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O ver the last 15 years, the World Bank
has come under a steady stream of
criticism for the negative impacts of

its policy advice and lending operations on
environmental sustainability, social equity,
and good governance in borrower countries.
An important question facing reformers
inside and outside the World Bank is
whether the institution’s significant analyti-
cal capacity and financial leverage can be har-
nessed to promote those goals in collabora-
tion with domestic constituencies for reform.

Two of the most contentious issues raised
by critics of the World Bank’s performance
have been the institution’s involvement in
the forest sector and its promotion of struc-
tural adjustment. Both of these issues are
high on the policy agenda in the year 2000,
as the World Bank concludes a two-year
Forest Policy Implementation Review and
Strategy process, and considers the implica-
tions of unprecedented levels of adjustment
lending in the wake of the financial crises of
the late 1990s. 

In The Right Conditions: The World Bank,
Structural Adjustment, and Forest Policy
Reform, Frances Seymour, Navroz Dubash,
and their colleagues in Papua New Guinea,
Cameroon, Indonesia, and Kenya address the

intersection of these two controversial arenas
by asking the question: to what extent, and
under what conditions, can the World Bank
be an effective proponent of forest policy
reform through adjustment lending?

A key finding of the report is that under
certain circumstances, the World Bank has
been effective in supporting domestic con-
stituencies for reform against entrenched
vested interests in unsustainable logging.
The World Bank’s engagement of stakeholder
groups and ability to sustain its commitment
to the reform agenda are identified as key
elements of effectiveness. However, where
institutional capacity is weak, the World
Bank has been much less successful in utiliz-
ing adjustment lending to leverage imple-
mentation of agreed policy changes. The
report identifies changes in World Bank 
policy and practice that would improve the
institution’s effectiveness, credibility, and
legitimacy as a proponent of forest policy
reform.

The report challenges the conventional
World Bank wisdom in several respects.
First, with respect to forest policy, the report
recommends that the Bank move beyond effi-
ciency-oriented reforms within an industrial
forest management paradigm to embrace
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more fundamental reforms oriented toward
equity and environmental sustainability.
Second, with respect to the effectiveness of
conditionality in adjustment lending and bor-
rower commitment to reform, the report
finds that the process by which the World
Bank engages the borrower in the reform
agenda is significant. A strict application of
the principle of selectivity—in which the
World Bank only lends to governments
already fully committed to reform—would
result in missed opportunities for the World
Bank to “tip the scales” toward embattled
constituencies for reform.

Finally, the report sheds light on the World
Bank’s new governance agenda, articulated in
President Wolfensohn’s 1999 Annual
Meetings address. The report concludes that
in order to be an effective proponent of
reform in the forest sector, the World Bank
must address governance issues. Conversely,
in countries where forests are important, for
the World Bank to be a credible proponent of

good governance, forest issues must be
addressed front and center.

WRI has addressed the changing interna-
tional political economy of the forest sector
in several reports including: Logging Burma’s
Frontier Forests: Resources and the Regime by
Jake Brunner and colleagues; Tree Trade:
Liberalization of International Commerce in
Forest Products by Nigel Sizer and colleagues;
and Trial by Fire: Forest Fires and Forestry
Policy in Indonesia’s Era of Crisis and Reform
by Charles V. Barber and colleagues. 

Support for this report, companion reports
and events in case study countries, and for
WRI’s International Financial Flows and the
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Foundation, and the Netherlands Ministry 
of Foreign Affairs. I am pleased to express
our appreciation for their generosity and
foresight.

J O N A T H A N  L A S H
P R E S I D E N T

W O R L D  R E S O U R C E S  I N S T I T U T E



WRI: THE RIGHT CONDITIONS

1

O ver the last 15 years, two of the most
contentious issues faced by the
World Bank have been its involve-

ment in the forest sector and its structural
adjustment lending. Concern about the
World Bank’s role in contributing to forest
degradation in borrower countries led to a
ban on World Bank finance for logging in
primary tropical forests in 1991, but the
impact on forests of lending in other sectors
and structural adjustment remains controver-
sial. Critiques of structural adjustment lend-
ing have focused on the unintended negative
consequences of macroeconomic reform and
fiscal austerity for the poor and for the envi-
ronment, as well as on the World Bank’s
infringement on national sovereignty and
democratic process. 

The late 1990s witnessed a spike in struc-
tural adjustment lending in absolute terms
and as a proportion of overall World Bank
lending, as well as a revival of debates about
the effectiveness of conditionality, spurred by
the World Bank report, Assessing Aid. And in
1998, the World Bank initiated a two-year
Forest Policy Implementation Review and
Strategy process, designed to assess the
World Bank’s experience in the forest sector,

as well as to develop a forward-looking 
strategy.

This report addresses the intersection of
these two controversial arenas by asking the
question: to what extent, and under what
conditions, can the World Bank be an effec-
tive proponent of forest policy reform
through adjustment lending? The report
focuses on experience in a few exceptional
cases where the World Bank has explicitly
included forest policy reform conditions in
adjustment lending operations: Papua New
Guinea, Cameroon, and Indonesia. In addi-
tion, the report includes an analysis of what
happened in Kenya, where the World Bank
proposed, but did not move forward on, an
adjustment operation focused on environ-
mental policy reform.

Previous World Bank forest policy reviews
have focused on the positive and negative
impacts on forests of project-specific loans,
while past reviews of adjustment lending
have examined the unintended, usually nega-
tive, social and environmental consequences
of macroeconomic policy change. By con-
trast, this analysis concentrates on the few
examples of the World Bank’s intentional use
of structural adjustment as an instrument to
bring about changes in forest policy.

E X E C U T I V E  S U M M A R Y

PURPOSE AND APPROACH
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Our approach is to examine the process by
which the World Bank has attempted to pro-
mote policy change, which illuminates the
roles of international and domestic actors in
formulating and implementing the reform
agenda. Our objective is to identify the right
conditions, within the World Bank as well as
in the borrower country, under which the
World Bank can be an effective proponent of
forest policy change through adjustment
lending.

FINDINGS

The cases in this report demonstrate that
under the right conditions, the World Bank
has been able to catalyze key forest policy
changes in the context of adjustment lend-
ing, tipping the scales toward reformist ele-
ments and away from vested interests. Under
the wrong conditions, the World Bank’s
efforts have been met with frustration for
both it and the borrower, and have led to a
stalemate in the reform agenda.

In Papua New Guinea, progressive forces
in the government bureaucracy and their
allies in the World Bank were successful in
using adjustment lending to consolidate poli-
cies that reined in rampant logging, and for
several years prevented attempts by vested
interests to roll back those reforms. In
Indonesia, the World Bank and the Inter-
national Monetary Fund took advantage of
the 1997 financial crisis to shine a spotlight
on governance issues in the forest sector,
and force the dismantling of forest product
marketing monopolies.

These limited successes are counterbal-
anced by significant failures and omissions.
In Indonesia and Cameroon, the World Bank
has so far been unable to transform govern-

ment commitments into meaningful change
in concession allocation and management
systems. The cases provide little evidence of
the World Bank effectively promoting
reforms focused primarily on equity or envi-
ronmental objectives. In Kenya, an attempt to
promote a more broadly conceived environ-
mental adjustment program never even
reached the point of an identification mis-
sion, much less a lending operation. 

Taken together, the case studies provide
insight into the conditions under which the
integration of forest policy reform objectives
into adjustment lending can precipitate or
consolidate desired policy change. On the
part of the borrower, those conditions
include constituencies for reform within the
borrower government or civil society and
opportunities for meaningful policy changes
that do not require extensive institutional
reform to implement. On the part of the
World Bank, those conditions include strong
and consistent commitment to the reform
agenda and engagement with key stakehold-
ers to define and communicate the objectives
and strategy for reform. 

The case studies challenge the emerging
conventional wisdom that conditionality can-
not be effective without full government
commitment to the reform agenda, or bor-
rower ownership. This view assumes that
borrowers either do or do not have sufficient
ownership, that it is reasonable to expect the
World Bank to accurately assess the degree of
that ownership in advance, and that there is
little the World Bank can do to influence
ownership. The experiences in Papua New
Guinea, Cameroon, Indonesia, and Kenya
illustrate the complexity and dynamics of
constituencies for and against reform, inside
and outside government, and how variables



WRI: THE RIGHT CONDITIONS

3

within the World Bank’s control can influ-
ence the domestic politics of forest-related
issues. While sustained policy reform and
implementation ultimately depend on domes-
tic political forces, forest-related conditions
imposed by the World Bank have been effec-
tive in raising the profile of forest issues on
the national agenda, prodding governments
to commit themselves to new policies, and
providing support to domestic constituencies’
efforts for reform. 

However, the cases suggest that conditions
attached to adjustment lending are less effec-
tive in addressing the long-term institutional
challenges characteristic of the forest sector
that often constrain the implementation of
agreed reforms. This is a significant finding,
since in every case-study country, the World
Bank singled out the lack of institutional
capacity as a principal impediment to long-
term sustainable forest management.
Because of its short time frame, adjustment
lending is poorly suited to supporting imple-
mentation and institutional reform. In addi-
tion, while the World Bank’s principal inter-
locutors in adjustment lending, ministries of
finance and planning, are often able and will-
ing to effect changes in policies such as taxa-
tion that affect forests, ministries of forestry
tend to be much less amenable to reforming
themselves. There is not yet a record of expe-
rience to judge whether follow-on sectoral
and project lending can be effective vehicles
for implementing policy changes agreed to
during adjustment operations.

The case studies also highlight the impor-
tance of the World Bank’s ownership of the
reform agenda, as evidenced by its willing-
ness to be firm about forest-related condi-
tionality. The World Bank was not an effec-
tive proponent of policy change when its

commitment to reform was inconsistent up
the institution’s chain of command or over
time. When the World Bank wavered in its
commitment, it undermined the efforts of
constituencies for reform in the borrower
country. 

In addition, the case studies indicate that
the quality of the World Bank’s engagement
with stakeholders was also a significant fac-
tor. When it failed to engage key constituen-
cies, the World Bank rendered reform efforts
vulnerable to misunderstandings and design
flaws in structural adjustment conditions,
and allowed opponents of reform to domi-
nate public debate. 

While confirming that forest policy reform
ultimately depends on domestic political vari-
ables, the case studies indicate that there are
opportunities for the World Bank to cultivate
coalitions for change. It can achieve this by
broadening the scope of the reform program
objectives beyond economic efficiency to
include environmental, equity, and gover-
nance concerns. The World Bank can
increase its effectiveness by reaching out to a
larger group of stakeholders in the policy for-
mulation and implementation process, and
by insisting on conditions that open up forest
policy decisionmaking to public scrutiny and
participation. 

RECOMMENDATIONS

The case study experience summarized in
this report has implications for the World
Bank at two levels, operational and strategic.

OPERATIONAL IMPLICATIONS

Safeguard policies: The World Bank’s lack
of credibility as a proponent of environmen-
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tally positive policy change is highlighted
when internal contradictions in a reform
package undermine environmental objec-
tives. Environmental assessment procedures
should be applied to structural adjustment
loans to identify unintended negative envi-
ronmental consequences.

Sustained sectoral engagement: The
prospects of successfully promoting forest
sector reform are increased when the neces-
sary analysis and contacts are in place prior
to launching an adjustment operation. The
World Bank should conduct and disseminate
analysis that addresses the social equity and
environmental implications of proposed
changes in the forest management regime,
rather than limiting its analysis to efficiency
objectives, in order to improve the effective-
ness and legitimacy of adjustment 
operations.

Stakeholder engagement: World Bank
should invest more resources in communi-
cating with key stakeholder groups about the
nature and purpose of adjustment lending,
and in understanding their priorities and
concerns. Equally important is that the World
Bank move beyond an outreach mode to
establish a dialogue with key stakeholders,
and to incorporate their insights into the
design and implementation of the proposed
reform program. 

Conditionality engineering: Adjustment
conditionality has been more successful in
leveraging a small number of high-profile
policy changes than in effecting a large num-
ber of incremental steps necessary for their
implementation. The World Bank should
explore the use of conditions that specify the
outcome to be achieved and characteristics of
the decisionmaking process in order to

increase transparency and public participa-
tion in policy design and implementation. 

Staffing and incentives: If the World Bank
is to broaden the adjustment agenda to
include nontraditional issues and constituen-
cies, it needs a different set of skills and atti-
tudes: to conduct stakeholder analyses, more
social scientists will be required; to move
beyond efficiency objectives, macroecono-
mists will need to share responsibility for the
reform agenda with others; to avoid alienat-
ing potential members of coalitions for
change, perceived arrogance will need to be
replaced by collegiality.

STRATEGIC IMPLICATIONS 

Selectivity: An influential World Bank
research report, Assessing Aid, asserts that
donors should selectively focus their
resources on countries with governments
that have already demonstrated a commit-
ment to reform. This proposition ignores the
possibility that there are latent constituencies
for reform even in countries where there is
little overt support for the reform process,
and that conditionality can empower these
constituencies. Conditionality can alter the
political dynamics of forest issues, if only by
raising their profile on the national agenda,
and can cause setbacks to those with vested
interests in unsustainable logging.

The governance agenda: For the World
Bank to be effective in promoting reform in
the forest sector, it must centrally address
governance issues. The World Bank was able
to catalyze reforms where existing corrupt
practices were challenged, as in Indonesia
and Papua New Guinea, while the reforms
were relatively ineffective where these prac-
tices were not firmly condemned, as in
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Cameroon. Conversely, in some countries
where forest issues are of material and sym-
bolic significance nationally, it is incomplete
for the World Bank to talk of good gover-
nance without reference to forest sector
reform. This suggests that the environment
and natural resources arena is a particularly
suitable place to pursue a governance 
agenda.

Under the right conditions, in the borrower
country and on the part of the World Bank,
the World Bank can be an effective propo-
nent of forest policy reform through adjust-
ment lending. These findings suggest that
adjustment lending, the World Bank’s most
significant instrument, presents an impor-
tant opportunity for mainstreaming social,
environmental, and governance objectives
into the World Bank’s work. The findings
also offer a sobering challenge to the institu-
tion to get the conditions right.
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I n 1998, a logjam that had blocked forest
policy reform in Indonesia for decades
was finally loosened when the World

Bank, acting with the International Monetary
Fund (IMF), included forest policy reforms
among the conditions attached to a financial
crisis assistance package. While the need for
change had long been promoted in Indonesia
and abroad by the World Bank and others,
the deep political entrenchment of logging
interests within Indonesia’s political econo-
my always stymied action. Backed by the
political and economic weight of a structural
adjustment program, the World Bank seized
this moment of political opportunity to cat-
alyze change. 

The Indonesia case is the most recent of a
small number of examples where the World
Bank, often acting with the IMF, has sought
to use structural adjustment lending to bring
about forest policy reform. (See Box 1.1 for a
definition of structural adjustment lending.) In
principle, one could construe inclusion of
forest-related objectives in structural adjust-
ment programs as evidence of progress in
implementing the World Bank’s long-stand-
ing commitment to mainstream environmen-
tal concerns into the full range of its activi-
ties.1 Proponents of this approach argue that
adjustment lending provides a powerful tool

with which to dismantle entrenched forest
interests that block shifts to more environ-
mentally and socially sound management
regimes. Those who are more skeptical point
to the limited credibility of the World Bank
as an agent of progressive change based on
its checkered history of engagement in the
forest sector, and the controversial legacy of
past structural adjustment.2

7

I N T R O D U C T I O N

1

B O X  1 . 1

Structural adjustment loans (SALs)—also referred
to as adjustment lending—support economy-wide
policy change and institutional reform, rather
than a specific project. Sectoral adjustment loans
(SECALs) support reforms that are limited to a
specific sector. The objectives of SALs are to

• provide balance-of-payments support, 

• promote economic growth and poverty 
alleviation by stabilizing the macroeconomic 
environment,

• increase efficiency in the use of resources, 
and

• improve the scope for private sector develop-
ment.

