East Asia and Pacific Region (EAP)

efore the recent economic crisis that swept

through the East Asia and Pacific Region, public

institutions were largely thought to be working
well, credited with many of the virtues associated with
the “Asian miracle” Indeed, the Bank’s approach to
public sector institutional reform and governance was
hands-off for most of the last decade; a small public
management unit was disbanded for perceived lack of
country demand. This view has changed in the wake of
the past few years’ political and economic turmoil.
Public sectors throughout the region have had difficul-
ties responding to the crisis, which has exposed previ-
ous institutional weaknesses that had escaped notice
during periods of economic growth. Moreover, the
context for public management and governance has
changed dramatically: in addition to the crisis, both
further democratization and increasing globalization
have raised the requirements for accountable, transpar-
ent and efficient government. The Bank is responding
by rebuilding its public sector institutional capacity in
the East Asia Poverty Reduction and Economic Man-
agement Sector Unit (EASPR) and developing a strate-
gy to address public sector and governance issues in a

highly diverse set of countries. Three groups of coun-
tries, requiring distinct assistance strategies, are dis-
cussed in this note: the East Asia 5 (Indonesia, Korea,
Malaysia, Philippines and Thailand); the transition
countries (China and Vietnam), and the small
economies (Cambodia, Laos, Mongolia, Pacific
Islands, and Papua New Guinea).

Salient characteristics of the East
Asia and Pacific Region

East Asia’s pre-crisis reputation for competent public
management was based on its macroeconomic and
sectoral performance. Budget surpluses contributed to
macroeconomic stability and low debt burdens; exten-
sive public investment in education paid lucrative div-
idends in rising productivity; and public programs to
improve agricultural productivity and improve health
status combined with rapid growth to lift 350 million
people out of poverty over the last two decades.

But East Asia’s public sectors were vexed by under-
lying structural problems. State enterprises were ineffi-
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cient and over-protected. State regulation was excessive
and ineffectual. Government policies thwarted compe-
tition. Civil service rules were antiquated, and internal
systems of checks and balances to ensure governmental
accountability and probity were often lacking. The
abuse of public office for private gain was widespread,
but largely ignored. Such problems did not shake
investor confidence, however. The WDR97 survey of
businesses ranked East Asia Pacific as among the best
performing regions on measure after measure.’

In July 1997, the economic crisis changed all this,
thrusting the need for public sector reform onto center
stage. The crisis put three new pressures on the public
sector. First, it forced a sharp adjustment of public
finance, demanding greater efficiency in the use of gov-
ernment resources. Bank recapitalization suddenly and
significantly increased public sector debt levels, raising
concerns that interest payments would crowd out other
important expenditures, including those that targeted
social welfare. This came precisely when demands for
government to protect the new poor and to improve
overall societal living standards were rising.

Second, the economic downturn revealed poor
management and regulatory practices, notably in the
financial system. Implicit guarantees to the banking
system and private infrastructure projects caused con-
tingent liabilities to mount. Investments in public edu-
cation declined. And without appropriate social safety
nets in place, vulnerable groups were particularly sus-
ceptible to the crisis.

Third, the crisis was associated with a sea change in
the demands of the citizenry for new, more accountable
governance. The economic crisis brought political
change in four of the East Asia 5. As financial sector lia-
bilities made claims on the public purse, the clamor for
greater transparency and accountability rose. Corrup-
tion, a hushed secret in most countries prior to the cri-
sis, became a rallying cry in the daily press for propo-
nents of better government. For example, in Thailand,

The Bangkok Post in a month in 1998 (picked
randomly) ran more than 30 stories on corruption or
other government failings. Even in the transition
countries, senior officials launched programs to curb
the regime-threatening corruption that wastes public
resources, frustrates the business community, and
alienates the citizenry. By the end of 1998, in China,
for example, the Central Commission for Discipline
Inspection had sanctioned 158,000 Communist
party members.

