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At its September 1989 meeting the Devlopment Committee re-
viewed a report by the World Bank on its environmental program
It welcomed the concrete steps taken by the Bank in integrating
environmental considerations into its lending operations and called
on the Bank's Executive Board to revew and publish an annual
report on the environmental aspects of its operations

The Committee further agreed in Aprl 1989 to have a discussion
at its next meeting on the Bank's efforts to support the environ-
ment and measures to increase public awareness of Bank environ-
mental activities The Bank presented a report entitled "World
Bank Support for the Environment A Progress Report" to the
September 25, 1989 meeting

In view of the wide interest in the subject, the Bank report is
now being made available for a broader audience

YvFs L FORTIN

Executive Secretary
Development Committee

September 1989



World Bank Support for the Environment:
A Progress Report

The experience of recent years has shown the importance of
integrating environmental concerns into the mainstream of devel-
opment policymaking The substantial progress that the World
Bank has made toward this goal owes much to the general direction
and emphasis given to the environment by the Development Com-
mittee and by concerned nongovernmental organizations (NGOS)

The new procedures that have been introduced since the Bank's
reorgamzation have proved effective, and there is a growing recog-
nition that, given the right incentives and procedures, traditional
economic development sklls are appropriate for addressing environ-
mental problems

In general, progress in making the environment an integral part
of the Bank's operational activities has been good-particularly
with project lending and increasingly so with economic and sector
work This has been possible because of the increased staffing for
project support and review and the broader range of sklls being
used in environmental work More than a third of the projects
approved in fiscal 1989 contained significant environmental com-
ponents, projects in agriculture and forestry and in energy rou-
tinely include environmental measures It is expected that the
environmental issues papers and environmental action plans now
being drawn up for borrowing countries will have a growing
impact on lendmg activites in future years

Although structural adjustment lending has not, until recently,
paid explicit attention to environmental issues, it can have impli-
cations for environmental management-for example, through re-
forms that reduce subsidies for energy or pesticides Efforts are

Notr This paper was prepared by Jeremy J Warford and Zeinab Partow both of the
Environment Department World Bank

All dollar amounts in this book are current U S dollars
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now bang made to better anticipate the effects of adjustment
policies on the environment and to design policy interventions
accordingly In addition, it may be possible in selected cases to use
adjustment lending to further specific environmental objectives

Improved standards for the preparation of projects that wlll lead
to fller consideration of the projects' environmental consequences
are bang developed In consultation with the Bank's borrowers, a
new set of environmental assessment procedures wlll be introduced,
to be umplemented case by case One obstacle to the development
of envuromental projects has been lack of funding for preparatory
work To this end a Technical Assistance Grant Program for Envi-
ronment has recently been created to fund technical work that
would otherwise be a cost to the country concerned

This report describes how Bank lending operations-with the
support of policy and research, traimng, and external relations
activities-increasingly reflect environmental concerns Much re-
mains to be done, and several strategic issues require satisfactory
resolution The concluding sections of this report are devoted to a
discussion of these issues and of the actions the Bank intends to
take to meet its challenges

Background

The first report in thls series, Emnronment, Growth and Develop-
ment,t published in 1987, recommended ways of addressing envi-
ronmental issues in developing countries Its basic conclusion was
that the envuronmental policies of governments and development
agencies should have two elements an increased emphasis on the
ecological and human consequences of individual development pro-
jects and the integration of environmental issues into economic
policy at all levels It noted that environmental degradation threat-
ens economic growth and that the poor tend to suffer most from
such degradation, and it described the many opportumties available
through project and policy interventions for simultaneously ad-

I Development Commuttee pamphlet 14 (Washington D C World Bank 1987)

2

0



dressing economic growth, the alleviation of poverty, and environ-
mental protection

In 1988 Environment and Development Implementing the World
Bank's New Poltctes2 outlined the Bank's measures for integrating
into its operations the general principles it had recommended in
the earlier paper. It described organizatwonal and procedural changes
in the Bank and the instruments that had been developed to
integrate environmental considerations into the Bank's work It
also set out the key environmental issues driving the Bank's policy
and research activities deforestation, the loss of biodiversity, wa-
tershed degradation, desertification, pesticide management, indus-
tral disasters, and urban pollution, all of them linked to poverty
and population growth

An annex to the President's report to the September 1988 meet-
ing of the Development Committee provided further examples of
efforts by the Bank to address the environmental issues listed above
as well as the special problems of dams and resettlement Like the
earlier reports, it stressed the importance of collaboration with
other development agencies and with NGOS

As these reports show, the environmental scene has evolved
rapidly over the past several years The World Bank, like other
agencies and governments, has had to be flexible in reacting to
changing realities and perceptions The category of problems clas-
sified as environmental has expanded to include new issues, both
physical and philosophical deterioration of the ozone layer, the
greenhouse effect, tropical deforestation, the transboundary move-
ment of hazardous wastes, the "global commons" aspects of acid
rain,3 and the debate over the relationships between conventional
economics and sustanabllity The increasing recognition of the
fundamental importance of environmental concerns to the devel-
opment process implies that environmental work in the Bank
cannot be restricted to the activities of the Environment Depart-
ment and the regional environmental divisions The Bank's new

2 Development Committee pamphlet 17 (Washington, D C World Bank 1988)
3 The notion of the commons' was popularized by Garrett J Hardin in The Tragedy

of the Commons.' Science 162 (1968), p 1243 Hardtn argued that it will be in the interest
of each individual who has access to a commonly owned resource to exploit it to the fullest
The eventual result is the detersotason and even destruction of the resource
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policy therefore stresses the integration of environmental issues into
the work of all staff members, whether in operations, finance, or
policy and research.

The Integration of Environmental Concerns into World
Bank Operations

Environmental concerns are being integrated into Bank opera-
tions through a continuum of activities, from a series of country
environmental studies-including environmental issues papers,
country environmental action-plans, and regional studies-to coun-
try economic and sector work and project and adjustment lending
activities.

Environmental Issues Papers

An important thrust of the Bank's new environmental policy
has been more explicit attention to environmental issues in country
programming and the economic policy dialogue with borrowers.
Environmental issues papers that identify key environmental prob-
lems and their underlying causes are now being drawn up for each
borrowing country with the purpose of heightening awareness of
envirownental issues, delineating responsibility for addressing them
in country operations, and achieving a consistent approach to their
solution. The papers are internal discussion documents to be used
as resources for project, sector, and macroeconomic work.

Environmental issues papers were prepared for about seventy
borrowing countries in fiscal 1989; several papers were completed
in fiscal 1988, and the remainder are to be completed in the early
months of fiscal 1990. Priority topics identified in the environmen-
tal issues papers vary with the specific situation of each country
but have included loss of biological diversity, watershed erosion and
upland degradation; deforestation; desertification; air and water
pollution; urban sanitation and waste disposal; the protection of
cultural property;. marine and coastal zone protection and water
resource management in general; the disposal of industrial and
hazardous wastes; and environmental health. Many of the papers

4



0
identify the underlying causes of environmental problems, such as
population pressures, institutional weaknesses, perverse economic
incentives, and uncertainties about property rights

The environmental issues papers are not homogeneous Some
were prepared in Washington mainly as reviews of environmental
issues in specific countries, others were written in the field, and
stllU others were prepared within the context of larger programs
such as the Environmental Program for the Mediterranean Origi-
nally it was thought that the regional environment divisions would
wrte the papers, but in practice, most have been written by
country departments, with review and varying degrees of support
from the environmental divisions This in itself is an indication of
progress in integrating environmental concerns into country
operations

The papers vary in their approach to environmental issues they
may present a broad overview of the most important problems,
focus on a few overriding issues, or concentrate on cross-sectoral
institutional and policy questions This variety reflects the under-
standing of environmental issues in a particular country, the state
of development of its environmental policy, and the nature of the
problems

To Illustrate, the environmental issues paper for one African
country spotlights the rapid rate of population growth as a basic
cause of the country's envLronmental problems and identifies broad
sectoral issues in agriculture, livestock, forestry, and health For
example, livestock and crops suffer from a decrease in dry-season
water resources. This can be traced to reduced recharge of ground-
water (owing to erosion and reduced vegetation cover) and to the
increased drawing off of water-upstream for livestock, irrigation,
and domestic use Wildlife populations are decreasing because of
illegal hunting and the destruction of their habitat by competing
land uses Of the environmentally based human health problems
identified, the most severe are the pollution of urban water supplies
and the toXIc effects of agrochemicals, particularly on rural resi-
dents and farm workers The paper recommends cross-sectoral
strategies for education, legislation, institution building, data col-
lection and management, and land management and distribution



