proposed
still another new global fund for sustainable development, which would
hand out $30 billion annually to support climate-friendly energy, sustain-
able agricultural practices, and even—a bit of a financial non-sequitur
here—the phase-out of fossil-fuel subsidies. For a few hours, developing-
country negotiators staged a walk-out to protest the refusal of the richer
countries to endorse such a fund. The irony of course is that the formerly
rich countries were in many cases already debtors of newly industrializing
nations such as China and Brazil, the new creditors in the international
financial system. The older industrialized nations were happy to talk and
make vague commitments so long as nothing substantial was involved, like
large amounts of more money."*

Meanwhile, in the real, natural world, human-caused greenhouse-gas
emissions had increased by nearly 50 percent since 1992, and 1.15 million
square miles of forest had been cleared, an area nearly 40 percent of the
size of the continental United States.” The director of the International
Energy Agency warned that “the world’s energy system is being pushed
to the breaking point, and our addiction to fossil fuels grows stronger each
year.” Because of the failure of governments and markets, the world was
on a path to 6° Celsius warming by the end of the twenty-first century.
Rising sea levels, extreme storms, and the collapse of agriculture in many
regions could promote mass migrations on a scale unprecedented in hu-
man history.'

The conference was a particularly grotesque example of the discon-
nect between the fantasy world of climate politics and the real, natural
world—where critical ecosystems were unraveling. Even the more main-
stream, normally circumspect groups had had enough: the director of
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WWE International (the World Wide Fund for Nature) denounced “The
Future We Want” as a “colossal failure of leadership and vision.” CARE
proclaimed that it “was nothing more than a political charade” and the
head of Oxfam UK called the conference a “hoax:” “they came, they talked,
but they failed to act.”"’

The Green Economy—or the Greenwash Economy?

But there was a counter-narrative, namely that Rio was a partial success
because of various nonbinding agreements made outside the official nego-
tiations. The United Nations claimed that more than 700 voluntary com-
mitments had been made, mobilizing $513 billion to promote sustainable
development.

After more than 20 years, “sustainable development” had become a
shopworn and empty phrase, so many of the conference participants pre-
ferred the terms “green growth” or “green economy”—and indeed the
“green economy” was a major theme of the meeting. But was this simply
a public relations pitch for “a greenwash economy,” another vapid effort to
repackage business as usual?'®

Microsoft proclaimed that its operations would be carbon neutral by
2030; Virgin Airlines mogul Richard Branson headed an effort that pledged
to make the Caribbean island of Aruba stop using fossil fuels by 2020. Co-
ca-Cola pledged $3.5 million to support “more sustainable water access in
several African countries.”” Walmart, Unilever, the giant Maggi soybean
agribusiness group in Brazil, Lockheed-Martin, Anglo-American mining,
China Merchants Property Development, ArcelorMittal mining, Clorox,
and Dow Chemical, along with scores of other corporations and national
governments, endorsed various declarations supporting natural capital ac-
counting, i.e., quantifying and accounting for the impacts and costs of eco-
nomic decisions on ecosystems and the environment.*

The UN proclaimed a “Sustainable Energy for All Initiative”: the aim
was to double, by 2030, the proportion of renewables in world energy con-
sumption and the rate of improvement in energy efficiency, as well as to
provide electricity to the 1.3 billion people in the world without it The
goals sounded familiar, echoing reams of UN and World Bank documents
from past years and decades. And the players were familiar, too: there were
some prominent leaders and academics in the renewable-energy field, as
well as renewable-energy companies. But the other participants, whose fi-
nancial and political clout was greater, were not a particularly reassuring
lot: the World Bank and other MDBs, and the South African power utility
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Eskom, which we recall had recently embarked on a coal-plant building
binge without equal. Siemens was there, committed to a prominent public
role in corporate social responsibility, as well as the Norwegian state oil
corporation, Statoil, the Brazilian minister of mines and energy, the head
of the Russian energy agency, and the leaders of the Brazilian and Chinese
development banks.*

The World Bank and seven other multilateral development banks also
pledged $175 billion for public transport—trains, subways, buses, and cy-
cling lanes—over the next 10 years. This was not new money; it was a
promise to use a bigger portion of existing funds for lower-carbon trans-
portation. The World Bank and other MDBs would still fund massive high-
way projects, but public transport would play a larger role in their future
lending—or so they promised.”’

Past experience dictated caution if not skepticism. For the past two de-
cades, the Bank had been promising to promote efficiency and renewable
energy—which it finally, modestly, began to do in the two or three years
leading up to the Rio+20 Summit, but in conjunction with large increases
in financing coal, oil, and gas.

Waiting for Sustainability

It required a peculiar suspension of disbelief, a conference-induced amne-
sia, or as Nature had proclaimed in its denunciation of the December, 2011
Durban climate negotiations, a UN-conference-going-induced “Stockholm
syndrome”—to give serious credence to the overall impact of most of the
commitments. Yes, in some cases, the voluntary public engagement might
indeed result in more environmentally “good things” happening at the mar-
gin than otherwise might have taken place. But the optimists at Rio seemed
to be in denial of what was clear once one exited the conference center: the
intensifying failure of governance and markets around the world to avoid
ecological unraveling.

Instead of the two hobos in Samuel Beckett’s play endlessly talking,
declaring their firm resolve to go finally and do something, and then sitting
still, waiting for Godot, the tragicomic play of Rio involved 50,000 people
talking about 700 commitments of suspect credibility, waiting for sustain-
ability—as the world outside burned.

For the global climate, time had already run out. Governments were
not moving slowly in the right direction toward sustainability—they were
moving backwards, driven by much more powerful economic and political
forces than 700 voluntary United Nations commitments.
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Accountable to Nature?

The World Bank was a cynosure for some of these voluntary, nonbinding
pledges. Rachel Kyte, the Bank’s new vice-president for sustainable devel-
opment—recently promoted from years in the IFC as a vice-president—de-
clared that the Bank was “all about action in support of countries to achieve
growth that is inclusive, and green.” The Bank claimed in Rio that nearly
half of its lending in 2011, some $24.6 billion of $57.3 billion in new com-
mitments, was for “sustainable development.”*

The Bank highlighted its own version of “inclusive green growth,”
which included a highly publicized event and declaration on natural capi-
tal accounting. “Massive Show of Support for Action on Natural Capital
Accounting at Rio Summit,” the Bank’s public relations department trum-
peted.” To help nervous heads of state and finance ministers understand
what such a commitment might actually entail, the Bank’s “Frequently
Asked Questions” section on its website was reassuring: Question: “What
does it mean ‘to support the communiqué”” Answer: “Expressing support
for the Communiqué on Natural Capital Accounting will mean that your
country will be featured at the . . . initiative’s launch event on June 20th in
Rio, as well as on this website and subsequent communications, and that
you will be invited to discuss and engage on the topic of natural capital ac-
counting with other national governments and organizations. . . .”** On the
last day of the conference, Kyte enthused that “natural capital accounting
events filled the Rio Convention Center. . . . This new energy and emphasis
around this issue may be the most important outcome of Rio+20.”%

Unfortunately, nongovernmental groups, academics, and even some
marginalized elements inside the World Bank had pushed for “natural capi-
tal accounting” for over 20 years, with absolutely no impact whatsoever on
real market forces. Leading up to the original Rio Earth Summit in 1992,
a small but dedicated group of environmental specialists within the World
Bank desperately tried to promote this approach, only to be squelched
by then—Chief Economist Larry Summers.”® Think tanks like the World
Resources Institute published reams of studies that called for factoring in
the true cost of destroying ecosystem services—again with no impact.”
Indeed, economic globalization, freer trade, and deregulation unleashed a
system where longer-term concerns for conserving “natural capital” fac-
tored less and less into financial decision making.

The Bank itself had fled from numerous opportunities to put a price
tag on the environmental impacts of its lending decisions. In 2004 the
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Extractive Industries Review urged the Bank to develop greenhouse-gas
accounting and, most important, give economic weight to the climate im-
pacts of prospective investments in its decision making. Over the past year
the Bank was finally expanding its GHG accounting, but went out of the
way to emphasize it was an heuristic exercise—with no economic weight
in lending decisions.

At Rio, the Bank touted new pilot programs to help a few countries over
a number of years develop still another “policy framework” for analyzing
the value of, and impacts on, natural capital in economic decisions. But
what were the environmental and social-safeguard policies of the Bank, if
not a painfully won policy framework for analyzing and weighing such im-
pacts? True, the safeguards were not written in the language of economics;
they had the virtue of serving as quasi-regulatory guidelines that, if en-
forced, actually prevented destruction of natural and social capital, as well
as identifying necessary mitigatory measures.

The most ambitious of newer efforts at natural capital accounting were,
in a broader sense, none other than the failed carbon markets promoted
through the Clean Development Mechanism and REDD+ programs. But
as we saw, each of these efforts was plagued by corruption and fundamen-
tal questions about the environmental integrity of internationally tradable
climate offsets themselves.