In short, the crisis exposed latent problems (cor-
ruption and contingent liabilities), aggravated others
(inefficient tax administration), and created new ones
in public sector management (budget deficit pres-
sures). Taken together, these problems currently
threaten to impede the region from recapturing the
high growth momentum of the past. They also stand
in the way of realizing a broader concept of develop-
ment, one that incorporates dimensions of participa-
tion and national community. Throughout the region,
governments have no choice but to improve their effi-
ciency in resource management, improve the effective-
ness of their service delivery and regulation, and aug-
ment the progressivity of their policies in a way that
improves their transparency and accountability.

Experience to date in the East Asia
Region

Guided by the presumption of a sound public sector,
the Bank had concentrated its pre-crisis interventions
on promoting public economic policy rather than on
reforming government institutions. In the emerging
market economies of the East Asia 5, for example, the
Bank worked with clients on tariff structures, intro-
ducing corporatization and competition, and promot-
ing private ownership among utilities. It worked on
improving health care and education. The Bank
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launched projects to improve tax administration in
the Philippines.

But there were no initiatives to strengthen public
administration on a broader basis. In fact, by mid-
1995, the Bank had virtually ceased lending to Korea,
Malaysia, and Thailand altogether. Even in the state-
dominated transition countries of China and Vietnam,
the Bank’s work did not focus on core government
institutions except in the context of fiscal reforms in
small economies. Instead, Bank programs sought to
reform state enterprises and the state-dominated bank-
ing system, and to introduce economic law, while bol-
stering anti-poverty programs.

Now, with the rising importance of the institution-
al agenda to Asian governments, the Bank faces the
challenge of rebuilding its capacity to help countries
implement core institutional reforms. These reforms
span four areas: public financial management,
administrative and civil service strengthening,
regulatory and legal development, and governance and
anticorruption initiatives.

Although there is a good deal of commonality in
the problems governments throughout the region face,
the initial conditions and pressures driving reforms in
each country demand quite different strategies. Divid-
ing the region into a tripartite typology of emerging
market economies, the small market economies, and
the transition economies provides a framework to dis-
cuss approaches, activities, and Bank responses.

Emerging market economies

The East Asia 5 (EA5) are generally wealthier, more
endowed with managerial capacity and systems, and
farther along on the path toward competitive and open
societies than are the other two country subsets.
Nonetheless, the crisis has doubled debt levels and
driven deficits to two-decade highs in the EA5. While

the crisis has stabilized in all but Indonesia, the incipi-
ent recovery is uneven and fragile.

To rekindle high and sustained growth, these coun-
tries have to rethink rules, competition and “voice” to
promote government performance and accountability.
Improvements centering on fiscal management and
service delivery can be obtained through civil service
reform, budget management, and tax policy and
administration. In the smaller economies, getting
proper and transparent budgeting systems in place is
the highest priority. Competition for state-supplied
goods and services or competition among branches of
government is badly needed to improve performance,
by reforming state enterprises, deregulating sectors
protected by policy-induced barriers, and even con-
tracting out for selected public services. Governments
also have to develop new ways to allow the “voice” of
the citizenry to place new and effective demands on
government to perform well.

Approaches. These countries share broad objec-
tives for institutional change that the Bank is support-
ing. These are designed to:

+ Improve fiscal management to achieve macroeco-
nomic and development objectives (spending, debt
management, and contingent liabilities). These
require not only achieving budget targets—a task
the advanced countries have generally done well in
the past—but institutional improvements: in the
strategic management of budgets over a multi-year
period to better link policy objectives with budget
outcomes; in coordinating fiscal and monetary pol-
icy to ensure better consistency in implementing
annual programs; and in improving internal
accounting standards and practices to ensure that
political authorities are aware of public liabilities.

+ Improve service delivery to contribute to short-term
poverty amelioration and long-term development
objectives (social services, human capital formation,
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and infrastructure). This would involve setting out-
come and output performance measures for line

ministries and civil service reforms.

+ Reduce corruption to establish a new legitimacy in
the eyes of a wary public. Countries are taking a
holistic approach that includes deregulation to
reduce opportunities for corruption, enforcement
of sanctions through development of special watch-
dog agencies and robust judicial systems, and
through strengthened civil society institutions, such
as an independent press to raise public awareness of
the corruption problem.