The environmental issues paper for a large Asian country devel-
ops its analysis of environmehtal problems and causes against the
backdrop of a large, growing, and mostly poor population at-
tempting to meet its basic needs in an often treacherous climatic
setting The paper describes a situation of enormous peril to the
country's resource base and cites population pressure, land degra-
dation, deforestation, water and air pollution, energy issues, and
poverty as important areas for environmental action More general
issues include the environmental policy framework, the price and
incentive systems, and the legal and institutional setting The study
recommends that the donor communty and the Bank concentrate
on basic institution-building activities-assistance for training,
management and logistical support, and support for enviromnental
research and momtoring facilities in key areas

Other environmental issues papers stress cross-sectoral issues A
paper on a Latin American country suggests that priority be given
to improving the legal and institutional framework for environmen-
tal management In addition to reviewing the principal natural
resource and pollution issues m the country, the report covers
anthropological, cultural, and social questions Specific concerns
include the effect of legislation that promotes pnvate property on
the ethmc identity of an indigenous group and the threat to pre-
Columbian art posed by dam construction and the ensuing
flooding

An environmental issues paper for an Eastern European country
emphasizes the links between health and environment, reviews the
structural causes of the country's excessive pollution, and stresses
the centrality of these issues in economic adjustment and reform
Environmental problems are in part attributed to systemic charac-
terstics associated with central planning. the bias toward heavy
industry and toward new investment rather than mantenance,
rehabilitation, or modermzation, the high material and energy
intensity of industrial output, and the constant shortage of invest-
ment funds, especially for such "nonproductive" purposes as pol-
lution momtoring and abatement In addition to these basic causes
of excessive input use, the paper addresses the cumulative impact
of inefficient price policies, particularly in public utilities, and
critically reviews institutional structures and legislation

6



Environmental Action Plans

Conceptually, the environmental issues papers, which identify
key Issues, are the first step in developing a coherent country
environmental strategy They should be folowed by progressively
detailed studies, culumnating in the inplementation of environmental
projects and policies In practice, the Bank is conducting in-depth
studies of key environmental issues as an immediate complement to
the environmental issues papers in many countries President Barber
B Conable, in his speech to the World Resources Institute in May
1987, announced that thirty such studies would be completed by
the end of fiscal 1992 The Bank is now well ahead of this schedule
Progress in integrating environment into routine operations is
evident in specific environmental activities, including country-
specific enviromnental action plans and regional studies, as well as
in the explicit treatment of environmental concerns in project and
adjustment lending

Environmental action plans take a variety of forms The approach
naturally vanes from country to country, and success depends on
the priority the government gives the subject So far, most plans
have been prepared by Bank staff and consultants in close collabo-
ration with governments, other external agencies, and NGOS For
the smaller countries an environmental action plan can cover a wide
spectrum of activities and so provide a framework for integrating
environmental considerations into general economic and social de-
velopment programs Such plans include both an overall strategy
and recommendations for specific actions, with descriptions of the
environmental policies, investment strategies, and legislation re-
quired By identifying the country's most urgent environmental
needs, they assist decisionmakers in determining priorities, allocat-
ing luimted resources, and, above all, building the institutional
capacity to handle complex environmental issues

Strong interest on the part of countries and donors led to the
imtiation of work on sIx country environmental action plans in
fiscal 1988 In fiscal 1989 another country was added Work is at
an advanced stage for Lesotho, Madagascar, and Mauritius, action
plans for Burkina Paso, Ghana, Guinea, and Rwanda are in the
early stages

7

0



The examples of Mauritius and Madagascar illustrate the process.
In early 1988 the government of Mauritius asked the Bank to assess
its environmental situation and to prepare an environmental action
plan. The Bank's environment staff provided technical support on
the critical issues of coastal zone ecology and industrial pollution.
Local experts, complemented by consultants, assessed institutional
requirements. An environmental development project was prepared
and elicited strong interest from many donors. A technical seminar
was held in September 1988, with participation by the govern-
ment, bilateral donors, United Nations organizations, NGOS, and
the Bank, and its recommendations were incorporated in the plan.
The government of Mauritius and a World Bank team then for-
mulated a project proposal that addressed policy, institutional, leg-
islative, and infrastructural issues. Several bilateral donors have
pledged funding for the project.

In Madagascar the country action plan has already stimulated the
introduction of environmental impact assessments, fostered greater
concern with soil and water conservation, and paved the way for
the preparation of a major investment program and for the elabo-
ration of legal and policy changes. The investment program, which
was appraised in June 1989, will include watershed management,
protection and management of Madagascar's patrimony of biolog-
ical diversity (in association with the development of tourism), the
development of environmental information systems to improve re-
source management, institution building, and training.

In addition to countrywide environmental action plans, many
studies in fiscal 1989 employed the greater selectivity required in
addressing environmental issues in larger countries or where for
some other reason more in-depth treatment is required. A study in
Indonesia illustrates the complexity of the links between environ-
ment and development and the heavy staffing requirements for
addressing a variety of environmental problems. This study focuses
on four of the country's most important environmental problems:
deforestation, land degradation, water shortages, and water pollu-
tion. A principal theme is that increasing the productivity of
existing resources-through intensified and more efficient use of
resources-can resolve many resource conflicts. The tools for im-
proved efficiency include proper pricing and improved manage-

8



ment, and their usefulness is evident in the analysis of management
of forest, land, and water resources. The study describes the im-
portant environmental links between sectors and recommends the
formulation of mechanisms for cross-sectoral coordination.

A Philippines study on management of forestry, fishery, and
agricultural resources is more selective, concentrating on the deg-
radation of the forested uplands and the coastal zone-areas that
were relatively neglected in the past. The study looks at environ-
mental issues from an intersectoral and policy perspective, empha-
sizing areas in which policy changes and other interventions could
greatly improve natural resource management and so contribute
much to the country's prospects for sustainable development.
Pressing problems include the degradation and disappearance of
forests, which once covered nearly half of the Philippines' land
area; erosion and changes in hydrologic regimes as a result of the
conversion of forestland to other uses; the conversion of mangrove
swamps to fishponds; the degradation of coral reefs; and the deple-
tion of nearshore fisheries through overfishing and destructive
techniques. These problems are linked by several overarching issues,
including the use and management of common-access resources,
pressures from a large, impoverished segment of the rural popula-
tion, the institutional requirements of resource management, and
the policy changes needed in such areas as timber pricing, taxation,
and concessions.

In Nepal a two-phase study is under way to identify feasible
policy and institutional changes that would improve both economic
development and environmental management. The first phase, fi-
nanced by the British government and supported with considerable
technical input from -the- -Bank,- hasn been completec.- This phasel
critically.reviewed the degradation of natural resources in Nepal,
the direct and underlying causes of degradation, the adaptive strat-
egies of the rural population, and existing and proposed policies
for improving the management of natural resources. These interim
findings and discussions with the government led to the identifi-
cation of three areas for further investigation and possible policy
interventions: (a) regional development to influence population
growth, migration, and urbanization; (b) strengthening of the
institutional and organizational arrangements for natural resource

9
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and environmental management; andt (c) management of the envi-
romnental effects of tourism and development of infrastructure. To
prepare specific programs in these areas, follow-up work will be
carried out through the second phase of complementary studies,
which is being su'pported by the British government and the World
Bank.

Two studies on government policies and deforestation in thri
Amazon region of Brazil, which folowed acitical analyses of this
subject by the Brazilian Ministry of Planning, found that fiscal
incentives for livestock projects in Amazonia contributed substan-
tialy to tropical deforestation. (The Brazilian goverment has now
placed a moratorium on subsidies for cattle ranching.) The policy
of considering forest clearingaform of land improvement and thus
as grounds for rights of possession or eligibility for credit has
encouraged deforestation in areas with little or no agricultural
potential and has fueled land speculation. The studies suggest that
greater efforts to imnprove the administration and collection of taxes
could benefit land use. The effect of the eisting general tax
policies, l2nd allocation rules, and agricultural credit system has
been to acelerate deforestation in the Amazon, increase the size of
landholdings, and reduce the chances of the poor to become farm-
ers. If policy reforms were combined with a well-thought-out and
well-executed zoninghplan for AmtZOnia, further economic losses
and much unnecessary deforestation could be avoided.

Also in Brazil, the Bank and the goversnent are currently
preparing to review the consequences of the production of pig iron
and steel in the Greater CaraJas region, where the use of charcoal
as a principal source of industrial, energy has already led to large-
scale deforestation. TheStUdy Wil analyze the broad economic and
environmental implications of energy use patterns as presently
plannedh nd wil evaluate alternatives to those plans. It will con-
sider the economic costs of various energy sources in the context
of an overall energy strategy aimed at efficient resource use. An
analysis wilu also bemande of government economicplans, policies,
and institutions, including energy pricing, taxation, subsidization,
and fiscal incentives for industrial development schemes. The study
is being cofinanced by the European Economic Community and
the Federal Republic of Germany.
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Regional Studies

Several regional studies are in preparation. The goal of the Cap-
ital Cities Clean-up Project, which is supported by the United
Nations Development Programme (UNDP), is to arrest and begin
reversing environmental degradation from rapid urbanization, in-
dustrial pollution, and general environmental neglect in the prin-
cipal cities of Asia. The project is to get under way in early fiscal
1990. Another regional initiative, supported by the UNDP and exe-
cuted by the Bank -in association with the United Nations Eco-
nomic and Social Commission for Asia and the Pacific (ESCAP), is
designed to strengthen training institutions as a step towird pro-
tecting critical ecosystems in the Asia and Pacific region.

