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The Greening of the World Bank
A Lesson in Bureaucratic Survival

by James M. Sheehan

Executive Summary

The World Bank has a dismal environ-
mental record that environmentalists have
long condemned. Its lending policies have
financed ecological destruction, human
rights violations, and forced resettlement, and
its projects have suffered from high failure
rates, according to the bank’s own criteria.

Past reform efforts were denounced by
environmental groups because those
efforts failed to improve the bank’s perfor-
mance. Since the mid-1990s, however, the
bank has been appeasing its critics by
including environmental nongovernmen-
tal organizations (NGOs) in World Bank
operations. As advisers to the World Bank
and conduits for its lending, NGOs have
been participating increasingly in bank
operations in recent years.

The bank appears to have created a new
constituency of environmental NGOs.
Although the bank has been unable to
show that the quality of its environmental
lending has fundamentally improved, envi-
ronmental groups, by and large, are more
cautious in their criticisms of the bank

and no longer advocate a reduction or sus-
pension of funding for the World Bank, as
they did in the 1980s and early 1990s.

The bank has also begun to adopt
aspects of the “sustainable development”
agenda advocated by the environmental
lobby. The bank has done so despite wide-
spread concern that such an approach—
based on the dubious presumption that
vigorous economic growth will overwhelm
the earth’s environmental capacity—is inim
ical to economic development and threat-
ens to leave the developing world environ-
mentally worse off.

A system in which NGOs administer
and receive bank funds is also problemat-
ic because the incentive structure ensures
that there will be little accountability in
the lending process. In addition, the
bank’s financing of NGOs can undermine
the basic governance process in develop-
ing countries through its selective
support of NGOs that endorse official
initiatives or that have clear political
agendas.

James M. Sheehan is an adjunct scholar at the Competitive Enterprise Institute and the author of Global Greens: Inside
the International Environmental Establishment (1998).




Since being stung
by environmen-
talist criticism,
the World Bank
has actively court-
ed environmental
advocacy groups.

Introduction

In response to harsh criticism by the envi-
ronmental lobby in recent years, the World
Bank has elected to paint itself “green,”
incorporating the concept of sustainable
development into the institution’s core oper-
ating principles. Because the strategy has
enabled the bank bureaucracy to pacify a
hostile constituency that once posed a threat
to the bank’s very existence, the history of
the World Bank'’s relationship with environ-
mental advocacy groups' is a lesson in
bureaucratic survival. Instead of devoting its
resources to counter environmentalists, it
chose to co-opt them.

At one time, environmental pressure
groups organized picket lines outside the
World Bank’s Washington, D.C., headquar-
ters. They eagerly denounced bank lending
policies as environmentally destructive. But
over the past decade environmental lobbyists
have adopted a new role. Now they are coun-
selors to the World Bank and conduits for
its lending. In essence, they have adopted the
role of nongovernmental organizations
(NGOs) in partnership with the entity they
once excoriated.

NGOs have long been a part of World
Bank activities. So-called development
NGOs—private voluntary organizations like
Red Cross societies and refugee relief orga-
nizations like Oxfam and Save the Children—
have traditionally provided direct services
with World Bank funds. They also play an
increasingly participatory role in World Bank
operations, taking part in nearly 50 percent
of all bank projects in 1997, including 81 per-
cent of the bank’s agriculture projects, 60
percent of its health and population pro-
grams, and 69 percent of other social-sector
projects.2 Those organizations have a vested
interest in the World Bank; without it, their
own budgets would shrink significantly.

Since being stung by environmentalist
criticism, the World Bank has actively court-
ed environmental advocacy groups. That
effort has been largely successful. Enviro-

nmental lobbyists remain critical of several
World Bank projects, but, as they have
become distributors and beneficiaries of
bank grants, they have grown more
restrained in their criticism and more under-
standing of the bank’s failures.

Although it has won the acceptance of
environmental groups, the World Bank has
neither fundamentally reformed its lending
practices nor radically changed the kinds of
projects that receive its funding. Bank proj-
ects around the world remain environmen-
tally damaging, and most will continue to be
funded despite the bank’s rhetorical embrace
of the NGOs’ sustainable development creed.
The bank’s most noticeable improvement
has been in its ability to weather criticism,
exposure, and political opposition.

By boosting its environmental lending
and grant making to NGOs, the bank has
ensured that its repeated announcements of
its intention to reform have not been scruti-
nized as harshly as in the past. In the process,
it has become a major financier of NGO par-
tisan lobbying activities around the world.
While NGOs typically describe themselves as
representatives of civil society at large, the
World Bank’s funding patterns demonstrate
a definite preference for organizations that
support statist approaches to environmental
policy, as well as a leading role for the World
Bank in planning economic development
projects for the developing world.

The Bank’s New Mantra:
“Sustainable Development”

Nobody can accuse the World Bank of
being insufficiently ambitious. In addition to
being committed to eradicating world pover-
ty, the institution has undertaken to “deal
effectively and sustainably with the major
challenges facing the earth.”® This all-encom
passing environmental focus is a direct result
of years of sustained pressure by the environ-
mental lobby. In 1997 the bank created an
Environmentally and Socially Sustainable
Development Network, one of the core func-



tions of which is to receive input from a wide
variety of NGOs.

“Sustainable development” is a vague
term almost notorious for its lack of precise
definition. Yet the bank has managed to
characterize the concept as “an alternative to
traditional development.” The new alterna-
tive focuses on “social inclusion and partici-
pation, the natural resource base and the
global commons, long-term versus short-
term time horizons, economic equity as well
as growth, differences in perception, and the
complex dynamics which interlink the plan-
et’s social, ecological, information, and eco-
nomic systems.”