+ Decentralize government to reach citizens. Coun-
tries now enjoying—to varying degrees—greater
pluralism and democratic participation, are taking a
first step toward greater accountability by involving
citizens in policy and budget decisions and, in the
larger, more advanced countries, by devolving fiscal
and administrative responsibilities to decentralized
units of government closer to constituents. Such
reforms need to be planned carefully, however, to
make sure that decentralization does not increase
the opportunities for corruption through weakened
institutional capacity and supervision.

Experience to Date. The Region is using both lend-
ing and nonlending activities to achieve these objec-
tives. The Bank has used adjustment lending as its cen-
tral instrument of dialogue and financing. As a
consequence, our regional commitments doubled from
$4.5 billion in fiscal 1997 to over $9 billion in fiscal
1999 and our disbursements increased proportionately
to about $5 billion annually. Adjustment loans have
supported an extensive dialogue on public sector
issues, including macroeconomic policy, revenue and
expenditure management, social safety net issues, and
state enterprise reform.

Technical assistance (TA) loans in Korea, Thailand
and Indonesia have promoted an institutional agenda.

Advice and ESW have also been conduits of policy
advice, some of it focused on public sector manage-
ment issues, such as tax policy, tax administration, debt
management and CSR in Indonesia; macroeconomic
policy, revenue and expenditure management and
deregulation in the Philippines; and budget manage-
ment and regulation in Malaysia and Thailand. This
new post-crisis institutional agenda is only just begin-
ning. The Bank’s contribution has been to catalyze a
discussion, convene reform-minded entities, and pro-
mote the shared agenda. It has been most successful in
situations like Thailand, when the spur of crisis and the
vision of local policymakers combined with the techni-
cal expertise of the Bank to motivate reform. Indonesia
remains more problematic for macroeconomic and
political reasons and because the Bank’s own experi-
ence with the volatile governance agenda is still travel-
ing up the learning curve. In all countries, much
remains to be done to promote institutional reforms
that can help countries weather the current crisis and
help sustain reforms well into the millennium.

The challenges ahead. The Region has been pio-
neering three new instruments that could be helpful in
promoting the dialogue on public sector issues. The
first is the use of programmatic public sector reform
loans to promote institutional changes over a sustained
period. Thailand’s Public Sector Reform Program is the
first of these. It envisages annual adjustment loans over
three years to achieve improvements specified in
detailed action programs. These cover expenditure
management, human resource management, and
improvements in accountability, and will affect core
agencies and line ministries. A similar operation is con-
templated for the Philippines. The second instrument
is the use of the Social and Structural Reviews. The first
Bank-wide Social and Structural Review was undertak-
en for Malaysia, with a major focus on the public sec-
tor. The Region intends to expand these to as many as
five countries in the coming two-year period. In addi-
tion, the Region is innovating by placing governance
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issues more explicitly at the center of country pro-
grams. The Indonesia country management unit, for
example, now has a senior governance advisor to lead
and coordinate a governance and public sector reform
strategy that fully integrates cross-sectoral concerns in
a coherent country program.

East Asia has also begun piloting new diagnostic
instruments through surveys of government effective-
ness. Corruption surveys have been undertaken in
Thailand and Cambodia. In the Philippines, an analyt-
ic report on corruption has been presented to govern-
ment in response to an official request for Bank guid-
ance in developing an anticorruption strategy.

Risks. The emerging market countries run a series
of institutional risks, as the Bank proceeds with its new
work on public sector reform and governance. In
Korea, Thailand and Malaysia, there is a significant risk
that economic recovery will reduce country—and
Bank—motivation to continue to push for institution-
al reform. There is also the risk that current reform-
minded governments could be replaced by less com-
mitted regimes. Indonesia still poses its own particular
set of risks. While political stability is not guaranteed,
recent elections completed a peaceful political transi-
tion to a largely democratic regime that has displayed
considerable disposition to public sector and gover-
nance reforms. Time will provide the only meaningful
test of the new government’s resolve to implement seri-
ous reforms that introduce a governance system based
on real rule of law—which is widely seen as the funda-
mental requirement for restoring public credibility. On
the Bank’s part, capacity to help government and civil
society achieve these fundamental changes will also be
severely challenged. The depth of regional expertise on
these issues is limited and the Bank’s reputation still
needs to be strengthened on these issues. But the CMU
has already demonstrated high commitment to raise
the visibility and priority of the governance agenda to a
central focus of the overall country program.