Sources: Jayarajah, 1995; World Bank, 1992

S T R U C T U R A L
A D J U S T M E N T  D E F I N E D  
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In this report, we examine the empirical
record of the World Bank’s attempts to apply
structural adjustment lending to forest policy
reform in Papua New Guinea, Cameroon,
Indonesia and Kenya, and ask the following
question:

To what extent, and under what conditions, 
can the World Bank be an effective proponent 
of forest policy reform through structural 
adjustment lending?

Our approach is to examine a limited set of
cases where the World Bank has intentionally
attempted to incorporate forest policy goals
into adjustment lending, in order to under-
stand the political economy behind the reform
process. While most other reviews of adjust-
ment lending have focused on a comparative
assessment of outcomes, our primary interest
is in the process by which adjustment lending
is initiated, formulated, negotiated, and

implemented. This attention to the process of
reform allows us to assess how different
actors, international and domestic, affect the
formulation of reforms and contribute to the
progress of a reform agenda. 

This approach raises at least two method-
ological issues.3 First, in this study we
restrict ourselves to the analysis of forest 
policy reform, which is necessary, though not
always sufficient, to achieve environmentally
sound forest outcomes. Moreover, in our
emphasis on the process of reform, we do not
enter into the debates over the specific con-
tent of those reforms. Second, we limit our
focus to forest policy, while acknowledging
that the fate of forests is often influenced as
much or more by decisions taken outside the
forest sector and by macroeconomic policy
decisions. (See Table 1.1 for a comparison of
macroeconomic lending and forest project lending
in the case study countries.) Our approach 

Papua New Guinea 0 0 50 50 436 135 

Cameroon 39 0 150 432 1,052 767

Indonesia 54 57 600 1,000 14,165 8,988

Kenya 57 61 186 171 1,889 1,146

T A B L E  1 . 1     WORLD BANK LENDING IN THE CASE STUDY COUNTRIES,  1980–1998
( I N  T O T A L  C O M M I T M E N T S  U S $  M I L L I O N )

Country Lending for Forest Projects * Macroeconomic Lending Total Lending ***

1980–1991 1992–1998 1980–1991 1992–1998 1980–1991 1992–1998

* Lending for Forest Projects includes direct lending for forest projects and indirect lending for forest development (projects with forests components).
** During fiscal year 1998, the World Bank approved a US$1 billion adjustment loan to Indonesia which was not included in the data sources 

referenced for this table.
*** Total lending includes non-forest project lending which is not summarized here.

Source: World Bank, 1998b

**
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B O X  1 . 2

Background

In 1975, Suriname won independence from the
Dutch. By 1982, relations between the former
colony and the Netherlands had deteriorated fol-
lowing a military coup and serious human rights
abuses. Dutch aid was partially suspended and
Suriname entered a period of economic and politi-
cal instability that has continued until today.
Repeated failure to meet IMF and World Bank loan
conditions led to withdrawal, over time, of these
institutions and of the Inter-American Develop-
ment Bank (IDB). Foreign assistance was largely
limited to grant aid driven by the complex
Netherlands-Suriname relationship.

In the mid-1990s, aid politics took a new twist
in Suriname, one of the most heavily forested
countries in the world and home to traditional
Amerindian tribal societies. In 1994–95, following
a visit by the President of Suriname to Asia, the
government embarked on negotiations with several
of Southeast Asia’s most rapidly expanding logging
enterprises. Local and international environmental,
social developmental, and human rights groups
were alarmed about the proposed massive logging
investments, which at one time totaled over
US$500 million. It was even revealed that some
senior elected officials had received substantial
bribes to promote the investments and were linked
through family members to subsidiaries of the
Malaysian and Indonesian firms. 

International Intervention

Responding to pleas from overseas environmental
groups, IDB’s President, Enrique Iglesias, took a
personal interest in the issue. He spoke with
Suriname’s head of state, Ronald Ventiaan, and
offered to provide substantial financial support
through loans and grants for technical cooperation,
if the government would consider suspending 

logging expansion plans. News of the offer quickly
reached the democratically elected National
Assembly of Suriname where an already loud
minority opposition to the logging deals was grow-
ing. The National Assembly, which had to formally
approve the deals with a simple majority vote,
became gridlocked between one group urging
rapid approval and the other demanding that the
IDB proposal be properly aired and reviewed as a
viable alternative. During this period, the World
Bank also sent letters expressing concern about the
deal, though these carried very little weight, as it
had no program in Suriname at the time. As the
country began preparations for national elections,
which an emerging opposition coalition would
eventually win, any further debate of the logging
deals was dismissed and no contracts were signed.

Results and Analysis

Since 1995, the IDB has continued to boost its
environmental program in Suriname and has since
helped to create a national environmental protec-
tion agency. In March 1998, the IDB approved a
US$1.38 million grant, with additional cofinancing
by the European Union, to support Suriname in its
efforts to develop a national legal and institutional
framework for environmental policy and manage-
ment. This was followed in November 1998 by 
a US$30 million policy-based sector loan to
Suriname for agriculture and trade with a compo-
nent that addressed the need for forest policy
implementation and reform. Under this compo-
nent, Suriname had to ensure stakeholder partici-
pation in a long-term forest policy, and develop
regulations to implement the Forest Management
Act of 1992. These activities included efficiency
pricing, actual collection of royalties and fees, and
enforceable regulations for concessions. 

S U R I N A M E :  I N T E R N A T I O N A L  S U P P O R T  B U Y S  T I M E  
F O R  F O R E S T  P O L I C Y  R E F O R M
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IDB’s intervention raised the political profile of the
threats to forests. It offered the possibility of meet-
ing cash needs through donor support rather than
logging expansion, which strengthened domestic
opposition to the logging deals. The IDB was able
to play this role because, unlike other donors, it
had maintained a presence in Suriname. This
timely and sustained intervention helped head off
a round of rampant logging in Suriname.

Sources: Sources from the Inter-American Development
Bank, Environment and Natural Resources Division 3

Inter-American Development Bank. 1998. Agriculture and
Trade Policy Reform Loan: Environmental and Social Impact
Report. Washington D.C.: Inter-American Development
Bank.

Nigel Sizer and Richard Rice. 1995. Backs to the Wall 
in Suriname: Forest Policy in a Country in Crisis.
Washington D.C.: World Resources Institute.

B O X  1 . 2 ( C O N T I N U E D )

and methods are described further in the
Appendix.

We have focused on a single institution,
the World Bank, but many of the findings
apply equally to other aid institutions, such
as the intervention by the Inter-American
Development Bank in Suriname described in
Box 1.2. In some cases, notably Indonesia
and Cameroon, the IMF has also been an
important actor.4 In these situations, since
the IMF has drawn heavily on the World
Bank for the content of forest reform condi-
tions, as well as engagement with relevant
stakeholders, we have maintained our focus
on the World Bank.

The Right Conditions was shaped by two
important contextual factors. First, in 1998,
the World Bank initiated a comprehensive
review of its engagement in the forest sector,
the “Forest Policy Implementation Review
and Strategy” (FPIRS), to assess its 1991 
forest policy. This exercise will likely influ-
ence future World Bank lending in the forest
sector. This study is designed as an indepen-

dent effort to examine the intentional use of
adjustment lending to bring about forest 
policy reform, and is timed to make the
results available as an input to the FPIRS.

Second, the World Bank’s structural
adjustment lending has changed—qualita-
tively and quantitatively—in recent years. A
stated shift toward a poverty alleviation agen-
da has led the World Bank to embrace good
governance, environmental protection, and
human rights as legitimate concerns of both
project lending and structural adjustment
lending. In the wake of the Asian financial

The poverty alleviation agenda has led the

World Bank to embrace good governance, envi-

ronmental protection, and human rights as

legitimate concerns of both project lending and

structural adjustment lending.
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crisis of 1997, adjustment loans as a 
proportion of World Bank lending have more
than doubled from their historical levels (See
Figure 1.1), an increase that suggests the need
for additional attention to how this instru-
ment is used. 

WORLD BANK FOREST POLICY

Forest policy has long been a politically
charged issue for the World Bank. While
direct lending to the forest sector accounts
for less than two percent of the World Bank’s
portfolio, it contributes, in the plaintive
words of a senior World Bank manager, 
“98 percent of the headache” (World Bank,

1998b, p. 5). This disproportionately high
profile of the forest sector arises primarily
from the attention the international environ-
mental movement has brought not only to
forest projects, but also to the World Bank’s
broader engagement in the sector. Examples
include large infrastructure projects, such as
the Polonoreste road-building project in
Brazil, macroeconomic policy lending that
leads to unanticipated shifts in the incentives
for patterns of forest use, and World Bank
involvement in the controversial Tropical
Forestry Action Plan (TFAP)—a joint exercise
initiated by the World Resources Institute,
the United Nations Development Pro-
gramme, and the World Bank.5
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Source: World Bank
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Evolution of World Bank 
Forest Policy

Initiated in 1985 to halt the loss of tropical
forests, the TFAP increased the volume and
visibility of the World Bank’s involvement in
the forest sector. The World Bank played an
important role in assisting with and funding
national TFAP planning processes in several
countries. Five years later, however, many
analysts pronounced that TFAP had delivered
less than its promise. A review by the World
Resources Institute noted that while its origi-
nators had conceived of TFAP as a means to
address the root causes of deforestation, it
became instead a vehicle to harmonize donor
assistance (Winterbottom, 1990). As a result,
the TFAP was used to justify increased
investment in the forest sector without fun-
damentally challenging existing forest man-
agement regimes. This perspective was too
narrow to effect long-term change.

In 1991, the World Bank undertook a
review of its lending experience in the forest
sector, and developed a new policy paper to
guide its involvement. The review, according
to the authors, was stimulated by a realiza-
tion that development thinking had moved
beyond a preoccupation with mobilizing capi-
tal for industrial development, and had come
to embrace the ecological value of forest
resources, as well as their economic value to
local communities (World Bank, 1991a;
World Bank, 1991b). The review process
sparked a debate over the appropriate role of
the World Bank in supporting logging, and
led to a policy that the World Bank would
under no circumstances fund commercial
logging in primary moist tropical forests
(World Bank, 1991a). In addition to the ban
on World Bank finance for logging, there
were several other controversial issues at

stake, including institutional and sociological
aspects of control over and access to forests. 

The 1991 review process concluded that
the World Bank should emphasize program
rather than project lending in the forest sec-
tor. The goal of sectoral program lending, it
was argued, should be to structure incentives
appropriately, develop an organizational
structure, and establish the basis for partici-
pation by various stakeholders (World Bank,
1991b). The World Bank should only under-
take projects that were embedded within a
clear sectoral framework. Until this time, it
had not undertaken program lending in the
forest sector, with the exception of an influ-
ential sectoral adjustment loan (SECAL) to
the Philippines in 1991. (See Box 1.3.)

Implementation of the 1991 policy was
reviewed in 1994, but as the review docu-
ment itself notes, the time span between for-
malization of the policy and the review was
too short to identify the impacts of the new
policy (World Bank, 1994b). For our purpos-
es, it is relevant to note that this interim
review did not address the impact of adjust-
ment lending and macroeconomic policies in
any systematic way, and relied instead on an
existing World Bank study (later published as
Cruz and Repetto, 1992) for conclusions on
this topic.

The Forest Policy Implementation Review
and Strategy (FPIRS), initiated in 1998, is a
response to a commitment made by the
World Bank in 1994 to engage in a more
substantive review of the impact of its work
on the forest sector. The early days of the
FPIRS were controversial. First, internal doc-
uments were publicized that suggested that
some World Bank staff sought to use the new
review to revisit and remove the prohibition
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Background

In the early 1980s, massive commercial logging
and conversion of forests into agricultural lands
caused severe deforestation in the Philippines.
Over a 20 year-period, forest cover shrunk from
half of total land area to less than a quarter, an
ecological crisis that affected millions of Filipinos,
including many of the seven to eight million
indigenous peoples. Despite the scale of the prob-
lem, donors were reluctant to provide assistance
for Philippine forest activities because of rampant
corruption and the existence of politically powerful
logging cartels. In 1986, the political conditions
changed dramatically with the fall of President
Marcos. In 1987, Fulgencio Factoran, a human
rights lawyer, was appointed to head the Depart-
ment of Environment and Natural Resources
(DENR), and embarked on a campaign to reform
the forest sector.

Adjustment Experience

At the same time, the new government of Corazon
Aquino faced pressing macroeconomic problems,
in particular a debt burden which by 1988 was con-
suming 32 percent of the nation’s foreign
exchange earnings. Her first order of business was
to address balance-of-payments problems.

During the 1970s the forest sector had been an
important source of foreign exchange earnings,
accounting for 18 percent of exports in 1973. By
1987, although this proportion had dropped to five
percent, the sector became an essential indirect
part of the solution to the macroeconomic crisis by
attracting donor dollars. By 1992, the DENR was
one of the country’s leading recipients of interna-
tional aid. The World Bank, the Japanese govern-
ment, and the Asian Development Bank (ADB)
approved five forest-related loans totaling US$731
million, and the U.S. Agency for International 

Development (USAID) provided an additional
grant of US$125 million.

Forty percent of these funds, half of which came
from a World Bank sectoral adjustment loan, were
allocated to balance-of-payments support condi-
tioned on a series of forest policy reforms. The
government was required to increase logging fees,
ban logging in primary forests, and enforce log-
ging regulations. The logging companies were
against these conditions and put extreme pressure
on several influential members of the Philippine
congress to oppose the reforms.

This opposition was overcome through clever
strategic use of donor funds by the reformers.
First, although most of the forest conditions were
drafted collaboratively by the DENR and the World
Bank, DENR staff presented the conditions as
externally imposed, thereby displacing the political
unpopularity of the conditions onto the shoulders
of the donors. Second, DENR officials made allies
of economic planners and the Central Bank of the
Philippines who desperately needed balance-of-pay-
ments support. Third, the ADB loan allowed DENR
staff to allocate funds by congressional district to
compensate them for the loss of their patronage
privileges, winning them over to the pro-reform
side. Finally, the DENR mobilized the support of
the local NGO community, and won public support
through high-publicity raids on illegal loggers.

Outcomes

By tying forest reform to conditions mandated by
multilateral and bilateral donors, the pro-reform
stakeholders were successful in executing and
institutionalizing their reform agenda despite
political forces opposing the changes. The use of
environmental conditions had three major effects:
the political power of the logging companies was

B O X  1 . 3 P H I L I P P I N E S :  B O R R O W E R  O W N E R S H I P  T H R O U G H  
F O R E S T  S E C T O R  L E N D I N G
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on direct support for logging in primary
moist tropical forests. In this context, some
World Bank staff expressed the opinion that
the policy has precluded strategic financing
to promote sustainable forest management
practices.6 Others were more concerned that
many World Bank managers interpreted the
policy in a manner that has allowed them to
disengage from a controversial sector.
Second, preparations for the forest review
were overshadowed by a controversial set of

meetings initiated in 1998 by the president
of the World Bank with the leaders of large
logging companies. This rocky start illus-
trates the charged atmosphere within which
discussions over the World Bank’s role in
forest issues are conducted.

World Bank Forest Policy: 
The Debates

As mentioned earlier, debates over the World

broken on the national and regional levels; the log-
ging industry’s economic strength was under-
mined by denying loggers access to the country’s
most valuable timber in old-growth forests; and the
capacity and institutions needed to enforce the
reforms and conditions were created. 