The philosophy of sustainable develop-
ment has disturbing implications for devel-
oping countries. It is premised on the notion
that vigorous economic growth and the
unfettered operation of markets are unsus-
tainable because they could overwhelm the
biosphere’s capacity to absorb pollutants and
increase other stresses caused by humans.
Consequently, bureaucratic restrictions must
be imposed in order to diminish as much as
possible the environmental impacts of eco-
nomic development. Poor countries are
urged to not take the development path
taken by industrialized countries, in which
economic growth based on dangerous tech-
nologies results in excessive consumption,
pollution, and resource depletion. Dramatically
higher standards of living in places like
China, for example, are declared to be sim
ply not possible because the earth’s finite
resources are too limited.®

While poverty alleviation still remains a
goal of the World Bank, it no longer appears
to be the paramount concern. According to
lan Johnson, World Bank vice president for
the Environmental and Socially Sustainable
Development Network, the bank’s new mis-
sion is to “ensure that today’s actions that
encourage economic development and reduce
poverty do not undermine tomorrow’s
options for development.”® The implicit
assumption is that the developing world’s
immediate economic development ambi-
tions are inherently unsustainable.

Economic expansion is seen, not as help-
ing people lead better lives, but as the trou-
bling cause of species loss and diminished
biological diversity. Infrastructure develop-
ment, agriculture, resource extraction, and
urbanization are the culprits. The suggest-
ed remedy for an expanding human civi-
lization is to restrict land use. In the World
Bank’s “Advancing Sustainable Development,”
a report on the bank’s role in implementing
the United Nations’ Agenda 21 environmen-
tal convention, the bank proposes to enlarge
the total world land area of ecological parks
and protected areas from 7 percent to 10 per-
cent. Presumably, restrictions on mankind’s
use and development of land are to be insti-
tuted in countries that borrow extensively
from the World Bank.

Rising energy use in poor countries is also
considered unsustainable inasmuch as some
scientists speculate that it could cause
increased atmospheric carbon dioxide and
global warming. To combat possible global
warming and related climatic disturbances
over the next century, the World Bank pro-
poses a global reduction in the percentage of
electricity generated from fossil fuels from
the present 80 percent to 25 percent by 2050.
Its own estimate of the economic cost of this
radical electricity restructuring plan is 1 to
2.5 percent of global gross domestic prod-
uct.” A substantial portion of the economic
burden of restricting generation from fossil
fuels would be shouldered by developing
countries, which are dependent on a growing
world economy to facilitate exports, tourism,
and private investment.

Developing countries are not oblivious to
the repercussions of sustainable develop-
ment policies. In the context of the Kyoto
Protocol and other environmental treaty
negotiations, poor nations have called for a
dramatic increase of foreign aid in exchange
for their participation. Given the economic
losses that would result from sustainable
development policies, former World Bank
development economist and UCLA professor
Deepak Lal estimates that “developed coun-
tries would have to be willing to commit

“Sustainable
development”is a
vague term almost
notorious for its
lack of precise def-
inition.



Typifying World
Bank failures was
the enormous
Polonoroeste
regional develop-
ment and agricul-
tural colonization
project in Brazil.

themselves to official transfers about four
times current aid flows to developing coun-
tries in perpetuity.” In the end, that would
not be adequate compensation for the Third
World, even if such a substantial increase in
development aid were feasible. Not only does
official development aid enrich the elite
political classes at the expense of the poor, it
also tends to have a negative impact on eco-
nomic growth over time. The upshot, accord-
ing to Lal, is that “foreign aid cannot there-
fore be expected to make up for the poverty
alleviation that would occur with rapid
growth based on industrialization which
uses fossil fuel.”

In contrast to sustainable development
theorists at the World Bank, who are coming
to view economic growth as fraught with
danger, many experts believe that the true
environmental challenges are not issues of
long-run sustainability such as species loss or
climate change. According to economist
Wilfred Beckerman, the real environmental
problems afflicting the majority of the
world’s population in developing countries
are inadequate supplies of clean drinking
water, lack of basic sanitation, and exposure
to severe urban air pollution. “Economic
growth is the only sure path along which
[developing countries] can hope to over-
come these environmental problems,” says
Beckerman, because only in the context of
rising incomes can such societies afford to
enact appropriate policies to correct those
problems.® Thus, the policy of sustainable
development being promoted by the World
Bank threatens to leave the developing
world economically poorer as well as envi-
ronmentally worse off.

The bank did not always evince such great
concern for sustainability. As late as 1991
the bank’s chief economist Lawrence H.
Summers, who would later become secretary
of the U.S. Treasury, dismissed the over-
hyped ecological fears that had been
repeated since the 1970s. His comments,
though soundly rooted in economics, stand
in sharp contrast to the bank’s sustainable
development rhetoric of today:

Thereare no... limits to the carrying
capacity of the earth that are likely to
bind any time in the foreseeable
future. There isn’t a risk of an apoca-
lypse due to global warming or any-
thing else. The idea that the world is
headed over an abyss is profoundly
wrong. The idea that we should put
limits on growth, because of some
natural limit, is a profound error and
one that, were it ever to prove influ-
ential, would have staggering social
costs.*?

In less than a year, however, the bank suc-
cumbed to environmentalist pressure. With
the 1992 Earth Summit held in Rio de
Janeiro, “sustainable development” became
an integral part of UN terminology. As
threats to World Bank funding became more
intense, the agency adjusted its doctrines to
coincide with political realities. By adopting
sustainable development, the bank was able
to justify its continued existence as a mecha-
nism for environmental improvement
around the world. Though the environmen-
tal movement initially did not trust the
World Bank in this role, it, too, would even-
tually accede to political reality—the agency
would not easily be dislodged.

A Brief History of Failed
Reform Efforts

Initially, environmentalist interest in the
World Bank reflected genuine concern over
the agency’s destructive impact on the envi-
ronment. In the early 1980s environmental
groups began to scrutinize the bank’s opera-
tions closely. They discovered that, instead
of promoting economic development, the
top-heavy world agency was actually perpetu-
ating poverty as it financed environmental
devastation around the world. The bank was
lending money to governments for large,
poorly conceived construction projects. Local
people would be forcibly resettled, their
homes destroyed, and their human rights



violated. Environmental advocacy groups
decided to expose the bank’s role in exacer-
bating human misery on a wide scale.