The Environmental Program for the Mediterranean, a regional

study launched in January 1988, complements the pioneering work
of the United Nations Environment Programme (UNEP) in obtain-
ing regional support for the Mediterranean Action Plan. The study,
funded jointly with the European Investment Bank, has three
phases: (a) assessment of environmental problems and priorities for
eighteen countries in the Mediterranean region and development
of a plan of action covering policy reform, institutional develop-
ment, and investment needs; (b) discussion of the findings with
the countries and with international agencies; and (c) initiation of
the Mediterranean Environmental Technical Assistance Program, a
three-year program of studies, institution building, training activ-
ities, and project preparation to assist the developing Mediterranean
countries in addressing environmental needs. In addition to Bank
support, this third phase would receive funding from the UNDP,

the European Investment Bank, and other donors.

Regional studies on environmental issues that affect several
countries are another area of investigation. The Bank, together

with the Food and Agriculture Organization (FAo) and the World
Health Organization (wHo), is reviewing wastewater reuse and
waste management in the Mediterranean and Middle East and is
developing strategies to be followed by international organizations
in assisting future development. The first part of the study dem-
onstrates the increasing importance of wastewater reuse in the
region. The second part, to be completed by fall 1989, will set

11



out detailed recommendations on country strategies and inter-
national assistance.

A study of watersheds in Asia is evaluating the economic models
used in watershed projects, the technical feasibility of the methods
for conserving soil moisture that are currently being promoted,
and the role of land tenure in the adoption of sustained land use
practices. Other work includes the preparation of a paper on
forestry in the Asia region that will highlight key economic and
environmental issues and identify priority areas in which further
adjustments are needed to foster sustainable management of forest
resources. Dam and reservoir projects in Asia have also been re-
viewed, and case studies will address the economic, environmental,
and social costs and benefits of large dams and reservoirs.

A study by an interdisciplinary team reviews agroforestry prac-
tices in Sub-Saharan Africa from the farmer's perspective through
seven case studies on traditional and innovative agroforestry systems
in three ecological regions. The review recommends management,
technical, and economic reforms to improve the design and imple-
mentation of agroforestry projects for Africa.

Other studies in the Africa region review the role of remote
sensing and geographic information in renewable resource manage-
ment, focusing on local and national users' problems rather than
on technological problems, and discuss the circumstances under
which disadvantaged minority groups require special protection in
Bank projects in Africa. Ongoing work includes the preparation
of workshops and reports on wildlife utilization and on integrated
pest management. Activities in preparation include the design of
an environmental monitoring system for Africa and a special initia-
tive to coUect and share information from the large number of
small, innovative environmental projects in the Sahel region..

The Environment in Country Economic and Sector Work

In addition to specifically environmental studies, there are signs
that more systematic consideration of the environment is occurring
at the level of country economic strategy. Of the twenty-eight
policy framework papers completed in fiscal 1989, twenty referred

12
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to environmental and natural resource issues.4 The detail and depth
of analysis varied considerably, however; most papers discussed such
issues only superficially, and in only two cases-Madagascar and
Nepal-did environmental concerns receive substantive attention.
Brief references to forestry problems, energy efficiency, and popu-
lation pressure on natural resources were more typical. Clearly, the
scope for integrating environment into strategic studies is great.

A sample of country economic reports reveals a similar pattern.
About 60 percent of the reports refer to the environment-usually
superficially, although a few make policy recommendations on such
things as institutional reform, grazing-fee schemes, and energy
conservation. Three studies, on Costa Rica, Mauritius, and the
Philippines, are exceptional in that they build conclusions from
substantial environmental work into the country economic analysis.
Otherwise, there have been few efforts to trace the likely conse-
quences of resource degradation for sustainable economic growth
or to identify economic policy measures for dealing with environ-
mental problems.

The environment does not appear to be addressed more syste-
matically in sector reports. A sample reveals no clear pattern-for
example, there is no more attention to the environment in reports
on agriculture than in reports for other sectors. And as with
economic reports, sector reports, with few exceptions, cover envi-
ronmental questions briefly and superficially and describe rather
than analyze the issues. In sum, despite the effort made in preparing
environmental issues papers and environmental action plans, firmer
links still need to be established with economic and sector work.

Project and Sector Lending

The Bank has for many years been actively concerned with the
environmental implications of its projects and has invested in free-
standing environmental projects in pollution control, social for-

4. Policy framework papers, prepared with the assistance of the staffs of the IMP and the
Bank, are a requirement for several important structural adjustment lending programs. In
the policy framework paper the borrower sets out the main policy objectives to be achieved
over a three-year period, the specific measures to be taken each year. ad the economy's

needs for external financing.
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estry, and watershed management. Its record with pollution con-
trol projects has been successful and fairly uncontroversial. Recent
controversy has revolved around deforestation, resettlement, soil
erosion, wildlife management, impacts on indigenous peoples, and
problems with irrigation schemes and large dams.

The Bank, recognizing that it had devoted too few resources to
the environment in the past, has increased the number of staff
members who monitor and review the environmental aspects of
projects and provide direct operational support. It has extended the
range of staff skills for this work, giving more emphasis than
previously to the social and biological sciences. And it has put in
place a new organizational structure, a new set of procedures, and
a policy and research program to increase its responsiveness to
environmental concerns and assist in better project formulation.

Among the most important recent innovations has been the
preparation of an operational directive on environmental assess-
ment, to be completed in fiscal 1990. The directive will codify an
existing process for Bank projects that may have significant envi-
ronmnental impacts. An estimated 20 to 25 percent of Bank projects
will be subject to a full environmental assessment, including a
formal mechanism to help ensure interagency coordination and to
address the concerns of those who might be affected. By analyzing
project-specific environmental impacts, the environmental assess-
ment will complement the Bank's regional and country environ-
mental studies and action plans. In addition to purely environmen-
tal issues, environmental assessments will cover related social
concerns-cultural property, health, resettlement, tribal peoples,
and the like. Screening early in the project cycle will determine the
type of environmentaL analysis needed. The environmental assess-
ment will be the borrower's responsibility, as part of project prep-
aration. The Bank, in its environmental clearance process, will
indicate when it sees a need for an environmental analysis, provide
technical support, and review the final assessment.

Because it is critical that environmental assessment work be used
to build borrowers' capacity and commitment for tackling broad
environmental policy issues, the directive will stress the strength-
ening of local institutions (using local expertise whenever possible),
environmental training for public officials, and intragovernmental

14
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coordination. Making an environmental assessment is, of course,
not costless: the cost implications, both for the Bank and for the
borrowers, must be carefully weighed in determining the appropri-
ate amount of effort to be devoted to the assessment. Such flexibil-
ity dernands that the environmental assessment process be applied
case by case. Finally, although the guideline currently focuses on
project analysis, the effort to integrate environment into country
economic work indicates the need for similar procedures for assess-
ing the environmental impact of adjustment and other economic
policy interventions.

In fiscal 1989 the Bank's Board of Governors approved eighty-
five loans that had significant environmental components; this
number represented more than a third of total loans approved (see
table 1). The growing concern for the environment will be even
more evident in future lending operations. In fiscal 1989 there
were two projects with primarily environmental objectives-a com-
munity forestry project in Nepal and a forestry project in Ghana.
By contrast, about thirty major environmental projects are in the
pipeline for the following three-year period, and total lending for
these projects is expected to be about $2,000 million.

Work is under way on eleven forestry projects, all of which
contain environmental elements. Lending for forestry totaled $474
million in fiscal 1987-89 and is expected to double in fiscal 1990-
92e In addition, ten general environmental and natural resource
management projects are in preparation; these contain such ele-
ments as pollution control, tribal protection, reforestation, fisher-
ies, land use surveys, and the development of institutions and
incentives to foster sustainable use of resources. Two large projects
for integrated watershed development are also in preparation, as
are loans and credits for resettlement, flood control, industrial
energy conservation measures, and area development and
protection.

