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Preface

he World Bank Inspection Panel was created in September 1993 as an mnovative

tool to ensure accountability in Bank operations and to address harm at the grass-

roats level. It is an instrument of last resort for local people who feel that they
have been or could potentially be harmed by World Bank-financed projects.

The existence and experience of the Inspection Panel is significant. Never belore has
there been a body of this kind to give voice 1o private citizens in an international context.
Through the Inspection Panel, local communities or groups who feel that their rights and
interests can be, or have been, adversely alfected by World Bank—financed projects have
gained access Lo the top levels of the organization Lo voice their complaints and get
answers.

The perception by locally affected people that their “rights and interests™ have been
or could be negatively affected is what triggers a Request for Inspection Lo the Inspection
Panel. The Panel, in rurn, must verily claims of harm by:

»  Evaluating whether failure of the Bank to [ollow its operational policies and proce-
dures occurred, and

»  Determining if this failure has resulted or could potentially lead to harm—that is,
whether it could have materially adverse effects on people in the area of influence of
the project.

The Resolution establishing the Inspection Panel does not provide a specific defini-
tion of harm; instead it speaks of “rights and interests affected or likely to be affected...by
[ailures of the Bank to follow its operational policies...provided they have or threaten to
have material adverse effects.”

The Requests for Inspection presented to the Inspection Panel have shown that
there is a broad spectrum of potentially harmful impacts that World Bank—financed pro-
jects can have on local populations. However, an abstract definition of harm may be nei-
ther possible nor desirable, precisely because it is difficult to [oresee all the different
potential forms and shades that actual or perceived harm can take within the context ofa
specific project.

The Inspection Panel considers that the question of harm, which is at the heart of
the mission of the Panel, can only be properly analyzed within the context of each specil-
ic case. The reader is encouraged to analyze the spectrum ol potential harm shown in the
reports presented in this volume. If the intervention of the Panel has made a positive con-
tribution to improving the situation of alfected people, its mission will have been at least
in part a success.

Although the Inspection Panel is not a quasi-judicial body, it has been vested with
sufficient authority to have access to all files, documenis, Bank stalf, and consultants














































































Report and Recommendation 27

Access Road Alignment

38. In 1987 a detailed feasibility study was carried out by the Department of Roads for the
so-called “Hill Route.” Detailed designs and tender documents were completed in 1988, in antici-
pation of an early start of construction, and further vefined in the following years. The final
alignment chosen, designs, and construction methods were referred to in the SAR as environmen-
tally “state of the art” for a major road project in Nepal.

39. The SAR for the Arun III Access Road Project of May 12, 1989, refers to the selection
of alignment for the access road in para.3.08:

“The route selected as being most economical in terms of construction and

maintenance, consistent with sound environmental planning, is in mountain-

ous terrain and follows the ridges wherever possible, descending only for cross-

ings of the Piluwa Khola near Chainpur, the Sabhaya Khola at Tumlingtar and

at the sites of the powerhouse, adit and dam. The streams and rivers of this area

are unpredictable and can be very violent and destructive. They cause excessive

steepening of the valley sides and consequent instability of the slopes. The

route has therefore been chosen to avoid rivers as far as possible, and to [ollow

the contours closely in order to minimize the quantities of cut and fill, and to

reduce negative environmental impact. The contract documents for road con-

struction also incorporate environmental conservation measures,">

40. The Panel notes that within three years of this decision, the project design for the road
took the opposite approach, selecting a route where more than 50 percent runs close to the previ-
ously described unstable, steep, unpredictable, and hazardous slopes of the Arun River.

41. In 1992, according to the EA Summary, following a decision to revise Arun III's design
and reduce initial expenditure and given the sole criterion of providing access to the power sites
as quickly as possible, the feasibility of a “Valley” route was investigated again. Engineering and
construction planning studies had shown that although the construction costs would be similar to
those of the Hill Route, there would be a time saving of one year and a total length construction
of only 122 km.** The EA Summary points out, however, that:

“The speed of construction of a project can have a considerable effect on its

environmental impact.

