Consultations on Conditionality in World Bank 
Development Policy Operations
Report of the Meeting of July 12, 2007 with Government and Donors
A consultative meeting with government officials and representatives of donor agencies on the application of World Bank conditionality was held in the World Bank Islamabad office on July 12th, 2007.  The meeting was chaired by Dr. Ishrat Hussain, Chairman of the National Commission for Government Reform.  A list of participants is provided in Annex A.  

The objective of the meeting was to obtain substantive feedback on the recent application of World Bank conditionality which will contribute to a 15 country evaluation for a 2007 Implementation Report to be discussed at the World Bank Board later this year.  The consultation was organized along the five Good Practice Principles of Conditionality.
Good Practice Principle (GPP) I: Reinforce ownership
Ownership was categorically declared by participants as the most important of the five Good Practice Principles.  For strong ownership it was essential that all programs be home-grown.  Only when the government is committed to a project should the donors be consulted.  Representatives from the Punjab government noted that the Irrigation and Education reform programs of the province were initiated by the government and then the World Bank was involved as a key partner.  Building ownership also necessitates the involvement of all stakeholders including civil society.  Ownership by the opposition political parties should also be sought and ideally proposals should be placed before parliament, to ensure continuity even after governments change.  Clarity on ownership also encourages accepting responsibility for achieving targets.
Government representatives repeatedly expressed the link between ownership and government capacity to conduct analytic work. Representatives from the Punjab pointed out how the Punjab Economic Report had helped the government identify and prioritize key areas of reform. In politically sensitive areas, such as privatization and power sector reforms, upfront analytical work on the poverty and distributional consequences of the reforms is particularly critical for building ownership. To develop capacity it was stressed that economic research at universities be strengthened.  Some were of the opinion that the capacity to undertake such work existed in government but was not being utilised properly as trained staff were posted in the wrong departments. By producing economic reports and providing exposure to international practice through its Public Sector Capacity Building Project, the World Bank has assisted in enhancing the government’s capacity.  It was now up to the government to ‘seize the day’ and demonstrate ownership by effectively utilising these assets.

Participants also noted that ownership was difficult to identify in provinces that were constrained for funds and therefore would agree to any actions imposed on them.  Similarly, the World Bank also has an incentive to lend money and may easily compromise on agreed conditionalities in order to be able to disburse.  Ownership requires honesty on part of donors and government so that ownership is clearly identified.  One indicator to measure ownership would be a comparison of the number of conditionalities and the number of waivers in development policy operations.
The World Bank’s own shifts in priority areas could make ownership by all stakeholders difficult to achieve. The World Bank’s DPL was not considered consistent.  However it was agreed that examples of shifts over long periods of time were not relevant as ground realities change. Again the need for the government to be more pro-active in determining its own requirement and then convincing donors was highlighted.  
Some participants stated that in provinces with a strong track record of reform, such as the Punjab, where the Bank has been engaged for several years one should move away from specific conditionalities in operations to broader support of the reform program tied to more streamlined performance benchmarks.
GPP II: Harmonization 

Participants argued that the track record of donors on harmonization in Pakistan is not good. Each lending agency has its own set of conditionalities, and multiple donor missions impose considerable burdens on the government.  It was categorically stated that it is unacceptable to expect the government to meet various missions and to complete multiple sets of forms for each on the same issues. The cost to the country is enormous and unacceptable. The transaction cost where we are all on one page is the ideal but we are not there as yet. This is where harmonization is needed.
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GPP III: Customization

The linkage between customization and ownership was emphasized by the participants.  It was also pointed out that in Pakistan the ground realities differ widely from province to province and one model imposed throughout the country is unrealistic and adds tremendously to the constraints faced by government.  Therefore, customization is needed even within a country because of topographical, infrastructure and governance differences from province to province. 
Partner countries should articulate their views and even protest if conditionalities are unrealistic and not deliverable or even harmful to the country.  However, in a situation when money is desperately needed governments are inhibited and do not tend to negotiate aggressively on conditionalities.  For example, provinces such as NWFP that are constrained of funds may be willing to accept any conditionalities even if there is little ownership around these.  
The representative from DFID stated that customization implies equal alignment with the national development strategy which leads to strong ownership. The DFID example was quoted where they are moving to outcome conditionality whilst the World Bank is still on prior actions.  DFID will review progress through benchmarks.  However, outcomes may not be available for a number of years so prior actions remain the World Bank’s choice of instrument.  It is critical to engage governments as early as possible in analytical work. The importance of analytical work cannot be emphasised enough to the extent to which it prescribes or informs the definition of a policy matrix and prioritisation and customisation within the policy matrix. 
GPP IV:  Criticality

Criticality requires that any reform agenda be home-grown and based on the ground realities of each province.  It is crucial that any conditionality that is not working be changed.  However, criticality does not necessarily imply few conditionalities.  Some participants pointed out that institutional reform is very complex and therefore it may not be realistic to limit prior actions to ten.  The World Bank wants to adopt simplicity but we have to be careful not to lose sight of a host of other actions/complementarities and linkages to other reforms.  Conditionalities cannot work in isolation.  Neither should they be assessed and changed during an implementation phase as it can seriously destabilise a country’s economy.  Prior actions help to avoid this.  Participants also noted that the Policy Matrix is a good management tool for overseeing a reform process.
In a federal setting such as Pakistan, the government has to pay attention to inter-provincial equity.  Ownership and commitment to reform may vary from province to province, but politically the federal government will want the Bank to be engaged even in provinces with limited ownership.  These political economy issues clearly have an impact on conditionality.
GPP V: Transparency and Accountability

A lot of information has been put in the public domain and that has encouraged transparency.  For example in the irrigation sector in Punjab, a comprehensive communication strategy has been developed and is being implemented.  Awareness on irrigation issues is being assessed to see how the communication strategy can be further improved.  However it was felt that more need to be done to ensure transparency on reviews and to engage stakeholders outside government.
The representatives from the Economic Affairs Division (EAD) noted that EAD is also working in the context of the Paris Declaration regarding Mutual Accountability and are also assessing the effectiveness of aid. 

Periodic reviews were appreciated as not only useful to donors but to assess where the government’s reforms were standing.  However, reviews can be very widespread and are not always based on performance indicators.

Chair’s Concluding remarks
The chair reiterated the centrality of country ownership for successful development policy operations.  Country strategies should be designed in consultation with all stakeholders including the parliament. The ideal situation would be to have a policy matrix which reflected exactly government policy and priorities. This is only possible if you engage countries as early on as possible, make information available and encourage transparency.  

The chair emphasized that capacity building is the key to government ownership of reforms. The more governments become capable of analytical work, the more successful partnerships will become and the current perception that governments have to be prodded towards conditionalities will disappear. Conditionalities can then become a useful planning instrument for the government.  
The chair noted that the federal government needs to be more discerning about which provincial governments have the ownership and capacity to usefully engage with the Bank in Development Policy Operations.  Provinces such as Punjab which have political commitment for reform and sufficient capacity should borrow from the Bank; others, such as Balochistan, should be funded instead by the federal government. Over time as their capacity to access donor money increases these governments can engage with the Bank directly.
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