The development of environmental projects, which has in the
past been hampered by lack of funding for preparatory work, will
be enhanced by the establishment of the Technical Assistance Grant
Program for Environment. This program, financed primarily by
the Japanese government, with possible future participation by
other bilateral donors, is designed to fund technical assistance that
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Table 1. Loans uwth Enwironmrntal Elements, by Sector, Fiscal 1989

Loams with
Total environmental Perrentage

Sector loans elemens of total

Agriculture and rural
development 51 39 76

Forestry 3 3 100
Irrigation and drainage 5 5 100
Area development 10 9 90
Research and extension 10 8 80
Agroindustry 5 2 40
Other 18 12 67

Energy 23 12 52
Oil, gas, and coal 6 4 67
Power 17 8 47

Transport 22 7 32
Water supply and sewerage 10 7 70
Industry 14 5 36
Industrial development

finance 16 3 19
Small-scale industry 5 1 20
Urbanization 12 3 25 0
Telecommunications 7 0 0
Education 19 2 11
Population, health and

nutrition 12 2 17
Technical assistance 13 0 0
Nonproject 21 4 19

Structural adjustment 14 4 29
Other 7 0 0

Total, fiscal 1989 225 85 38

would otherwise be a cost to the country concerned. Priority in
the use of the funds will be given to the preparation of innovative
projects or components designed to improve or protect the environ-
ment in such areas as environmental policies and institutions, land
management, forestry, conservation of the natural and cultural
heritage, and control of urban and industrial pollution.
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Examples of the range of environmental issues addressed in fiscal
1989 lending are presented below. Environmental issues are of
particular concern in agriculture and energy but are also frequently
dealt with in other sectors.

AGRICULTURE AND FORESTRY. Of fifty-one agricultural loans ap-
proved by the Board in fiscal 1989, thirty-nine (76 percent) had
environmental components. Some of the recurrent environmental
elements in agricultural projects are land and soil management and
conservation, integrated pest management techniques, wildlife
management, protection and management of forests, rehabilitation
of drainage and irrigation systems, institutional support, 'and re-
search. Forestry and irrigation projects are two of the main types
of agricultural projects that the Bank finances, and both often
include significant environmental elements.

Environmental preoccupations in forestry typically include refor-
estation, the protection and sustainable management of natural
forests, the conservation of biodiversity, the development of com-
munity plantations, forestry research programs, support for educa-
tion and training, strengthening of institutions, and the reform of
economic incentives as they relate to the sector. In fiscal 1989 the
Bank made forestry loans to Ghana, Nepal, and Sri Lanka; all had
significant conservation components.

The goals of the project in Ghana are to improve the manage-
ment of industrial forestry operations and to stabilize earnings
through the gradual introduction of appropriate policies. The con-
servation of natural forests, the promotion of agroforestry and
community forestry, and the strengthening of the structural base
of the sector and its institutions are among the main objectives of
the project, which also provides resources to strengthen the man-
agement of national parks and game reserves. These goals will be
achieved by building institutional capabilities, improving the man-
agement of commercial forests (and reducing the considerable waste
in logging operations), undertaking a study of secondary forest
products, developing a rural forestry program, and implementing
or reactivating forestry education and research.

The project in Sri Lanka will emphasize environmental require-
ments. All plantations and selected natural forests are to come

17



under an intensive maniagement system to ensure that forestry
operations conform to environmental guidelines. The environmen-
tal management component, which was prepared in collaboration
with the International Union for. Conservation of Nature and
Natural Resources (IUCN), includes provisions for reorienting and
strengthening the relevant institutions, developing enviromnmental
guidelines and procedures for the implementation of all forestry
programs, and improving the standard forestry inventory. Existing
plans to log more than 45,000 acres of tropical forest lind have
been suspended pending environmental review. The project also has
components for education, training, applied research, and institu-
tional support.

Irrigation projects throughout the world have caused severe
drainage problems, with waterlogging and salinization as typical
consequences. The rehabilitation of existing irrigation schemes and
the construction of new drainage works are now a major invest-
ment requirement. An agricultural sector loan to Pakistan, for
example, specifies waterlogging and salinity as the country's prin-
cipal environmental problems in irrigated agriculture. Policy mea-
sures embodied in the loan deal with the rehabilitation of irrigation 0
and drainage systems, the privatization of public tubewells to im-
prove management of groundwater resources, and improved assess-
ment and collection of water charges to increase cost recovery from
users and encourage the efficient allocation of irrigation waten

Integrated pest management to reduce the use of agrochemicals
is often part of the Bank's agricultural projects. For example, to
minimize groundwater contamination in the West Mitidja irriga-
tion project in Algeria, the government has undertaken to prepare,
in consultation with the Bank, a comprehensive fertilizer and pest
management plan for the area. within three years and to implement
it in five years. The principles of the plan should also be applicable
to the whole Mitidja plain and to much of the area under irrigation
elsewhere in Algeria.

Another project in Algeria will reduce damage caused by locusts.
It includes pest control campaigns, the reinforcement of national
surveillance and warning systems, and the provision of equipment
to strengthen national capabilities for controlling desert locusts.
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Technical assistance to institutions, particularly in handling and
applying pesticides, is an important project component.

In Malaysia a land settlement and environmental management
project, in addition to assisting the government with the Sahabat
settlement complex, will help in the design and execution of the
environmental management plan for the Dent Peninsula in eastern
Sabah. The project will improve protection and management at the
Tabin and Kulumba wildlife reserves by providing staff and other
resources to the Sabah Wildlife Department, physical infrastructure
for the reserves, and technical advisers and consulting services for
the preparation of a conservation strategy for Sabah,-financed by
the uNDP. In addition, it will establish an environmental coordi-
nation unit in the Federal Land Development Authority to improve
environmental practices in the development of the Sahabat area and
in future land settlement projects.

ENERGY. Environmental issues in the energy sector are very di-
verse; they include atmospheric pollution, global warming, local
air and water pollution, the problems of hydropower and resettle-
ment, and the tradeoffs among renewable and nonrenewable energy
sources and conservation. As in previous years, most energy loans
approved in fiscal 1989 had components or measures to ameliorate
adverse environmental impacts, and almost all of them included
conditions regarding the improvement of price policy, which would
increase efficiency in energy consumption. In addition, some pro-
jects have specific environmental objectives. For example, a project
in Malawi will formulate an integrated program for more economic
use of energy resources. Its elements include encouragement of
fuelwood conservation-through the production of more efficient
charcoal kilns and cooking stoves and the dissemination of research
findings on fuel-efficient techniques-and improvements in wood
pricing, in the revenue collection system, in the protection and
management of indigenous forests, and in forestry institutions.

The integration of environmental components in an energy sec-
tor loan to Pakistan is of special significance because of the wide
policy implications of sector lending. Under the loan the govern-
ment of Pakistan will prepare a dated and monitorable environmen-
tal action plan providing for (a) the adoption of environmental
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standards to protect against air and water pollution and (b) the
establishment of guidelines for assessing the environmental impacts
of energy-producing activities. The development of institutional
capacity to address environmental issues and the adoption of im-
proved health and safety and energy, management standards will
also be part of the plan.

The Energy Sector Management Assistance Program (ESMAP),

which is supported by the Bank, the UNDP, other United Nations
agencies, and several donor countries, identifies, analyzes, and
proposes actions to address the most serious energy problems in
developing countries. The program also offers a preinvestment
facility to assist in the implementation of recommended actions.
ESMAP's activities encompass institutional, financial, policy, and
social issues that affect the use and provision of energy, energy
efficiency, traditional and modern fuel sources, and renewable en-
ergy resources. Environment is therefore a central theme of the
overall program. Activities in fiscal 1989 included the identification
and preparation of potential projects for industrial energy conser-
vation (Ecuador), the identification of promising sites for large-
scale windfarm development (India), promotion of the use of im-
proved charcoal kilns (Burundi), and promotion of increased cook-
ing efficiency (Ethiopia).

IANspoRT. Three port projects with environmental provisions
were approved in fiscal 1989-two in China and one in Algeria.
The project in Algeria addressed issues typical of the sector, includ-
ing reduction of pollution arising from port activities and minimi-
zation of the effects of dredging. Investigation and analyses were
carried out during project preparation to define specific measures
for avoiding significant disturbance to marine ecology in the port
of Algiers. In China the Ningbo and Shanghai ports project pro-
vided for additional equipment and training to improve environ-
mental monitoring of port operations and for a report assessing
the effects of the proposed project. on the environment.

Highway and rail projects may also require environmental safe-
guards. A road project in Nepal provided for measures to control
deforestation, shifting cultivation, and the effects of the immigra-
tion and tourism that improved access to the project area might
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bring. In addition, the Department of Roads agreed to establish
an environmental management unit to oversee the preparation of
environmental impact assessments for roads and development pro-
jects and to ensure that practices and procedures for road projects
in general are consistent with environmental and social require-
ments. In China the Inner Mongolia Railway project calls for
compensatory replanting of vegetation and for the provision of
livestock passages after the railway is built. To reduce the impact
of the railway on the area's fragile ecology, quarrying will be
controlled and will be followed by rehabilitation measures to avoid
damage to surrounding grasslands.