*  Slower construction of the access road would allow a less capital-intensive
approach with a higher local labor demand (and therefore local benefits), and
modified construction techniques with lower physical impact.

»  Slower construction of the hydropower components of Arun III would reduce
the size of the labour force required, reduce the volumes of spoil to be exca-
vated and disposed of annually, and permit more gradual institutional devel-
opment.”?>

42. The proposed change in routes was presented to the Panel of Experts (POE) and
approved in principle by them.*® However; the POE pointed to the apparent disadvantages of the
Valley Route:

“- increase of forested land in the RoW and possibly less disturbed and higher

quality forest and protected wildlife habitat in the RoW: approximately 209 ha

vs. 145 ha

- closer proximity to the Makalu-Barun Conservation Area ‘

- losses and uncertainties resulting from the circumstance that land compensa-

tion for the hill route is already 94 percent completed
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For more detail on the selection and functions of the panel, see para.18 of OD 4.00, Annex B.
41. Section I1, pp. 2-3.

42. BP 17.50 (para. 4).

43. Request, para. 4.C.

44. Response, para. 14.

45. Request, para. 4.C.

46. BP 17.50, para. 5 (and the September 1993 document on Disclosure of Information, para, 12).
47. Request, para. 4.E.

48. Ihid.

49. Ibid.

50. Thid.

51 Ibid.

52. Ibid.

53. Response, paras. 22-25,

54. Ibid, para. 26.

55. Ibid, para. 27.

56. Ibid, para. 28.

57. Ibid, para. 29.

58. Ibid, para. 31.

59. SAR, para. 3.11.

60. EA Summary at 6.3.2.

61. POE Report No. 7, pp. 23-24.
62. Request, para. 4.E

63. Response, para. 36.

64. OD 4.20.

65. Agreed Minutes, para. 4.


































































































































































Additional Review 93

Box 3. Estimate of Material Damage through Forest Loss in the Uru-Eu-Wau-Wau Reserve

. In the specific case of the Uru-eu-wau-wau Reserve, the total area cleared, based on 1992
satellite data, was 27.22 square kilometers and this area increased 1o 153.93 square kilo-
meters by 1995, according to the analysis perlormed by Institute for the Study of Earth,
Oceans and Space of the University of New Hampshire. Therefore, the deforestation that
took place in the Uru-eu-wau-wau Reserve between 1992 and 1995 was 126.71 square
kilometers, equivalent to 12,671 hectares.

e The value of the wood lost or extracted, which in this case can be considered as a dam-
age Lo the indigenous peoples, is equivalent to 12,671 hectares multiplied by the low esti-
mate of the value of the wood ($1,600/hectare). This results in a loss of forest valued at
over $2 million in the three-year period. The figure does not include the considerable
damages caused by erosion, loss of biodiversity, or loss of other products that can be
extracted [rom the [orest in a sustainahle way.

well-established methods to calculate the loss of forest reserves and correct national
income accounts to take into consideration the depreciation of natural assets. These meth-
ods rely on the calculation of dilferent types of losses produced by deforestation, includ-
ing loss of wood, soils, etc. The three boxes below contain: (1) a note on methodology;
(2) an estimate of material damage by forest loss statewide; and (3) an estimate of materi-
al damage by forest loss in the Uru-eu-wau-wau reserve from 1992 to 1995. The esti-
mates of damage are calculated from the value of wood alone.

24. In addition to the resulting monetary losses illustrated with reference to one of
the many tribes represented in the Request, additional major losses, of a social and envi-
ronmental nature not calculated here, could be verified through an investigation.

L0SS OF SUSTAINABLE INCOME

25. Estimation of the damage by loss of wood alone is not appropriate. It does not
capture other indirect impacts on income. Rubber tappers and indigenous people live
mostly in a subsistence economy, many of them at the marginal level.