On the negative side of the ledger, critics noted
that the need to repay large sums in foreign
exchange to donors would be likely to place addi-
tional pressure on exports of environmentally sen-
sitive resources. In addition, the massive scale of
forestry funds made available in a short time-span
outstripped state capacity to use these funds effec-
tively. The result has been conflicts among various
stakeholders, including local and international
NGOs, private interests, and forestry communities. 

Yet, some positive results are real and measur-
able. From 1987 to mid-1994, the number of tim-
ber licensees was drastically reduced from 154
licensees, with a combined annual allowable cut of
8.1 million cubic meters, to 31 licensees, with a cut
of 878,000 cubic meters. The remaining licensees
are better monitored, taxed at a higher rate, and
are required to post bonds. Furthermore, over the
last decade Philippine forest policy has shifted

from an emphasis on industrial forestry to the 
prioritization of community-based forest manage-
ment as the best strategy toward sustainable
forestry and social justice.

In the Philippines case, the essential conditions
to make such a reform agenda work were a strong
reform constituency within the country and politi-
cally sophisticated leadership, open public consul-
tative processes and access to information to
engage the NGO constituency, and pressure, both
internationally and from individuals within the
ADB and the World Bank, to engage in environ-
mental reform.

Sources: Michael Ross. 1996. “Conditionality and Logging
Reform in the Tropics.” In Institutions for Environmental

Aid, edited by R. Keohane and M. Levy. Cambridge,
Massachusetts: MIT Press.

Frances Korten. 1994. “Questioning the Call for
Environmental Loans: A Critical Examination of Forestry
Lending in the Philippines,” World Development, Vol. 22,
No. 7: 971–981.

Interviews with Antonio G.M. La Viña, former
Undersecretary of the Department of Environment and
Natural Resources, on March 11, 1999 and May 11, 1999.

B O X  1 . 3 ( C O N T I N U E D )



WRI: THE RIGHT CONDITIONS

15

Bank’s approach to forest issues have been
contentious in part because of a failure to
address the impact of lending in nonforest
sectors (Kaimowitz and Angelsen, n.d.), and

macroeconomic policies on forests (Cruz and
Repetto, 1992).7 However, the policies that
are explicitly directed at forests have not
been free of contention either. World Bank
foresters have tended to focus their attention
on the promotion of an effective system for
the management of industrial forestry. By
contrast, the World Bank’s critics have called
for greater attention to the institutional,
political, and sociological questions around
who controls forest access and use, how envi-
ronmental issues are addressed, and how for-
est resources are tied to the national political
economy. 

In 1989, the World Bank commissioned a
study of forest pricing and concession sys-
tems with an emphasis on West and Central
Africa. The results outline the issues, current
practices, and recommendations for use by
staff preparing loans to countries in this
region, and capture a conventional wisdom of
the time in the World Bank on reform of
industrial logging operations. (See Box 1.4.)
This view informed the policy reforms
described in the chapters that follow and
remains an important component of World
Bank thinking on the forest sector.

This conventional wisdom has been the
subject of an ongoing debate within and out-
side the World Bank, a debate which has
raised questions as to whether the proposed
policies are practical or will achieve the
desired outcomes.8 In addition, there are
serious concerns as to whether a general
approach such as this set of reforms can suf-
ficiently address the diversity of forest issues
and experiences in different countries.9

Beyond the specifics of the debate over the
policies, however, there are two points that
are relevant to this discussion. First, the con-
ventional wisdom addresses equity issues
only indirectly, by assuming that enhanced
rent capture from the forest sector by the
state will allow for greater reinvestment for
poverty alleviation and equity-oriented pro-
grams. By contrast, World Bank critics from
civil society stress more direct approaches to
the objective of poverty alleviation and the
explicit incorporation of participatory
processes into decisions over forest use
(Bank Information Center et al., 1999). This
theme includes concerns over who has access
to and control over forest resources, industri-
al loggers or community dwellers, and issues
over the rights of forest-dwelling and indige-
nous communities. 

Second, the conventional wisdom only
addresses environmental issues indirectly.
Reformist logging policies are aimed at
intensifying logging in a limited area, there-
by freeing other forest areas from logging
pressures. In addition, the conventional 
wisdom assumes that increasing the value of
standing timber provides incentives for less
wasteful logging practices and better protec-
tion against encroachment. In rebuttal, 
conservationists argue that conservation
interests are better served more directly,

The World Bank’s critics have called for greater

attention to the institutional, political, and

sociological questions around who controls 

forest access and use.
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The Diagnosis

“(F)orest revenue and concessions systems in West
and Central Africa and probably in many other
developing countries too, are characterized by
unmanageable complexity, timber fees that are
considerably below what the concessionaires are
willing to pay, very low tax collection rate, arbitrary
allocation of concessions, failure to make use of
market mechanisms, forest destruction due to lack
of forest management, enormous waste of wood,
and financial irregularities.”

Recommendations

Use Auctions to Allocate Concessions

Administrative allocations of concessions based on
mutual agreement between the government and
the company lead to concessions of short duration
and with no forest management requirements.
This approach has tended to greatly undervalue the
resource, leading to inefficiency and generation of
low tax revenues. This system is also susceptible to
political pressure. By contrast, auctions allow the
market to determine the highest value of the
resource. Moreover, in theory, auctions are trans-
parent (because any qualified company can bid and
the criteria for allocation are predetermined),
objective (because the company, not the govern-
ment, decides what price to pay for the conces-
sion), and efficient (because it favors those compa-
nies that can make the most money, and pay the
most tax, from the concession). Concessions
should be allocated for at least 30 years.

Replace Volume-based Taxes with Area Taxes

Area taxes are an instrument to increase revenue
collection (because they are easy to collect) and a
useful regulatory tool (because they act as a disin-
centive to companies that want to acquire huge
concessions for speculative purposes). They are

particularly powerful when coupled with an auc-
tion system because they force companies to reveal
how much they consider the forest to be worth.
This is important in those countries where the
companies usually have much better data on the
commercial value of the forest than does the gov-
ernment. Under these conditions, an area tax-
based auction system serves as a disclosure mecha-
nism.  

Remove Export Bans and Reduce Export Taxes

Many countries have introduced log export bans
and high log export taxes in an effort to promote
industrialization. These measures depress the
price of logs on the domestic market, which has
several negative consequences: it encourages
wasteful logging and wood processing, reduces
incomes of logging companies and logging-depen-
dent communities, implies revenue forgone from
log exports, and reduces the implicit value of the
standing forest with consequent higher risks of
agricultural conversion.

Require Forest Management Plans

Whereas the use of auctions and higher area taxes
are part of a sound forest policy, there is little
empirical evidence of their impact on harvesting
practices, which some fear will intensify.
Allocation and taxation reforms should, therefore,
be coupled with a requirement for forest manage-
ment plans to mitigate the potential negative
impacts caused by higher volume harvesting. This
requirement also responds to growing domestic
and international support for the notion of sustain-
able forest management. The private sector and
NGOs should also be involved in monitoring and
reporting on forest management practices and for-
est conditions.

Source: Grut, Gray, and Egli, 1991

B O X  1 . 4 W O R L D  B A N K  C O N V E N T I O N A L  W I S D O M  O N  F O R E S T  P O L I C Y
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through the establishment of protected areas
(Bowles et al., 1998).10

While the World Bank has increased its
forest-related project lending aimed at equity
and environmental concerns following the
1991 forest sector policy (World Bank,
1994b), the institution has lagged behind in
explicitly integrating these concerns into 
policy prescriptions. The center of the World
Bank’s agenda remains a reformist one:
given the reality of industrial logging, the
policy prescriptions are designed to amel-
iorate both equity and environmental 
concerns by improving the efficiency of
industrial logging. 

THE CHANGING FACE 
OF STRUCTURAL
ADJUSTMENT LENDING

Debates over Adjustment 
Lending 

SALs and SECALs are the World Bank’s pri-
mary means to induce policy reform in bor-
rower countries. Three features of structural
adjustment loans distinguish them from
other types of aid instruments.11 First, since
SALs relate to the economy as a whole and
are usually large relative to the size of an
economy, they are negotiated directly with
ministries of finance and top economic offi-
cials, an audience that does not typically
make the links between their economic briefs
and forest issues. Second, inserting forest
conditions into a SAL serves to structurally
link forest policy reforms to high-profile
macroeconomic adjustment issues. Forest
issues could either be heightened by the link-
age or overshadowed, depending on the par-
ticular case. Third, SALs must be designed
and disbursed quickly, calling into question

whether they can support long-term reform
measures.

Between 1984 and 1992, about one quarter
of World Bank funds were committed to
structural adjustment loans annually (Kapur,
Lewis, and Webb, 1997). However, SALs
absorbed a “disproportionate amount of the
time and nervous energy” (Kapur, Lewis, and
Webb, 1997, p. 517) of the World Bank’s
management and Executive Board for two
reasons.

First, adjustment lending increased the
accountability of governments to donors and
potentially weakened the accountability of
governments to their domestic constituents.
Many of the proposed policies introduced
through adjustment lending were politically
unpopular, with few short-term benefits and
political rewards; borrower governments
resented being forced to implement policies
that often undermined their political base of
support. While adjustment is a means of
holding borrower governments accountable
to donors, the donors in turn are largely
accountable only to wealthy industrialized
countries. As Kapur et al. put it in their his-
tory of the World Bank: “ ‘accountability’ is
not a particularly symmetrical variable”
(Kapur, Lewis, and Webb, 1997, p. 704).12

Moreover, greater accountability to donors
does not necessarily foster greater account-
ability to domestic constituents and can even
undermine it. The potentially negative effects
of adjustment lending on accountability are
particularly problematic when adjustment
loans are perceived as propping up illegiti-
mate regimes.13 As governance concerns have
been given greater prominence in the World
Bank’s stated agenda, this concern could 
be explicitly addressed by structuring 
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adjustment loans to promote greater trans-
parency in reform processes in borrower
countries. Whether the benefits from doing
so will be greater than the potential costs of
sustaining illegitimate governments can only
be determined on a case by case basis.

Second, the content of adjustment lending
programs was controversial. Through the
1980s and beyond, there was a steady stream
of external criticism of the process, priorities,
and outcomes of adjustment lending both
from other international institutions,14 acade-
mics,15 and from civil society organizations.16

A primary reason for discontent over adjust-
ment lending is that the instrument has typi-
cally been used to promote a limited menu of
macroeconomic reforms with little attention
to social and environmental implications.
These criticisms raise an important question:
can adjustment lending overcome its percep-
tion as a harbinger of short-term societal
harm?

For the purposes of this study, a particu-
larly salient criticism is that neither negative
nor positive environmental impacts are sys-
tematically addressed in structural adjust-
ment loans. (See Box 1.5.) Yet, previous
analyses have concluded that responsible
adjustment lending must not only assess and
mitigate potential negative consequences of
macroeconomic reforms, but should also
include measures designed to maximize
social and environmental benefits (Cruz and
Repetto, 1992; Munasinghe and Cruz, 1995;
Reed, 1996). The World Bank’s Operational
Directive on adjustment lending does indeed
instruct staff to “consider the implications
for the environment” and “take into account”
findings about linkages between the reform
program and the environment (World Bank,
1992, p. 3). However, a recent internal World

Bank study reported that less than 20 per-
cent of loans approved in FY98 and FY99
had any substantial mention of potential
environmental impacts arising from the
loans (World Bank, 1999). By contrast, sec-
toral adjustment loans are currently subject
to the stronger requirement of an environ-
mental assessment under the World Bank’s
Environmental Assessment Policy (World
Bank, 1999).

These two concerns, regarding accountabil-
ity and content, are central to current debates
within civil society groups on adjustment
lending. 

On the one hand there are those who rec-
ognize the need for ownership and sover-
eignty but regard some governments as
unresponsive to the wider needs of their
populations and therefore support some
form of “poverty focused” or “social” con-
ditionality, which if done right could
strengthen civil society; on the other, there
are those who regard all conditionality
imposed from outside as undermining the
democratic system and abusing the sover-
eignty of the borrower country (Wood and
Lockwood, 1999, p. 3).

In this study, we examine the empirical
record to ask if the content of adjustment
lending can be changed to address social and
environmental problems, and undertaken in

Neither negative nor positive environmental

impacts are systematically addressed in 

structural adjustment loans.
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a manner that encourages governance
reforms. 

Beyond Macroeconomics: 
Adjustment Lending Extended

Although the definition of adjustment lend-
ing emphasizes only growth rates and bal-
ance-of-payments as legitimate goals, the
experience of adjustment lending, dominated
by unsuccessful efforts in Sub-Saharan

Africa in the 1980s, forced the World Bank
to reconsider. An important review of the
African experience concluded that African
governments must “go beyond the issues of
public finance, monetary policy, prices and
markets to address fundamental questions
relating to human capacities, institutions,
governance, the environment, population
growth and distribution and technology . . .
ordinary people should participate more in
designing and implementing development

The environmental impacts of structural adjust-
ment operate through a variety of pathways. First,
in extractive economies, incentives to trade on the
world market intensify extraction of natural
resources without a corresponding set of safe-
guards to mitigate environmental costs (Reed,
1996). Second, macroeconomic policies change
incentives across sectors, which lead to depleting
unpriced or underpriced natural resources and
environmental services in favor of accumulating
relatively unproductive industrial capital (Cruz and
Repetto, 1992). 

Third, in the agricultural sector, while commer-
cial farmers are able to respond to new price sig-
nals to intensify and increase the efficiency of pro-
duction with some environmental gains, subsis-
tence farmers and agricultural workers respond by
extensifying production, placing additional stress
on natural resources, or are forced into the ranks
of the urban informal sector (Reed, 1996). In the
Philippines, for example, Cruz and Repetto report
that macroeconomic policies depressed agricultural
incomes, which caused farmers to migrate to eco-
logically sensitive areas and put pressure on the
natural resources of those regions (Cruz and

Repetto, 1992). Finally, the weakening of state
institutions and fiscal reductions often accompany
adjustment lending, which circumscribes the abili-
ty of the state to manage natural resources and
enforce environmental laws (Reed, 1996). 

Several studies conclude that some macroeco-
nomic policies can also be environmentally benefi-
cial, and can be made more so if they are inten-
tionally designed with environmental objectives in
mind (Cruz and Repetto, 1992; Munasinghe and
Cruz, 1995; Reed, 1996). Examples of environmen-
tally positive measures include removal of price
distortions that result in perverse incentives for
natural resource use, awareness of and compensa-
tion for market failures where environmental ser-
vices are under-priced, measures to strengthen
environmental monitoring and enforcement units
at national and sub-national levels, and legal provi-
sions to appropriately delegate authority for natur-
al resource management, such as community
forestry measures (Cruz and Repetto, 1992;
Munasinghe and Cruz, 1995; Reed, 1996). Pricing,
monitoring and enforcement, and the delegation of
management authority are all reform measures of
central importance to the forest sector.

B O X  1 . 5 T H E  E N V I R O N M E N T A L  I M P A C T S  O F  S T R U C T U R A L  A D J U S T M E N T
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programs” (World Bank 1989, p. 1).17

Moreover, as Nelson and Eglinton (1992)
point out, this shift in thinking was wide-
spread across the aid community and was
triggered in no small part by geo-political
events such as the collapse of the Soviet bloc. 

Despite the officially apolitical mandate of
the World Bank, the triumph of liberal
democracy opened the door to a variety of
objectives—good governance, environmental
protection, human rights—seen as necessary
preconditions to economic well-being and
also as positive outcomes in their own
right.18 The extent to which the World Bank
could expand its mandate to achieve these
broader objectives became the object of study
not only within the World Bank, but also by
outside academics and NGOs (Bosshard et
al., 1996; Nelson and Eglinton, 1993).
Because achieving these new objectives of
adjustment lending is facilitated by and
dependent on good governance (Nelson and
Eglinton, 1993), defining the role of the state
was, then, an important part of articulating
this new vision. The World Bank’s 1997
World Development Report articulates this
vision as the need to match the state’s role 
to its capability, and reinvigorate public 
institutions so as to boost their capability
(World Bank, 1997). As discussed earlier,
reforms required in the forest sector rely on
state capability and fall squarely within the 
category of reforms that depend on good 
governance.