Small economies

In the smaller economies of the region—Cambodia,
Laos, Mongolia, Papua New Guinea (PNG), and Pacif-
ic Islands—bilateral donors play a larger role in
resource transfers. This means that coordinated donor
efforts to improve public sector management is more
central—and indeed foreign aid, left uncoordinated,
risks contributing to the difficulties of public sector
management instead of resolving them.

Progress in smaller countries has been mixed. Fiji is
one among the Pacific Island countries that has
attempted to improve the management of its expendi-
tures with steady implementation of reforms. Other
countries, such as the PNG and Laos, have made much
less progress, as poor governance has set back
broader reforms.

In these small market countries, prospects for
reforms are offset by significant risks. PNG poses par-
ticular challenges; dysfunctional administrative and
political institutions adversely affect all aspects of
development, and reports of pervasive corruption and
clientelism abound. The Bank has stepped up the vol-
ume and quality of its analysis of these issues. Gover-
nance was the central focus of the recent Country Eco-
nomic Memorandum (CEM) on PNG and features
prominently in the upcoming Structural Adjustment
Loan. In others among the small countries, such as
Cambodia and the Pacific Islands, PERs have been a
common instrument of dialogue for performance on
this new agenda in the emerging market economies. In
Cambodia, the focus on governance followed direc-
tions laid out in the CAS. A governance action plan is
being constructed with inputs from a Bank-supported
survey of households, private businesses, and public
officials that polls perceptions of government quality
and probity and identifies areas for reform. The Cam-
bodia SAC with a heavy governance focus is reinforcing
work on civil service, public expenditure, and legal
reform that has been underway through an ongoing TA
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project. In Laos, an IDF is proposed to address public
sector management constraints. Laos has also been the
venue for Danish Trust Fund-financed analysis of the
institutional impact of IDA lending, as part of a forth-
coming cross-national study carried out by the Bank.

Transition economies

The transition economies of China and Vietnam are
poorer than the emerging market economies, and they
face fundamentally greater institutional challenges in
realigning the use of state authority in the economy. To
achieve their development objectives, these govern-
ments are reducing their authority over resource allo-
cation by widening the scope of market competition
and decreasing ownership of assets under state control.
In the case of China, the government has taken steps at
the local level toward improving fundamental relations
of political accountability and institutions of govern-
ment. The Chinese government has sought to match
the pace of fiscal decentralization with improvements
in local institutions to manage and account for public
resources. The transitions in these dimensions involve
a far more complex and sustained institutional trans-
formation than for the market economies of the EA5.
Ironically, because they are less encumbered by
checks and balances inherent in open political systems
and have a history of command-based planning, these
countries have the potential to promote sweeping
reforms, once decisions are taken. Also, both countries
have greater capacity to control the pace of reform
because the crisis has not plunged them into recession.
To rekindle high and sustained growth, the transi-
tion countries have to take actions in three areas. First,
rules governing the operation of the public sector are
more informal and discretionary than in other parts of
the region. State enterprises and state banks must be
reformed and revenue and expenditure relations exam-

ined in a context of a new quasi-federalism. Second,

opening up formerly state-dominated sectors to com-
petition from the private sector can reap considerable
improvements; examples include state enterprise
reform, and deregulation of sectors protected by
policy-induced barriers. Finally, these countries, like
other poor countries with low levels of per capita
income, score low on business surveys of accountabili-
ty, corruption and transparency, and are only now
beginning to harness political competition and press
oversight to their anticorruption efforts.

Approaches. These countries require sustained
attention for the next decade to improvements in pub-
lic sector management as they make the transition from
plan to market. Three major classes of objectives com-
prise the shared areas of Bank-Government strategy:

+ Promoting new forms of transparency in public
decisions as a first step toward reducing corruption
and enhancing citizen “voice.”