WATER SUPPLY AND SEWERAGE. Lending operations in this sector
have traditionally addressed environmental concerns. Examples in
fiscal 1989 include a project in Karachi, Pakistan, to provide piped
water for approximately 2.5 million people and sewerage services
for 1.9 million, thus mitigating serious health hazards. Pollution
of coastal areas in Karachi will be reduced through the provision
of three new sewage treatment plants and the implementation of
national and local institution-strengthening measures. In Yugosla-
via the Istria and Slovenia coastal water supply and sewerage project
will protect existing water sources and coastal tourist areas from
pollution and provide for environmentasay sound sewage disposal.

INDUSTRY. The Bank traditionally takes steps to ensure that its
industrial projects minimize adverse environmental impacts. In In-
donesia the environmental objectives will benefit from a multiplier
effect as funds for an industrial restructuring project are passed on
to subborrowers in the areas of engineering, textiles, and pulp and
papen All subprojects will be subject to an environmental impact
assessment in accordance with prevailing Indonesian laws and reg-
ulations, and plant operation and maintenance will be required to
meet relevant environmental standards. For enterprises that use and
manage forest resources-for example, in the pulp and paper in-
dustry-the environmental criteria will be extended to cover appro-
priate good management practices.

OTm SECTORS. Projects with significant environmental compo-
nents are also found in such sectors as urban development and
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population, health, and nutrition. Population is fundamental to all
enviromnental problems and solutions, and the Bank continues to
place high priority on its population work. Projects in this sector
include provision of family planning services, improvement of dem-
ographic data systems for population planning, and information
and education. Eleven projects were approved in fiscal 1989.

Although education projects have not-traditionally had important
environmental components, two projects in fiscal 1989-in Indo-
nesia and in the Maldives-contain significant environmental ele-
ments. The Indonesian project focuses on strengthening the ability
of government agencies to provide technical and institutional sup-
port to the tree crop subsector through training, studies, and
technical assistance in environmental protection. In the Maldives,
buildings for a regional secondary school-part of an education and
training project-wiU be sited so as to avoid the loss of agricultural
land. Concrete block and clay brick will be substituted for coral,
the traditional building material, to avoid further damage to coral
reefs in the area, and, to avoid contamination of seawater, waste
disposal will receive careful attention. In addition, environmental
studies are part of the proposed curriculum for the school.

The International Finance Corporation (IFC)

Projects financed by the IFc also raise environmental questions,
depending on the sector and type of project. The environmental
aspects of such investments are now given very close attention in
every case, and the corporation insists, as a condition of its financ-
ing, on the higher standards of environmental protection that have
come to be accepted in recent years. The IFc has appointed an
environmentaL adviser, who operates. within the engineering staff
and collaborates closely with the Environment Department.

The sponsors of private projects financed by the IFc are generally
very cooperative. On some occasions tPc advice and influence have
had an imnportant effect in improving environmental standards.

For example, a loan to Shell Gabon for petroleum production
involves drilling more than eighty production wells and building a
pipeline, access roads, gathering and processing stations, storage
facilities, and living quarters. Protecting the dense rainforest and
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swamps where drilling will occur is of prime importance, for the
area contains several threatened plant and animal species. An envi-
ronmental impact assessment recommended, among other things,
the development of a plan to protect the area and to manage a
nearby national park properly. Contingency plans for oil spills and
waste management plans were also prepared. International environ-
mental agencies were consulted about the development of an envi-
ronmental management plan.

Another instance in which iFc involvement brought about con-
siderable improvement in environmental matters is that of Celulosa
Arauco, a bleached kraft pulp mill in Chile. During the evaluation
of an expansion plan in 1986 the iFc's technical staff noticed that
little attention was being paid by the owners to the treatment of
liquid effluent being discharged directly into the ocean. At the
IFc's insistence, aeration ponds, diffusers and pH control systems
are being installed. A consequence of the Irc's early dialogue with
this company on environmental matters has been that in two
subsequent larger investment programs supported by the iFC the
company has willingly accepted the requirement to install modern
equipment for treatment of liquid and gaseous effluents.

Some agricultural projects appraised by the iFc in recent months
have raised the question of protecting the ecosystem at large. In
such cases the corporation has worked closely with experts else-
where in the Bank and in other development institutions, such as
the Asian Development Bank. Where it has not been possible to
develop satisfactory solutions to preserve the ecology, the corpora-
tion has declined to support the ventures.

Structural Adjustment Loans

Adjustment- lending has not, until recently, paid explicit atten-
tion to environmental issues. But it does not follow that the
consequences of this omission have necessarily been adverse. Indeed,
in many cases good economics is good for the environment: long-
terrn economic and social objectives can often be well served by
short-term adjustment policies. Although the likely environmental
impact of general fiscal and institutional reforms usually cannot be
determined, a review of the Bank's adjustment lending over the
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past ten years does suggest some conclusions about the effects of
other common loan conditions.

For example, such structural reforms as reduced government
subsidies for energy, pesticides, and irrigation water typically are
environmentally benign. Other adjustment policies-to reduce gov-
ernment interventions in marketing arrangements or to revalue the
exchange rate-may have a profound and conceptually traceable
impact on the environment. Such policies, by changing agricultural
prices, influence the types of agricultural activity conducted and
have environmental consequences. There is some evidence that price
reforms have encouraged the production of environmentally benign
export crops in some countries. But generalizations about the
overall impact of past adjustment lending on the environment are
difficult to make. Apparently identical loan conditions may have
dramatically different impacts in different countries, depending on
such things as the prevailing institutional arrangements, the prices
of other goods, and the physical and cultural environment. When
the potential environmental impact of adjustment lending is clearly
significant, efforts should be made to anticipate that impact and
tailor the proposed policy intervention accordingly.

Adjustment lending in fiscal 1989 illus.trates a growing recogni-
tion of the potential of structural reforms in achieving environmen-
tal objectives. Of the fourteen structural adjustment loans approved
in fiscal 1989, four-in the Gambia, Ghana, Guinea-Bissau, and
Laos-explicitly address environmental objectives or issues. Several
other loans incorporate conditions likely to have positive environ-
mental implications.

One stated objective of the second structural adjustment credit
to Ghana is to improve the management of the country's. natural
resources. Under this loan a comprehensive environmental action
plan will be prepared. This action plan will identify specific policy
actions in priority areas-land management, to deal with the prob-
lems of soil degradation and erosion; water resource development;
forestry and wildlife; coastal zone management; control of mining
and industrial pollution; and planning for human settlements. The
plan will also address the need to strengthen the institutions that
manage natural resources; it will establish procedures for an envi-
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ronmental review of public and private investments; and it will
support environmental education.

In the Gambia the structural adjustment program covers mea-
sures to promote the diversification of agricultural production. It
recognizes that environmental degradation is a potential obstacle to
sustainable development and identifies important threats to natural
resources-increasing population pressure in rural areas, overgraz-
ing of pastures, excessive exploitation of trees for fuelwood, salinity
intrusions along the Gambia River, and inadequate groundwater
managenent. On the basis of recommendations arising from the
Environmental Protection and Resource Management Workshop
that the government hosted in July 1988, the current loan provides
for a comprehensive review of environmental issues and an action
plan to improve natural resource management. It also requires a
master plan to address the serious depletion of fisheries and the
development of a strategy for improving groundwater management.

The adjustment lending programs to Guinea-Bissau and the Lao
People's Democratic Republic both emphasize conservation of for-
est resources. In Guinea-Bissau a review and an action plan for the
optimal exploitation and replenisbment of forest resources are being
prepared. The Laos program is promoting forest resource conser-
vation through the imposition of a royalty on logging. Specifically,
an ad valorem tax will be introduced, with rates varying from 10
to 70 percent depending on the grade of wood. During the adjust-
ment program period the management of forests, the industrial
exploitation of forest resources, and the potential environmental
imnpacts are to be reviewed under an PAo Tropical Forestry Action
Plan with active Bank participation.

Although environmental concerns are not specifically mentioned
in most of the structural adjustment loans of fiscal 1989, several
loans include conditions that are likely to help the environment.
These include reducing or gradually eliminating pesticide subsi-
dies, reforming energy prices to reflect the economic costs of
supply, studying fuel substitution to develop strategies for meeting
energy demand from biomass and commercial energy sources, im-
proving the security of land tenure, providing basic sanitation and
health services, and legalizing the status of water user associations
to increase the participation of farmers in the operation and main-
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tenance of irrigation schemes and to facilitate the implementation
of cost recovery measures.