The Adjustment Paradox

From the inception of adjustment lending,
the viability of tying policy reform to loans
has been questioned. If borrower govern-
ments are not committed to reform, then will
an adjustment loan convince them to re-eval-

uate policies? And if they are already com-
mitted to change, then why do they need an
adjustment loan to implement reform
(Mosley, Harrigan, and Toye, 1995)?19 For
much of the history of adjustment lending,
the two sides—the World Bank and borrower
governments—have refused to recognize this
paradox that potentially undermines the via-
bility of adjustment lending. 

The World Bank has publicly characterized
its approach to the formulation of adjust-
ment loans as apolitical, consensual, and
noninterventionist. As Kahler (1989, p. 140)
sums up the official line: “Programs are
designed by governments to meet their own
needs; if they also meet the IMF and World
Bank criteria, then they will be supported
financially.” But in such cases, what is the
money for, and what purpose does the condi-
tionality serve? By contrast, from a borrower
country’s perspective, formulating an adjust-
ment loan is a bargaining process—how
much money is being exchanged for what
measure of policy reform. Implicit in the bar-
gaining perspective is that borrower govern-
ments have little or no ownership over the
reform process, and have an incentive to
side-step politically difficult reforms wher-
ever possible.20

In reality, the adjustment paradox rests on
an assumption of unitary political actors on
both sides of the bargaining table (Kahler,
1989). Yet, as the case studies in this report
illustrate, within both the World Bank and
the borrower government are different actors
with sometimes conflicting motivations and
incentives. Acknowledging multiple actors
and interests shifts the debate beyond the
dichotomy of borrower versus World Bank
control, to an exploration of the political 
tensions involved in adjustment lending
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processes. The middle ground of negotiation,
political struggle, and dialogue between the
extreme models of World Bank and borrower
ownership is the terrain that most adjustment

programs must in reality negotiate. This is
particularly true in the forest sector, which is
often riven by overlapping and contentious
tenure regimes, competing uses of industrial
and community forestry, and weak enforce-
ment of existing laws and regulations.

Conditionality Engineering

The World Bank’s ability to induce and cajole
governments, and to strengthen different
constituencies within borrower countries
rests, in part, on its application of condition-
ality to projects, policies, or as a screen to
determine aid eligibility (Nelson and
Eglinton, 1993). Conditionality for policy
reform can have three main objectives.21

First, the World Bank can use conditionality
to induce reform where a borrower does not
want to undertake reform. Second, condi-
tioned aid can serve to keep borrowers com-
mitted to reforms already undertaken by
threatening to withdraw aid. Third, agree-
ment with conditions can be a signal to other
donors and investors that a credible policy
program is in place.

To achieve any of these goals, both sides
must believe that the underlying contract
between the World Bank and the borrower
government will be enforced. However, it is
extremely difficult to maintain the credibility
of this contract (Wood and Lockwood, 1999).
First, policy conditions are often hard to
monitor, open to interpretation, and the
extent of compliance with them may require
subjective assessment. Second, donors such
as the World Bank often have incentives to
keep lending money, which lead them to
avoid declaring a borrower out of compliance.
Moreover, since stopping funding could pro-
duce a macroeconomic crisis and result in
the borrower defaulting on repayment, the
lender has an incentive to avoid imposing a
penalty and instead to provide additional
loans to stem crises irrespective of policy 
performance (Collier et al., 1997). Third, it is
difficult to prevent reform processes from
stalling once conditionality has lapsed and
funds have been disbursed, if there is no
domestic commitment to the policy reform.
These difficulties are amplified in gover-
nance-rich arenas, such as forestry, that are
relatively less amenable to irreversible
reforms implemented by a stroke of the pen.

Given this situation, both the World Bank
and independent studies report low degrees
of conditionality effectiveness. In a study of
the effectiveness of tranche conditions, the
release of tranches was delayed in three-quar-
ters of World Bank adjustment loans between
1980 and 1988 because of noncompliance
(cited in Collier et al., 1997, p. 1401).22 In this
context, one line of thinking emphasizes the
need for dialogue to bring the objectives of
the borrower and the donor more in line with
each other, and specifically for the borrower
to develop ownership over the reform 
program.23

The middle ground of negotiation, political

struggle, and dialogue between the extreme

models of World Bank and borrower ownership

is the terrain that most adjustment programs

must in reality negotiate. 
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Borrower Ownership

While borrower ownership is widely and
approvingly invoked in studies of adjustment
lending, there have been few attempts to
define the concept. One exception, a World
Bank discussion paper by Johnson and Wasty
(1993), identifies four components by which
borrower ownership may be measured: locus
of initiative (borrower or World Bank); level
of intellectual conviction among key borrow-
er policymakers; expression of political will
at the top; and effort toward consensus build-
ing among various stakeholders. 

This definition suggests that the role of
World Bank task managers should be to
build intellectual conviction within govern-
ment, encourage expression of this convic-
tion through political expression, and engage
nongovernmental constituencies in formula-
tion of reform efforts. A goal of this report is
to assess the extent to which World Bank
staff attempted to and were able to pursue
this approach, and to comment on the results
of such an approach where it was attempted.24

New Thinking in Development
Assistance

A recent influential study by the World Bank,
Assessing Aid, finds that using conditionality
to twist the arms of governments does not
work, and that the borrower’s ownership of
a reform program is critical to its success. 
The primary conclusion, in an echo of earlier
debates over allocative conditionality, is that
donors should be more selective, and aid 
dollars should be sent to countries with
sound economic management.25 In positive
environments, reformist governments can
use policy-conditioned lending to protect
reforms from special interests and to signal

their seriousness of intent to the outside
world (World Bank, 1998a).

Based on a regression analysis, the study
concludes that whether adjustment lending
succeeds depends on existing political and
economic variables, and minimally on vari-
ables under the World Bank’s control such as
size of the loan, number of conditions,
resources used to prepare the loan, and
resources used for analytical work in the four
years prior to the loan (World Bank, 1998a).
Thus, the study adamantly counters the sug-
gestion that “if the World Bank works harder
or puts more resources into an adjustment
loan, a failed reformer can somehow be
turned into a successful one” (World Bank,
1998a, p. 59).

The variables used in Assessing Aid to rep-
resent World Bank effort fail to measure its
sophistication in negotiating the political ter-
rain in borrower countries. However, to build
borrower ownership the World Bank must
engage political actors by finding and sup-
porting reformers within governments, sup-
porting knowledge creation, and engaging
civil society. Although they find no place in
the regression analysis, these are precisely
the measures recommended in the report for
countries with poor policy environments, a
recommendation that runs counter to the pri-
mary conclusion that the World Bank cannot
turn a failed reformer into a successful one.
Hence, the report contradicts itself. Instead
of the dichotomous view of borrowers as
either likely successes ripe for Bank interven-
tion or likely failures, it is more fruitful to
consider a spectrum of ownership over policy
reform across borrower countries, and to
explore the alternatives available to the World
Bank for intervention across this spectrum.

*  *  *  *
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The next three chapters summarize the find-
ings of case studies of the World Bank’s
experience with forest policy reform and
adjustment lending in Papua New Guinea,
Cameroon, and Indonesia. Chapter Five
describes the case of Kenya, where an entire
adjustment operation related to environmen-
tal policy reform was proposed, but never

realized. The concluding chapter synthesizes
the findings, lays out the conditions under
which the World Bank can be an effective
proponent of forest policy reform through
adjustment lending, and suggests the 
implications of those findings for the World
Bank’s policies, practices, and strategies.
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1. A World Bank report entitled, “Mainstreaming
the Environment,” notes that in addition to
specific environmental programs, the challenge
for the institution is to ensure that “environ-
mental concerns are incorporated into the
entire portfolio of the World Bank’s activities”
(emphasis in original) (World Bank, 1995). See
Seymour (1996) and Wade (1997) for a discus-
sion of such efforts to integrate environmental
concerns into the World Bank’s policies and
projects.

2. For a sweeping critique of the World Bank’s
environmental policies, see Rich (1994).

3. We are grateful to David Kaimowitz (CIFOR)
for raising these issues.

4. The IMF has also been involved in Cambodia
(see Box 4.4).

5. A second precursor was the Food and
Agriculture Organization’s (FAO) Tropical
Forest Action Plan, and FAO later became the
coordinator of the TFAP (Winterbottom, 1990).

6. Based on comments made at World Bank meet-
ings attended by one of the authors.

7. These themes also emerge from NGO commen-
taries on World Bank policy and letters to
World Bank staff, most recently summarized in
a letter from a group of NGOs commenting on
the OED Design Paper for the 1998–99 FPIRS
(1999).

8. For example, Walker and Smith (1993) show
that a long duration of concession is neither a

necessary nor sufficient condition for good for-
est management. What matters to logging com-
panies is not the official concession duration,
but rather their expectations about how long
they will be allowed to log in an area. In anoth-
er example, Boscolo and Vincent (1998) chal-
lenge the conventional wisdom on longer con-
cessions, by arguing that because of discount-
ing, longer concessions in reality provide little
incentive to adopt reduced-impact logging or to
comply with minimum limits on the diameter
of trees cut. Karsenty (1998) argues that many
of the proposed reforms, such as forest taxa-
tion, require a level of technical capacity and
public accountability that is lacking.

9. Grynberg (n.d.) argues this position from the
perspective of the Solomon Islands. For details
of this case, see Box 2.1.

10. See the exchange between Bowles et al. (1998)
and others in the September 4 issue of Science.

11. The authors are grateful to Joan Nelson for this
succinct characterization of the features of
SALs.

12. This point is developed further in Horta (1999).

13. Horta (1999), in a paper that makes reference
to both Cameroon and Indonesia as problemat-
ic cases, asks, “Could it be that by supporting
national governments which often have little
legitimacy in the eyes of their own populations
and which are not accountable to their own citi-
zens, the World Bank and other donor agencies
are actually undermining the possibilities for
democratic change, i.e., governance reform?”

N O T E S  
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14. Particularly influential was the report by
UNICEF, Adjustment with a Human Face, which
focused on the social costs of adjustment as
measured by adverse changes in social indica-
tors (Cornia, Jolly, and Stewart, 1987).

15. The most comprehensive of the academic stud-
ies is Mosley et al. (1995).

16. See, for example, Development GAP (1995).

17. Interestingly, this trend toward a more expan-
sive definition of the goals of adjustment lend-
ing was reversed in a subsequent report on
Africa which reinforced the importance of
investment in human capital, institution build-
ing, and governance, but reinstated macroeco-
nomic conditions as the primary objective by
adding: “The objective of structural adjustment
programs thus is to establish a market-friendly
set of incentives that can encourage the accumu-
lation of capital and more efficient allocation of
resources” (World Bank, 1994a, p. 2).

18. As the history of the World Bank notes, “envi-
ronmental protection has joined poverty allevia-
tion and social-sector improvement as a major
amendment to the macroeconomic goals of 
policy-based lending” (Kapur, Lewis, and Webb,
1997, p. 534).

19. This paradox troubled the World Bank’s Board
in the early days of adjustment lending. One
often heard response is that an adjustment loan
enables proper sequencing of reform, and serves
as an insurance policy in the event that reforms
fail to work. Mosley et al. (1995) note that nei-
ther of these considerations was given much
weight when the idea of adjustment lending was
formally discussed by the World Bank’s Board.
For Ernest Stern, who, along with Robert
McNamara, was the originator and main propo-
nent of adjustment lending in the early years
(Kapur, Lewis, and Webb, 1997), the rationale
for adjustment lending was, and remains, clear:
structural adjustment lending is quick disburs-
ing and “ought to be anchored in balance-of-pay-
ments problems.”  As such, Stern argued there
should be a clear distinction between adjust-
ment lending and the need for policy reform
(Stern, 1991). This restrictive definition would
certainly clarify the rationale for adjustment
lending. Unfortunately, it would also place the

World Bank in the position of poaching on IMF
territory; the second reason for the Board’s early
skepticism of adjustment lending (Mosley, 1987).

20. One, albeit incomplete, indicator of the relative
ineffectiveness of adjustment lending, is that
the World Bank’s independent Operations and
Evaluation Department reports that 36 percent
of reform programs evaluated between 1980 and
1995 were deemed not to have met their reform
objectives (World Bank, 1998a). Moreover, the
history of the World Bank notes dryly that inter-
nal assessments of the impact of adjustment
lending on growth have “not been euphoric”
(Kapur, Lewis, and Webb, 1997, p. 543). On this
last indicator, it is fair to note, however, that
there is no clear counterfactual—what would
have happened in the absence of adjustment
lending—against which to measure success or
failure.

21. This list is drawn selectively from Collier et al.
(1997) and White and Morrissey (1997).

22. One donor reaction has been to tighten the con-
tractual framework by tying release of funds to a
pre-specified sequence of policy reforms—short-
leash lending—and even to tie release of specif-
ic amounts of program aid to specific reforms
(Collier et al., 1997). Another reaction has been
to sidestep the explicit condition negotiation
process altogether and provide aid as a reward
for successful policy reform. Collier et al. (1997)
take this logic one step further to suggest that
adjustment lending be conditioned on the
achievement of outcomes rather than on the
implementation of policies. However, devising
mutually agreeable, nonbiased, and measurable
indicators of success is far harder for outcome
conditions than policy conditions, a challenge
that is even greater for poverty, environment, or
governance conditionality than for macroeco-
nomic conditionality.

23. Thus, Kahler (1989) argues for persuasion, dia-
logue, and joint problem solving. Killick (1997)
calls for selectivity, ownership, support and dia-
logue. White and Morrissey (1997) conclude
that the only constructive roles for conditionality
are monitoring and support.

24. It is important to note that Johnson and Wasty
do not find the nature of government interac-
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tion with the World Bank to be a significant
determinant of borrower ownership. However,
interaction was measured by the frequency and
amount of World Bank engagement on the basis
of review of secondary documents, not by quali-
ty of engagement. Moreover, their study did not
examine the role of engagement with non-state
stakeholders. This study will seek to rectify
these omissions through detailed case studies.
Other factors that were found to be of limited,
or no, significance to borrower ownership
include the nature of the political regime, the

intensity of external shocks, and the initial con-
dition of the economy (Johnson and Wasty,
1993).

25. In an interesting alternative formulation of
selectivity, Montes (cited in Wood and
Lockwood, 1999) suggests the application of
selectivity among governments based on good
governance and a commitment to poverty reduc-
tion rather than on macroeconomic manage-
ment.
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I n 1995 and 1996, disputes over land
and forests became the determining fac-
tor in Papua New Guinea’s (PNG)

macroeconomic health. Always simmering
just below the surface, fights over forest poli-
cy became the epicenter of a macroeconomic
crisis in PNG, as the World Bank held up
disbursement of desperately needed foreign
assistance pending resolution of disputed
forest legislation. Some elements of civil
society and the PNG bureaucracy supported
the move, while PNG politicians uniformly
decried the World Bank’s attack on their 
sovereignty. At the heart of the dispute was
the World Bank’s new-found determination
to enforce environmental policy reform
through adjustment lending, combined, in
the case of PNG, with an explicit strategy to
reach out to civil society organizations. What
generated this determination, how did the
different sectors in PNG view it, and how
successful was this tactic in reforming
national forest policy?1

BACKGROUND

Papua New Guinea, a densely forested coun-
try, has a unique system of land tenure.
Natural and highly diverse forests cover
about two thirds of PNG. Exports of raw logs
from these forests provide considerable 

economic value. At their peak in 1994,
PNG’s raw log exports totaled three million
cubic meters and accounted for 18 percent of
export earnings (Filer and Kalit, 1999). The
collection of export taxes on these logs con-
tributed about 10 percent of non-grant rev-
enues to the PNG government coffers.
Forests in PNG contribute significantly to
the nation’s economy.