The Bank asserted that “much of green growth is about . . . addressing
market failures and ‘getting the price right’ by introducing environmen-
tal taxation, pricing environmental externalities (such as carbon pricing),
creating tradable property rights, and reducing inappropriate subsidies.” It
acknowledged that putting these principles into practice is “an enormous
challenge” because of failures of governance and the realities of political
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economy; i.e., “political and social acceptability issues,” “missing markets or
institutions,” and “inertia and biases in behavior.”** In other words, “green
growth” meant getting prices right and creating new markets—the utopian
goal of much neoliberal economic policy. But there were the sticky prob-
lems of the resistance of human societies, anti-market social values, the
perversity of human behavior, and in many cases the embarrassing absence
of actually existing institutions, and the even more embarrassing problem
of actually existing markets failing—uncomfortable questions if more mar-
kets were supposed to be the solution.

In many countries, and not just the poorest developing ones, the grow-
ing criminalization and mafiazation of important sectors of the economy
mocked the pretensions of natural capital accounting. In fact, corrupt,
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brutal, and dictatorial behavior, based on ruthless exploitation of natural
resources, some political scientists maintained, was eminently the most ra-
tional and successful path for many a ruler and politician in countries with
weak or failing governance.”

While the Bank babbled on about “inclusive green growth” and “natu-
ral capital accounting,” many saw the initiatives as an attempt to quantify,
commodify, and privatize nature.”” The political foundation of the Ger-
man Green Party, the Heinrich Boll Stiftung (Foundation), criticized the
Bank for asserting that new investments in infrastructure were the “heart
of green growth” without identifying the preconditions necessary to avoid
the conflicts between local communities and investors that had increasingly
plagued infrastructure in developing countries—most especially in World
Bank projects themselves!” Again, it was as if the World Commission on
Dams and the Extractive Industries Review had never taken place.

Yes, at a certain level of generality, everyone could agree with the need
to put a value on environmental externalities, i.e., the real costs of harming
ecosystems. But rather than strengthening the political and social-policy
approaches that decades of experience had produced, the good-practice ap-
proaches of the Safeguard policies and the collective learning experiences
of the World Commission on Dams and the Extractive Industries Review,
the Bank preached further development of market mechanisms at the very
time when governments (with massive bailout lending for the private sec-
tor, including lending from the World Bank) were desperately trying to save
the global economy from the effects of overreliance on markets. For the
environment, the Boll Foundation warned that such an approach could un-
leash new forms of resource exploitation and human rights abuses. There
had already been harbingers in projects financed by the Bank’s carbon
funds—for example, Plantar in Brazil, controversial dams, and growing
protests by some indigenous communities against the commodification of
forest carbon.

In the words of an eloquent counter-manifesto at Rio,

instead of expanding the scope of markets to every domain of na-
ture, creating a true green economy would start from the opposite;
reversing the tide of commodification and financialisation, reduc-
ing the role of markets and the financial sector, acknowledging
the limits of business versus other spheres of life, and recognising
the collective responsibility of all people for, and strengthening the
democratic control over, the worlds” ecological commons. Rather
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than a Natural Capital Declaration we need more Nature without
Capital.*

The whole Rio+20 spectacle was best characterized by one journalist as

“tragedy, farce, and distraction.””

“We Have a Great Mission Statement”

The following month, Jim Yong Kim made his first public pronouncements
as president of the World Bank. They were a far cry from the worldview of
Dying for Growth.

Speaking at the Brookings Institution in Washington on July 19, 2012,
he declared: “You walk in the door of the World Bank and it says on the wall
‘Our dream is a world free of poverty.” Now, I was so moved by that slogan
on the wall. . . . So, we have a great mission statement. We know what
we're doing in the largest sense and it’s really critical.”*® He reiterated that
sustaining economic growth was the major priority, but naturally it would
be growth that was “inclusive” and “sustainable.” He praised the achieve-
ments of the Bank, especially its subsidization of the private sector, noting
for example that “all across the developing world, the International Finance
Corporation, our private sector arm, together with MIGA, the Multilateral
Investment Guarantee Association [Agency], are leading the way in propos-
ing innovative approaches to leveraging private sector investment. . . .”%

At times his language seemed to echo the more vapid of the canned
press releases of the Bank’s public relations department. Kim appeared re-
luctant to voice independent views; he may have been all too aware of the
criticism of his appointment in establishment circles and in the conserva-
tive financial press.

Near the end of the event a representative of a nongovernmental orga-
nization in Pristina, Kosovo, asked Kim about the Bank’s ongoing plans to
finance a new 600-megawatt lignite (brown coal) power plant in her coun-
try. The Bank’s prospective support for the coal plant had become a high-
profile international controversy, building on years of previous protests
against Bank funding for coal-fired power.

The Dirtiest New Coal Plant in Europe®

On its face, the Bank’s support for the Kosovo project appeared scandalous:
after all, lignite is the dirtiest of all fossil fuels, with even higher emissions
of sulfur and heavy metals such as lead and mercury, as well as carbon,
than conventional coal. There was, however, speculation that in the wake
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of previous controversies, the Bank was actually reluctant to support the
Kosovo lignite plant: it was doing so because of strong political pressure
from the United States, with support from most of the European Union
countries.”

In fact, the project revealed how the U.S. government took strongly
contradictory positions within the Bank. The United States had been quite
aggressive in criticizing the Bank’s continued lending for coal, refusing to
approve, for example, the Bank’s loans for the giant South Africa Medupi
coal plant in 2010. But the United States had invested a great deal of politi-
cal capital in leading NATO bombing attacks against Serbia in 1999 in an
effort to force Serbian withdrawal from Kosovo during the civil war that
followed the breakup of Yugoslavia. The U.S. State Department had pushed
aggressively for Kosovo’s independence. Now the country was an econom-
ic basket case, and one of its gravest problems was a chronic shortage of
electric power, associated with two decrepit lignite power plants operating
below capacity; they were in desperate need of renovation or replacement.
The quickest solution, as proposed by a U.S. Agency for International De-
velopment study, would be to renovate one of the plants, bringing it up to
European Union coal-plant-pollution standards, and close the other plant
and replace it with a new 600-MW facility.*’

The Bank claimed in January 2012 that that while there was some poten-
tial for developing renewable energy sources in the country, lignite was the
only cheap, plentifully available domestic fuel.*' Yet this was not the case.

None other than the first—and last—so-called renewable energy czar
at the Bank, University of California—Berkeley professor Daniel Kammen,
vociferously protested the United States” support for the Kosovo project.*
Kammen was the founder and director of the Renewable and Appropriate
Energy Laboratory at Berkeley. The Bank touted his appointment in Octo-
ber 2010 to a newly created high-level position of “Chief Technical Special-
ist for Renewable Energy and Energy Efficiency,” where he would “provide
strategic leadership on the policy, technical, and operational fronts.” Kam-
men lasted all of 14 months and then returned to academia as the Bank
abolished his position.

Kammen pointed out that simply addressing Kosovo’s huge power loss-
es from inefficiency—some 40 percent of the electricity generated—would
be much more economical than funding a new plant. Combined with in-
vestments in renewable energy, efficiency measures would also create more
jobs. Indeed, 200 megawatts of private-sector wind projects were already
waiting for approval from the Kosovo government.*
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Moreover, the health impacts of the new lignite plant, even if it met EU
standards, would expose the inhabitants of the nearby capital, Pristina, to
pollution that in the United States, as Kammen pointed out, is responsible
for the premature deaths of 30,000 people annually. If the proposed project
were to proceed, it would leave “a devastating legacy for a young nation
that we know can have a different path.”*

Kim replied to the Kosovo activist that he thought that the Bank’s mem-
ber countries and Executive Board expected it to play a “very large role” in
confronting climate change and other environmental issues. “We’ll simply
have to figure out over time the best mechanisms to do that. The commit-
ment to it is there.”* After 25 years of Bank declarations on its commit-
ment to the environment, and 20 years after its initial commitments to ad-
dress climate in its energy lending, the Bank’s new president said the Bank
was still trying to figure out “over time” what to do.

In fact, in his response to the question of the Kosovo lignite plant, Kim
demonstrated exactly what the problem was. He first declared that “energy
is a critical part of boosting prosperity and eradicating poverty,” a state-
ment that everyone could agree on but that did not clarify anything. He
then added that there were differing views among the Bank’s executive di-
rectors “about this tradeoff between our need to keep the environment
clean and poor countries” need for energy.”¥

One might venture that Kim knew better than this, that this was a false
tradeoff, but perhaps he realized that he was in the middle of a political
minefield.