26. Deforestation impacts these groups because it reduces the size of their reserves
and destroys forest resources. It also forces them to devote time, which would otherwise
be devoted to productive activities, to policing, controlling, and reporting on deforesta-
tion to the authorities, many times with disappointing results. For example, rubber tap-
pers interviewed by the Panel in the Rio Cautario extractive reserve claimed that they had
to spend about 10 percent of their productive time in activities related to deforestation
control and that this loss of time had a proportional impact on their income. Recent
reports from the Rio Cautario area claim that since the decree in August 1995, and pend-
ing implementation and enforcement of the borders, one-third of their time is now being
spent on surveillance (see para. 64 below). Considering that the average income was esti-
mated at about $100 per month per family, a loss of one-third of income further under-
lines the extent and materiality of immediate damage caused by delays.

27. Due to delays in establishment of the Rio Cautario reserve, its area had to be
reduced because squatters settled there pending demarcation. The reduction of the reserve
area has also resulted in the loss of income: the loss of sustainable cashew nut production
of about 200 barrels per year, for which the community of about 50 families would obtain
about $3,000, again a considerable damage in relative terms.


































104 Brazil: Rondonia Natural Resources Management Project (Loan 3444-BR)

that illegal logging in their reserves is still not under control. Furthermore, the Uru-eu-
wau-wau reserve is still not fully registered. There is widespread recognition that this
component is poorly managed and has so far failed to attain its objectives. Provisional
health measures for example, are not sustainable without Bank financing of recurrent
expenditures.

Remedial Measures

74. Since the Request was filed, Management has agreed to some measures to bring
the project into compliance with policies and to enforce obligations under the legal agree-
ments. The last three Bank missions looked at possible remedial measures and agreed, as
in the past, on a chronology of specific actions. Now the past-due obligations in the legal
documents are pushed even further into the future and as in the past, the timetable is not
realistic. Noncompliance continues. The October mission indicated that, given realities, a
new approach to implementation might be needed. '

75. The “Agreed Plan of Action,” presented in Annex D of the Draft Report, pushes
forward dates of compliance through actions and plans to be defined and agreed upon in
the near/medium future, rather than attempting to restructure the project around a com-
prehensive and realistic assessment of available remedies and attainable objectives. To do
so would necessarily entail taking into account OED lessons of experience and the past
flaws and shortcomings of PLANAFLORO.

76. An open and fruitful discussion with Management and Staff took place during a
meeting on December 4, 1995, The agreed remedial measures contained in the Plan
attached to the Dralt Report were explained. Panel members took the opportunity to
express their underlying concerns, in particular with the proposed timeframe for the final
definition and execution of the Plan of Action. '

The Panel would like to thank Management and Stalf for all additional information
they provided and for the frank, realistic assessment of the status of the project at this
point in time.

Findings

*  Although originally conceived in part to address adverse effects of earlier projects,
lessons from the shortcomings of the POLONOROESTE program were too often
ignored in the preparation, design and implementation of PLANAFLORO.
Therefore, similar problems have occurred that threaten to perpetuate social and
environmental damage.

*  Failure of the project’s design to take into account the borrowers limited institution-
al capacity is forcing a belated focus on a limited set of achievable priorities.

*  Critical delays occurred [or three years between approval of the Loan and filing of
the Request because:

*  The Bank did not supervise PLANAFLORO elfectively and failed to enforce
implementation of key actions that were to be the basis of successful execution
of the project.








































































































































































































































































































































