To access these resources, however, log-
ging companies must negotiate a complex,
variable, and often undocumented land
tenure system, which governs more than 99
percent of forest lands (Filer and Kalit,
1999). The political and cultural significance
of customary tenure arrangements cannot be
overstated. Customary tenure does not only
govern access to forest and land resources,
but is also tied to forms of social organiza-
tion and cultural property (Filer, 1998).
Consequently, formal state institutions
intended to govern forest resources have to
be shaped around, and are constrained by,
these customary tenure arrangements. A
similar situation exists in the neighboring
Solomon Islands, where the World Bank and
International Monetary Fund also attempted
to reform the forest sector through adjust-
ment lending. This experience is described 
in Box 2.1.

P A P U A  N E W  G U I N E A

2

Navroz K. Dubash 
Colin Filer
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Background

The forest sector in Solomon Islands over the past
decade shares many similarities to that in PNG. As
in PNG, most of the country’s land and forests are
held under customary ownership, unsustainable
harvesting by foreign timber companies has been
rampant, state capacity to monitor logging opera-
tions has been inadequate, and there have been
charges of corruption against government officials.
Unlike PNG, logging completely dominates the
Solomon Islands’ economy. In 1996–97, timber
sales accounted for 50 percent of goods export
earnings and 20–30 percent of the total budget,
making the Solomon Islands the most log export-
dependent country in the world. However, custom-
ary landowners have reaped few benefits from
industrial, export-oriented forestry. A combination
of preferential export tax exemptions and transfer
pricing has limited the rents that accrue to the 
government, exacerbating the debt crisis, while at
the same time encouraging unsustainable logging
practices. World Bank attempts to reform this 
situation have advanced, or receded, based on the
position of the government in power. As in PNG,
the political situation in the Solomon Islands has
been highly fluid, with few governments complet-
ing their elected terms.

Adjustment Experience

In 1993, the government of Prime Minister
Solomon Mamaloni lost the parliamentary elec-
tions and the National Coalition Partnership (NCP)
government of Francis Billy Hilly came to power.
Responding to the past administration’s destruc-
tive forest policy, the NCP government made forest
reform a top priority, introducing a number of
policies to reduce pressure on the country’s
forests. Many of the recommended reforms were
made by a joint World Bank and IMF mission that

went to the Solomon Islands at the request of the
NCP government. At that time, the IMF and the
World Bank attempted to develop a structural
adjustment package for Solomon Islands, which
included sustainable forest management. However,
the loan process was not completed, in part
because the World Bank believed that there was
inadequate government commitment to the forest
policy reform process. The proposed reforms
proved to be politically unpopular because of short-
term economic costs, and ultimately contributed to
a vote of no confidence in the NCP government 
in 1994.

With the demise of the NCP, Mamaloni
returned to power as head of the Solomon Islands
National Unity, Reconciliation, and Progressive
Party (SINURP). During Mamaloni’s tenure, log
exports rose to three times sustainable yields, and
licenses were issued to raise logging rates even
higher. Moreover, increased logging did not trans-
late into greater government revenues. Although
budget projections increased, the combination of
transfer pricing and export tax remissions to log-
gers, particularly those associated with senior gov-
ernment officials, led to a decrease in revenues
realized. In addition, the new government also
moved to dismantle the proposed NCP reforms by
decreasing log export taxes, decreasing surveillance
of foreign logging firms, and pushing back a pro-
posed log export ban. The resulting tension
between the government and donor agencies was
exacerbated by the ballooning fiscal deficit, which
eventually led the government to suspend debt pay-
ments. Matters came to a head in 1995 when SIN-
URP ejected international donor organizations
from the country, in the process destroying the
Australian Agency for International Development
(AusAID) funded unit in charge of monitoring 
log exports.

B O X  2 . 1 S O L O M O N  I S L A N D S :  B O R R O W E R  O W N E R S H I P  N E C E S S A R Y  
T O  ‘ T I P  T H E  S C A L E S ’
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The primary actors, then, in the forest arena
in PNG are local peoples, or so-called
“resource-owners.” Local communities are
spatially, politically, and socially fragmented.
Any other actors who wish to access forest
resources must, at some point, deal with the

demands and desires of resource-owners.
Resource-owners are represented by 
politicians whose loyalties are primarily to
narrow local constituencies and highly 
personalized political factions, rather than
to political parties or to any specific policies,

A new coalition government, the Solomon Islands
Alliance for Change (SIAC), came into power in
1997, and immediately faced a downturn in log
prices from the East Asian crisis. In the forest sec-
tor, the SIAC government has reversed the export
tax exemptions of the Mamaloni government, 
instituted a moratorium on new licenses, and re-
established the Timber Control Unit with the assis-
tance of AusAID. The government has thus
demonstrated substantial commitment to reform
and has also re-established relations with interna-
tional agencies.

In mid-1999 the World Bank approved a
Structural Adjustment Credit with substantial for-
est reform content that echoes the reforms promot-
ed in PNG: institution of a logging Code of
Practice; enactment of new forestry legislation;
reactivation of the Forest Management Unit; and
implementation of forest taxation reforms. The
long-term goal of the credit is to bridge the transi-
tion to a diversified economy that reduces depen-
dence on log exports.

Results and Analysis

The current government is attempting to pay off
massive debt arrears, even while trying to reduce
logging—its primary foreign exchange earner—
and transfer to a more sustainable pattern of nat-
ural resource use. As log exports are the only
short-term source of revenue, this leaves a very

limited set of options for the government, and
makes it heavily dependent on donor capital to
decrease dependence on log exports. Yet, the cur-
rent situation represents a considerable improve-
ment over the policies of the Mamaloni govern-
ment.

In the absence of government support for and
ownership over the reform process, the World
Bank and other donor agencies were unable to
effectively promote forest policy reform in the
Solomon Islands. During the Mamaloni govern-
ment, donors were unable to exercise any leverage
over forest policy despite growing indicators of
macroeconomic crisis. It was not until a new, and
more committed, national government came to
power that reform of forest policies became viable.

Sources: Ian Fraser. 1997. “The struggle for control of
Solomon Islands forests.” The Contemporary Pacific 9
(1):39–72.

Roman Grynberg. (no date.) “The IMF and the Solomon
Islands: Structural Adjustment Under Binding
Environmental Constraints.” Pacific Studies.

Phillip Montgomery. 1995. “Forestry in Solomon Islands.”
Pacific Economic Bulletin 10 (2):74–76.

Hilda Kari, Minister of Forests for Solomon Islands, state-
ment to Parliament, October 1998.

World Bank sources.

B O X  2 . 1 ( C O N T I N U E D )
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B O X  2 . 2 C H R O N O L O G Y  O F  A D J U S T M E N T  A N D  F O R E S T  P O L I C Y  R E F O R M
I N  P A P U A  N E W  G U I N E A

NAMALIU GOVERNMENT ( JULY 1988  –  JULY 1992)

1987 Barnett Commission of Inquiry initiated.

1988 PNG requests TFAP review.

July 1989 Final Report of Barnett Inquiry released.

January 1990 National Alliance of NGOs (NANGO) established.

February 1990 Final TFAP report.

April 1990 TFAP donor roundtable.

November 1990 Draft Forest Policy prepared;
TFAP renamed National Forestry Action Plan (NFAP).

July 1991 Parliament enacts Forestry Bill.
NFAP renamed National Forestry and Conservation Action Plan (NFCAP).

April 1992 World Bank expresses concern over delay in gazettal of Forestry Act.

June 1992 Forestry Act gazetted.

WINGTI  GOVERNMENT (AUGUST 1992  –  AUGUST 1994)

August 1993 Bill to amend the Forestry Act in favor of loggers introduced in parliament.

March 1994 Amendments to Forestry Act defeated.
Finance minister introduces mini-budget to address growing fiscal crisis.

CHAN GOVERNMENT (SEPTEMBER 1994 –  JULY 1997)

February 1995 PNG reaches agreement with World Bank and IMF on 
an Economic Recovery Program (ERP).

July 1995 World Bank mission arrives to finalize ERP conditions.
NGOs and students protest ERP’s land reform conditions.

August 1995 World Bank approves ERP and releases first tranche.
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which results in highly unstable coalition
governments. 

Another set of actors are bureaucrats who
serve the politicians, but in reality play sever-
al additional roles. Among bureaucrats it is
possible to identify some reformist elements
who serve as policy brokers within the
bureaucracy. These policy brokers often have
the insider knowledge of political and
bureaucratic processes necessary to advance
a reformist agenda, and put this to good use

in their role as mediators between politicians
and other stakeholders. It is also useful to
distinguish between national bureaucrats and
expatriate bureaucrats, each of whom bring
with them different connections and incen-
tives; reformers may come from either strata. 

Next come logging interests, which
Malaysian companies dominate in PNG and
the Forest Industries Association represents
in domestic politics.2 Of growing importance,
are NGOs which may be divided into national

B O X  2 . 2 ( C O N T I N U E D )

February 1996 Forest Minister proposes amendments to Forestry Act to 
weaken Forest Board; 
World Bank mission departs prematurely after failure to implement first 
tranche conditions.

April 1996 World Bank serves 90-day notice of default on ERP;
Prime Minister announces opposition to new forest revenue system, which 
is included in ERP conditions.

July 1996 Parliament approves Forest Minister’s amendments to Forestry Act.

August 1996 World Bank applies pressure for government to rescind amendments.

October 1996 Parliament withdraws amendments to the Forestry Act; 
World Bank extends loan agreement.

January 1997 Second and final tranche of ERP released.

SKATE GOVERNMENT (AUGUST 1997  –  JULY 1999)

September 1997 World Bank mission to design Forestry and Conservation Project.

May 1998 Dr. Pirouz Hamidian-Rad, former World Bank economist, appointed as 
Chief Economic Adviser to the Prime Minister.

July 1999 Skate government falls.
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and international categories, and are involved
in policy advocacy and specific conservation
projects with groups of resource-owners.3

Finally, there are the international donor
organizations. Among these, the Australian
aid agency (AusAID) and the World Bank
play the most significant roles.4 In its efforts
to shape forest policy reform, the World
Bank has had to engage all the actors
described above. The process, and outcomes
of that engagement (listed chronologically in
Box 2.2), forms the substance of this chapter.

The Early Days of National Forest Policy
Reform: Borrower Ownership?

Commercial forestry in Papua New Guinea
received its first major boost from the
demand for timber generated by post-World
War II reconstruction efforts. In subsequent
years, this production steadily increased,
encouraged by, among others, the World
Bank who called for “an aggressive policy of
commercial development” of PNG forests
(quoted in Filer, 1998, p. 88). 

Independence from Australian rule in 1975
provided PNG the opportunity to rethink the
model of industrial forestry, in ways suggest-
ed by the Fourth Goal of the constitution:
“For Papua New Guinea’s natural resources
and environment to be conserved and used
for the collective benefit of us all, and to be
replenished for the benefit of future genera-
tions.” During this period, parliament passed
the Forestry (Private Dealings) Act, which
allowed resource owners to cut deals directly
with logging companies—a significant
change from the colonial model. 

The discussions over the broader vision of
forest use in PNG during the post-indepen-

dence years foreshadowed much of the cur-
rent debate over forest policy and use in
PNG: industrial logging versus small-scale
village forestry; round log export versus
domestic processing; and customary tenure
as an obstacle versus customary tenure as a
guard against rampant logging (Filer, 1998).
While a small community of PNG intelli-
gentsia participated in these discussions,
many of the influential voices were those of
colonial administrators and Australian envi-
ronmentalists. These debates did not result
in the development of institutional mecha-
nisms and died down in the decade after
independence. In the interim, log export vol-
umes increased three-fold, facilitated by
politicians with ever-closer ties to the logging
companies.

It was the increasing evidence of these ties
that led to a Commission of Inquiry in 1987
into improprieties in the logging sector.5

The Barnett Commission, led by an Aus-
tralian member of the PNG judiciary, was
zealous in its two-year investigation, and
revealed many illustrations of what Barnett
later pungently described as the “heavy odour
of corruption, fraud and scandal arising from
the timber industry” (quoted in Filer, 1998,
p. 93). The report recommended names for
prosecution for criminal and leadership
offences and suggested measures to clamp
down on corruption. Specifically, Barnett
called for a national forest policy, revised
forestry legislation, and a unified national
forestry service. He also urged the involve-
ment of landowners in permit allocation
processes, a review of existing permits, mea-
sures to reduce transfer pricing, an emphasis
on domestic processing of timber, and an
increase in benefits for landowners.
Seriously implicated in the report was the
then Forests Minister which suggests that
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the rot uncovered in PNG’s forest sector
spread right to the top.6

There are two important conclusions to be
drawn from the lengthy, detailed, and hard-
hitting Barnett inquiry. First, there was sub-
stantial domestic impetus for forest reform
in PNG before the World Bank became
engaged in the sector. This momentum
spread beyond actors in national politics to
the general public, who were drawn into the
process through the publication of Barnett’s
often sensational findings. Second, that
Barnett, an Australian who had played an
important role in formulating the constitu-
tional agenda in PNG, was once again play-
ing a central role almost 15 years after inde-
pendence, speaks to the continued impor-
tance of expatriates in PNG policy circles.

Early Days of World Bank Involvement:
The Tropical Forestry Action Plan

Barnett’s preliminary findings created a con-
siderable impetus for reform. In reaction, the
government announced steps to create a new
Forest Policy and Forestry Act, and also
sought international assistance under the
Tropical Forestry Action Plan (TFAP). The
TFAP was the entry point for the World Bank
into the forest sector in PNG. Before the
Barnett Commission report had been
released, the World Bank undertook its own
study under TFAP auspices, and released its

draft report a few months later, also in 1989.
From then on, the World Bank assumed a
central coordinating role in policy dialogue
and forest project preparation.

Both reports pointed in the same direction
but with a notable difference. Barnett had
suggested subsidizing timber processors
while penalizing log exporters, a set of poli-
cies aimed at transforming the export-orient-
ed nature of the timber industry into one
more rooted in adding value domestically.7

This view has retained much currency with
NGOs in PNG. By contrast, the people at the
World Bank saw no logic in granting a sub-
sidy to domestic processing (Filer and Kalit,
1999). The result, they felt, would be an inef-
ficient domestic processing industry that
would require perpetual subsidies to compete
on the international market. This difference
of opinion between many NGOs and the
World Bank drove a wedge between the two.
Some NGOs argued that the World Bank’s
reluctance to countenance incentives for
domestic processing illustrates the limits of
its reformism.8 From this perspective, the
Bank’s involvement is aimed at an efficient
log export industry, rather than at the 
NGO vision of small-scale domestic timber
processing.

Nonetheless, given the desperate situation
in 1989, the interests of the World Bank,
reformist bureaucrats, and the few domestic
environmentalists of the time were suffi-
ciently aligned to work together on reining in
rampant logging. The Barnett inquiry and
the TFAP process came together in two inter-
connected sets of activities: preparation and
enactment of a new Forestry Act, and the
establishment of a set of forest projects
under the umbrella of the National Forestry
Action Plan (NFAP).