The IFC Marikana Nightmare

Kim’s first major overseas visit to Africa on behalf of the Bank, in early Sep-
tember 2012, raised more disturbing questions. In South Africa Kim effu-
sively praised the local staff of the IFC, but made no mention of the worse
massacre of workers since the apartheid era at the IFC-supported Marikana
platinum mine just three weeks before. In August, police opened fire on
striking miners, killing 34. Most of the victims were migrant workers who
lived in insalubrious shanties and shacks. As Jim Yong Kim arrived in South
Africa, Archbishop Desmond Tutu denounced the massacre; “Marikana felt
like a nightmare,” the Nobel Peace Prize laureate declared.*®

The Marikana project showed the hypocrisy of companies that proclaim
their leadership in “corporate social responsibility” while catalyzing appall-
ing social and environmental conditions. Through 2010 the IFC had com-
mitted $200 million in financing to the London-based Lonmin corporation,
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the world’s third-largest miner of platinum. Lonmin in turn promised an
ambitious community-development program for the Marikana mine work-
ers, including workforce training, opportunities for women, and HIV/
AIDS education. The program was highlighted on the IFC website with
every catchword of politically correct sustainable-development-speak—in-
cluding a clever PR slogan for the extractive industries: “Digging Deep for
Development.”*

During the whole period of IFC involvement with Lonmin, the Bench-
marks Foundation, a South African NGO affiliated with the South African
Council of Churches, conducted on-site visits and issued reports on the real
conditions at the company’s platinum mines at Marikana, as well as in the
adjacent mines of the Anglo-American corporation. Anglo-American was
one of the multinational corporations highlighted in the Bank’s Rio+20
event as having committed to natural capital accounting. In 2006, as the IFC
was appraising its prospective involvement in Lonmin, Benchmarks report-
ed that the platinum boom in northwestern South Africa had huge negative
environmental and social impacts on the 350,000 people in surrounding
communities, “contrary to the popular myth that the benefits from mining
trickle down to local communities.” Benchmarks expressed hope, though,
that the environmental, social, and poverty problems might be addressed
by the mining companies.*

Five years later, just two days before the Marikana massacre, Bench-
marks released an alarming report on the failure of “corporate social re-
sponsibility” of the mining companies in the region:

We have seen very little improvement in the performance of the
companies. . . . What we have seen, is a large increase in corpo-
rate advertising, large spreads in newspapers and billboards stating
how responsible mining is, in particular by Anglo [Anglo-American]
Platinum.”*

For the Lonmin operations at Marikana, Benchmarks found a high, “un-
acceptable” level of fatal accidents; “appalling” housing conditions with a
“proliferation of shacks and informal settlements, the rapid deterioration of
formal infrastructure and housing;” drainage leaks and spills of sewage that
resulted in chronic childhood illnesses, including bilharzia; asbestos-contam-
inated school buildings; and a failed, abandoned white-elephant hydropon-

ics ““Corporate Social Responsibility’ community project” in “wrack and

ruin.””* Indeed, “environmental degradation goes like a golden thread in the

area; in fact, the situation seems even worse than more than five years ago.”>
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The “inclusive green economy” propaganda of Rio, and the pronounce-
ments of the new Bank president, even as he visited South Africa, were
totally disconnected from this stark reality. In a press conference in Preto-
ria on September 6, 2012, Kim emphasized that in South Africa the Bank’s
“largest efforts are through the International Finance Corporation, our pri-
vate sector wing. So I would never dare to change a mission as powerful
and clear as ending poverty and boosting prosperity. That’s a wonderful
mission to have.”

Asked about the Bank’s role in financing fossil fuels and coal, Kim
maintained that South Africa “needed energy in order for the economy
to grow—in order for the economy to grow and provide good jobs so that
people can [unclear] poverty you need energy. And there was a very strong
sense that this clean coal project was the way to go.” He was referring to
Medupi, which South African nongovernmental groups had convincing-
ly shown was not going to provide power for the poor. Yes, the fourth-
largest new coal plant on Earth, financed with over $3 billion from the
Bank, was “clean coal.” Kim added that, yes, we also needed to mitigate
climate change, but he had to balance competing priorities.™*

Dying for Growth

In fact, as Kim was extolling the IFC, conflict continued to spread to its
other extractive investments.” When Kim took over at the Bank in July,
protests against the expansion of the IFC-financed Yanacocha gold mine in
Peru culminated with the police killing five people.”® Though it would be
unfair to expect Kim to keep track of every controversial project, he had
singled out Yanacocha in Dying for Growth, we recall, as an example of non-
sustainable, non-inclusive, environmentally harmful investment.

In late 2011 and mid-2012, there were also CAO complaints and mass
protests against other IFC-supported mines in Peru (in this case an opera-
tion run by natural-capital-accounting leader Anglo-American) and Colom-
bia—both charged with serious health and environmental damage. In the
Colombian case, local community groups and NGOs protested risks from
a Canadian-owned gold mine to downstream drinking water that supplied
the city of Bucaramanga, with 1.2 million people, in an area that Colombia’s
environment ministry had prioritized for conservation and preservation.
The IFC-supported the project despite an evaluation of Colombia’s envi-
ronmental ministry that it was “environmentally nonviable in the way its
development and environmental management have been structured. . . .’
The IFC continued its extractives binge in Sub-Saharan Africa, providing
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$150 million in late June 2012 for multinational mining giant Rio Tinto’s
Simandou iron ore project in Guinea, a mine that was cofinanced by the
Chinese mining company Chinalco. The IFC’s action was described in the
Australian press as “shoring up Rio [Tinto’s] share” in the project, making
the IFC a 5 percent minority shareholder in the mine. The U.S. executive
director of the World Bank Group refused to approve the project, since the
IFC had rushed in to participate before the requisite environmental and
social assessments had been completed.”

In early 2013 the IFC was preparing to give up to $900 million in loans,
and MIGA up to $1 billion in risk guarantees, to support Rio Tinto’s devel-
opment of a huge copper and gold mine, Oyu Tolgoi, in the Gobi Desert
in Mongolia. The project would disrupt large areas of nomadic herders’
pasture lands, divert much of the only underground river in a water-scarce
arid region, and obtain power from a new 750-megawatt coal-fired elec-
tricity plant. It would be one of the three biggest copper-gold mines on
Earth, would export mainly to China, and would account for over a third of
Mongolia’s GNP by 2018. The Sierra Club and other environmental orga-
nizations protested the Bank’s “climate hypocrisy” of not requiring a con-
sideration of lower-carbon alternatives to the project’s coal plant.”” Mon-
golian organizations representing the herders filed a complaint with the
IFC/MIGA CAO. The view of the herders, some of whom had even tried
working for the mine, was expressed by one who declared: “We don’t need
money from mining. . . . What we need is water and land.”® In March 2013
the Bank’s board approved the IFC’s support for the mine, notwithstanding
the abstention of the U.S. executive director, who cited critical gaps in the
environmental and social assessment, as well as a lack of details on the cu-
mulative impacts of the project, such as those associated the proposed coal
plant. The U.S. representative also noted that, despite some recent improve-
ments, Mongolia still lacked institutional capacity for mining regulation.®'

The perspective of the Mongolian herders was backed up in a way by
an unusual source, the Bank’s own semiannual publication on Africa’s eco-
nomic prospects, Africa’s Pulse. The October 2012 report asserted that not
only were investments in extractive industries not benefiting the poor, the
relationship of such investments to poverty alleviation was at times even
inverse. Extractive projects did result in high apparent economic growth
rates in quite a few Sub-Saharan African countries, but

some countries such as Angola, Republic of Congo, and Gabon have
actually witnessed an increase in the percent of the population living
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in extreme poverty. Overall, the decline in poverty rates in resource-
rich countries has generally lagged that of the region’s non-resource-
rich countries. . . . To a large extent, the benefits of growth have not
reached the poorest segments of society.”

While more than half of the natural-resource-rich countries in Sub-Sa-
haran Africa had middle-income status (a per capita income of over $1,000
annually), they often had lower levels of education and health than the re-
gional average. Incredibly, “many of the resource-rich countries score at the
bottom of the [United Nations Development Program] Human Develop-
ment Index.” In fact, Gabon, with a per capita income of over $10,000,
“has one of the lowest child immunization rates in Africa,” noted the Bank’s
chief economist for Africa.*

It was particularly ironic that a high-ranking Bank official would single
out Gabon as an egregious example of non-inclusive, unequal growth from
mineral (in this case oil) extraction, since the Bank’s signature “green in-
clusive growth” natural accounting event at Rio highlighted, along with
several northern European prime ministers and various corporate bigwigs,
none other than President Bongo Odima of Gabon. Bongo Odima had re-
cently inherited the kleptocratic empire of his father Omar Bong, who had
been the country’s dictator for 42 years.®

The central problem, of course, was poor governance and its associated
corruption, which the “resource curse” persistently made worse, despite
(and sometimes because of) the efforts of the World Bank Group and other
public international financial agencies. Oil-rich countries had the most per-
verse results of all; they, concluded Africa’s Pulse, “systematically perform
worse than other country groups in terms of voice and accountability, po-
litical stability, rule of law, and the control of corruption. . . . This pattern

has persisted over time.”*

The Solutions Bank?

The new president’s contradictory positions were in full evidence at the
World Bank/International Monetary Fund meetings in Tokyo in October,
2012.% Kim’s statements reflected the conflicting political pressures in the
Bank, what may have been his own ambivalent views, and perhaps his igno-
rance of the Bank’s actual operations.

He emphasized in a “town hall” meeting with NGOs that he had spent
most of his career as “part of civil-society [organizations] demanding social
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justice.” “I can’t end poverty without the deep engagement of CSOs.” “Tam
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very concerned on climate change—we will move forward on this,” he as-
serted.®® He claimed that the Bank had “absolutely no intention of diluting
the safeguards,” which he described as a “great accomplishment.”® But the
Bank needed to “get through the [safeguards] process more quickly.”