+ Redefining the relationship of the government to
the productive sectors. This implies revamping the
ownership and governance of the state enterprises
and banks, reshaping the architecture of govern-
ment to allow competition and to regulate the non-
competitive productive sector, changing civil service
rules to end cradle-to-grave protections and rigidi-
ties, and implementing complementary sector level
reforms.

+ Mobilizing revenues more efficiently to ensure a
stronger public sector while at the same time
revamping revenue and expenditure assignments

across levels of government.

Experience to date. To support these objectives, the
Bank in China has used project lending as well as
advice and ESW as its central instrument of dialogue
and financing, since the Chinese government has not
requested adjustment support and has been reluctant
to borrow on IBRD terms for technical assistance. Viet-
nam has been more receptive to investment lending,
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but its content remains to be determined. Both have
engaged the Bank amply through its analytic services.
Vietnam has also provided an arena for using
traditional Bank analytic instruments in new ways. The
Vietnam Public Expenditure Review is being carried
out on a fully participatory basis, with country
nationals actively involved in shaping analysis of public
sector issues.

Project lending in roads, power, health and poverty
programs have often promoted the three central objec-
tives of public sector reform, even though they were
not advertised as such. In power, for example, the
Bank’s multi-billion dollar program has successfully
helped the government unwind from antiquated
socialist pricing mechanisms and blurred government
and party relations in the governance of power
companies. It has helped the government gradually
introduce competition to power generation, and even
improve transparency of procurement. These are
changes of enormous import since they have begun
transforming the links between government and
productive activity for a major share of the old public
sector investment program.

TA loans in China have promoted an institutional
agenda of public sector reforms with some success. Our
Economic Law Project has had a major influence in the
crafting of legislation that enables a market-driven
sector to flourish in a modern system of business
regulation. Our TA for fiscal policy contributed to the
development of a more modern budget system and
new regulations for fiscal management and macroeco-
nomic planning.

ESW and conferences have provided a broader pol-
icy dialogue in both countries. The recently completed
PER for China, for example, focused on institutional
reforms in budget management and won a wide hear-
ing after launch at a high-level policy seminar. Also, the
seven reports in the China 2020 series provided advice
on institutional reforms in public sector management
of state enterprises and banks, environment, pensions

and other social programs affecting income distribu-
tion, the huge state-managed food distribution system,
and the regulation of trade. Reports and policy notes
on state enterprises have also proven to be useful. In
Vietnam, the Bank has provided the government a
steady stream of policy advice on state enterprise and
financial sector reform, the institutions of social policy,
and rural development. Vietnam has requested our
assistance in CSR, but so far, the Bank’s ability to
respond to this request has been limited.

China’s program of reform has been impressive,
although, given the difficulties it confronts in the finan-
cial system and labor markets, the challenge is to
maintain a pace of reform that is fast enough to
maintain its high growth. China has made incontro-
vertible progress in delinking the state’s authority from
resource allocation—by providing an incentive frame-
work conducive to competition, revamping its financial
system, and beginning to tackle the state enterprise
questions. It has also progressed in reforming the core
institutions of the public sector, notably the system of
taxation, fiscal administration and decentralization.
Last year’s administrative reform entailed a profound
realignment of the structures of government with the
needs of a market economy. No less important was the
adoption of reforms to separate the military from the
commercial sector.

While China’s economic reform strategy is clear,
the government’s strategy to improve government
responsiveness and the institutions of accountability at
all levels of government is less clear. The government is
still struggling with decentralized authorities that are
not fully accountable to their citizenry, and with the
corruption that comes from highly discretionary
authority. Vietnam’s internal reforms have been more
fitful, and in contrast to China, the government has not
yet succeeded in unleashing a virtuous circle of market-
based reforms that produce growth and new con-
stituencies supporting further reforms.