There was substantial domestic impetus for 

forest reform in PNG before the World Bank

became engaged in the sector.
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A task force consisting of staff of the
Department of Forests, other bureaucrats,
and select outside experts drafted the
National Forest Policy. The content of the
policy was dictated most directly by Barnett’s
recommendations, but these did not contra-
dict those articulated in the World Bank-led
TFAP.9 The World Bank’s contribution was
two-fold. First, it provided detailed comments
on drafts of the Forestry Act that emerged
from the Policy, most of which were aimed at
ensuring the independence of the proposed
Forest Authority from political interference.
This emphasis anticipated many of the sub-
sequent battles between the World Bank and
national politicians, including the one that
led to the imbroglio over the structural
adjustment loan in 1996. Second, when the
Forest Minister dragged his feet on gazettal
of the Act in response to logging industry
pressure,10 the World Bank’s Country
Director for PNG wrote a letter to the Forest
Minister pointing out that the donor commu-
nity would unfavorably view this delay.11

The Act considerably complicated the
process of industrial logging.12 The highly
complex institutional processes put in place
by this legislation tied up the logging indus-
try in red tape.13 Indeed, this could be inter-
preted as a deliberate exercise led by the
national bureaucrats, who, with their detailed
knowledge of local politics and institutions,
selectively mobilized the World Bank for
political support.14

However, the World Bank, with the sup-
port of AusAID, was the lead coordinator in
the second set of activities spurred by the
Barnett Commission and the TFAP—the
National Forestry Action Plan (NFAP). The
World Bank initiated this process by conven-
ing a roundtable in April 1990. This meeting

sought to orchestrate negotiations between
government agencies—primarily the 
Department of Environment and Conservation
and the Department of Forests—and donor
organizations interested in funding specific
projects. 

The World Bank’s lead role ensured that it
was continuously engaged in the forest
reform process, but also made it the light-
ning rod for criticism related to the process.
First, environmentalists and reformist
bureaucrats were concerned about the
absence of a conservation focus in the origi-
nal NFAP. In response, national bureaucrats
introduced two major conservation projects
that the World Bank had left out of its initial
list proposed to the 1990 roundtable of
donors (Filer and Kalit, 1999). At about this
time, however, the World Bank was undergo-
ing internal changes aimed at raising the
institution’s profile on environmental issues.
In 1990, it established the Global Environ-
ment Facility in collaboration with other
agencies. In addition, the World Bank’s own
internal Forest Policy had been rewritten in
1991 to give more weight to conservation.
These factors combined to rename the NFAP
the National Forestry and Conservation
Action Plan (NFCAP) in mid-1991. 

Second, the role of NGOs in the NFCAP
was proving contentious, and the World

The World Bank’s lead role ensured that it was

continuously engaged in the forest reform

process, but also made it the lightning rod for

criticism related to the process. 
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Bank, as the lead coordinator of the process,
was implicated in failing to solve this prob-
lem. Specifically, the NGOs were envisioned
as playing a critical role in promoting
landowner participation in the NFCAP, yet
despite funds earmarked for this purpose,
this component did not get going until mid-
1993 (Filer and Kalit, 1999). Moreover, an
independent review of the NFCAP interpret-
ed the World Bank’s promotion of the newly
formed National Alliance of Non-Govern-
mental Organizations (NANGO) as a key
stakeholder in the national NFCAP process
as distracting NGOs from the task of engag-
ing landowning communities (Taylor et al.,
1994). While the review likely did have a
point, it is also true that this outcome has as
much to do with the small number of NGOs
in PNG stretched too thin, and with internal
divisions about goals and methods within the
national NGO community, as with any mis-
management on the part of the World Bank.

By 1994, it became clear that the battle
over a legislative and regulatory structure to
govern forest access and use had not been
won. From 1992–94, the forest industry was
engaged in all-out warfare with the new
Forests Minister, Tim Neville, a businessman
whose wealth was independent of forest
interests. Neville made it clear that his goal
was to phase out raw log exports in favor 
of domestic processing within five years. 
The loggers responded by stage-managing a
bill in Parliament that would have repealed
key provisions of the Forestry Act.15 A coali-
tion of national NGOs and other national 
policy brokers who rallied behind the Forest
Minister stymied the move, but this episode
pointed to the fragility of the reforms. While
the reformers emerged victorious from 
several skirmishes, the war had by no means
been won.

What lessons can we draw from these early
days of forest policy reform in PNG? First,
there is a vibrant community of domestic
reformers drawn from national bureaucrats,
NGOs, and national politicians who crystal-
lized around the Barnett Commission. While
all these segments do not always agree, they
have been active in defining the substance of
the reforms and negotiating the political ter-
rain to implement these reforms. Second, the
World Bank has played a leading role in coor-
dinating the projects that were meant to pro-
vide substance to the NFCAP. Third, the
World Bank, until 1994, also played a sup-
porting role in the process of national policy
reform by commenting on the substance of
the reforms, and by breaking political log-
jams by cajoling and occasionally by invoking
its power as the coordinator of the interna-
tional donor community. The World Bank
supported national bureaucrats and NGOs
because they shared the same immediate
goal. In 1994, when the logging companies
nearly managed to roll back the reforms, the
need was for additional political muscle in

defense of the reforms. The World Bank, as
an actor deeply engaged in the reform
process, and with deep reserves of financial
and institutional power, was well placed to
play that role. The opportunity to place the
final seal on the forest reform process came
in 1995, and the World Bank was ready to
take advantage of it.

There is a vibrant community of domestic

reformers drawn from national bureaucrats,

NGOs, and national politicians in PNG.
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ADJUSTMENT LENDING

By the end of 1994, PNG faced a macroeco-
nomic crisis. External balance-of-payments
had deteriorated, external debt was high,
domestic public debt had tripled from 1989,
and foreign exchange reserves were depleted,
undermined by an abatement in the oil boom
(World Bank, 1995). The government deval-
ued and then allowed the kina (the local cur-
rency) to float, cut expenditures, and intro-
duced measures to shrink the deficit.
Nonetheless, outside help was required to
ease the cash flow crisis that had paralyzed
state functioning, and PNG approached the
World Bank and IMF for help with an
Economic Recovery Program (ERP).

The ERP and Forest Conditionality

Following the ominous macroeconomic por-
tents that became clear during 1994, the
World Bank and PNG entered into negotia-
tions over a loan in early 1995. The ERP loan
document that emerged in August 1995
promised PNG US$50 million in two equal
tranches, but also bound the country to about
50 conditions, arranged in five main groups.
One of these groups, Promoting Sustainable
Development, laid out five conditions (see
Box 2.3) which were to “promote long-term
sustainable private sector-led growth in
income and employment” (World Bank,
1995). These conditions had three aims, all
of which were consistent with a vision of
reforming industrial forestry: to stop inter-
ference with the Forestry Act or the National
Forest Board; to limit the physical damage
inflicted by selective logging practices
allowed under timber permits; and to maxi-
mize the share of the resource rent accruing
to the government and local landowners.

Why were sustainable development condi-
tions incorporated into the ERP?16 As sug-
gested above, the continued commitment by
the politicians in power to forest policy
reform was certainly suspect, as evidenced by
the attempt in 1994 to rollback the reforms.
Moreover, the Forest Minister, appointed in
1994, was elected to parliament from a con-
stituency that accounted for nearly half of the
country’s log exports. As such he could be
expected to be sympathetic to logging inter-
ests, and made statements confirming these

B O X  2 . 3

1. Refrain from introducing amendments to the
Forestry Act of 1991, which will in any way
reduce or qualify the present allocation of
powers and responsibilities to the Board, or
the Authority, for the approval, issue or sus-
pension, or modification, of timber licenses,
permits or authorities.

2. Ensure that areas of natural forests that are
used for log production are managed on a
sustainable basis.

3. Introduce a logging revenue system.

4. Provide the Forest Authority with an operat-
ing budget equal in real terms to that allocat-
ed in 1995, in timely disbursements. Provide
separate and adequate funding for the surveil-
lance of log exports.

5. Ensure that the Forest Authority formally
adopts a forestry and operational code of con-
duct for implementation in the field.

Source:  Government of PNG. 1995. “World Bank
Economic Recovery Loans.”

S U S T A I N A B L E
D E V E L O P M E N T
C O N D I T I O N S  
I N  T H E  E R P  P O L I C Y
M A T R I X
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tendencies soon after his appointment, and
before the ERP was finalized (Filer and Kalit,
1999). The ERP provided the opportunity 
to draw a line in the sand in the face of a 
potential rollback, and did so by raising the
costs to the government of retrograde 
forest policies. 

National bureaucrats in PNG point out that
they took the lead in formulating the sustain-
able development conditions in the ERP, sug-
gesting ownership by at least one national
constituency over the direction of reform.17

During this period, many (although certainly
not all) of the reformist bureaucrats were
senior expatriate contract officers.18 These
expatriates often have the same professional
training and background as donor agency
staff and consultants, and approach problems
in a similar manner. Moreover, expatriates in
PNG receive a higher salary than nationals
do, and although many have been in PNG for
several years, they nonetheless occupy a gray
area between insider and outsider. By con-
trast, bureaucrats from a national back-
ground juggle their identity as technocrats
with that as landowners in PNG, and can also
enter formal politics. This is not to suggest
that expatriates are necessarily more likely to
be reformers, but that they face different
incentives than do national bureaucrats.
Hence, borrower ownership is complex, and
is based on support for an adjustment pro-
gram driven in large part by expatriate
bureaucrats. 

Two elements of this defensive strategy are
worth noting. First, at this stage, the ERP
was the only instrument the World Bank had
with which to defend the reforms. Although
the World Bank had offered the government
a separate project loan to strengthen the
capacity of the Forest Authority, the govern-

ment was not interested in loans for this pur-
pose, even at concessional rates, because
other donors were pouring grant money into
the country (Filer and Kalit, 1999). But the
World Bank had no competitors for an
adjustment loan, and so could dictate the
terms of the ERP. Second, none of the condi-
tions themselves introduced new ideas, but
were merely intended to defend, with new
and more potent weaponry, key features of
the institutional terrain that had been a bat-
tleground for many years.

Land Reform: A Public Relations
Debacle for the World Bank

The reformers in the bureaucracy, and per-
haps also many of the national NGOs, sup-
ported the sustainable development condi-
tions. Yet the ERP was hugely unpopular in
PNG. Part of the explanation rests in a broad-
ly negative perception of the adjustment
process in general, with the African experi-
ence—which was perceived to have resulted
in large social costs—a particularly vivid
example. This section, which deals with a
controversial land reform condition, de-
scribes another reason for the unpopularity
of the loan. 

One condition in an early draft of the ERP
called for completion of legislation to enable
customary land registration. According to
sources in the World Bank, the condition was
an attempt to mop up a Land Mobilization
Program that had been dragging on in one
form or another since 1985, but was not a
major component of the loan.19 The roots of
the issue lay in domestic debates dating back
to 1973 over how land registration could
serve as a way of mobilizing land as a source
of collateral for credit, while maintaining
intact customary land tenure (Filer and Kalit,
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1999). Land registration was, and remains, a
controversial subject for a large cross-section
of PNG society. On receiving the draft of the
ERP, the national bureaucracy immediately
flagged it as politically controversial, where-
upon it was dropped from the list of condi-
tions, but not before a draft containing this
condition was leaked.

The land reform condition served as potent
ammunition for populist opponents of the
ERP. Students upset at being asked to bear
some of the costs of their higher education,
unions upset at abolition of the minimum
wage, and public servants upset at the
prospect of job retrenchment seized on land
registration as a way to mobilize the rural
masses and relate the ERP to their concerns.
A sample of one letter to the press illustrates
the depth of anger directed at the World
Bank: “the assumption that a country’s age-
old traditional system can be wiped out at the
whim of a financial institution shows the
contempt of outsiders for this growing
nation” (quoted in Filer and Kalit, 1999).20

Wild stories circulated around the country,
including one that had the Government of
PNG offering the peoples’ land to the World
Bank as security for the ERP loan.21 The 
populists were successful, and the World
Bank undertook an outreach campaign to
ease the fears of a hostile population. 

Three lessons emerge from this episode.
First, the land reform conditions, which
World Bank staff characterize as a minor
component of the early draft ERP, were intro-
duced without an adequate understanding of
the major political sensitivities involved.

Second, the potential benefits of the sus-
tainable development conditions to rural pop-
ulations were not sufficient to outweigh the

mistrust generated by the land reform condi-
tion. Although the conditions were not 
unilaterally imposed by the World Bank, but
jointly shaped by the World Bank and nation-
al bureaucrats, the ownership of those condi-
tions was limited to policy brokers within the
bureaucracy and not shared by the public.
Thus, even though resource owners poten-
tially stood to gain a larger share of revenues
by implementing the sustainable develop-
ment conditions in the ERP, this was not the
public perception of the conditions, suggest-
ing a failure in communication. 

Third, even if the World Bank had been
able to communicate the extent to which the
sustainable development conditions promot-
ed rural interests, structural adjustment lend-
ing inevitably imposes costs on certain seg-
ments of the population, who usually express
their opposition through political dissent. As
Filer (1998, p. 138) notes: “ (T)he pain of
structural adjustment will be felt by several
groups of  national stakeholders (politicians,
public servants, other wage-earners) whose
interest in forest policy bears no comparison
to their interest in ‘bread-and-butter’ issues.”
Yet, for rural populations, forest policy is a
bread-and-butter issue, and the World Bank
not only missed the opportunity to illustrate
how rural populations stood to gain from the
sustainable development conditions, but

Even though resource owners potentially stood

to gain a larger share of revenues by implement-

ing sustainable development conditions, this

was not the public perception of the conditions,

suggesting a failure in communication. 



WRI: THE RIGHT CONDITIONS

41

handed the populists the means by which to
mobilize that population against the ERP. 

A Stand-off over the Second 
Tranche of the ERP

The fact that the country was in an uproar
over the land reform condition made it easi-
er, in 1996, for Prime Minister Julius Chan
and his cabinet to publicly defy the World
Bank in 1996 over the sustainable develop-
ment conditions. At stake were two issues: 
a new forest revenue system, which had the
logging industry up in arms; and another set
of proposed amendments to weaken the
Forestry Act.

The conditions on a forest revenue system
included in the ERP bound the government
to institute a marginal tax rate on log exports,
along with payment of royalties to landown-
ers, both based on the export price of the
logs. The government’s resolve to contest
this system was stiffened by the visit of the
Malaysian Primary Industries Minister to
PNG, and Prime Minister Chan’s visit to
Malaysia, from where he returned deter-
mined to defy the World Bank. It took a
notice of default by the World Bank and fur-
ther implementation missions before the
government gave in to these conditions (Filer
and Kalit, 1999).

The amendments to the Forestry Act were
carried even further. The new Forest
Minister fired the Managing Director of the
Forest Authority who had refused to speed
up the allocation of timber permits. He then
issued amendments to the Act that would
have stacked the Forest Board in the
Minister’s favor and granted him powers
over allocation of concessions that the Act
was explicitly structured to avoid. For a while

the Prime Minister and the cabinet stood
tough, invoking the sovereign right of inde-
pendent PNG to control its own policy. By
following this position, the government stood
to lose not only the second tranche of US$25
million, but also several other donor loans
that were tied to the ERP, and to suffer a loss
in reputation. By late 1996, the government
could hold out no longer. It introduced
amended legislation to reverse the earlier
changes, and the second tranche was finally
released in early 1997 (Filer and Kalit, 1999).

The ERP and its history is notable for two
reasons. First, it is one of the earliest
instances where the World Bank included
environmental conditions in a structural
adjustment loan. Second, the World Bank,
which does not always strictly enforce its
conditions, was willing to hold up the entire
adjustment loan, thereby threatening much-
needed budgetary support and creating ill-
feeling within PNG while defending sustain-
able development conditions. As the World
Bank’s Implementation Completion Report
states regarding the sustainable development
objectives of the loan: “Certainly this was the
main reason for the almost year long delay in
release of the second tranche” (World Bank,
1997, p. 6).22 What were the politics behind
these events within the World Bank? How
was the decision to break with precedent and

Neither the decision to include sustainable

development conditions in the Economic

Recovery Program nor the decision to stand

firm on these conditions were uncontroversial 

at the World Bank.
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impose environmental conditions made, and,
once made, how was the decision made to
back them up forcefully?