He also claimed that Bank staff “agree that we are too focused on vol-
ume instead of results,” and seemed to blame the Bank’s executive board
and member countries for the problem: “We want the board to stop paying
attention to approval and volume.”” The loan-approval culture in the Bank
was a product of various pressures, but from the 1992 Wapenhans Report
onwards, the first and foremost problem had been identified as a perverse
internal incentive structure, reinforced by many who rose in management,
that indeed rewarded staff for pushing money out the door. The Bank, he
said, “needed to reward those staff who produce results for the poor.” And
what was the model for the entire World Bank Group for accomplishing
this? The “IFC has moved in this direction and we need to move in this
direction.””

This was an astounding and depressing statement; was Kim aware of
the recent (2011) IEG evaluation of the IFC and the poor, which found that
87 percent of IFC operations reviewed had no explicit objectives relating to
the poor; that, for the most part, the IFC didn’t even bother to collect data
on how its lending impacted the poor; and that in 2011 more than two-
thirds of its financing went to the financial sector?”?

His address at the meeting’s plenary session was full of lofty rhetoric.
He quoted Martin Luther King Jr. about the arc of the moral universe bend-
ing toward justice; he cited anecdotes that seemed to be a stock feature of
World Bank Group presidential addresses, depicting poor peoples’ aspira-
tions (a 26-year-old woman in Honduras who wanted jobs for her commu-
nity, a mother in India who wanted a clean neighborhood and clean air to
keep her children healthy).”

“What will it take?” he asked. He then reiterated the changes that had
been launched by Zoellick: the Bank had to become “faster, more innova-
tive, more flexible,” particularly with respect to middle-income countries,
lending, for example, to “financial services in asset management and hedg-
ing.” He praised the IFC again for “unlocking new investment funds for
the private sector in frontier markets.” The Bank had to focus on results, so
“that’s why I will work with the board to streamline our procedures, sim-
plify our processes, and cut down project preparation time.””*

Politically correct rhetorical flourishes aside, Kim’s words seemed to
reconfirm the further weakening of environmental and social safeguards,
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and the growing abandonment of project finance as the main business of
the Bank.

Bank staff at the Tokyo meeting were decked out in identical T-shirts
with the logo “What Will It Take?””

More bizarre, but typical of the corporate sloganeering that increasing-
ly permeated the Bank’s rhetoric over the years, was his declaration that the
“we must stake out a new strategic identity for ourselves. We must grow
from being the knowledge bank to the solutions bank.” This did not mean
that the Bank had ready-made solutions, he explained, but that it would
work with clients, partners, and local communities to identify them. The
big problem was delivery—implementation. So a “relentless focus on the
details of implementation” was required.”

Kim was restating the same contradictory goals of World Bank presi-
dents past; he was almost channeling Wolfensohn’s “strategic compact”
and Zoellick’s “modernization initiatives,” just with a revised vocabulary.
Speed up lending, simplify or marginalize all the pesky procedures, fiducia-
ry rules, and environmental and social safeguards, but simultaneously im-
prove results on the ground and implementation: that is, square the circle.

Of course, the World Bank Group didn’t have the resources or exper-
tise, let alone the political power, to “end poverty” or save the environment.
But it could play a leadership role—setting a standard for other banks, ex-
port credit agencies, governments, and yes, the private sector. It only had
to listen to the voices and criticisms of some of its own staff, whether in
the environmental area or in many of the findings and recommendations
of the Independent Evaluation Group. But throughout the Bank’s manage-
ment there was a persistent failure of leadership—part of a global failure
of governance that was rapidly foreclosing the future of humanity. The
initial public appearances of Jim Yong Kim, who had inspired much hope
for change, aroused fears that this failure of nerve was highly contagious at
the Bank—and that no one was immune, not even the president.



CHAPTER TWELVE

What Does It Take?

IN NOVEMBER 2012, the World Bank with great fanfare released a report
entitled “Turn Down the Heat,” urgently warning that the Earth was
headed for 4° Celsius (7.2° Fahrenheit) warming in coming decades, with
catastrophic impacts. The world, and particularly its poorest populations,
faced the prospects of increasing droughts and food shortages, rising mal-
nutrition rates, the flooding of coastal cities, and growing shortages of
water in many regions. There was increasing uncertainty about the future
of economic development itself. The Bank’s president, Jim Yong Kim, de-
clared that “it is my hope that this report shocks us into action.™

He proclaimed that “data and evidence drive the work of the World
Bank Group” and that “the World Bank is a leading advocate for ambitious
action on climate change.” The Bank, Kim added, will “redouble” its efforts
to support “national initiatives to mitigate carbon emissions and build adap-
tive capacity as well as support inclusive green growth and climate-smart
development.™

No one could doubt Kim’s sincerity, but there was a massive discon-
nect between his statements and, as we have examined, the history of the
Bank concerning the environment and climate change. If the Bank’s inter-
nal priorities did not change, there would be little likelihood that it would
be more effective in the future than the past, not just in addressing climate
change and environmental issues, but in achieving its newly proclaimed
goal of “inclusive green growth.”

The World Bank Group, as we have seen, had suffered for decades from
a bureaucratic original sin: the loan-approval culture, coupled with a lack
of political will to resist the contradictory, often hypocritical pressures of
its donors and borrowers. Tens of thousands of pages of both internal
Bank reviews and external studies had documented the implications of
this conundrum, to very little effect. Poor performance of Bank projects,
massive corruption of lending, and incoherence in promoting consistent
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environmental goals across its operations (of which its lending for fossil
fuels combined with siphoning off new multibillion-dollar funds to fight
climate change was an outstanding example, but hardly alone)—all were
rooted in the Bank’s dysfunctional internal culture.

This management culture was in large part the end result, and the mir-
ror, of the political contradictions and hypocrisies of its member nations.
The misguided decisions of senior Bank managers to push money more
quickly with fewer controls also stemmed from a desire for the Bank to
remain relevant in a world of growing private-sector and middle-income-
country (e.g., China, Brazil . . .) international financial flows. These new
sources of funds often did not bother very much with procedures or con-
ditions related to social and environmental impacts of what was being
financed.

Yet the Bank itself, at least its Independent Evaluation Group, had iden-
tified a clear solution. To avoid irrelevance, starting with middle-income
countries that could find finance elsewhere, its operations should become
“beacons of performance” of good and best practice in the areas of envi-
ronment, social equity, and anti-corruption. If it focused on quality, rather
than quantity, its projects would “encourage replication and scaling up.”
It would have to be much more selective in the future in choosing which
projects it would finance.?

Another key lesson of the past two decades concerned “sequencing”—
i.e., the need in many situations to build up governance structures and insti-
tutions first before showering Bank money on a proposed investment pro-
gram, a sector (particularly extractive industries), or a country. Otherwise
infrastructure gets built first, but the social, environmental, and fiduciary
“software” that would improve the chances for an investment to actually
benefit people, gets left behind. One could view the “resource curse” as just
an extreme example of this more general principle of “governance first.”*

As Kim assumed the presidency, the need for these fundamental reforms
was greater than ever. If the Bank simply pursued its strategy of pushing
out more money with less oversight, it would not only contradict its own
avowed principles, it would become obsolete as an institution. The World
Bank could never compete with, say, the Chinese Export Import Bank,
which in 2011 approved $82.57 billion in loans—over $25 billion more than
the entire World Bank Group for that year.

Let us examine the ramifications of the Bank’s dilemma, and what it

would take to begin effective change.
* k&
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We have seen many examples of the Bank’s perverse lending culture. But it
is useful to look at the straight arithmetic of the perverse incentives that are
at work. Compare two projects: a $5.7 million Global Environment Facil-
ity energy-efficiency program in Vietnam, and a $335 million hydroelectric
dam in Ethiopia, made possible by a $195 million IDA credit. The Ethiopian
dam disbursed 35 times more Bank-managed money than the Vietnamese
energy-efficiency project, yet it only involved 3.8 times the work in internal
Bank preparation and supervision. The dam’s total cost was 58 times that
of the energy-efficiency project, yet only provided 20 times as much elec-
tric power as the efficiency investment would free up.®

From the standpoint of efficient use of scarce public resources, the
math would appear to be overwhelmingly in favor of the efficiency project;
but from the standpoint of the amount of internal Bank staff time involved
to push money out the door, the dam wins hands down. Still more effec-
tive in moving money with less cost, from the Bank’s internal standpoint,
are non-project loans. Because the Bank’s donors are unwilling to pressure
the Bank to change its internal incentives, projects like the Vietnamese effi-
ciency operation are typically financed through trust funds like the GEF or
the Climate Investment Funds—while the main energy portfolio too often
continues to lend for fossil fuels and other big projects that work at cross
purposes with climate and efficiency goals.

Thomas Heller of Stanford Law School, who was asked by the Bank to
participate in an external review panel on the Bank’s energy and climate
performance, concluded that the Bank’s environmental failures were root-
ed both in the perverse incentives of the Bank’s organizational culture, and
in the equally perverse dynamics of political economy on the borrower
side. (On either side there is a preference for moving large amounts of
money to the detriment of environmental, climate, and economic-efficien-
cy concerns.) He noted these problems had been known to the Bank since
the early 1990s. “Are there systemic or institutional reasons that cause the
persistence of these obvious and long-standing attributes of World Bank

35

Group practice?” “The unanswered question,” he noted, “is why outcomes
should be different now and in years to come than they have been in the
past.”’