Policy and Researrh

The Environment Department stepped up its activities in fiscal
1989 in three main areas-natural resource management, environ-
mental quality and health, and environmental economics-further
integrating environmental concerns into the Bank's policy and
research work. Natural resource management includes research and
development of policies in tropical forestry, biodiversity, drylands
management, watershed management, wetlands, and irrigation and
salinity. Work on geographic information systems in economic and
environmental management also falls into this category. Environmental
qualty and health includes such issues as industrial pollution, air
quality management, global climate change, alternative energy
sources, industrial risk, natural hazards, and the relationship between
public policies and environmental health. Environmental economics and
institutions focuses on introducing environmental considerations into
agricultural pricing, power system planning, and national income
accounts; including the environment in project economic analysis
and general development economics; and designing marnagement
systems and institutions to address environmental issues.

In addition to many in-house papers and reports, the Bank in
fiscal 1989 produced several books, guidelines, and state-of-the-art
reviews. These included a contribution to a forthcoming inter-
agency report, Conserving the World's Biodiversity, a review and set
of policy recommendatios-orr dryland-management;-and a review
of the most pressing technical and policy research needs for con-
taining tropical deforestation. Nineteen Environment Working Pa-
pers have been published so far; they address such issues as environ-
mental degradation in frontier developing economies, the economics
of farm-level soil conservation measures in the uplands of Java, and
the challenges of global commons issues. Other recent publications
include a manual on safe disposal of hazardous wastes and two
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books, Environmenta( Accounting for Sustainable Development and En-
vironmental Management and Economic Development.5

Staff instructions and guidelines included the operational direc-
tive on environmental assessment discussed above. This directive
builds on existing guidelines such as the general instruction "En-
vironmental Aspects of Bank Work," which outlines general pol-
icy and procedures. A series of other guidelines complements the
directive; among them are those on involuntary resettlement in
Bank-financed projects, tribal peoples, wildiands, and cultural
property. A recent addition is the operational directive on environ-
mental pqlicy for dam and reservoir projects. Future work will
include an updating of existing environmental guidelines for indus-
trial processes and preparation of guidelines for land and water
management.

Although the Environment Department plays a central role in
preparing staff instructions and in policy and research, other de-
partments conduct most of this environmental work. The Industry
and Energy Department pays particular attention to environmental
matters, and environment is a pervasive theme in its Energy Sector
Management Assistance Program, in which conservation and effi-
ciency issues predominate. Policy and research work in the Industry
and Energy Department in fiscal 1989 included a study of the
policy implications of the greenhouse effect for the energy and
industry sectors, a handbook on windpumping, a method for
assessing the true cost of biomass resources, a review of the envi-
ronmental aspects of Bank power projects, and guidelines on im-
proving the efficient use of energy by end users.

The Population and Human Resources Department undertakes
few activities explicitly related to the environment-exceptions
include research on public policy and environmental health and on
the impact of population growth on water resource supply and
demand. But control of population growth is fundamental to suc-
cessful environmental management, and the department's emphasis
on population, as well as on such closely related concerns as wom-

5. Yusuf J. Ahmad. Salah El Serafy, and Ernst Lutz, editors. Enmi'onmental Accounting for
Sstsinable Dewlopment (Washington, D.C.: World Bank. 1989); and Gunter Schramm and

Jeremy J. Warford. editors. Emwitonmental Management and Economic Derelopment (Washing-
ton. D.C.: World Bank. 1989).
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en's issues and primary health care, give its program a central role
in the Bank's overall environmental effort.

The Infrastructure and Urban Development Department has a
considerable environmental program that is geared primarily to
such issues as municipal solid waste management, sewage and waste
recycling, and low-cost sanitation alternatives. The environment is
also featured in its transport work: guidelines are being prepared
on environmental considerations in port and harbor development
and road and rail transport.

In fiscal 1989 the Agriculture and Rural Development Depart-
ment prepared a book on innovations in resource management and
the sustainabiity of agricultural systems.6 It also issued guidelines
on dam safety and the environment, an analysis of an import ban
on tropical forest products, guidelines on the use and application
of pesticides, and a study of the environmental impact and sustain-
ability of investments in irrigation.

Evamation, Training, and Information

OPERATIONS EVALUATION. Environmental issues are now ad-
dressed in performance audits and in reviews of project completion
reports. In addition, work started in fiscal 1989 on two country-
specific studies of environmental issues, in Brazil and Nepal. The
study on Brazil examines the Bank's performance in handling
environmental issues in large infrastructure and regional develop-
ment projects in several Brazilian states; the preliminary paper has
been written, and some fieldwork has been completed.

The study of Nepal examines some of the microeconomic and
macroeconomic relationships-particularly having to do with insti-
tutional questions-that determine how natural resources are used.
After a detailed review of Bank and non-Bank experience, the
study team completed its preliminary field evaluation and began
the analysis in the last quarter of fiscal 1989. The final report will
be completed in fiscal 1990.

6. L. Richard Mefers, Innovation in Resource Management: Preedinigs of the Nith Agnru-
mmte Secor Symposium (Washington, D.C.: World Bank, forthcoming).
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-Work in progress in the Operations Evaluation Department
focuses on sustainability issues in a sample of nearly 600 Bank-
financed projects. Some issues being explored are the tradeoffs
between development and the environment, the principal determi-
nants of sustainability in the various sectors, and the Bank's con-
tribution to sustainable development. Some of the findings thus far
emphasize the importance of policy intervention at the macro-
economic level, the country economist's role in addressing environ-
mental problems, and the potential importance of structural adjust-
ment lending as an instrument of environmental policy.

ThINING. During fiscal 1989 the Economic Development Insti-
tute (EDi) continued to help broaden the understanding of natural
resource management by bringing together environmental special-
ists, development practitioners, and policymakers to share experi-
ences, problems, and solutions having to do with developing coun-
tries' policies and programs. A regional seminar in Latin America
was organized in fiscal 1989.

EDi seminars on the environmental impact of current and future
consumption of renewable energy resources in Africa were held in
Zimbabwe in October 1988 and in Senegal in June 1989. In another
seminar in Zimbabwe, senior foresters and representatives of non-
governmental organizations considered ways of managing natural
resources at the local community level, with special attention to
social forestry, as discussed in the new EDi book People and Trees.'
A seminar in Indonesia on land access examined ways of achieving
harmony between efficient resource management and meeting basic
human needs. These seminars emphasized conservation of natural
resources alongside the pursuit of national goals of economic growth
and equity.

In fiscal 1989 the Environment Department, in cooperation with
other concerned departments, conducted seventeen training sessions
that reached about 450 staff members. These sessions included
seminars and workshops on climate change, environmental eco-
nomics, environmental and safety aspects of large dams, remote

7. Hans Gregersen, Sydney Drape. and Dieter Elz. People and Trees: The Role of Social
Forestry in Sstainabk Deelopmeni4 wm Seniinar Series (Washington, D.C.: World Bank,
1989).
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sensing and natural resource management, dryland management,
pesticides, municipal add industrial waste management, and natural
and industrial hazards. In addition, sessions on agriculture, energy,
industry, infrastructure, and health, but with a direct bearing on
the environment, also took place, as did dozens of smaller, more
informal talks and discussions with experts in various fields.

Project and sector staff have more exposure than country econo-
mists to environmental issues in their day-to-day work. Since staff
training in this field has been largely demand-driven to date, most
courses and workshops have involved technical and economic staff
with project or sector responsibilities. Although progress in inte-
grating the environment into country economic work is good, it
is apparent that it still lags considerably behind project work. The
main push of the environmental staff-training program in the pe-
riod ahead will therefore be to target country economists and
stimulate their awareness of the issues, the relevance of the environ-
ment for sustainable and equitable macroeconomic growth, and the
critical role that conventional economic instruments have to play in
environmental management.

THE ENVIRONMENTAL INFORMATION SYSTEM. To integrate environ-
ment into Bank activities, affordable and accessible information is
needed, and in September 1987 the Bank began developing an
Environmental Information System (ENvis), drawing on internal
and external sources. The objective of ENVIS is to provide Bank
staff with a central source of information about the Bank's activi-
ties in environmental fields as well as a tool for analysis, project
design, and policy development. ENVIS has three modules that will
track Bank environmental projects, supply country-by-country en-
vironmental information, and.provide electronicaccess to economic
and sector studies through an environmental and economic bibli-
ography. System development, planned over several years; has be-
gun for all three modules.

During fiscal 1989 development of ENvIs continued and the
system was expanded; files for fiscal 1987, 1988, and 1989 have
been completed. Design and administrative arr2ngements were un-
dertaken to add the protected areas database developed by the IUCN

and maintained by the Conservation Management Centre in Cam-
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bridge, England. Existing project data were classified into ten
major environmental categories to ease access and foster analysis,
and a user's guide was completed. Promotion of Emis and training
of potential users will be expanded in 1990, when three full years
of Bank environmental data will be on file.