Debates within the 
World Bank23

Neither the decision to include sustainable
development conditions in the ERP nor the
decision to stand firm on these conditions
were uncontroversial at the World Bank.
Adjustment lending has traditionally been
the preserve of the macroeconomists at the
World Bank, and loans have typically been
tied to such macroeconomic policy levers as
monetary policy, fiscal reform, and reduction
of export barriers. This macroeconomic 
focus has led to an emphasis on fairly
straightforward loans that can be prepared
rapidly. In this context, inclusion of forest
conditions requires more time than other
adjustment loans since, in the words of a
World Bank macroeconomist, “Sociological
aspects are more important when it comes to
forest conditions.”24 This is a problem in the
World Bank, where there have been, and still
are, considerable incentives to rapidly dis-
burse loans. 

In the PNG case, these obstacles were over-
come by a combination of factors. First, for-
est sector staff had a history of engaging in
debates over forest policy reform in PNG,
and were in a position to recognize the
opportunity the ERP provided to cement
reforms.25 Second, the PNG country director
was willing to embrace this bold step and
played a mediating role between sector staff
with forest experience and macroeconomists
with experience in structural adjustment
loans.26 Third, reformist bureaucrats in PNG
were aware of the additional leverage that
forest conditionality would bring to their

cause, and worked with the World Bank staff
to shape the appropriate conditions.27

Fourth, while the World Bank’s macro-
economists were skeptical at first, they
became increasingly converted to the need
for these conditions.28 The reasons for their
initial skepticism are worth noting. Forest
conditions introduced factors that were
beyond their expertise. Moreover, this partic-
ular set of structural reforms directly affected
one large constituency in PNG—forest com-
munities—while with macroeconomic policy
adjustment, the economists had hitherto
been able to claim a technocratic and objec-
tive distance.29 Finally, during this period,
the World Bank as an institution was seeking
to incorporate the lessons of the adjustment
experience in Africa, which pointed to
greater attention to social and environmental
factors during the adjustment process.

The inclusion of the sustainable develop-
ment conditions was controversial, but the
forceful enforcement of them was even more
so. As World Bank staff describe internal
incentives, there is a culture of not enforcing
conditions placed on borrower govern-
ments.30 Externally, this can lead to a deterio-
ration in relations with the borrower and a
series of protracted negotiations. Internally,
it slows down the loan disbursement pipeline
and can also slow down project lending in
the country, which exposes the staff crafting
the loan to the ire of their colleagues. 

When it became clear that PNG would not
meet the conditions of the ERP, opinion
within the World Bank was polarized. The
country staff who put together the loan were
firm on withholding funds until the condi-
tions were met. Opposed were some ele-
ments within senior management who
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argued that a delay in disbursement of funds
would seriously harm the relationship with
the borrower government, and that the issue
of forest policy reform should not hold up
the adjustment loan. Then, the Australian
government pleaded PNG’s case directly to
the World Bank’s president, which height-
ened internal pressure at the World Bank to
accede.31

From the perspective of the Government of
PNG, the World Bank’s position on the loan
conditions was as unexpected as it was
unwelcome. Sources within the World Bank
concede that the government may indeed
have received contradictory signals from
within the World Bank.32 At an early stage in
the ERP negotiation process, senior World
Bank management had met with senior PNG
politicians to deliver the unequivocal mes-
sage that this loan would be rigorously moni-
tored. On the other hand, at least one influ-
ential member of senior management with
responsibility for the region had repeatedly
indicated that the social and environmental
conditions attached to the loan were of no
great concern. The government’s contribu-
tion to the final report of the ERP shows that
they were receiving mixed messages. Under
the category “lessons learnt” they note:
“greater caution should be exercised regard-
ing commitments undertaken in the policy
matrix and the letter of development policy.
It eventuated that statements of very general
intent in the letter were subsequently treated
as legally binding by the World Bank’s
lawyers” (World Bank, 1997, p. 33).

Given the internal pressures for the World
Bank to submit and the signals sent by
senior management that the sustainability
conditions would not be taken too seriously,
why did the PNG country staff hold the line?

Part of the answer lies in the World Bank
staff at the helm of the ERP. In place was the
rare combination of a team who had followed
the twists and turns of forest policy over the
years, who were aware of the blatant bad
faith of the government, and a country direc-
tor willing to back them up on their decision.
In addition, however, the PNG case was a
high visibility case within the World Bank
because of the sustainable development con-
ditions—conditions the World Bank had
widely publicized within PNG. There was
certainly some anxiety that for the World
Bank to take the bold step of incorporating
sustainability objectives explicitly in its loan
conditions, only to back down under pressure
would draw the unwelcome attention of envi-
ronmental NGOs and other critics of the
World Bank.33 Moreover, if the World Bank
could claim to have acted boldly in defense of
sustainable development, then it would have
legitimately won the right to seek praise from
these same critics.

Indeed, the World Bank disbursed the sec-
ond tranche after the sustainability condi-
tions had been met, even though another
three of the nine loan covenants were not ful-
filled. Two of these were relatively minor,
while the third had to do with macroeconom-
ic details of budgetary allocations and an
investment program that would be “accept-
able to the World Bank” (World Bank, 1997,
p. 19–20). What this suggests is that it is
harder for the World Bank to ignore a breach
of conditionality on such issues as forestry,
than a similar breach in the more esoteric
world of macroeconomics, particularly when
it is backed by public statements of commit-
ment to interested parties such as NGOs. 

Failure to stand firm on the sustainable
development conditions would likely have
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empowered corrupt politicians and their pay-
masters in PNG, disheartened bureaucratic
reformers and NGOs, and rolled back a half-
decade of gradual reform in PNG’s forest
policy. However, the World Bank’s persis-
tence in seeing these conditions through
came at a cost. World Bank staff spent more
than three times the planned amount of time
on supervision of the ERP and five times the
planned amount, if the time required for
preparation, appraisal, negotiation, and
supervision of the loan are included (World
Bank, 1997, p. 25). Although the loan was
successful at enforcing policy reform, from a
strict accounting perspective it was a loan
with very low financial returns to staff time.
The World Bank will only be encouraged to
go down this path again if the internal metric
of success for adjustment loans gives greater
weight to the former rather than the latter.

IMPLEMENTATION
EXPERIENCE

The ERP put a halt to the slide back to pre-
Barnett inquiry days in PNG’s logging sector.
But internal and external observers of the
forest sector in PNG doubted if the new
institutional structures were self-sustaining.
The World Bank appears to have shared
these doubts and initiated a number of fol-
low-up activities. Before these could be com-
pleted, the World Bank’s lead economist for

PNG and the architect of the ERP, Pirouz
Hamidian-Rad, left the World Bank to
become the Chief Economic Adviser to the
Prime Minister of PNG. Since Hamidian-
Rad’s move was in contravention of the
World Bank’s own internal regulations, this
change halted further application of adjust-
ment lending in PNG.

Before the ink was quite dry on the ERP,
the World Bank and the government negoti-
ated a follow-up adjustment loan, the Social
and Economic Development Program (SEDP)
loan, which also included forest conditionali-
ty, and a project loan targeted at forestry, as
part of a Forestry and Conservation Project
(FCP). Both were aimed at deepening and
strengthening the governance framework for
industrial logging; the FCP added a conserva-
tion dimension. 

Early versions of the SEDP policy matrix,
drafted by Hamidian-Rad before he left the
World Bank, contained a numbing 171 condi-
tions, of which 26 were tied to forestry and
conservation outcomes (World Bank, 1998a).
Many of these conditions were structured to
reinforce the gains made during the ERP.
The number of conditions suggests that in
the opinion of the World Bank, or more
specifically Hamidian-Rad, very little could
be left to the discretion of the government.
On the other hand, encasing a government in
a web of conditions to restrict its discre-
tionary power implies a fairly minimal level
of borrower ownership. The World Bank
acknowledged that a major risk to the pro-
gram could be the degree of government
commitment to the SEDP.34 Yet, the Govern-
ment of PNG was not a homogeneous entity,
and the Forest Authority and the Department
of Environment and Conservation, both of
which derived support from the World

Although the loan was successful at enforcing 
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Bank’s conditions, substantially endorsed the
conditions.

The Forestry and Conservation Project
(FCP) was explicitly structured to support
forest sector reforms achieved under the ERP
and planned under the SEDP (World Bank,
1998b). It is important to note two important
points about the FCP. First, it contained
measures designed to limit further irregulari-
ties in commercial logging operations, but
also introduced significant new conservation
mechanisms. The centerpiece of the latter
was the proposed establishment of a
Conservation Trust Fund, which would pro-
vide communities with the means to realize
the economic value of their forest resources
without resort to logging. International envi-
ronmental NGOs and their PNG affiliates
were to help establish this component.
Second, the FCP was structured as an
Adaptable Program Lending instrument,
under which funds are disbursed subject to
performance. This mechanism imports
dimensions of adjustment lending into pro-
ject lending. Moreover, five conditions on
forestry were included in both the FCP and
the SEDP, which served to make the two
loans conditional on each other.

This careful process of building on the
ERP stopped when Hamidian-Rad left the
World Bank to take on his new role as Chief
Economic Adviser in PNG, just months after
he had been central to negotiation of the
SEDP. Because his new position violated 
the World Bank’s internal rules about poten-
tial conflicts of interest, the World Bank
refused to proceed with the SEDP, despite
the government’s urgent need for budgetary 
support, until the controversy over
Hamidian-Rad’s role in governing PNG 
was settled.35

Since the early days of the ERP, Hamidian-
Rad had been a forceful presence in PNG.
He had faced down a horde of angry students
during the land reform unrest of 1995, and
had developed a reputation for hard-headed-
ness both among his World Bank colleagues
and those on the other side of the table in
PNG.36 In a country where personality poli-
tics dominates, Hamidian-Rad became the
personality that defined the World Bank’s
politics. When he switched sides in 1998, the
same quality he had brought to his dealings
with the government over the ERP was
focused on the World Bank. This shift had
two important implications for the develop-
ment of forest policy in PNG.

First, in an effort to secure approval of the
SEDP, the government refused to allow the
FCP to go forward without the SEDP.37

Sources within the World Bank suggest that
Hamidian-Rad was behind this move, which
demonstrates insider knowledge of the pres-
sure the World Bank would face from inter-
national NGOs if the most important conser-
vation program in PNG were to be stopped in
its tracks.38 As a result, negotiation of both
the conservation-focused FCP loan and the
SEDP loan were suspended for over a year. 

Second, Hamidian-Rad led a policy of radi-
cal restructuring along with an increase in
development expenditures controlled by
members of parliament that caused a short-
term financial crisis.39 To boost export rev-
enues, Hamidian-Rad was complicit in a
series of measures taken to increase log
exports: tax relief to the industry; cancella-
tion of independent log surveillance proce-
dures that limited transfer pricing by log
exporters; fast-track approval of logging 
concessions; and restructuring of the Forest
Service to side-line reformist elements 
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(Filer and Kalit, 1999). These measures rep-
resented a complete turn-around from the
policies supported by Hamidian-Rad while at
the World Bank.

In July 1999, the impasse between the
Government of PNG and the World Bank
was overcome only by the resignation of
Prime Minister Skate, and the removal of
Hamidian-Rad from his position as Chief
Economic Advisor.40 This change at the
national political level helped resume the dia-
logue and negotiation between the World
Bank and PNG.

The injection of the personalized politics
around Hamidian-Rad considerably compli-
cates an assessment of the success of the
ERP and the subsequent implementation
efforts. Moreover, the FCP, which was
designed to cement and implement the leg-
islative and institutional gains achieved
through the ERP, is yet to be implemented,
which renders any assessment premature.
However, even putting aside Hamidian-Rad’s
role, it is clear that the gains achieved in the
ERP required constant defense through con-
tinued conditionality and cross-conditionality
across the SEDP and FCP. 

THE ROLES OF OTHER
STAKEHOLDERS

By the mid-1990s, the World Bank had
announced that attention to stakeholder
interests and insights would form an impor-
tant component of how the World Bank now
did business in borrower countries. In its
own assessment of the ERP, the World Bank
credits its initiative in “deepening the 
dialogue with the various stakeholders and
policy makers to overcome the adverse influ-
ence of vested interest groups in seeing 

several important conditions through”
(World Bank, 1997, p. iv).

Nongovernmental Organizations:
Domestic and International

In PNG, the World Bank made an explicit
commitment to civil society engagement. In
the midst of the crisis over disbursement of
the second tranche of the ERP, a letter was
circulated from an NGO in PNG stating
strong support for the World Bank in holding
the line on the second tranche. A simple
reading of this engagement is that the World
Bank’s efforts paid off in the form of civil
society support for the World Bank’s role in
facing down a wayward and corrupt govern-
ment in defense of institutional reform in
the forest sector. This is the story line the
World Bank sketches in its Implementation
Completion Report. While this version has
elements of truth, the story is actually far
more complex, as the World Bank found
itself embroiled in the politics of Melanesian
society. 

In PNG, one can draw a distinction
between groups who explicitly focus on envi-
ronmental outcomes, and other groups orga-
nized around religion, social concerns, and
service delivery. Of the latter, churches are
by far the strongest element of civil society,
but have not hitherto been heavily engaged
in environmental debates. Among environ-
mentalists, there is a broad distinction
between advocacy groups who tend to have a
somewhat radical bent (expressed in the for-
est sector as an opposition to export-oriented
forestry), and groups engaged primarily in
community-oriented conservation projects
and only secondarily in policy reform.41 A
similar distinction may be made between the
international environmental groups that have
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a presence in PNG. While Greenpeace works
closely with the more radical groups on poli-
cy reform issues, The Nature Conservancy,
Conservation International, and the World
Wide Fund for Nature all maintain local
offices that are engaged in conservation work
at the project level.

In 1995, World Bank President
Wolfensohn had a heated meeting with
NGOs in Australia, during which the topic of
the World Bank’s engagement in PNG was
heavily featured. Wolfensohn reportedly
pledged to make PNG a test case for how the
World Bank did business with NGOs, but
also made it clear that in the case of PNG, he
and his staff would deal with domestic NGOs
in PNG, rather than with Australian NGOs.42

This was a turning point for the World
Bank’s civil society engagement in PNG.
Until this point the World Bank had simply
kept lines of communication open with
NGOs and supported the representation of
the National Alliance of Non-Governmental
Organizations (NANGO) on the National
Forest Board. After Wolfensohn’s statement,
the frequency and intensity of NGO-related
activities went up dramatically, and the
World Bank appointed a staff person to build
and manage relations with NGOs. In the
midst of the controversy surrounding the
land reform condition, the World Bank had
promised to hold regular meetings with an
umbrella group of civil society organizations,
the National Council for Socio-Economic
Justice (NCSEJ), which was formed to contest
the whole program of structural adjustment.
One of these was a three-day meeting, which
focused specifically on the forest conditions
of the ERP.