The incentives would have to change.

These perverse incentives also explained why many of the biggest Bank
Group environmental and social scandals often turned out to be economic
debacles: the litany of such projects began with the Argentina-Paraguay

Yacyreta Dam, but also include more recent investments such as the India



What Does It Take? 223

Tata Mundra super-thermal coal plant. The Bank bore no financial account-
ability for its lending decisions (its loans are guaranteed by the borrower
countries and, in the last resort, by the donors), so it was the problem of the
borrower governments and their populations (not the sometimes corrupt
officials who negotiated the loans) if things went awry.

Dirty Money and Cleaning Up the World

We have seen that the corollary of the loan-approval culture was corrup-
tion of Bank lending. Corruption undermined every goal the World Bank
Group set for itself. But without changing internal incentives, the Bank’s
anti-corruption efforts would remain marginal. Even Paul Volcker met his
match in the resistance of the Bank’s management and board to change
this culture: “A strong focus on managerial and institutional accountability
is absent,” he wrote just before Robert Zoellick entered office. Under Zoel-
lick the continued move away from project lending to general finance only
exacerbated the problem.®

But the Bank’s responsibility—and missed opportunity—to address cor-
ruption goes much further than simply reducing the “leakage” from its own
lending. The World Bank (and its sister, the International Monetary Fund)
have a key role in a corruption issue of an entirely different scale—corrup-
tion that dwarfs the theft from all forms of international aid. It is the issue
of what former international businessman and Brookings Institution schol-
ar Raymond Baker has called “dirty money,” or illicit capital flight from
developing nations (that is, the transfer of money and assets from countries
with weak governance and high financial risk to more-secure jurisdictions).’

Baker estimates these losses at $723 billion to $844 billion annually in
the first decade of the 2000s, around 5 percent of the entire gross national
income (GNI) of the developing world in 2008. India lost a total of $128
billion during the period 2000-2009, Indonesia $145 billion, Nigeria $182
billion, Mexico $504 billion. Adjusted for inflation, this looting grew about
10 percent each year."

How do you steal nearly a trillion dollars a year? About half comes from
trade mispricing, the over- and underpricing of exports and imports, with
Western banks and companies helping crooked officials and businessmen
in developing countries to channel huge sums into offshore accounts and
shell companies, and in turn, into bank accounts and investments in New
York, Frankfurt, Zurich, or London. The other half of the dirty-money
flows are the proceeds of bribery, kickbacks, outright theft and tax evasion.
Major international banks have specialized in setting up elaborate chains of
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phony accounts and dummy companies in scores of offshore jurisdictions.
Major Western companies have used the same offshore mechanisms, and a
variant of mispricing within enterprises known as transfer pricing, to avoid
paying taxes."

The sagas of illegal capital flight and theft by notorious rulers have been
well known for decades. But the World Bank and IMF not only continued to
loan to these kleptocracies, but also studiously underreported and ignored
these huge illicit outflows from their borrowers. Moreover, the growth in
looting was directly associated with the market and trade-liberalization pol-
icies promoted by the Bank, the IMF, and other aid agencies over the past
20 years. In fact, we have seen that the World Bank Group itself became an
increasingly profligate supporter of companies using offshore tax havens in
the 2000s.

In the case of India, for example, Baker and his colleagues concluded
that

What is clear is that, during the post-reform period of 1991-2008,
deregulation and trade liberalization have accelerated the outflow of
illicit money from the Indian economy. Opportunities for trade mis-
pricing have grown, and expansion of the global shadow financial
system accommodates hot money, particularly in island tax havens.'

Thus, there exists a huge mass of invisible, financial dark matter in the
development cosmos." For every dollar of official development assistance
flowing from rich to poor nations, around seven to eight dollars of dirty
money flows from poor to rich ones.*

Moreover, corruption and illicit transfers of resources are most preva-
lent in sectors with particularly intense impacts on ecosystems and local
communities, such as extractive industries (oil, gas, mining, logging) and
large infrastructure.

The scale of these illicit financial flows is particularly relevant to the de-
mands of developing nations in UN climate negotiations for an additional
$100-200 billion annually to help finance lower-carbon, more-expensive
energy production, and to help them adapt to climate change. These de-
mands build on decades of pleas that the rich nations greatly increase over-
all foreign aid and forgive more of poor-country debt. The total amounts
developing nations have asked for from the rich nations are only a fraction
of what they lose to them through illegal flows of dirty money.

The World Bank and the IMF have largely ignored this larger issue of
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dirty money outflows, since their masters, the G8 finance ministries, and
more recently the G20, have shown relatively little enthusiasm for getting
a handle on the problem, even post 9/11, when it became clear that the
same techniques that have allowed the corrupt rich in poor countries to
stash their wealth out of country are also useful conduits for terrorists and
international criminal syndicates.

At the Rio+20 Summit, the Bank and other participants would have
been better served by making a real commitment not to natural capital
accounting, but to honest accounting. The World Bank and the IMF could
begin by undertaking a more realistic appraisal of work they do constant-
ly—calculating national accounts and flows of trade and capital. Currently,
“national accounts are all wrong,” says Baker. “Mispricing, falsified transfer
pricing, smuggling, and most forms of money laundering shift money out
of developing and transitional economies, [contributing] hugely to poverty
within these economies.”” An attempt at estimating, calculating, and pub-
licizing the real financial flows between rich and poor countries would in
itself be a powerful spur for rich countries to assume their responsibility in
the further impoverishing of the poorest.

After estimating the flows of dirty money for prospective borrowers, the
Bank could promote in its policy lending specific measures for borrowing
countries to stanch the outflow, measures such as curtailing trade mispric-
ing and to requiring full reporting on beneficial ownership in all banking
and securities accounts.' Conveniently ignoring the huge capital flight of
dirty money, Bank adjustment and development policy loans have entailed
measures to squeeze poor countries even further: controversial austerity
measures and incentives to increase commodity and agricultural exports
(putting greater stress on already unsustainably managed ecosystems). The
macro-accounting behind these programs has been, in a gigantic, global
sense, rigged. Changing this would require the full engagement and coop-
eration of Western finance ministries, banks, and corporations, since they
are enablers and accomplices of the current state of affairs.

The disconnect is immense between the Bank’s development rhetoric
and these massive, untransparent, corrupt financial flows from the Bank’s
borrowers to its donors. In the words of dirty money expert Raymond
Baker: “The borrowers stole the money and the lenders helped them steal
it, and neither side can say so. In my judgment this is the ugliest chapter in
international commerce since slavery.”"
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Unaccountable

Ironically, when the Bank called for natural resource accounting at Rio+20,
it was abandoning the most basic elements of textbook economic evalua-
tion and accounting, particularly the use of cost-benefit analysis in its in-
vestment projects. One of its most important mandatory policies, OP (Op-
erational Procedure) 10.04,”Economic Analysis of Investment Operations,”
has required since 1994 that every investment project must be chosen to
maximize “net present value” based on an economic analysis compared
with alternatives. There is an exception for projects whose benefits cannot
be measured in monetary terms, but even here the operation has to be justi-
fied as costing least to achieve the desired objectives.'®

Traditional cost-benefit analysis had been criticized by environmental-
ists and some economists for decades because it did not quantify or weigh
environmental and social costs, so-called externalities. The concept of “in-
ternalizing the externalities” was a hoary one, recognized in theory but
mostly ignored in practice, dating back to its formulation by British econo-
mist Arthur Cecil Pigou in 1920. Moreover, the traditional approach dis-
counted future economic benefits beyond a few years to a present value
of almost nothing—i.e., the longer-term economic benefits of maintaining
ecosystems and harvesting resources from them selectively also counted
for nothing.

The Bank’s 1994 policy would have been a major step forward toward
correcting some of these defects, if only Bank management and the board
had ever taken it seriously. It contains a requirement that a prospective proj-
ect be sustainable in economic, institutional, and environmental terms over
its lifetime, and that “externalities”—the costs of the external environmen-
tal and social impacts of the project domestically, and across borders of
nations, be taken into account in the economic analysis."”

But over the 2000s the Bank virtually abandoned calculable cost-benefit
analysis of any kind for most of its loans. The percentage of investment
projects that included an economic cost-benefit analysis declined from 70
percent in 1970 to 25 percent in 2008.*° Moreover, a 2010 IEG report found
that the “weak points in economic analysis of bank projects are fundamen-
tal issues such as the public-sector rationale, comparison against alterna-
tives, and measurement of benefits against a without-project counterfac-
tual.” In other words, the decision to approve a project only rarely gave
full consideration to alternatives and whether that project would produce
a public good.*» Even when cost-benefit analysis was performed, it was
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typically completed after project approval. Further, there was a clear bias
toward overly optimistic findings, since the cost-benefit analysis was typi-
cally done by project managers who benefited professionally from moving
money out the door. Not that these findings mattered much anyway, since
there was a “general lack of interest by senior management and, in some
cases, active staff opposition to the use of cost-benefit analysis for decision
making.”?