The challenges ahead. In China, the Region is
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developing Learning and Innovations Loans (LILs) to
promote pension and enterprise reforms. The objec-
tives are to adapt potential improvements in enterprise
reform methods to local circumstances, demonstrate
feasibility through pilots, and make lessons from these
widely known among local and central policymakers,
leading to the replication of promising reform methods
beyond the project itself. The project will focus, among
other things, public mechanisms to help retrain laid-off
state enterprise employees, and promote small business
development. In Vietnam, the forthcoming SAC would
have a substantial focus on state enterprises and finan-
cial sector reform. Programmatic adjustment lending
may be eventually useful in supporting public sector
and governance reforms in Vietnam, but these pro-
grams will have to be developed. Meanwhile, Strategic
Compact funding is being used to develop an anticor-
ruption strategy that will bring a range of civil society
institutions into the public discourse.

Risks. Success in helping China and Vietnam with
public sector reforms hinges critically on the Bank
building on its established reputation as a cost-effective
source of global knowledge. Several factors confine our
role to providing modest input into policy:

+  First, these issues involve huge internal political con-
stituencies—ranging from government bureaucra-
cies and state enterprise workers in the tens of mil-
lions—that dwarf any Bank influence.

+ Second, these governments want access to our
financial resources and embodied technical advice,
but are not dependent on them. Governments will
accept our financial resources only insofar as they
see that the benefits in high quality embodied tech-
nical assistance and advice in promoting reforms
outweigh the financial and preparation costs.

+ Third, financial support has been confined to proj-
ect assistance, and recent limitations on IDA avail-

ability as well as Chinese reluctance to accept TA on
IBRD terms precludes much direct help on these
issues. This underscores the importance of upgrad-
ing the Bank’s advice and ESW, and of working
intensively at the margin to promote high quality,
intellectually driven interventions such as the TA
embedded in our regular portfolio and in new
instruments such as LILs.

Risks in the region

Threats to the realization of an ambitious policy dia-
logue in the East Asia and Pacific Region emanate from
various sources, but two are particularly noteworthy.
For prudential reasons, the Region will not be able to
continue adjustment lending in large amounts for long.
This may mean that countries, such as Korea, Thailand,
and Malaysia, will become less interested in a dialogue
with the Bank on these issues. This risk can only be
mitigated through ensuring high-quality advice,
appropriate structuring of conditions to consolidate
steps forward in policy areas of mutual interest rather
than dictating conditions high-handedly, and using
multiple vehicles of dialogue of interest to the client.
Much the same could be said for China.

A second constraint is that in some client countries,
domestic politics may prevent effective policy formula-
tion or implementation. The Bank can only deploy a
reduced form of advice and ESW to maintain a sus-
tained dialogue; simultaneously it can use advice and
ESW to build bridges to private, reform-minded con-
stituencies. Since these activities are usually not accom-
panied with a lending program, our internal budgeting
mechanisms tend to require that managers assess the
effectiveness of these investments against the probabil-
ity of near-term pay-off in renewed political will to

implement public sector reform.
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Organization and staffing

The Region has begun to build a public sector cluster in
the EASPR unit to help governments implement the
institutional agenda. While this will spearhead the
agenda described above, it will need to match resources
and skills to the demand for specialized expertise on
public sector reform and governance. Given the cross-
sectoral nature of this institutional work, it will need to
coordinate closely with other EAP units, which will
play important roles. The PSI unit is heading up the
state enterprise reform agenda in China, for example,
and advises on competition policy and deregulation.
The Legal Department is handling most legal and judi-
cial reform activities and has advised on regulatory
reforms in other areas. The Bank’s Special Financial
Operations Unit (SFO) has headed up the Region’s
activities in the financial sector. ESSD, HD, and FPSI
staff are deeply involved in social, sectoral and subna-
tional aspects of the larger governance agenda. A social
policy and governance group has been meeting regu-
larly in the Region to facilitate cross-sectoral
institutional work.