Typifying World Bank failures was the
enormous Polonoroeste regional develop-
ment and agricultural colonization project
in Brazil. The project envisioned opening a
vast area of the Amazon rainforest to cultiva-
tion; an extensive road-building program
was to connect the project to populated areas
of the nation.'* The result was a colossal
blunder of central planning. Facilitated by
$443 million in World Bank-subsidized
loans, the project introduced slash-and-burn
agricultural practices, rapid deforestation of
the Amazon basin, and a national malaria
epidemic.

Patricia Adams, director of the Canadian
environmental group Probe International,
produced in 1991 a comprehensive book,
Odious Debts, that documented the World
Bank’s involvement in such disasters. In it
she condemned Polonoroeste for its devas-
tating effects in Brazil. “Indian lands are sys-
tematically seized, generally without com
pensation, and Indian economies destroyed,”
she wrote, “The livelihoods of non-Indian
dwellers—mainly rubber tappers who for
generations had collected rubber, Brazil nuts
and rainforest products—are also threat-
ened.”*?

Bruce Rich, director of the international
program at the Environmental Defense
Fund, later penned another scathing book,
titled Mortgaging the Earth, about the World
Bank. In it he called Polonoroeste “an
unprecedented ecological and human
calamity.”® Rich uncovered similarly devas-
tating details about a $770 million bank loan
to Indonesia to promote the migration of 2.5
million impoverished people to remote
islands around the country. That project also
exacerbated poverty while causing deforesta-
tion.

The environmental lobby was deter-
mined to put a stop to those World Bank
abuses. Groups like the EDF, the Natural
Resources Defense Council, the Environ-
mental Policy Institute, the National

Wildlife Federation, and the Sierra Club
petitioned Congress for relief. In 1983 envi-
ronmental groups and Indian tribes testi-
fied against World Bank lending before a
congressional committee. The bank answered
with a 48-page memo attempting to refute
the charges. In addition to assuring Congress
that it would not repeat its mistakes, the
bank pleaded that the environmentalists’
testimony “may create the misleading
impression that past trends continue.”**

The Bank Works to Appease Its Critics

The World Bank worked hard to neutral-
ize environmental critics. Bank presi-
dent A. W. Clausen, a former head of Bank
of America, met with environmental leaders
and asked them not to lobby against bank
funding. He said the bank was amending its
operations manual and would no longer
finance projects that degraded the environ-
ment or forced human resettlement. The
critics acquiesced and lobbied Congress
only to require the bank to increase its envi-
ronmental staff, share information with
NGOs; and support smaller, less destructive
projects.

Other reforms followed. Environmental-
ists prevailed upon Congress to pass legis-
lation in the mid-1980s requiring the U.S.
executive director of the World Bank to
submit internal World Bank documents to
the Library of Congress. This meant that
more financial and project information
would be made public, giving investi-
gators the ability to expose even more
World Bank abuses. The legislation further
required the U.S. executive director to vote
against World Bank projects that failed to
comply with specific environmental crite-
ria. Those new oversight measures gave
environmental groups significant leverage
over project funding; for the first time, the
bank had to reckon with environmental
lobbying groups as a serious political force.*®

Environmental concerns were preeminent
in 1986 when Barber Conable, a veteran
Republican congressman from New York,
assumed the presidency of the World Bank

Steady NGO pres-
sure yielded yet
another round of
World Bank
reform efforts.



Many U.S.-based
NGOs concluded
that the World
Bank was inca-
pable of reform-
ing itself.

amidst great turmoil at the institution. Many
bank loan projects were failing, the agency
was receiving significant bad press, and comt
plaints from environmentalists were growing
more shrill. Promising to reinvigorate the
institution, Conable solicited the views of
groups like the World Resources Institute on
the future of the World Bank."®

Early results came in 1987, when Conable
launched a major environmental reform pro-
gram. The environmental staff was increased,
a new environmental department was formed,
and position papers and action plans were
published. New environmental loans were
devised, and all bank loans were screened for
environmental impact. Environmentalists
were promised that NGOs in borrower and
donor countries would be involved formally in
World Bank operations.*”

Environmental lobbyists rejoiced. Gus
Speth, then head of the World Resources
Institute, called Conable’s program “a
charter for a new day at the World Bank.™®
The EDF even took credit for the changes.
“At a recent World Bank Board meeting,
nine of the Bank’s 21 Directors supported
aspects of the environmental reforms in
international development bank lending
policy called for by U.S. legislation pro-
posed and drafted by EDF.”*°

Reform Efforts Fail

The Conable reforms did not markedly
improve bank performance. A 1992 inter-
nal review determined that 37 percent of
the bank’s 1991 projects were unsatisfacto-
ry. According to the bank’s own criteria,
they were failing to produce benefits. The
review, conducted by then-bank vice presi-
dent Willi Wapenhans, attributed deterio-
ration of the loan portfolio to the bank’s
deep-rooted financial problems, including
a “systematic and growing bias towards
excessive optimistic rate of return expecta-
tions at appraisal.” Wapenhans described
borrower nations’ failure to comply with
financial loan covenants as “gross and over-
whelming.”° The touted “reforms” were
proving to be ineffectual in making real

changes at the World Bank.