And yes, a major internal study of the Bank on its use—and lack of
use—of cost-benefit analysis nearly 20 years before—in 1992—found pre-
cisely the same problems as the 2010 IEG study: “lack of interest by higher
management, low morale stemming from the belief that better evidence
would not alter decisions, poor incentives, and lack of skills. . . .” The 1992
report made numerous recommendations that were ignored.” All of this
took place in an institution that arguably had the greatest number of PhD
economists of any single organization in the world.

Some members of the Bank’s board were clearly chagrined by the 2010
IEG findings. After all, it was essential that the Bank assure both donors
and borrowers that its resources were used in a cost-effective way. Worse,
all this was going on, or more properly said, not going on, while the Bank
declared itself “the knowledge bank™ and as Zoellick’s marginalization of
project finance was relabeled the “Results Agenda.” Minutes of a meeting
of a committee of the board of eight executive directors that met to review
the report record their exhortation that “as a knowledge institution, and in
the context of the Results Agenda, the Bank was urged to continue to take
the technical lead on how costs and benefits may be measured.” Not only
that, “they considered it unacceptable that Bank operational policies are
simply disregarded. . . .” That the Bank was ignoring its own policies and
procedures also raised “the issue of the Board’s fiduciary responsibility. The
need for clear policies for staff and both negative and positive staff incen-
tives to follow the operational procedures were noted.”*

Yes, once again “noted”—and again subsequently ignored.

False Solutions

There is no shortage of policy discussions concerning the future of the
Bank—and of Bank internal documents about itself—that propose agen-
das for the Bank’s future. But many proposed reforms are false solutions,
distractions from addressing the deepest underlying problems crippling the
Bank’s effectiveness. The foremost problem is undoubtedly the persistent
loan-approval culture that is furthered by the Bank management’s lack of
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accountability for changing the culture. Second, even if the Bank were re-
formed to focus on quality, not quantity, it would still face the daunting
issue of whether its interventions, and those of any aid agency, could make
a real difference in countries with weak governance and institutions. Many
proposals for the Bank’s future tend to coalesce around several common
themes while begging these more fundamental questions. Let us examine
these false solutions and see why they cannot resolve the fundamental chal-
lenges facing the Bank.

More Involvement of the Private Sector and Private-Public Partnerships . . .
Greater involvement of the private sector has often been touted as a partial
answer to the quandaries of aid, whether this private-sector involvement
comes through privatization, public-private partnerships, deregulation,
corporate social responsibility, or voluntary commitments. It was not just
the Bank, but the United Nations itself, that, when faced with the failure of
governments to agree on effective action and sufficient resources to deal
with climate change and global environmental challenges, almost in des-
peration turned to multinational corporations as, at the very least, a stop-
gap. That in part was what Rio+20 was all about. And at the Bank, over the
decade of the 2000s and beyond, we’ve seen the rise of the IFC as the model
for the rest of the institution.

Yet in practice much of the IFC’s record has been dismal; the list of
extractive projects it supported that almost inexorably catalyzed environ-
mental deterioration and social unrest is truly impressive. Its analytical en-
gagement to even look at the poverty impacts of its investments, we saw;,
was startlingly absent. Its model projects that were supposed to show how
private multinational corporation income would help the poorest were
alarming debacles. Let us recall one more time the highly touted Chad-
Cameroon project, from which once again the Bank Group appears to have
learned nothing. In the words of two political scientists writing in late 2010,
“The intervention of the World Bank has arguably done Chad’s people ir-
reparable harm. . . . The main things that have changed are that the benefits
of retaining power are vastly higher, and that the government now has the
money to buy arms.””

Yes, constructive, careful, selective engagement of the private sector
can help the poor and the environment—but if the fundamental problems
at the Bank are not addressed, much of the help from the IFC and MIGA
will continue to do more harm than good.
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The Knowledge Bank . . .

In 2012, Jim Yong Kim proclaimed that the World Bank Group should tran-
sition from being “the Knowledge Bank” to the “Solutions Bank.” But how
could it find solutions if it never remembered to stop committing the same
mistakes?

If nothing else, the history of the Bank over the past 20 years has been
a monument to the proposition, eloquently put forth in the late 1990s by
the now-defunct internal Bank “Quality Assurance Group,” that the corol-
lary of the Bank’s institutional optimism was institutional amnesia.** The
Bank’s internal evaluations constantly repeated findings and recommenda-
tions of similar reports dating back a decade or even two decades, findings
and recommendations that were systematically ignored—the bureaucratic
equivalent of the chorus in a Greek tragedy. The tragedy, of course, was
not for the Bank, which did very well for itself in continuing to lend for
the same mistakes, but for the poor and the environment—the supposed
beneficiaries of its operations.

Moreover, academic researchers have raised major questions about the
credibility of much of the Bank’s intellectual work. For one thing, already
by the early 2000s the Bank’s public relations budget began to exceed re-
search expenditures. David Phillips, a British economist who worked at
the Bank for 14 years before writing a book on its failed reforms, noted
with British understatement that the expanding PR budgets, while research
expenditures remained stagnant in real terms, were “of questionable rel-
evance” for improving operations.”

More importantly, at the Bank’s own request, a distinguished group of
economists from such institutions as Princeton (Angus Deaton), Harvard
(Kenneth Rogoff, who had been director of research at the International
Monetary Fund), MIT, and the United Nations Development Program eval-
uated Bank research from 1998 through 2005, coming up with some unset-
tling findings. During that period Bank researchers and consultants pro-
duced over 4,000 papers, reports, and books. While the economists praised
some of the publications, they noted that the research was often used to
“proselytize on behalf of Bank policy, often without taking a balanced view
of the evidence.” The Bank’s leadership ignored internal research that was
unfavorable to the Bank, and gave great prominence to more-favorable
findings. It selectively touted “new and untested research as hard evidence
that its preferred policies work,” giving “unwarranted confidence in the
Bank’s prescriptions.” Some past heads of the research department alleged
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that they were pressured by management and the PR staff to avoid generat-
ing information that could be used to criticize the Bank. Not infrequently
they would be asked by Bank operations staff to come up in advance with a
study that would show that a particular program or policy was successful.
The pressure to lend was “tremendous.”

Five years later, in 2011, economists and development experts at the
University of London concluded that the Bank mostly ignored the critique

leveled by Deaton, Rogoff, and other distinguished economists.”

Other observers pointed out—in Foreign Affairs, for example—that it was
nevertheless enormously valuable that the Bank made internal reports criti-
cal of the institution available to the public.” Yes, up to a point—but what if
the reams of internally commissioned studies had no impact on the institu-
tion? Could transparency alone change the on-the-ground impact or qual-
ity of its operations? More broadly speaking, could transparency pressure
authoritarian governments to democratize, and serve at least as a partial
check against the massive corruption and kleptocracy that had increased
faster than economic growth in the world (and not just the developing
world) over the past two decades? This was certainly the hope of many
both outside and inside the Bank.

Transparency Will Reform the Bank and Its Borrowers . . .

Everyone could agree that giving the public more access to information
was a good thing. And indeed, the Bank was a leader among public inter-
national organizations in terms of transparency. Robert Zoellick had rein-
forced the trend by making public the Bank’s voluminous data collections
on every aspect of its work; for the first time, Zoellick emphasized, the
information would be “freely available to anyone with an Internet connec-
tion.”* The Bank also partnered with Google to create maps of public ser-
vices in developing countries by using crowd-sourcing (input from citizens,
communities, researchers . . .), something that could potentially be of use
to anyone trying to promote development on the ground. When Google
at first insisted that the information generated would be proprietary, the
Bank did insist that it should be made available to all for free.”> Washington
pundits and development experts mused that Zoellick’s “Open Data Initia-
tive” could change the culture of the Bank “from inside out,” creating a
new, bottom-up, democratized development process.”> Zoellick proclaimed
that “the next step is to allow people to use handheld devices to let the Bank

know, from any location, what is really going on with its projects.”*
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This leap into cyber-utopianism was timely, and indeed fashionable—
after all, Hillary Clinton’s younger cyber-advisers in the U.S. State Depart-
ment thought that democratic, pro-Western, pro-market revolutions could
be unleashed around the world by freer access to the Internet, cell phones,
and social media such as Twitter. In reality, much of this was an illusion.
For example, during the protests of Iran’s rigged 2009 elections—protests
alleged to have been catalyzed by Twitter users—Al Jazeera fact-checkers
found that there were only 60 active Twitter accounts in Tehran, which
dropped to six once the government cracked down.”” Authoritarian gov-
ernments from China to Russia and Belarus have proved themselves quite
adept at manipulating the Internet for their own purposes, even by regu-
larly paying thousands of government-sponsored bloggers, and using the
blogosphere to whip up nationalistic sentiment.*®

Evgeny Morozov, a Belarus émigré web expert and author, has cogently
pointed out that the introduction of technologies like mobile phones into
corrupt, dysfunctional social and governmental settings often simply tur-
bocharges existing pathologies. In Kenya, for example, “who could have
predicted that learning of the multiple money-transfer opportunities of-
fered by mobile-banking, corrupt Kenyan police officers would demand
that drivers now pay their bribes with much-easier-to-conceal transfers of
air time rather than cash?”” The brave new world of globalized, intercon-
nected, unregulated markets, combined with the power of the Internet, has
energized the opening of new markets in endangered species, allowing cor-
rupt mafias of poachers and potential buyers to connect and trade. Moro-
zov cites the example of Kaiser’s spotted newt, a species found only in Iran,
as one of the first species that will be driven to extinction by the Internet:
nearly a dozen companies are selling specimens online, and the endangered
newt’s population collapsed 80 percent between 2001 and 2005.*

In the case of the World Bank, there is a huge disconnect between the
rhetoric of a developmental cyber-utopia, on the one hand, and recent trends
in Bank operations, on the other. Under Zoellick, let us recall once more,
the institution moved away from investment projects that can be monitored
to less-transparent non-project loans to governments and the private sector.
Where the Bank has made praiseworthy efforts to fight corruption through
greater transparency, the results have been disappointing because of the
unexpected strength of political and social pathologies. For example, the
Bank supported the Extractive Industries Transparency Initiative, which re-
quired developing-country governments to publicize information on their
revenues from extractive investments by multinational corporations. The
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hope was that this would help alleviate the “resource curse,” but an IEG
review found that the initiative had little impact on improving governance,
improving management of income, and curbing corruption.”