To build an effective public sector cluster within the
Region, EAP has hired a full time Lead Specialist in the
Public Sector and has now recruited four additional
professionals (including the Indonesia governance
position) to begin to fill the skill gap in the areas of
administrative and civil service reform, public financial
management, and decentralization. With such con-
strained resources, public sector work in EAP has to be
selective. Direct operational support for CSR, anticor-
ruption activities and broader governance work has, of
necessity, been limited. The cluster’s efforts have been
leveraged through its work in concert with the eight or
so economists in PREM—in HQ and the field—and
with CMU and sectoral staff who are presently spend-
ing a significant portion of their time carrying out the
work program in the public sector. A challenge will be

to develop a professional cadre with network-standard
skills to deliver on the public sector agenda. In this
effort, the public sector group will also work closely
with the social policy secretariat, where anticorruption
efforts spanning both the private and public sectors are
integrated for the Region as a whole.

Strengthening partnerships

The Region has appointed an external advisory group
on governance and anticorruption to broaden our
thinking on these challenges. The group includes senior
figures from the Region, and has so far met three times
with the Region’s management team to discuss strategic
directions.

The Bank is working in coordination with IMF’s
Fiscal Affairs Department and its Public Expenditure
Division. For example, in Thailand, IMF consultants on
tax and customs administration are working with our
PSRL mission to implement jointly sponsored pro-
grams. In Vietnam, public expenditures efforts were
coordinated through joint missions. In Mongolia, our
fiscal TA program is coordinated with the Fund.

The Bank has collaborated loosely with the ADB,
primarily in the common agendas of the financial
sector. The potential upside to increased collaboration
is great: the ADB routinely offers our client countries
tens of millions of dollars in technical assistance grants,
and in most countries without formal country donor
meetings, this is implemented with little if any Bank
involvement. Similarly, the Bank could work more
closely in its projects and analytic work with the ADB.
Impediments on both sides include distance, staff over-
load, and differing internal agendas.

The Bank is also collaborating with other partners
in the region around specific projects, for example,
with the UNDP, USAID and the Asia Foundation dur-
ing the development of the anticorruption work in the
Philippines.
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Cambodia: Public Expenditure Review

Type of Activity: Analytic and Advisory Activity
Timing: Initiating memorandum February 20,
1998; Final report January 8, 1999

Summary of Contents

The Cambodia Public Expenditure Review (PER)
undertakes, for the first time, a systematic review
of the adequacy and effectiveness of public expen-
ditures in Cambodia. Rather than narrowly focus-
ing on expenditure issues, the PER takes a broader
approach—it closely links public expenditure
issues to revenue mobilization and governance
problems because reforms to enhance the effec-
tiveness of public expenditures need to be imple-
mented in a comprehensive context. While the
PER analyzes sector-specific issues for various sec-
tors within the overall framework, it provides a
more in-depth analysis of the health and educa-
tion sectors because of their direct relevance to
poverty reduction through human resource devel-
opment. The PER was prepared as the main docu-
ment for discussion at the Consultative Group
(CG) meeting.

Innovative / Risky Elements

The PER tackles governance issues as a critical
impediment to sustainable development in Cam-
bodia, in particular through estimating the extent

of revenue loss resulting from weak governance. It

estimates foregone revenues with credible accuracy
based on known information and assesses the
potential for enhancing revenue mobilization, a
prerequisite for effective expenditure policy in
Cambodia. The PER also constructs, in close col-
laboration with government, a consolidated public
expenditure database, encompassing expenditures
incurred by the government, donors and NGOs,
and analyzes the level and composition of this
more complete picture of public sector expendi-
tures with government. In addition, the PER assess-
es the implications of the institutional arrange-
ments and management practices in the budget
process on determining budget outcomes, and
makes specific recommendations for reforming
institutional procedures in view of Cambodia’s
weak institutional capacity. The Cambodia PER
received a “best practice” rating from a QAG assess-
ment panel.