Theyear 1992 marked a time of mounting
frustration on the part of NGOs and a rise in
anti-World Bank activity. The Development
Group for Alternative Policies (Development
GAP) and Friends of the Earth teamed up
to organize “Fifty Years Is Enough,” a mas-
sive anti-World Bank campaign marking the
50th anniversary of the Bretton Woods
conference that created the bank, the
International Monetary Fund, and the
General Agreement on Tariffs and Trade.
“The Bank has done more damage than
good,” declared a spokesman for the cam
paign.2*

In 1992 the EDF, Friends of the Earth,
Greenpeace, and the Sierra Club attempted
to derail U.S. funding of the World Bank’s
sizable “soft loan window” for poorer coun-
tries, the International Development
Association (IDA). They called it a plan to
spend billions of dollars degrading the envi-
ronment and worsening poverty. “At this
point in time we don’t believe the World
Bank can be trusted to use taxpayers’ money
in a responsible manner which helps the
poor and the environment in developing
countries. Along with our counterparts in
borrower and donor countries, we are
launching a worldwide campaign to reduce
funding to the World Bank,” said Lori Udall,
attorney with the EDF.*?

The NGO mobilization was made more
urgent by the drama surrounding the
Narmada Dam, a World Bank—financed proj-
ect in India. Environmentalists, India-based
human rights advocates, and development
organizations joined forces to mount a stag-
gering effort against this large water project.
NGOs agitated against the dam through
public protests, publicity campaigns, and let-
ter-writing campaigns urging the bank to ter-
minate the project. Those groups maintained
that the flooding caused by the Narmada
Dam would disrupt the environment as
200,000 people were forcibly resettled and
reportedly subjected to human rights abuses.

In 1993 the anti-Narmada Dam forces
generated so much unfavorable publicity



that the government of India elected to can-
cel its World Bank loan. Environmentalists
celebrated this as a major victory, one they
hoped would start a chain reaction of World
Bank loan cancellations. Environmentalists
considered the protracted struggle against
Narmada Dam a model for future cam
paigns and resolved to overwhelm the bank
on other large projects. “Clearly the World
Bank is not an institution that can be trust-
ed to use American taxpayers’ money wisely
in developing countries,” said the EDF after
its Narmada win.??

Environmentalists capitalized on their
momentum. More than 50 organizations
around the world joined Fifty Years Is
Enough. In 1994 the anti-World Bank
campaign traveled to Madrid, Spain, for
the 50th anniversary celebration of Bretton
Woods. The environmentalists staged a sit-
in at an official press conference and con-
ducted other protest activities. According
to one commentator, the Fifty Years Is
Enough campaign caused the bank and the
IMF to suffer “the worst loss of reputation
in their history.”**

Steady NGO pressure yielded yet anoth-
er round of World Bank reform efforts. A
key change was the introduction of Project
Information Documents, a set of written
materials on bank activities in every bor-
rowing country. A Public Information
Center opened at the bank’s Washington,
D.C., headquarters to make project infor-
mation widely available to the public.
Finally, the bank created a review proce-
dure, the Independent Inspection Panel,
which NGOs could use to challenge indi-
vidual projects on the basis of the bank’s
failure to adhere to its own environmental
rules and other guidelines. To forge closer
relations with NGOs, the bank has begun
to conduct personnel exchanges with them
and has started to include NGO represen-
tatives on its country missions.?®

By and large, environmentalists rejected
the reforms set in motion by Conable and
his successor, Lewis Preston. Many U.S.-
based NGOs concluded—after lobbying

unsuccessfully for many years—that the
World Bank was incapable of reforming
itself. Decisionmaking was driven by the
desire to make new loans, and the billions of
dollars entailed meant that business consid-
erations were paramount to the lending
agency. All the evidence indicated that pres-
sure from green organizations failed to radi-
cally alter bank policies and practices.

“For more than a decade, citizens’ groups
in the United States, in collaboration with
partner organizations in the Third World
and Eastern Europe, have lobbied the IMF
and the World Bank, as well as the U.S. gov-
ernment, for reforms in [their] operations
and policies,” said Lori Udall, director of the
International Rivers Network, in congres-
sional testimony in 1994. Udall lamented,
“Despite these efforts and the growing cho-
rus of criticism from the U.S. Congress, gov-
ernments and UN agencies, the IMF and
World Bank continue to resist fundamental
and meaningful change.”°

John Thibodeau, an activist with the
Canadian NGO Probe International, pro-
nounced the bank’s reforms “resound-
ing failures. Like all previous attempts
at reform, they have failed to make the
Bank more open and transparent, or more
accountable to the citizens of either bor-
rowing or lending countries.”?” Thibodeau’s
study, “The World Bank’s Persisting Failure
to Reform,” excoriated the bank for failing
to take action over a 10-year period to
address serious management failings.
Instead of making real changes, the bank
seemed to be burying its critics in paper,
“adding new policies and practices, produc-
ing new handbooks and guidelines for staff,
and undertaking review after review, all
intended to address the ill-effects of its lend-
ing.”?®

The Probe report suggested that many
environmental NGOs were beginning to
guestion whether the World Bank could
be reformed at all. Probe itself urged
donor governments to “halt future appro-
priations of their constituents’ scarce tax
dollars to this flawed institution.”?®

Wolfensohn’s
reforms are sub-
stantively little
different from
those of his prede-
Cessors.



The bank extends
loans to borrower
governments
before it has veri-
fied that accept-
able resettlement
plans have been
implemented.

Wolfensohn Courts the Environmental
Movement

The bank’s reform process gained new
momentum in 1995 when James Wolfensohn
took the helm. Wolfensohn, a board member
of both the World Business Council for
Sustainable Development and the Population
Council, is a prominent Wall Street invest-
ment banker who was recommended for the
World Bank presidency by two powerful envi-
ronmental figures, Maurice Strong and Vice
President Al Gore.*°

Wolfensohn quickly became an outspo-
ken critic of bank projects thought to nega-
tively affect wildlife and habitats. Early in his
tenure at the bank, he was forced to deal with
the controversial Arun Dam, a megacon-
struction project in a remote part of Nepal.
The project was to generate eight times the
amount of electricity previously used in the
country, but it came under heavy criticism
just before Wolfensohn took over the bank,
when Nepali citizens’ groups filed a com
plaint with the bank’s inspection panel. The
1994 complaint alleged that the Arun project
violated published World Bank policies on
information disclosure, economic analysis,
environmental assessment, involuntary reset-
tlement, and indigenous peoples.** On the
advice of Maurice Strong, Wolfensohn elect-
ed to cancel the project.