Report and Recommendation 227

description of risks in this respect might have been useful for the Executive Directors. In
retrospect, Management argues that there existed a narrow time window of Borrower com-
mitment upon which Management attempted to capitalize. The window closed quite
quickly and suddenly, and yet no strategy existed for the program in case of a collapse of
an important component. In particular, an analysis of borrower ownership in terms of the
attitudes or commitment to privatization of key constituencies and players—such as that
provided in the 1995 stalf review outlined above—may have raised questions on the readi-
ness 1o implement the reforms on the scale and in the time [rame proposed for the JSAC.
52. Finally, macroeconomic policy measures—specifically wage policy which will be
discussed below—in the context of indicators of borrower commitment or likely political
ability to implement adjustment, may have deserved more detailed treatment in the MOP,

MACROECONOMIC POLICIES :

53. A further prerequisite in OD 8.60 is:

“The set of policy measures to be supported by an adjustment program has to be

evaluated as part of the overall program. A clear understanding with the government

on the overall stabilization and structural programs is a prerequisite for putting the

conditions for tranche releases in the proper context. ...the Letter of Sector Policy (in

the case of SECALS), and the corresponding policy matrices, spell out the macroeco-

nomic targets to be monitored so as to avoid misunderstandings.” (1 40)

54. The JSAC Letter has just one macroeconomic action: wage policy. This is reflected
in the “Matrix of Policy Actions” attached to the MOP, where as a condition [or release of the
second tranche, the GOB was required to “Maintain macroeconomic framework including
wage policy in jute industry satisfactory to IDA.”

55. With respect to macroeconomic policies, the MOP stated that the

“viability of the industry critically depends on a flexible exchange rate and

prudent wage policies. During the period of the Credit, the Government

would be expected to maintain and implement the macroeconomic framework

agreed as pa.t of the IMFs Enhanced Surveillance Program. Actions of particu-

lar importance are flexible exchange rate Management to maintain external

competitiveness, and restraint on wages in the jute industry until the prof-

itability of the industry is restored. By this time, the majority of the mills will

be in the private sector and wages for both the private and remaining public

sector workers would be linked to labor productivity at the mill level.” (1 65)

56. The Requesters cite two macroeconomic issues as impacting on the viability of a
privatized jute industry:

»  sustainable wage levels that keep jute products competitive internationally, and
+  arealistic exchange rate, since 90 percent of jute production goes into export markets.

Wage Policy

57. The Response—as already noted—argues that the Borrowers “commitment was
demonstrated by the GOB’ taking the actions necessary for the release of the first tranche
upon effectiveness.” However a principal action taken by the Borrower months belore
this credit was presented to the Board, was to raise wages in the public sector (including
jute mills). This action clearly undermined prospects of financing the reform program
under negotiation.


















Report and Recommendation 233

reform and wage-level containment in the sector; and technical assistance and training Lo
attain viable machine efficiency and labor productivity levels in the sector.” In elfect, the
Requesters are noting the attempts of Management to deal with a program that has
encountered delays.

83. The question ol tendering public mills is one example. An aide-mémoire [rom
August 1996 says that “Any possible rescheduling of the Program would require upfront
action in the closure program as an indication ol Government commitment.” The goal
was Lo close five mills, downsize one more, and reduce total public mill capacity by
2,700 looms. The mission had recommended closure of at least three mills by the [all of
1996; it was stated that “the sale transaction—whether privatization or ¢losure—ol at
least three of the mills, slotted [or closure, would need to be completed before we would
consider extending the Credit closing date.” However, Management then retrenched fur-
ther, with the final agreement requiring, inter alia, “tender or closure of nine public
mills,” but not the actual completion of transactions.

84. Privatization has a limited track record in the GOB. The Privatization Board was
created during negotiation of the JSAC and, according to multiple sources, was improper-
ly stalled and never given adequate policy independence. Over the life of this program,
multiple tenders have resulted in virtually no successful sales. The current issuance ol
tenders [or nine mills is a test of the process. Consultations with the Borrower revealed
that none of the tenders in recent months has been successtul, and that the mills will all
be tendered again, rather than being closed immediately.