Strategic Issues

Environment, Growth, and Development noted lessons gained from
experience in the preceding decade or so. Among them were
awareness of the growing interdependence between economic activ-
ities (and thus of the increasing complexity of projects) and recog-
nition of the inadequacy of the project-by-project approach to
cnvironmental problems. The Bank's response to these lessons has
been, first, to increase the effort devoted to environmental matters
and second-a new dimension-to try to integrate environmental
issues into all aspects of its work, with special attention to its
country economic and policy dialogue. Evidence from fiscal 1989
operations indicates substantial and rapid progress, but more time
is needed before the results of the Bank's new policy can be
properly assessed. Moreover, a number of important issues remain
for the Bank and its partners in the development community:
methodological issues concerning the valuation of environment and
the role of macroeconomic policy; the global commons and sustain-
ability; political constraints; and public awareness of the Bank's
environmental work.

Valuing the Environment

The difficulties of valuation can.createma bias-against environmen--
tal projects. In particular, standard techniques of project analysis
tend to support the myopic view of decisionmakers in both govern-
ment and development institutions. The economic justification for
projects and policies traditionally rests on a comparison of benefits
and costs, valued in monetary units. Even if the consequences of
projects are predicted accurately, benefit-cost analysis has severe
shortcomings because important value judgments often have to be
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made concerning, for example, the long-term costs of tropical
deforestation or the immiiient extinction of a species. This kind of
difficulty applies in evaluating the simplest of projects but is even
more pressing when complex environmental consequences are in-
volved. In these cases such valuation problems as intergenerational
equity, irreversible damage, and externalities are often exhibited to
an extreme degree.

Despite the limitations of economics in placing values on many
consequences of projects, rigorous benefit-cost analysis is still of
critical importance. The traditional analysis should, however, be
supplemented by an equally rigorous appraisal of physical and dis-
tributional effects that the project officer or management must
treat as seriously as the narrower monetary evaluation in determin-
ing project justification. In practice, much attention should be
focused on uncertainty. And explicit consideration of the need for
scientific, technical, and behavioral information should be part of
the decisionmaking process.

Although existing Bank procedures allow for such an approach,
and although each year projects that do not meet the standard
benefit-cost test are approved, strict adherence to that test is still
perceived as necessary by many staff members. Work is therefore
under way on guidelines for project staff that will show for many
important environmental issues (such as biodiversity, climate
change, and tropical deforestation) how far standard economics
should be used and where it needs to be supplemented by assessing
nonmonetary impacts, with explicit attention to the time dimen-
sion and uncertainty.

Economic Policy and Environmental Management-

In recent years the Bank has made great efforts to improve the
project review process and to stimulate the search for projects with
primarily environmental objectives. Moreover, as a review of Bank
environmental operations for fiscal 1989 shows, progress has been
made in expanding the traditional project-by-project approach to
the analysis of proximate and underlying causes of environmental
problems and the determination of fiscal, trade, institutional, and
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legislative policies that are increasingly featured in policy-based
lending.

Much still needs to be done, however. Sound economic policies
require better understanding of the causes of environmental degra-
dation and of its social and economic significance. Determining
causality, a necessary step in introducing remedial measures, is
difficult because of the complex interactions between natural events
and human activities that characterize environmental problems.
Understanding of the macroeconomic causes of environmental deg-
radation is being rapidly improved through operational experience,
such as country environmental studies and adjustment lending
activities.

To improve its knowledge in this area, the Bank is investigating
the relationships between geographic data, including remote sens-
ing, and various kinds of socioeconomic data. The purpose is to
see if recent advances in the processing of geographic information
can be used to identify the impact of changes in economic and
social variables such as population growth, poverty, land tenure
arrangements, and pricing of key agricultural commodities as a
basis for policy intervention.

Another need is to make more explicit the macroeconomic im-
portance of environmental problems. The shortcomings of the
treatment of the environment in national income accounts are fairly
well known-for example, pollution abatement costs are counted
as additions to national income. Of special relevance to many
developing countries is that there is typically no accounting for the
drawing down of those resources that in principle are renewable
but that in practice, because of overexploitation, are being rapidly
depleted. If compensating investment is not made, growth based
on such a process is not sustainable, and conventional national
income measures provide a misleadingly favorable impression of
economic progress.

Subject to valuation problems of the kind mentioned, treating
natural capital depletion analogously to depreciation of man-made
capital would provide a more realistic indicator of economic prog-
ress. The World Resources Institute has estimated that although
the gross national product (GNP) of Indonesia increased 7 percent a
year between 1970 and 1984, the true growth rate would fall to 4
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percent a year if depreciation of natural capital were taken into
account.' The Bank, in collaboration with the uNEP, the United
Nations Statistical Office, and certain bilateral agencies and re-
search institutions, is developing a method for establishing satellite
national income accounts. A series of country studies will be
conducted to create an awareness of environmental issues at the
macroeconomic level and, equally important, to identify areas in
which more information is needed as a basis for sound policies.

Although research in these and other areas is required, deficien-
cies in information should not be an obstacle to action. There are
already economic techniques-and, for most countries, enough
information on natural resources-to make possible substantial im-
provemnents in the way in which enviromnental degradation is
handled in country economic planning. Sound environmental man-
agement must become a central part of overall economic and social
policy. Within its staff and budget constraints, the Bank will
pursue this objective vigorously in the period ahead. Country
economic work will increasingly focus on (a) the extent to which
national income accounts would be affected if environment were
accounted for properly, (b) the extent to which environmental
degradation threatens sustainable economic growth and country
creditworthiness, (c) priorities to be assigned to environmental
problems, and (d) identification of economic policies for addressing
enviromnental issues. This will require a training program for
country economists, backed by a substantial policy and research
program, operational support from the Environrment Department,
and budgetary support to accommodate the added workload.

The Global Commons and Sustainability

Air and water -pollution. on- an international.scale--in the form
of acid rain, global warming, threats to the ozone layer, and
pollution of the seas-reflects the growing physical and economic
interdependence among nations. Certain developing countries are,
it is true, contributing to the problem through tropical deforesta-
tion and emission of industrial pollutants. The primary responsibil-

8. Robert Repetto and others, Wasting Assetw Naurol Resoures in the Natoonal Income
Accounts (Washington, D.C.: World Resources Institute. 1989).
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ity, however, continues to rest with the industrial countries which,
for example, have dnly about 11 percent of the world's population
but account for more than 90 percent of the industrial emission of
carbon dioxide into the atmosphere. The Bank, through its partic-
ipation in international conferences such as those on global warm-
ing, transboundary shipment of toxic wastes, and the ozone layer,
will continue to urge the industrial countries to improve their
environmental policies.

With regard to its borrowing countries, the Bank addresses
global commons issues in a number of ways. One is its involvement
in regional activities such as the Environmental Plan for the Medi-
terranean and studies of the common desertification problems of
Sub-Saharan Africa. The Bank also supports individual projects and
policies with primarily environmental objectives and ensures that
other projects contain the required safeguards. Improvement of the
local environment will typically be consistent with global objectives.

Energy conservation has received considerable attention from the
Bank in the past, and increasing environmental threats, such as
global warming, will make it still more important in the future.
Efficient price policies that reflect the true economic costs of
supply, including environmental damage, as well as efforts to en-
sure that borrowers use efficient conservation measures, will con-
tinue to be central to the Bank's energy policy. Strenuous efforts
will be made to increase cost recovery targets and to improve the
poor record of compliance with loan conditions relating to tariffs
and cost recovery. The Bank will also continue its active search for
projects and policies that meet both economic and environmental
criteria in less traditional ways: a newly emerging priority is to
identify opportunities for funding alternatives to chlorofluorocar-
bons. Every opportunity must, be taken. to ensure that renewable
and nonrenewable resources are efficiently managed. Continued
economic growth in the developing world will depend heavily on
avoidance of the energy intensity that has characterized develop-
ment in the industrial countries.

The Bank has limited ability to persuade borrowers to invest in
environmental improvement measures when the benefits of such
measures accrue outside the country's borders. This applies to
measures that reduce the direct export of pollutants and to the
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preservation of unique indigenous species that may be primarily of
international concern. The costs of such measures are extremely
higb and increasing, and they expand even further the resources
required for sustainable development. In such cases borrowing at
commercial rates may not be acceptable. For this reason the devel-
opment community is currently considering alternative forms of
subsidized funding mechanisms for environmental protection. Debt-
for-nature swaps are one technique that has recently been employed
for a number of countries. Although Bank funds cannot be used
for this purpose, the Bank supports such efforts in principle and is
prepared to assist in facilitating arrangements between developing
country govermnents and potential donors.

Sustainable economic development will require continued efforts
to reduce population growth, which, particularly when associated
with inadequate natural resource management policies, continues
to be a primary underlying cause of environmental degradation in
developing countries, especially in the poorest ones. The Bank will
increase its efforts to ensure that population remains a high-priority
issue in its ongoing dialogue with member governments. Lending
for population activities, expected to be about $800 million in the
next three years, is a small proportion of the Bank's total lending,
but, complemented by its research function and country dialogue,
it is an important part of the effort to bring about the integration
of environment into country economic and social planning.