In June 1995 Wolfensohn asked U.S. and
international NGOs to advise him on the
bank’s structural adjustment programs,
which make loans on condition that the bor-
rower countries reform their macroeconomic
policies. The NGOs argued that most struc-
tural adjustment loans imposed on develop-
ing countries tax incentive and subsidy poli-
cies that were harmful to the poor. Following
an exchange of views, in December 1995 the
bank launched a Structural Adjustment
Participatory Review Initiative. It pledged to
hold public meetings to review structural
adjustment lending in 10 countries. Signi-
ficantly, the bank designated Development
GAP, the group that launched the Fifty Years
Is Enough campaign, to serve as the NGO
“secretariat” for this consultative process.*?

Wolfensohn’s aggressive courting of NGOs
has been very effective at securing their political
support for the bank. He has met frequent-
ly with local NGOs on his travels to World
Bank borrower nations in Eastern Europe and
the Third World. At the World Bank’s 1995
annual meeting, Wolfensohn held a joint press
conference with three development NGOs—
Forum of African Voluntary Development
Organizations, Oxfam International, and
InterAction—at which he urged the United
States to increase its bank funding.®®

The bank also has signed a cooperation
agreement with the International Union
for the Conservation of Nature-World
Conservation Union, a global NGO with
members in 130 countries. Bank staff meet
regularly with the [IUCN to evaluate opportu-
nities for NGOs to participate on environ-
mental projects and initiatives. Bank staff
serve as well on IUCN commissions and pro-
gram advisory groups. One result of the
bank-ITUCN collaboration is a proposed
Critical Ecosystems Partnership Fund, which
aims to restrict economic activity around
parks and protected areas in developing
countries.®*

In 1997 the bank began making the first
in a series of loans to implement the antici-
pated Kyoto global warming treaty. Intended
to promote development while protecting
the environment, the loans are to be a model
for future World Bank lending. The bank
also is moving to make more loans to small-
scale projects considered less harmful to
habitats. “My reading is that the Bank is
clearly moving in the right direction,” says
Robert Watson, director of the World Bank’s
Environment Department.®® Watson is him
self a sign of environmental concern; he is an
atmospheric scientist who has worked for
years in the federal government on ozone
hole and global warming issues.

Despite the World Bank’s concerted pub-
lic relations efforts, Wolfensohn’s reforms
are substantively little different from those
of his predecessors, Clausen, Conable, and
Preston. His efforts consist mostly of renew-
ing unkept promises, holding high-profile



meetings with NGOs, and making dramatic
press announcements. Stripped of the fan-
fare, the Wolfensohn round of reforms is a
dud.

In April 1997 an internal bank review con-
cluded that the highly touted reforms had
made little difference in 150 projects sur-
veyed. Not only had Wolfensohn failed to
change the internal culture of rapid loan
approval, he was unable to speed the cancel-
lation of nonperforming loans. One in-house
survey of the bank’s reorganized Africa
Division found that less than a third of its
staff believed the Wolfensohn reforms had
improved bank performance.®®

In 1997 a number of NGOs collaborated
with the Center for Strategic and International
Studies to evaluate the performance of the
multilateral development banks. A task force
chaired by former senator Bill Bradley (D-
N.J.) and House Budget Committee chair-
man John Kasich (R-Ohio) concluded that
the World Bank had failed to reform its lend-
ing processes, overhaul its bureaucratic struc-
ture, and achieve transparency and account-
ability to outside review. Blasting the bank as
“adept at keeping outsiders from differenti-
ating between public relations pronounce-
ments and real changes in bank activities,”
the task force warned that the bank risked
the loss of U.S. funding.®”

The Wolfensohn reforms pursue two
incompatible goals. They try to cut red tape,
which has plagued bank projects for years.
They also try to make the bank’s bureauc-
racy responsive to environmental pressure
groups, which urge it to pursue “sustainable
development” policies. The bank cannot trim
its staff while initiating the far-reaching
social and environmental reviews demanded
by the NGOs. Caught in political cross cur-
rents, bank reform languishes.

Forced resettlement also continues to be
a problem with World Bank lending. On
June 23, 1998, the bank once again announced
its intention to reform resettlement policy,
following the completion of a study by its
Operations Evaluation Department. AWorld
Bank press release acknowledged the long

duration of reform efforts in this area: “The
Bank led the way in the 1980s in establishing
policy to mitigate the adverse impacts of
resettlement. In 1994, it undertook a major
review of its resettlement experience, which
led to strengthening of procedures and to
enhancing of social science skills within the
staff of the Bank.”®

Tangible results of more than a decade of
reform efforts appear to be sorely lacking. At
five of eight dam project sites where the bank
interviewed resettled persons, a majority
were dissatisfied with their resettlement
experience. In one instance, a borrower gov-
ernment had evicted residents from an area
scheduled to be flooded by a bank-financed
dam. According to the bank’s own study,
World Bank supervisors fail to prevent abus-
es because they typically end their supervi-
sion of projects once the construction phase
is complete and all bank money has been dis-
bursed. In other words, the bank extends
loans to borrower governments before it has
verified that acceptable resettlement plans
have been implemented. The bank’s reaction
to this latest revelation: “The Bank intends to
reinforce the vigor with which it addresses
resettlement issues and to ensure compliance
with its policies that set environmental,
social, and international law safeguards.” *°

Issuing a press release announcing renewed
commitment to old promises appears to be a
ritualistic bank response to environmentalist
criticism and pressure. There is no evidence
that the bank’s rhetoric has translated into
real improvements in the field. In its latest
Annual Review of Development Effectiveness, the
bank judges that 25 percent of its projects in
1997-98 had an unsatisfactory outcome,
even by its own rather subjective standards. It
also concedes that only 54 percent of projects
completed could be judged sustainable,
meaning that their results were likely to last
over time. Those figures do not take into
account projects affected by the Asian finan-
cial crisis, which are estimated at 43 percent
sustainable. While the bank blames the crisis
for its poor performance, that explanation
fails to acknowledge that bank projects were
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intended to reduce the likelihood of eco-
nomic collapse in this region.*°