Partnerships

The Bank team collaborated extensively with the
Government in establishing and analyzing the con-
solidated public expenditure database. The IMF
contributed the chapter on “Macroeconomic
Framework, Resource Envelope, and Public Expen-
ditures” in consultation with the Bank team. The
UNDP socioeconomic survey formed the basis of
the health and education sector sections, as did
consultation with WHO, UNICEF and UNESCO.
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Indonesia: Governance Partnership

Type of Activity: Grant-based Activity

Timing: November 1999. First Board meeting:May 2000
Loan Amount: $1 million, funded by IDE, Dutch &
Australian governments

Summary of Contents

The Partnership’s main objective is to help establish
strong institutional building blocks for governance in
Indonesia. It will function as a knowledge-sharing
arena, a consensus-building forum, and a vehicle for
strategy development and coordination of the various
critical facets of the reform process. It will pursue this
aim by:

+ Generating and disseminating knowledge on good
practice in governance from Indonesia and abroad,

+ Coordinating the governance reform efforts of Gov-
ernment, donors, and civil society, and

+ Funding initiatives to promote reform of gover-
nance in Indonesia.

The partnership will support activities in five key areas
where governance reforms are urgently needed:

+ Reform of democratic non-executive governing
institutions;

+ Regional autonomy and effective decentralization of
government service delivery;

+ Core executive public sector capacity building;
+  Civil society strengthening; and
+ Anticorruption initiatives.

The Partnership will help identify effective approaches
by promoting a broad national consultation process

involving participatory assessment and wide dissemi-
nation of results. The aim is to reach consensus on a
realistic strategy to affect and monitor key reforms.

Innovative / Risky Elements

The governing structure of the Partnership is an inno-
vative arrangement between the World Bank and the
UNDP. The Partnership’s activities will fall under two
components: the Facility for Policy Dialogue and
Analysis, and the Trust Fund to support capacity build-
ing for good governance. The partnership is not
intended to be a permanent structure; it is seen as a
transitional mechanism to engender a longer-term
governance agenda that will eventually be sustained by
national institutions. The phase-out plan will contain a
plan for transferring the partnership’s activities to
Indonesian organizations. The Partnership will pro-
vide a mechanism to transfer knowledge and expertise
on governance transitions and to catalyze the initial
stages of an ongoing national governance debate, help-
ing to bring together diverse groups in government
and civil society. This approach can also serve as a
potential model for other countries where independ-
ent support for embryonic national governance insti-
tutions is needed.

Partnerships

In this joint undertaking, the Bank has submitted pro-
posals for financing to IDF and bilateral funding
sources, while Trust Fund financing will be arranged by
UNDP with Bank consultation. The Executive Board
running the Partnership will comprise representatives
from UNDP, the Bank, Government of Indonesia, and
civil society.
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EXANP

Thailand: Public Sector Reform Loan

Type of Activity: Loan, Programmatic Structural
Adjustment Loan

Timing: Board Approval: October 14, 1999;
Reform program defined over a 3-year period
Loan Amount: $400 million for first stage of
reforms

Summary of Contents

Thailand’s PSRL seeks to improve public sector
governance and enhance the efficiency, effective-
ness, equity, and transparency of public resource
management and service delivery. The reform
involves both central agencies and line ministries
such as education and health, which have
embarked upon substantial reforms to deliver bet-
ter services. Its core components include a more
performance-oriented budget system, a flexible
and effective civil service, and greater transparen-
cy. Reforms are being implemented in (a) expendi-
ture management, (b) human resources manage-
(c) (d)

decentralization, cross-government

ment, revenue

and (e)
accountability and transparency.

management,

Innovative / Risky Elements

The PSAL framework of a three-year program of
technical and financial assistance provided by the
Bank, with flexible performance benchmarks, is
ideally suited to the Government’s reform pro-
gram. However, improvements in the Thai econo-
my have occurred both sooner and with greater
depth than had been anticipated when the PSRL
was presented to the Board. The Government’s
need for financing has diminished substantially
while its commitment to the reform program
remains strong. This presents an opportunity for
redefining the Bank’s role in supporting the Thai
program with less emphasis on financial assistance
and greater emphasis on technical assistance and
facilitation, and monitoring of reform progress.

Partnerships

The Governments of Australia and New Zealand
have provided significant technical assistance in
support of the Thai reform program that has been
well coordinated with ongoing Bank activities. The
UNDP has been active in supporting decentraliza-
tion and general governance issues, also in comple-
mentary ways.
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