The infatuation with new technology as a solution to what are political,
institutional, and social problems not only postpones a final reckoning, it
often exacerbates existing problems by ignoring their root causes.*

A New Mission as Financer and Provider of Global Public Goods . . .

As it entered the second decade of the twenty-first century, the Bank’s crisis
of mission became more and more apparent. Its relative importance as a
source of public international finance had been declining for many years.
Its soft-loan window, the International Development Association, continued
to lend to the poorest countries, mainly in Sub-Saharan Africa, with mixed
results and growing competition from newly emerging economic power-
houses such as China and Brazil. The relevance of the other branches of the
World Bank Group, the International Bank for Reconstruction and Develop-
ment (IBRD), the IFC, and MIGA, faced growing questioning. The increas-
ing number of countries that were achieving middle-income status could
borrow from other sources than the IBRD. Although Bank management had
been promoting a growing role for the IFC over the past two decades, critics
of every ideological persuasion questioned the utility of this subsidization
of the private sector, particularly of larger multinational corporations.

At the same time, we saw that the older industrialized countries pre-
ferred to use the World Bank to administer trust funds to address global
environmental issues such as climate change. Climate was just one of a
number of “global public goods,” such as public health and ecosystem
protection, that called for international collective action. Unfortunately,
the nation-states of the world, with their short-term financial and political
priorities, were failing to address these challenges with either the required
economic policies or finance.

So the World Bank, as one argument goes, was a global institution in
search of a new global mission, and the world needs a transnational in-
stitution with the financial and technical expertise to address the growing
challenges of the so-called global commons. Certainly President Jim Yong
Kim’s resolve to reorient the Bank toward fighting climate change was con-
gruent with this view.*!

The Bank, itis alleged, has “the global reach,” the “technical depth,” and
the “fiduciary strengths” to play a much more important role in saving the
global commons, starting with climate. The older industrialized countries
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and the newly rich economies such as China should agree, for example,
on establishing an ambitious new arm of the Bank to address global public
goods on a much larger scale.*

This argument—put forth by the experienced head of the Center for
Global Development in Washington—exemplifies much of the discourse
around the Bank in official circles in Washington and other capitals: give the
Bank more money to address new issues. Decades of experience and reams
of Bank reports detailing institutional dysfunctions and project fiascoes
have failed to disrupt this kind of thinking. Time and again, conventional
wisdom ignores the fundamental problems of the Bank’s internal culture
and the challenges of governance in many of its recipients. Why should we
pump still more resources for “global public goods™ into an institution that
manifestly cannot fulfill its existing mandate of environmentally sustain-
able economic development? In fact, as we have seen, it is precisely in the
area of climate where the Bank’s institutional dysfunction and contradic-
tions, as well as those of its member countries, are most acute.

What then does it take?

Beacons of Good Practice

Real change would start with a reorientation of priorities and internal in-
centives that reward quality rather than quantity in the Bank’s operations.
Although Bank management prattled on about a “results agenda,” in terms
of attention to developmental quality they were moving in the opposite di-
rection. A focus on quality would mean a renewed commitment to project
finance that can be monitored, which is what the Bank’s charter requires.
This would mean a shift not only in internal incentives, but also in insti-
tutional accounting priorities. If a project’s goals are better met through
more staff time but lower loan amounts, then that approach should be pur-
sued. Staff should be rewarded if, for example, they use more administra-
tive budget to prepare and monitor a smaller loan for an energy-efficiency
project that has better environmental and energy payoffs than a larger loan
for a large hydroelectric dam, not to speak of a giant coal plant.

Bank management, we remember, characterized project lending as ob-
solete and rigid—too focused on safeguards and fiduciary requirements,
and not suited to borrower needs.”’ Let us recall once more the observation
made by one of the Bank’s founding executive directors that “to avoid the
wasteful utilization of foreign loans which had been frequent in the past the
Bank was enjoined to lend only for the financing of specific projects and to
exercise close supervision of the funds it lent.”* With the growth of new
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forms of corruption and the increasing environmental and social risks of
many large investments, this admonition is more urgent today than when
it was uttered in 1951.

Since Rio 1992 the Bank had accumulated knowledge and identified
measures that could help sustain the environment and improve the lives
of the poor. The problem was that these approaches were often unpopular
with management and borrowing countries. This neglected legacy includes
the environmental and social safeguards and the recommendations of the
IEG, the World Commission on Dams, and the Extractive Industries Re-
view. The Bank’s efforts in these areas are already promoting standards and
processes that could serve as the evolving framework for good practice in
major international-development finance, public and private, in the future.

These are real achievements, albeit often arrived at through external
political pressure and the protests of civil-society groups in both borrow-
ing and donor nations. In a world ever more urgently in need of leadership
on the environment and social equity, the Bank has developed an invalu-
able intellectual capital and potential influence—if it were only more fully
engaged to use it. It has been a tragedy, not for the institution, but for the
future of a sustainable world order, that the Bank has retreated from these
priorities.

The Independent Inspection Panel and the IFC Compliance Officer/
Ombudsman also represent important strides in making financial institu-
tions more accountable for the impacts of their activities. The other multi-
lateral development banks followed the World Bank Group’s lead in setting
up their own versions of an independent inspection function. Several pub-
licly financed export credit agencies, including Canada’s Export Develop-
ment Corporation, the Japan Bank for International Cooperation, and the
U.S. Overseas Investment Corporation, have also set up their independent
inspection and compliance mechanisms.*

Accountability mechanisms like the ones pioneered in the World Bank
Group not only provide redress for the intended beneficiaries of interna-
tional development, but are very much in the self-interest of financial insti-
tutions themselves: when empowered, they can both improve the institu-
tion’s reputation and help correct its mistakes. Their investigations identify
important management and policy issues, and they illustrate that ignoring
environmental and social safeguards is often more costly than compliance.*

If, rather than moving away from its safeguards and accountability
mechanisms, the World Bank instead strengthened and promoted them, it
could leverage its most important comparative advantage in a world where
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other financial institutions have more money and fewer scruples. The hard-
won lessons of the Bank’s experiences might then set influential precedents
for good practice in other institutions and investments.

Instead of aiming for good and best practice, Bank management often
thought it had to take risks to show it could make inherently unsustainable,
socially and environmentally risky investments better—whether in extrac-
tive industries, large infrastructure projects, or speculative carbon-trading
deals—resulting in many of the Bank’s biggest and worst debacles. It ig-
nored the warnings of the past two decades to be more selective in its in-
vestment choices.

Yes, in some cases the World Bank Group could legitimately argue that
its involvement in such projects meant that they would be subject, in theo-
ry, to higher standards than those governing other equivalent projects. But
also in such cases it was questionable whether the actual record in mitigat-
ing environmental and social impacts was substantially better.* The Bank’s
chronic underinvestment in monitoring and evaluation of ongoing invest-
ments, similarly documented for the past two decades by reams of internal
reports, played a major role in these failures.

The more important question is whether the World Bank Group’s sub-
sidization of projects with inherently excessive environmental, social, and
political risks is the best use of scarce public international funds.

Governance First

The other lesson of more than 20 years of World Bank Group efforts was
governance first: even the best-conceived projects failed without proper in-
stitutional and legal capacity. In practice this means designing interventions
in a sequenced fashion; where governance capacity is weak, it has to be
built up first before large amounts of money can be pushed into ambitious
schemes.