The World Bank’s self-evaluations have
not documented any improvement in gener-
al environmental performance. Neither have
environmentalist groups identified dramatic
successes in this area. An environmentalist
report, released in early 1999, labeled the
World Bank’s environmental reform pro-
gram a “failure,” noting that it had not pro-
duced more environmentally sound projects
or a greater degree of bank accountability to
the public. According to the report, endorsed
by the EDF, Friends of the Earth,
Greenpeace, and the Sierra Club, “An evalua-
tion of the World Bank Group’s portfolio
shows that it does not promote environmen-
tal protection in its operations and loans.”
The reasons for this include weak environ-
mental supervision and a lack of incentives
for bank staff to consider the environmental
implications of their projects. The result has
been that the bank has systematically failed
to adopt its own oft-repeated recommenda-
tions for improving quality and environmen-
tal performance.**

“It’s fair to say that the bank has launched
some new environmental initiatives,” com
mented Andrea Durbin, director of interna-
tional programs at Friends of the Earth, in
late 1997. However, “the implementation has
been slow and sometimes doesn’t happen,
[and] the over-all portfolio hasn't shifted sig-
nificantly.”2

Bank Money Available to
NGOs

Will the NGOs now follow through on
their severe criticisms? Will they force reform
by lobbying to de-fund multilateral lenders?
A few groups like Canada’s Probe Inter-
national will go that far, but the NGO move-
ment at large will not. Development NGOs
in Europe and in poor countries are particu-
larly reluctant to ask for cuts in U.S. funding.
Their food aid and disaster relief programs
depend on U.S. government subsidies. Many
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environmental lobbying groups also have a
diminishing interest in fighting the World
Bank. In 1996 World Bank direct grants to
NGOs totaled $36.8 million and were dis-
bursed through an assortment of bank vehi-
cles including Social Funds, Special Grants,
and Small Grants programs and the Global
Environmental Facility.** Those grants have
given the NGOs an enormous incentive to
withhold or temper their criticisms whenever
it is time for Congress to appropriate funds
for the massive World Bank budget.

Adding to the attraction the World Bank
holds for environmental advocacy groups is
its increased lending in the environmental
sector. Although environmental-sector loans
are only 5 percent of all bank projects, the
bank’s record of green lending in the 1990s
reflects a marked turnaround from previous
years. The organization extended $11.6 bil-
lion in cumulative loans for environmental
projects through 1997, up from $1.89 billion
in 1990.** The NGO participation rate in
environmental loans is over 80 percent, giv-
ing environmental NGOs a disproportional
influence within the institution.*®

The World Bank provides no public
accounting of how much of its lending actu-
ally benefits NGOs. Yet one bank survey of
61 projects in seven countries documents
some $900 million funneled through NGOs
from 1985 to 1996.*°Some grant money goes
directly to NGOs for studies and consulta-
tions. Typically, however, a foreign govern-
ment requests bank funding for a project,
but the grant is usually administered by one
or more NGOs acting on the government’s
behalf.*"When NGOs are paid consultants or
contractors to governments receiving loans,
they are unlikely to bite the hand that feeds
them.

There are many problems with bank
financing of NGOs. Clearly, such organiza-
tions face great temptation to engage in self-
dealing. When NGO representatives sit on
World Bank social fund boards that decide
how monies are distributed, when they serve
on social fund committees that design, select,
and evaluate projects, and when they help



borrower governments administer social
funds, there will be many opportunities to
enhance the NGOs’ role.*® Furthermore,
bank funds have been used to cover travel
expenses for NGO representatives to attend
such UN meetings as the 1994 Conference
on Population and Development in Cairo,
the 1995 World Summit on Social
Development in Copenhagen, and the 1995
Women’s Conference in Beijing.*® By subsi-
dizing NGO travel, the World Bank gives UN
conferences the appearance of broad public
support. However, the NGOs that receive
travel benefits are generally selected because
they endorse UN policies and objectives.

There can be little doubt that the publicly
funded World Bank is financing a one-sided
political agenda. In 1996 the bank provided
$9,000 to Conservation Asia, an NGO in
Nepal, to facilitate “networking on environ-
mental issues,” and the Lorma Community
Development Foundation received $13,000
for NGO caucuses to lobby the Philippine
government.*® Another $15,000 went to a
Brazilian NGO to participate in the June
1997 Rio+5 conference, a UN review of the
1992 Earth Summit®* Because those funds
are made available only to groups that pub-
licly favor “sustainable development” (espe-
cially the kind of planned development that
the World Bank plays a key role in coordinat-
ing), bank funding of NGOs is rather unbal-
anced. The bank’s established practice of
subsidizing NGOs necessarily undermines
the basic governance process in the countries
where those groups operate. Indeed, some
countries may consider such partisan fund-
ing just another U.S-led interference with
their political systems.

Many World Bank subsidies to NGOs are
delivered through programs like the Global
Environment Facility. The World Bank first
established the GEF in 1990 to manage
transborder environmental problems.
Twenty-eight countries contributed $1.2 bil-
lion to a three-year pilot phase for four pri-
mary purposes: curbing greenhouse gas
emissions, protecting the ozone layer, safe-
guarding international waters, and preserv-
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ing biodiversity. The World Bank and the UN
jointly run the facility. In 1994 the GEF
became the permanent financial mechanism
of the UN Climate Change and Biodiversity
conventions.