85. In response to a question from the Panel, Management explained that “Target
dates have been established for mill privatizations and for closure of those mills in respect
ol which tenders have been unsuccessful. These target dates were agreed with the
Governrent during the mid-term review ol the JSAC. The supervision missions [rom
headquarters will evaluate the Governments progress in achieving the privatizations
and/or closures against these agreed target dates. 1f such evaluation concludes that the
progress achieved in respect of this or any other component of the reform program sup-
ported by the JSAC is not substantial, the Closing Date (currently June 30, 1997) will not
be extended. If the evaluation concludes that the progress achieved justifies a further
extension of the Closing Date, this extension would only be granted against a tight sched-
ule—possibly one year—I{or completing the reform program.”

86. [n terms of the concerns of the Requesters, the most important element of the
loan extension conditions relates to the “continued financial discipline on private and
public mills.” To date, the Requesters argue that discipline has been applied enly to the
private mills. If Management is able to obtain equal treatment for the mills across the
beard, such a remedy will respond Lo many ol the Requesters’ concerns.

E. Recommendation

87. Based on this preliminary review, the Panel is satisfied that:

«  the Request meets all eligibility criteria required under the Resolution and is within
the Panels mandate; and, more specifically,

= the Requesters appear to have suffered material adverse effects during the execution
ol the JSAC; and


























































































































































































296 India: NTPC Power Generation Project (Loan 3632-IN)

102. In accordance with Bank policy, the RAPs contained provisions for income- 7
generating schemes to enable PAPs who were dislocated from their traditional agricultural
jobs to earn a living, The Panel finds that:

*  These schemes have failed.

*  Bankstaff has acknowledged that it has little expertise and experience with advising
on income restoration schemes.

*  Failure to address the situation has resulted in some PAPs becoming victims rather
than beneficiaries of the Project.

EVICTIONS

103. It had been agreed that there will be no [urther evictions pending the outcome
of XIDAS' findings (which are due May 1998). According to reports sent to Bank
Management, this agreement was allegedly violated on November 24, 1997, when the
President of the Bank received letters claiming that some affected people were being
induced to move because bulldozers were sent in to destroy their crops. It is alleged that
when the PAPs tried to block this action, their resistance was met with physical force.
This incident increases concern that actions initiated have not yet had any remedial effect
and highlights the difficulty of Bank supervision from outside Singrauli.

EVIDENCE OF HARM

104. Nothing in the Desk Study was found to contradict the preliminary findings ol the

Panel’s July Report, restated below:

. Harm has occurred because many PAPs have not been, and may nol expect to be,
restored to at least their previous standard of living, whereas OD 4.30 (1 4) in [act
calls for “a package aimed at improving... the economic base for those relocated.”

*  Mostof the displaced population does not appear to be receiving benefits from the
Project (for example, electricity) despite this being the express objective of the
Banks resettlement policy. (OD 4.30, 9 3)

*  The reluctance to move by those who have not yet relocated can be well understood
given the experience and dashed expectations of many who have already shifted.
The Panel notes that these PAPs are subject to eviction.

*  Inrelation to this it is worth stressing again that both the July Report and this inves-
ligation restrict themselves solely to actions or omissions by Bank Management. The
single and only question for the Panel in this context is whether the PAPs who have
shifted appear to have an equivalent or better standard of living, as required by
Bank R&R policy, and whether those who have not yet moved are likely to have the
same.

*  The Panels July Report considered that: “To ascertain the facts of the diverse case spe-
cific complaints received by the Panel would require an investigation.” Subsequent
conflicting reports of alleged atternpts at eviction on the ground appear o reinforce the
necessity for an assessment by an independent body reporting directly to the Board.
Management informed the Panel in the Updated Action Program that an independent
assessment of the facts is indeed being undertaken by XIDAS. However, this entity will
submit a draft report to both the Bank and NTPC before finalization. This welcome ini-
tiative, though, does not appear to have arrested continuing conflicting reports of activ-
ities on the ground.
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