Unfortunately, the Bank’s own experience has shown that attempts to
build up local capacity were often swamped by much more powerful global
economic forces. This was particularly true for the Bank’s wildlife, biodiver-
sity, and forest-protection projects, which were frequently overwhelmed by
internationally driven demand and prices, and by highly organized cabals
of investors and mafias that made poaching, illegal logging, and destruc-
tion of natural habitat for cash crops virtually irresistible. This is a chal-
lenge for which there appears to be no easy solution, or any solution at all
without a major reorientation of the world economic order and national
economic priorities.
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There was no question that for many officials in the Bank’s borrowing
nations, corruption and bad governance were not only eminently rational
in terms of self-survival, but wise politics. Achieving power and staying in
power meant stealing from the poor and giving to the rich, and keeping
the rich on one’s side. In the words of political scientists Bruce Bueno de
Mesquita and Alastair Smith, “absolute corruption empowers absolutely.”
In their trenchant analysis of global politics since the end of the cold war,
The Dictator’s Handbook, they cogently argue that “bad behavior is almost
always good politics.” The World Bank Group’s loan-approval culture has
been the handmaiden of such behavior for decades. And for decades succes-
sive Bank presidents have failed to change the Bank’s internal culture while
pushing new claims that this time aid will work for the poor—"a quest,”
Bueno de Mesquita and Smith observe,” that is “phoenix-like in its ability
to rise and rise again. Or come to think of it, maybe, like Sisyphus, we just
keep climbing the same hill only to fall down again.”

The Bank cannot solve these conundrums, but its interventions and se-
lective finance could help build up governance and democratic accountabil-
ity at the local level. There are critical lessons, gained at great cost, on how
to begin to do this contained within the recommendations of the World
Commission on Dams and the Extractive Industries Review, the important
precedents set through its independent accountability mechanisms, and
many of the findings we have examined in over two decades of OED and
IEG reports. Ignoring this experience has been hugely expensive in mone-
tary terms, and immeasurably costly for the world’s poor and for the global
environment.

A World to Gain—or to Lose

The global financial crisis that began in 2008 was only the latest evidence
of the folly that market forces and a deregulated private sector will lead the
world along a path of “inclusive sustainable growth.” Instead, this model of
development has further marginalized hundreds of millions people—dis-
placing them from the last asset they possessed, access to land and natural
resources. India has been a case in point. In 2011 India was still by far the
World Bank Group’s largest cumulative borrower, and the Bank had been
instrumental in promoting a partial deregulation of the Indian economy
since the early 1990s.* Billionaires proliferated, as well as corruption.

At the same time, an underreported armed rebellion of India’s poorest,
led by Maoist-inspired communists, intensified across the remote forests of
the country. The insurgency spread through the areas inhabited by India’s
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more than 100 million tribal people, who are often outside the caste system
and who endure deeply ingrained social and economic discrimination. By
2010 over 20,000 armed guerrillas controlled around 20 percent of India’s
forests, had killed over 6,000 police, soldiers, and other people, and were
active from the south of India all the way northward to the Nepali border.
Prime Minister Manmohan Singh called the insurgency the single biggest
threat to the nation’s security, and in 2009 he mobilized some 70,000 troops,
including elite special forces, in “Operation Green Hunt” to fight the rebels
across more than one-third of India’s territory.™

The revolt was sparked by large-scale mining and industrial develop-
ment on indigenous land, often driven by multinational investment. In the
words of Booker Prize—winning author and activist Arundhati Roy,

The real problem is that the flagship of India’s miraculous “growth”
story has run aground. It came at huge social and environmental
cost. And now; as the rivers dry up and forests disappear, as the wa-
ter table recedes and as people realize what is being done to them,
the chickens are coming home to roost. All over the country, there’s
unrest, there are protests by people refusing to give up their land
and their access to resources, refusing to believe false promises
anymore.”'

Most of this development is highly energy and carbon intensive, a less
glamorous story than the much more publicized software and Internet ser-
vice industries in the south of India. International security expert Paul Rog-
ers has observed that the Maoist revolt in India may be an early prototype
of the conflicts that will dominate the twenty-first century, which will be
driven by growing inequality, environmental degradation, and lack of ac-
cess of growing populations to ecosystem services. Climate change and
environmental degradation will decrease the carrying capacity of large,
densely populated tropical and subtropical regions. The spread of “more
fragile and failing states with intense migratory pressures” rooted in grow-
ing “socio-economic divisions and environmental limits” already makes,
Rogers writes, “a new definition of security essential.”*

Will the Bank help address these challenges, or will it exacerbate them?

A Global Ethic

We might recall that the early reforms at the World Bank Group were driv-
en by the protests of marginalized poor people, whose access to land and
resources was threatened by large Bank-funded projects, of which the India
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Sardar Sarovar Dam was prototypal. Indeed, it was the controversy over
Sardar Sarovar that led to the creation of the Bank’s Independent Inspec-
tion Panel.

Since that period of the early 1990s a world of growing environmental
stress, increasing inequality, and spreading failures of governance has been
the context in which Bank operations have taken place. All too often the
Bank, driven by its loan-approval culture, has had a baneful attraction to
investments that only compound these problems—the Bank’s stated inten-
tions notwithstanding.

The world is faced with a failure of global governance at a moment
when good governance is needed more urgently than at any time in his-
tory. Since the original Rio Earth Summit in 1992, the World Bank Group
has had a conflicted approach to its own rule- and accountability-based re-
forms, achieved in no small part during periods of intense public scrutiny
and pressure. The Bank Group’s retreat from safeguards and accountability,
the fundamental incoherence of its energy and climate activities, and its
flight from more-effective controls on corruption of its lending—all reflect
the hypocrisy of its member governments and the contradictory political
pressures they put on the Bank Group. Yes, the Bank is to blame, but the
blame ultimately lies with governments around the world that are failing
to meet the environmental and social challenges of living together on an
increasingly crowded planet.

Contrary, perhaps, to what one would expect or hope, the richer our
world becomes as an economic system, the more our collective imagina-
tion seems to atrophy, so that all common goals collapse into competitive
efforts to increase production and trade. Even in a time of crisis, when eco-
nomic fundamentalism appears to be failing on its own terms, there is a
corresponding failure to imagine alternatives.

It might have been Aristotle who first noted this pathology, writing in
his Politics that:

while it seems that there must be a limit to every form of wealth,
in practice we find that the opposite occurs: all those engaged in
acquiring goods go on increasing their coin without limit. . . . The
reason why some people get this notion into their heads may be that
they are eager for life but not for the good life; so desire for life be-
ing unlimited, they desire also an unlimited amount of what [they
think] enables it to go on . . . These people turn all skills into skills
of acquiring goods, as though that were the end and everything had
to serve that end.”
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The pathology of which Aristotle spoke has its modern reformulation
in the obsession with limitless economic growth—seeing the entire planet
as a machine for producing and consuming more and more commodities.
Of course, it is taboo for any politician, let alone the managers of inter-
national financial institutions like the World Bank, to question growth. A
few ecological economists such as Herman Daly have done so, but they
have been marginalized from mainstream economic discourse. Yet more
recently, even mainstream figures such as Kenneth Rogoff, the former chief
economist of the International Monetary Fund, have begun to ask uncom-
fortable questions: “Does it really make sense to take growth as the main
social objective in perpetuity, as economics textbooks implicitly assume?”**

Thinkers as disparate as George Soros and Catholic theologian Hans
Kiing have had similar insights. Soros has warned that market fundamen-
talism is a greater threat to human society than any totalitarian ideology,
noting that “the supreme challenge of our time is to establish a set of values
that applies to a largely transactional, global society.” In the words of Kiing,
“A global market economy requires a global ethic.””

It is important to remember that the founder of modern economics,
Adam Smith, issued the same warning about prioritizing markets and
economic production as the foundation of society. Smith, in his Theory of
Moral Sentiments (less cited than the Wealth of Nations but equally critical to
the underpinning of his thought) goes to great lengths to emphasize the
moral values that are essential for social cohesion, and he levels a detailed
attack on those who advocate the primacy of economic utility. Smith em-
phasizes that three values uphold the social order: justice, prudence, and
beneficence. Justice is by far the most important; a society can exist without
beneficence (magnanimity, compassion, public-spiritedness) though it will
be “less happy and agreeable,” based on short-term mercenary concerns
whereby no man feels he has any obligation to society. “Justice, he empha-
sizes, “is the main pillar that upholds the whole edifice. . . . If it is removed,
the great, immense fabrick of human society . . . must in a moment crum-
ble to atoms.”*

Many of the contemporary critiques of globalization are grounded in a
shared realization that a global economy calls for a global project of justice.
The reorganization of all social values around endless economic growth
cannot hold together the 7 billion inhabitants of a small planet. On the
contrary, we see how these priorities are driving societies apart while un-
dermining the ecological foundations on which humanity depends.

The issues, the project examples, and the policy conflicts we have
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examined in the Bank are a microcosm of a wider battle that is going on in
the world, a battle for the kind of global society that future generations will
inhabit—if indeed there will even be a global society, rather than a world of
dystopian, Hobbesian “mere anarchy.” The basic question is whether global
economic activity, and the forces that have been unleashed through liber-
alization, privatization, and deregulation, can be guided by standards and
rules that are agreed upon and enforced. Such rules and standards would
be founded on commonly shared ethical principles that human societies
recognize as having priority over short-term, parochial economic goals and
incentives. The proliferation of global and local environmental crises forces
us to recognize that an ethic for long-term human well-being—indeed, an
ethic for survival—will have to be grounded in respect for all life.

Such an ethic is a work in progress, but for the World Bank to make a
greater contribution, it will have to learn from its experience rather than
flee from it. The world can ill afford institutions that have built amnesia into
their bureaucratic DNA.
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