Although environmentalists have identi-
fied numerous abuses at the GEF, the agency
was working hard to curry favor with its crit-
ics. Through 1994 the GEF had disbursed a
cumulative total of $10 million to NGOs to
promote the UN’s global warming and biodi-
versity treaties.”” The U.S. Congress contin-
ues to fund the GEF and its efforts to pro-
mote its objectives, even though the U.S.
Senate has not ratified either the biodiversity
treaty or the Kyoto Protocol.

Despite criticism of the World Bank by
environmentalist NGOs, World Bank grants
underwrite NGO activities throughout the
developing world. Such grants, which target
a variety of NGO causes, safeguard the
bank’s strategy of institutional adaptation
and survival. In her book Masters of Illusion:
The World Bank and the Poverty of Nations,
Catherine Caufield explains:

[The World Bank] is now commit-
ted—at least on paper—to helping
the private sector, women, and the
poor; to working with non-govern-
mental organizations and the people
directly affected by its projects; to
increasing its lending for education,
health, nutrition, and micro-enter-
prises; to protecting or improving
the environment, the rule of law, and
equitable income distribution—and
to doing it all “sustainably.”?

The World Bank’s response to almost
every criticism is to set up a new grant pro-
gram. But new grants cannot accomplish all
of the various objectives the bank has laid
out for them. The bank has yet to provide any
tangible evidence that its grant programs for
NGOs are doing any good in the countries
where they are made. Neither the GEF nor
the bank conducts any oversight of the
NGOs receiving grants, meaning that the
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NGOs are not held accountable for the use of
public funds. A 1998 internal report on the
GEF concedes that the institution’s project
implementation reports “do not constitute
independent evaluation because they are pre-
pared by the implementing agencies.”*

The lack of oversight has a detrimental
effect on aid projects. Former aid worker
Michael Maren describes a similar dynamic
occurring in the context of UN projects: “The
result is a closed circle of people and a closed
circle of money in which nobody has any
vested interest whatsoever in saying that the
project stinks, isn't working, and should be
shut down.” Moreover, the grantees implicit-
ly understand that they must spend all of
their grant money and keep careful account-
ing records in order to ensure receipt of addi-
tional grants in the future. “When aid
bureaucracies evaluate the work of NGOs,”
Maren reasons, “they have no incentive to
criticize them.” Of course, the NGOs them
selves are not interested in reporting any
information that would threaten the flow of
official aid. Thus, there is little assurance that
aid monies are being spent wisely.>*

Bank Critics Become Allies

When environmental NGOs opposed
World Bank lending, they helped stymie the
financial and environmental mismanage-
ment of borrower governments, the proxi-
mate cause of Third World stagnation. NGO
lobbying also promised to reduce the foreign
aid burden on American taxpayers.

But environmental NGOs now refuse to
take the final step. They oppose attempts in
Congress to reduce or end U.S. funding of
the World Bank. In 1995 Rep. Tom DeLay (R-
Tex.) offered legislation to eliminate Global
Environment Facility funding. In part, he
relied on the 1994 criticisms of the agency
leveled by EDF director Bruce Rich in
Mortgaging the Earth. “It is ironic that at the
very moment when other forms of hyper-cen-
tralized planning and management have col-
lapsed or are in crisis all around the world,
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the industrialized nations have endorsed just
such an approach through the GEF,” wrote
Rich. “The GEF serves to propagate the pro-
found fallacy that addressing global envi-
ronmental problems is a matter of industri-
alized nations contributing an additional few
billion dollars for more projects (in this case
‘green’ ones).”*®

In 1993 environmentalists characterized
the GEF as “an eviction program” for native
peoples.’” One project to create a nature
reserve for endangered monkeys called for the
displacement of 5,000 East Africans from
their homes along the Tana River, an area
those people had occupied for 600 years. But,
according to the East African Wildlife
Society, people were not a threat to the mon-
keys. A World Bank-funded dam and an irri-
gation project had caused the monkey popu-
lations to decline.

Environmentalists generally considered
the GEF a multi-billion-dollar public rela-
tions tool for an environmentally destructive
World Bank. Friends of the Earth described
the GEF as “a blatant attempt to buy envi-
ronmental respectability for the Bank while
the Bank continues to [fund] environmental-
ly and socially destructive projects.”*® GEF
projects generally work at cross-purposes
with other bank-financed projects. As
Caufield notes, when a GEF project is
attached to an environmentally destructive
project, “the environmental cost is not only
externalized, it is transferred from the private
sector to the state.™® That is, the World
Bank-financed polluter avoids paying envi-
ronmental costs by passing them on to the
taxpayers.

In August 1993 an independent evalua-
tion panel identified multiple problems at
the agency and pronounced the GEF a fail-
ure. The panel described GEF claims of coop-
eration with NGOs as a “biased exaggeration,
if not falsification.” It warned that “the many
instances of unsatisfactory practices by the
GEF's implementing agencies point to the
need to pause and rethink policies and prac-
tices.”°

More recent evaluations have not shown



marked improvement in the GEF's perfor-
mance. The most recent evaluation, for
example, boasts that a majority of GEF proj-
ects are deemed satisfactory. Yet the review
covers only 119 projects of a total of 267, or
slightly fewer than half. Moreover, the evalu-
ation report does not clearly define “satisfac-
tory” by objective criteria. Instead, it notes
that most individual project reports in 1998
lacked “satisfactory indicators of their
intended outcomes and impacts.”™*

In general, the report criticized the GEF
for having a project approval culture rather
than one focused on achieving measurable
results. The GEF still suffers from major
shortcomings—not only is the general public
in the developing world unaware of its activi-
ties or purpose; virtually none of the projects
the GEF supports is expected to survive on
its own without continued subsidization. As
is typical of World Bank evaluations, this
report urges “longer time horizons” for GEF
projects.®” In other words, the consultants
who prepared this evaluation think the GEF
should commit to longer-term projects for
the consultants to evaluate.