Political Constraints

As in other areas, the Bank's role in the environmental area is
to work with member governments toward better understanding
of the problems, to assess the chain of causality, and to assist in
formulating appropriate policies and financing investments. This
should be done with the full participation of those people most
affected by the activities.

The Bank's environmental strategy, which has been broadened
from a concentration on individual projects to include a concern
with macroeconomic causes and prescriptions, represents a signifi-
cant change in approach. But even more fundamental causes of the
environmental problem need attention, and they inevitably involve
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politically sensitive- qu.estions about the distribution of land, in-
come, wealth, and political and institutional power. By their na-
ture, environmental problems typically involve conflicts of interest:
the upstream polluter damages downstream fisheries; mining and
logging operations threaten indigenous tribes; emission of pollut-
ants into the atmosphere threatens the global climate; and urgent
present-day needs threaten the well-being of future generations. In
most cases the powerful damage the weak or those who have little
say in the decisionmaking process. Vested interests are therefore a
powerful constraint, and strong political will is required. Against
this background, it is to be expected that governments, the Bank,
and other external agencies will encounter increasing resistance in
trying to deal with environmental concerns.

Political constraints may preclude agreement between the Bank
and a particular government on important environmental issues.
While recognizing governments' ultimate right to exercise sover-
eignty on all matters within their own borders, the Bank makes
its participation in funding contingent on certain criteria. If these
are not met, a project will not be funded, or participation will be
suspended. Country sovereignty limits the Bank's role, and the
Bank may find itself in a difficult situation when a government
intends to proceed with a project with or without the Bank but
seeks its financial support. If the project is potentially very dam-
aging to the environment, and if Bank participation could do much
to reduce the damage but would not eliminate it entirely, the net
gains from participation must be the deciding factor. The Bank
will not avoid participation in a project just because it is potentially
controversial.

Public Awareness of the Bank's Role

The Bank has increasingly participated in the growing number
of forums on environmental issues. Ongoing consultation and col-
laborative work takes place with such United Nations agencies as
the UNEP, the PAO, WHO, the UNDP, and the United Nations Edu-
cational, Scientific, and Cultural Organization (Unesco), as well as
with the regional development banks, the Organisation for Eco-
nomic Co-operation and Development (OECD), and bilateral do-
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nors. The Bank continues its active participation in the annual
meetings of the Committee of International Development Institu-
tions on Environment (cmm). Bank staff also work closely with
the press to ensure that the Bank's activities are accurately re-
ported, and President Conable and senior staff have made several
public speeches on environmental matters.

Strsngthening cooperation with NGOs has been a primary con-
cern, with particular emphasis on three areas: (a) establishing closer
working relationships with NGO environmental institutions, (b)
enlarging the consultative process, and (c) broadening the flow of
information. Productive working relationships have been estab-
lished with several major institutions, among them the IUCN, the
World Wide Fund for Nature (wwr), and the World Resources
Institute. Collaborative work is under way on enviromnental stud-
ies, databases, country enviromnental action plans, and individual
projects.

To strengthen the effectiveness of Bank-supported activities, in-
creasing attention is being paid to improving formal and informal
links with NGOS, particularly indigenous NGos. The Bank-NGo
Committee, which was established in 1982 and meets once a year,
provides the formal mechanism for exchange of information on
policy issues. Environmentally oriented NGOS are now represented
on the committee, but the themes of environment and poverty are
common concerns of all committee members. The committee's
November 1988 meeting was devoted to policy issues of operational
importance to the Bank and the NGO community. Priority topics
included strengthening the involvement of NGOS in Bank opera-
tions, public access to Bank documents and information about
Bank-supported activities, the social costs of adjustment, and com-
munity participation in Bank-financed operations.

Instructions to staff on NGOs are contained in the Bank's opera-
tional directive on collaboration with nongovernmental organiza-
tions. Indeed, one of the most important contributions the Bank
can make in this area is its continuing effort to foster public
participation and to include indigenous NGOS in its development
efforts, subject to the concurrence of the concerned government.
(NGos have had a highly effective part in environmental work in
Madagascar, with the government's enthusiastic support.)
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Another aspect of cooperation concerns access to the Bank's
policy statements. Operational directives, which were previously
restricted to Bank staff, are now being made available to interested
parties outside the Bank. Economic and sector reports may also be
made available on a selective basis and with the concurrence of the
appropriate Executive Director and country director. In addition, a
list of World Bank-financed projects with potential for NGO in-
volvement is now being issued regularly. The list, to be updated
twice a year, contains more than 200 projects, many environmental
in nature. It complements information contained in the Monthly
Operational Summary, which has always been accessible to the
public, including NGO5.

A new, regular source of information is the Environment De-
partment's bimonthly newsletter, the Environment Bulletin. It has a
wide external distribution and is proving to be an effective tool for
informing the NGO community and other interested organizations
and individuals about the Bank's work. Also available to the public
is the Environmental Working Paper series, issues of which are
disseminated to NGO5 and other interested parties.

The rapid emergence over the past two years of a succession of
new global environmental issues has attracted broad public interest
and with it increased public pressure on the Bank. As part of its
response, the Bank has participated in several international meet-
ings on environmental issues. For example, at meetings on the
Montreal Protocol on the use of chlorofluorocarbons, the Bank is
represented on the International Economic Panel on the Ozone
Layer. The Bank's position on transboundary shipments of toxic
w-astes was first formally expressed in a statement by President
Conable at a meeting in Oslo in July 1988. The Bank has been an
observer in subsequent meetings in Luxembourg, Geneva; and
Basel which worked out the final text of the Toxic Waste Conven-
tion for signature by developing and industrial countries.

As noted earlier, the Bank's environmental activities extend far
beyond the work of the Environment Department and the four
regional environment divisions. Because this work is being inte-
grated into the Bank's general developmental activities, many pro-
jects that have significant modifications or components aimed at
environmental objectives do not carry an environmental label.
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Moreover, policy-based lending and macroeconomic-level dialogue
with countries are also typically not classified, as environmental
activities even if they address environmental matters. The integra-
tion of environmental concerns into the mainstream of Bank oper-
ations as well as into policy and research activities is difficult to
convey to the public in concrete terms. Public attention therefore
tends to focus on a few visible, controversial projects and to over-
look what is potentially a far more powerful means of addressing
environmental problems-policy intervention at the country eco-
nomic planning level.

A new booklet directed at a general readership, Striking a Balance:
The Environmental Challenge of Development,9 addresses and clarifies
the Bank's environmental priorities, overall role, and structure and
displays the range and depth of the Bank's approach on environ-
ment. Achieving a balanced view of environmental problems in
general and of the Bank's role in particular is crucial. Better
understanding by the public of the Bank's environmental work
requires an awareness of the Bank's overall objectives, its policies,
its funding, and the constraints it faces. In many cases environmen-
tal problems encountered in the Bank's project and policy work
simply highlight, often to an extreme degree, generic constraints
the Bank faces in its day-to-day work. Success in developing an
improved public relations program in the environmental area will
therefore demand that this topic be integrated into the Bank's
overall public awareness and education program.

Agenda for the Future

This review has demonstrated the considerable progress made in
integrating environrment into the Bank's operations. But it has also
identified areas in which progress should be hastened and other
actions should be taken to maintain the momentum that has been
built up. To strengthen still further the contribution of the envi-
ronmental work program to the achievement of overall develop-

9. Washington. D.C.: World Bank, 1989.
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ment objectives, the Bank will pursue the following agenda for
action over the next three years.

* Expand staff guidelines on several key issues; this includes the
updating of environmental guidelines for industry and the
preparation of guidelines on land and water management

* Work closely with borrowers to use systematically the envi-
ronmental assessment methodology in the preparation and
evaluation of projects to be financed by the Bank

* Increase the emphasis on environmental concerns in country
economic work. This will include analysis of the implications
of environmental degradation for sustainable economic devel-
opment and recommendations for economic policies to im-
prove environmental management.

e Increase lending for specifically environmental projects
* Increase lending for population projects
* Strengthen research on the underlying causes of environmental

degradation, the relationships between population, poverty,
and the environment, and the feasibility of appropriate policy
interventions

* Continue involvement in international efforts to develop poli-
cies on emerging environmental topics such as the global
commons issues

* Develop an ongoing program of training for operational staff
on the environmental aspects of their work, with special
emphasis on the requirements of country economists

- Improve and increase the flow of appropriate environmental
information as an integral part of the Bank's public awareness
and education strategy, bearing in mind the Bank's responsi-
bility to its members to protect confidential information.

Experience over the past several years has indicated that environ-
mental work is of central importance to the development process.
It has also been made quite clear that ensuring the environmental
soundness of Bank lending and policy work is labor-intensive and
costly. Additional budgetary resources will be required to support
improved environmental project work and the new dimension to
country economic work implied by the above agenda.
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