Another 1998 World Bank internal report
indicates that GEF climate change projects
are financially unstable. Alternative energy
projects in India and Zimbabwe, for example,
are clearly not working. In India, private solar
installation companies refused to borrow
funds to pay for photovoltaic (solar power)
equipment because they feared they would be
unable to repay the loans without govern-
ment guarantees. In Zimbabwe, customers
were more willing to purchase solar equip-
ment only because a government bank had
agreed to cover the repayment risk, demon-
strating the project’s inability to compete on
its own in the private market. The internal
GEF report admits that approximately 75
percent of its Zimbabwe companies are
expected to collapse without subsidies and
other government support. Just about the
only tangible result of funding has been con-
spicuous consumption by Western consul-
tants, evidenced by their obtrusive four-
wheel-drive vehicles, expensive imported
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food, and luxurious housing.®*

The environmental movement itself has
reversed its position on the virtues of the
GEF. When Representative DelLay threatened
the GEF's funding in 1995, EDF and other
groups rallied to its defense. “Funding from
the GEF is essential to solving critical envi-
ronmental problems,” claimed a coalition of
groups including the EDF, the Center for
International Environmental Law, Conser-
vation International, Friends of the Earth,
Greenpeace, the National Audubon Society,
the National Wildlife Federation, the Natural
Resources Defense Council, the Sierra Club,
and the World Wildlife Fund.**A few months
earlier, they had attacked the GEF as dys-
functional, undemocratic, and unaccount-
able. Now they rushed to endorse the World
Bank’s contention that the GEF had under-
gone “a major restructuring” to correct its
problems.®® Were the environmental groups
pressured by development NGOs to main-
tain a united front? What explains the
change of heart?

EDF’s Bruce Rich, who literally “wrote
the book” on the World Bank’s environmen-
tal devastation, appears to have modified his
earlier position on bank funding. “Cuts in
funding will be the greatest spur to reform,”
he wrote in 1994. “It is the only external pres-
sure that World Bank management appears
to take really seriously.”®® One year later,
Rich’s tone had changed: “There is clearly a
role for such an institution, but [the bank]
must focus on quality rather than quantity in
its lending.” Rich deemed the bank’s reform
efforts credible and criticized as “irresponsi-
ble” proposals to cut federal appropria-
tions.*” Says Doug Hellinger, executive direc-
tor of Development GAP, “Wolfensohn is
still our last, best hope to bring about
change.” The group that organized the Fifty
Years Is Enough campaign now acts as a
bank consultant.®®

What explains the turnaround? The
World Bank, recognizing that environmen-
talist opposition threatened its own exis-
tence, made a concerted effort to meet the
challenge head-on. An internal World Bank
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report points to “the continued need to build
a public constituency for the Bank’s policies
and programs, and for development assis-
tance in general.”° Central to its strategy was
a systematic effort to convert the environ-
mental movement to its development philos-
ophy and thereby blunt environmentalist
criticism.

Beginning in the early 1990s, the bank
contacted the most influential environmen-
tal critics of its lending programs and invited
them to “participate” in the bank’s work.
According to the bank, that activity has
caused “a reduction in NGO criticism” and a
recognition on the part of NGOs that they
and the bank share common interests and
concerns. The bank claims that a chief bene-
fit of appeasing the environmental move-
ment is an “improve[ment in] the overall cli-
mate of opinion around the Bank’s work.””°

Wolfensohn asked NGOs to withhold
their criticism of the bank. Many NGOs
heeded his request because “they felt the
eagerness of the Republican majority to cut
IDA funding needed no extra encourage-
ment.””*Some NGOs “discovered that, when
push came to shove, they did not think it
right to destroy an agency, whatever its faults,
that makes low-cost loans to the poorest
countries.””?> No doubt the NGOs also
thought it would be difficult to constitute an
entirely new aid agency capable of subsidiz-
ing private lobbying groups.

The environmental movement is now
committed to working with and improving
the World Bank, rather than fighting against
it. Implicitly, many activists also believe that
World Bank planners, who once ignored
environmental considerations with tragic
consequences, can now be trusted to imple-
ment major development decisions in the
Third World. Those activists suggest that the
bank can oversee “sustainable development”
by subsidizing small-scale, “earth-friendly”
projects such as “ecologically sensitive agri-
cultural techniques, solar-powered water
pumping, or the rehabilitation of degraded
lands.”” *In addition, the bank must integrate
sustainable development concerns into all of
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its projects, avoiding or minimizing the use
of resources to meet the energy and econom
ic needs of local communities.

Conclusion

The World Bank has been highly success-
ful in its efforts to blunt environmentalist
criticism of its lending policies. It has adopt-
ed environmentalist rhetoric concerning
“sustainable development,” bolstered lend-
ing to the environmental sector, and provid-
ed generous funding to a growing NGO
constituency. It has leveraged its consider-
able resources to appease its chief critics and
win their grudging support. Though envi-
ronmental groups broadly consider the
bank’s reform efforts unsatisfactory to date,
those groups are now deeply entrenched at
the institution. Strangely enough, their
vision of Third World economic develop-
ment has evolved to resemble the bank’s.

Sadly, not enough has changed at the
World Bank to fundamentally alter the envi-
ronmental quality of its lending. Its latest
reform effort is eerily reminiscent of earlier
efforts that environmental groups de-
nounced as inadequate and diversionary. But
it may be effective enough to safeguard the
World Bank’s funding prospects on Capitol
Hill.

Catherine Caufield’s study of World Bank
reform concludes: “There is much truth in
the saying that development—at least in the
monopolistic, formulaic, foreign-dominated,
arrogant, and failed form that we have
known—is largely a matter of poor people in
rich countries giving money to rich people
in poor countries.”*

But environmental advocacy groups
refuse to accept her finding. Despite their
previous calls to reduce funding for the bank,
those groups now seem determined to imag-
ine the bank as the instrument of their own
purposes. That may very well be due to the
World Bank’s use of its substantial financial
resources to co-opt the environmental move-
ment, at one time a considerably more seri-



ous threat to the bank’s existence than
Republican control of Congress.
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