In mid-1996 when the government aggres-
sively pursued actions in violation of the 

forest conditions, there was a strong reaction
from some elements of civil society in PNG
in support of these conditions. The General
Secretary of the PNG National Forest
Resource Owners Association (FROA) sent
out a letter to international environmental
NGOs in his capacity as “a representative of
civil society in PNG.” In strong language, he
backed the position of the World Bank and
other donors in withholding the second
tranche until the sustainable development
commitments had been met and placed the
blame for the impasse squarely at the govern-
ment’s door (Ariku, 1996). This was an extra-
ordinary letter in that it explicitly dismissed
concerns over national sovereignty and baldly
stated that the World Bank, through the ERP,
was doing far more to support the interests
of the citizens of PNG than were the elected
representatives in the PNG government. This
was followed up with a celebratory letter in
the local press when the government eventu-
ally caved in to the conditions, which stated:
“World Bank’s adamant stand on forestry
reforms is in the best interest of the nation”
(quoted in Filer, 1998, p. 161). For the World
Bank, it appeared to be a vindication of its
attempts at engaging with civil society.
Within PNG, however, the author of these
letters was a controversial figure, whose legit-
imacy as spokesperson for a broad con-
stituency was suspect.43 Soon thereafter, his
credibility with other sections of civil society
was further damaged when the World Bank
appointed him as its NGO Liaison Officer. 

There were other, albeit more equivocal,
voices of support for the sustainable develop-
ment conditions. A letter from Greenpeace 
to other international NGOs, drawing on 
documentation from the Individual and
Community Rights Advocacy Forum (ICRAF)
in PNG, noted that while there was 
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widespread opposition to the SAP, and partic-
ularly to the land reform conditions, the con-
ditions covering the forest sector were con-
sistent with the positions taken by some sec-
tions of civil society in PNG and were thus
deserving of support (Cortesi, 1995). This
support was not shared by all international
NGOs; a 1996 report by an Australian NGO,
AID/WATCH, argues that the failure to con-
sider the consequences of industrial logging
demonstrates the hollowness of the World
Bank’s claim to play the “good environmental
cop” in PNG (AID/WATCH 1996).

That this support for the sustainable devel-
opment conditions was relatively muted and
conditional was due to the level of popular
opposition to non-forest components of the
ERP, the closed and non-transparent process
of negotiation of the loan, and the content of
the World Bank’s forestry agenda in PNG.
Many environmentalists within PNG believed
that the World Bank’s intervention was limit-
ed to promoting more efficient and sustain-
able industrial, export-oriented forestry. By
contrast, written materials and interviews
suggest considerable agreement among
NGOs in PNG that the country should ques-
tion the paradigm of industrial logging and
turn toward an expansion of investment in
small-scale logging and domestic processing
of timber (ICRAF, 1997). 

The point here was not whether a shift
away from exports and toward domestic 
processing made economic sense (which the
World Bank denied), or whether it might be
desirable for reasons of good governance
alone (as the NGOs claimed), but that the
NGOs believed the ideological dogmatism of
the World Bank had prevented this discus-
sion from taking place. While none of the
NGOs interviewed for this report denied that

the sustainable development conditions were
useful in placing checks on a government
that was poised to hand over PNG’s forests to
Malaysian loggers, many also expressed dis-
appointment at the perceived lack of open-
ness exhibited by the World Bank to models
other than industrial forestry. 

There are recent signs that this stalemate
has been broken. Since 1997, several NGOs
in PNG who had been calling for an outright
ban on log exports were signaling their will-
ingness to settle for a moratorium on new
concessions. Meanwhile, international NGOs
with offices in PNG were calling for the
World Bank to include a moratorium on new
concessions as one of the conditions attached
to the FCP or to a new adjustment loan
(Cortesi, 1999)—a recommendation which
was also one of the outcomes of a workshop
held in PNG in May 1999 jointly sponsored
by the World Bank and the World Wide Fund
for Nature (WWF, 1999). The moratorium
was ultimately included in the draft policy
matrix proposed for the next structural
adjustment program, and was endorsed by
the new PNG government in November 1999
(Independent, 1999; National, 1999).

In addition to undertaking consultations
with civil society groups, the World Bank was
also responsible for inserting a condition in
the ERP that committed the government to
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establish an alternative civil society based
mechanism for delivery of social, agricultur-
al, and infrastructure services to rural popu-
lations.44 While the World Bank did not
directly fund this mechanism, it did fund
meetings aimed at mobilizing and organizing
civil society to take on this role. The World
Bank particularly engaged the NCSEJ, which
prominently included the leaders of the 
anti-land reform protest and its successor,
the PNG Watch Council. The Watch Council
received funds from the government and
some logistical support from the World Bank.

However, the group’s claims to represent
the public interest were considerably shaken
when it became known that funds disbursed
by the government to the Watch Council for
social programs were used to oil the wheels
of an election campaign mounted by the
Watch Council’s leaders. The campaign was
ultimately successful and resulted in some of
these erstwhile members of civil society
occupying parliamentary seats. For these
aspiring politicians, there were few votes to
be won from a sympathetic portrayal of the
World Bank; rather more to be gained 
from representing the World Bank and the
government as “a single Janus-faced oppres-
sor” (Filer and Kalit, 1999, p. 39). In hind-
sight, the World Bank’s actions could be 

interpreted as an attempt to undertake dam-
age control following the land reform inci-
dent, and suggests a lack of understanding of
PNG politics. The World Bank most proac-
tively engaged those elements of civil society
that had been most vocal around the land
reform issue, while comparatively less atten-
tion was paid to church groups with a much
broader popular base, or to environmental
groups, with their more specific focus on
sustainable development.

What do we make of these various
attempts at engagement with civil society?
First, international pressures partially drove
the World Bank to be more open, pressures
that were made very real by President
Wolfensohn’s promise to make PNG a test
case for how the new World Bank does busi-
ness. Second, the misrepresentation, deliber-
ate or otherwise, of the land reform condi-
tion by populist elements in PNG certainly
punctuated the need for the World Bank to
do a better job of engaging civil society and
disseminating information about the implica-
tions of adjustment-led reforms. This out-
reach was subsequently undertaken, with
mixed results. Third, while the World Bank
did receive some civil society support for the
forest conditions of the ERP, the unpopulari-
ty of the broader set of adjustment condi-
tions and the perceived ideological rigidity of
the World Bank on the future of forestry in
PNG led an important constituency for
reform to be lukewarm in its support for the
World Bank. 

Despite assertions in the World Bank’s
Implementation Completion Report concern-
ing the importance of civil society engage-
ment, this engagement was only partially
successful. The World Bank received vocal
support from one individual who did 
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represent a segment of civil society for a
period, but whose claim to representation
grew weaker over time. The environmental
NGOs, the World Bank’s most likely support-
ers, did not loudly voice their approval
because they believed that the World Bank
was not truly open to the ideas of civil society
actors and had already decided on promoting
an orderly log export system. And in attempt-
ing to engage the populists who raised the
land reform alarm, the World Bank found
itself manipulated by a small leadership seg-
ment with political designs; in keeping with
PNG’s political culture, the goal of service
delivery was turned into a political donation.
In sum, engaging civil society, while a neces-
sary first step, is no guarantor of success.
Whom the World Bank engages, and how
they are engaged, are crucial to the final out-
come.

Private Sector

The forest industry, as represented by the
Forest Industries Association, tended to per-
ceive the World Bank as firmly aligned with
environmental interests. It complained of a
lack of consultation over the design of the
Forestry and Conservation Project (Filer and
Kalit, 1999). Moreover, the industry followed
a political strategy of portraying itself as
allied with the interests of landowners who
sought to derive economic benefits from
their land, and contrasted this with a conser-
vationist perspective that would call on
landowners to forego logging income. 

World Bank missions made a point of con-
sulting both NGOs and industry representa-
tives, but the degree of outreach to NGOs
exceeded that to industry. From the perspec-
tive of the World Bank, this is justified
because the industry’s views are easier to

glean than are those of the more disparate
NGO community.45 It is important to recall
that the Barnett report, which stressed the
need to control the industry, set the stage for
this engagement. Moreover, the timber
tycoons’ behind-the-scenes manipulation of
successive forest ministers to undermine
World Bank conditions did not predispose
the World Bank to accommodate the loggers.
Finally, the government actively discouraged
the World Bank from meeting the forest
industry, perhaps because they were con-
cerned that direct communication between
the two would upset the patronage relation-
ship between industry and some politi-
cians.46 In this climate, the World Bank kept
the lines of communication to industry
open—as when it conceded the need for
adjusting the forest revenue system in 1998
to accommodate a downturn in the world log
market—but for much of the period
described above, the World Bank and the
reformers shared a goal of bringing the log-
ging industry under control.

Other International 
Aid Donors

Australia continues to play an important
political and economic role in PNG. As such,
the Australian government’s support for any
World Bank program in PNG is a precondi-
tion for success. In the early 1990s, relations
between the two were strained over two
issues. From the World Bank’s perspective,
Australia retained far too strong a colonial
relationship with PNG.47 Specifically, PNG
provided special tax incentives for Australian
companies, and AusAID’s program was heav-
ily tied to the use of Australian firms and
consultants. As a result, the World Bank saw
the Australians as unwilling to undertake
bold measures in PNG, such as reforming
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the tax code, preferring instead to provide
project assistance. 

From the Australian perspective, the stabil-
ity of PNG society, separated from Australia
by only a narrow channel, was and remains a
key imperative. In addition, with respect to
the ongoing aid program, there was some
friction over the World Bank’s management
of AusAID funds committed to the NFCAP
process. As a result, in the mid-1990s,
Australia decided to directly fund some pro-
jects that were originally intended to be
channeled through the World Bank. The
complications were a source of some friction
in the early 1990s.48 Since 1994, however,
the sides are more in agreement. Although
we have not been able to find any further
details of engagement, it is clear that the
ERP would not have proceeded without at
least tacit Australian support for broader
structural reform.

THE BOTTOM LINE

A surface reading of the World Bank’s
engagement with forest policy reform in
PNG might hold that the World Bank faced
down a wayward and corrupt government to
successfully protect important institutional
reforms in the forest sector backed by strong
civil society support. While elements of this
story hold true, a more detailed reading 
suggests a more complex story. 

First, the World Bank, reformers in the
bureaucracy, and environmental NGOs did
share an interest in passing legislation and
instituting regulation to place checks on the
logging industry and distribute rents from
logging in a more equitable manner. The his-
tory of the adjustment experience suggests
that the application of conditionality to envi-

ronmental outcomes in the context of a struc-
tural adjustment loan was essential to achiev-
ing this outcome. This result illustrates the
ability of the adjustment lending instrument
to achieve defined objectives through a stroke
of the pen. Moreover, it shows the ability of
adjustment lending to raise forest issues to
the top of the national agenda, bringing them
to the attention of powerful ministries. The
result, in this case, was that negative out-
comes in the forest sector were reversed
because the costs of inaction would have had
ripple effects at the macroeconomic level if
the ERP had been cancelled.

Second, the proposition that this achieve-
ment was built on solid borrower ownership
of the adjustment loan is partially supported
by the material presented here, but with
caveats. The PNG case illustrates the difficul-
ties in evaluating ownership in binary terms.
The Barnett inquiry and subsequent efforts
by reformist bureaucrats provide substantial
evidence of ownership of a reform agenda by
actors from within PNG. Yet, national politi-
cians were driven by a completely different
agenda. They were almost always opposed to
a process of institutionalization that de-
personalized control over forest assets and
removed them as sources of patronage within
the political system. Moreover, many of the
reformist bureaucrats who formulated the
forest conditions were senior expatriate con-
tract officers whose training and background
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match that of donor agency staff. The impor-
tant role of these expatriates confuses the
issue of borrower ownership.

Third, the World Bank’s engagement with
civil society proved contradictory. A central
feature of the ERP was the World Bank’s
efforts to engage civil society and build a
measure of support for the ERP within this
sector. Here, the World Bank did win some
support from elements of civil society,
although this was confused both by the con-
troversial reputation of one of the key sup-
porters, as well as by the simultaneous reser-
vations expressed by other supporters of the
forest conditions in the ERP. Moreover, the
World Bank directly engaged populists who
simply used the World Bank to leverage
financial support from the government with
which to contest elections. 

Perhaps most significant, dialogue with the
World Bank’s most obvious constituents—
environmental NGOs—foundered on sub-
stantive issues. The World Bank’s agenda ini-
tially focused on distributing the resource
rents from export-oriented logging in an effi-
cient and equitable manner, and over time
expanded to apply institutional brakes to the
rampant logging of PNG’s forests. Worth-
while as these goals are, the World Bank did
not, until recently, appear willing to chal-
lenge the neo-liberal prescription of export-
led growth as applied to the forest sector, an
unwillingness that set limits to engagement
with NGOs whose vision of the future rested
on community forestry and domestic log 
processing. 

Fourth, the World Bank’s success in hold-
ing the line on the forest conditions 
depended on several factors internal to the
World Bank. The first necessary condition

was contacts within PNG and the detailed
information on the forest sector necessary to
formulate the appropriate loan conditions.
This in turn was facilitated by the World
Bank’s continued and sustained participation
in forest debates through the NFCAP process

and donor coordination efforts throughout
the early 1990s. This involvement allowed
the World Bank to anticipate not only techni-
cal problems but also, to some extent, politi-
cal obstacles to forest policy reform. The 
second condition was firm support at the
managerial level within the World Bank,
which only resulted after an internal strug-
gle. This episode suggests that future efforts
should examine internal incentives to staff.
Additionally, firm support from senior World
Bank management is essential if conditional-
ity of this nature is to be credible with gov-
ernments.

Finally, subsequent events have shown
how fragile forest policy reforms are in
PNG—fragility that is evident in another
round of tough conditionality in the latest
structural adjustment program. The PNG
case suggests then, that structural adjust-
ment lending can play an important support-
ive role in giving political power to reformers
through the indirect channel of World Bank
conditions, but that ultimately that sustain-
able policy reform requires commitment to
become entrenched within the national 

The World Bank’s efforts to engage civil society

and build a measure of support was a central

feature of the Economic Recovery Program. 
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political system. If the reform process needs
to be supported by a series of structural
adjustment loans with similar content, then
it can hardly be characterized as successful.
The next few years will tell if forest policy
reform in PNG is self-sustaining or not. To

be supportive, the World Bank has to be 
genuinely open to civil society prescriptions
and visions. Only then can it play an impor-
tant role in supporting relationships and new
political forces that are strong enough to rep-
resent conservation interests effectively.
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1. This chapter draws on “Environmental 
Adjustment: Opportunities for Progressive
Reform in the Forest Sector? Papua New Guinea
Case Study,” by Colin Filer and Kilyali Kalit
(1999), which is available at
http://www.wri.org/wri/governance/iffeforest.ht
ml as well as on interviews conducted by the
authors in Papua New Guinea and Washington,
D.C., on a not-for-attribution basis.

2. One Malaysian company, Rimbunan Hijau, con-
trols half the log export volume and has diversi-
fied into wood processing and even into owner-
ship of a national newspaper.

3. Churches are the most active and widespread
form of civil society organization in PNG, but
have not, thus far, played an active role in forest
processes (Filer, 1998).

4. Over the past decade, grant aid has accounted
for about 10 percent of GNP in PNG. Three
quarters of this have come from the Australian
government, which over time has been shifting
its aid contribution from general budgetary sup-
port to specific projects implemented usually by
Australian contractors (Filer and Kalit, 1999).

5. The then Prime Minister who initiated the
review was relatively insulated from charges of
impropriety since his own political base lay in a
coffee-growing region, which may explain his
willingness to initiate the inquiry.

6. However, it was only in 1991, two years later,
that this particular politician was found guilty of
eighty charges of misconduct by a Leadership
tribunal and forced to give up his parliamentary
seat (Filer, 1998).

7. There was also a second point of difference: the
World Bank was skeptical of Barnett’s assump-
tion that resource owners are innocent victims
of loggers, and therefore potential allies of
reformers (Filer and Kalit, 1999).

8. Not-for-attribution interview with several NGOs
in PNG, December 1998.

9. The task force also included representatives of
the Forest Industries Association which, at the
time, was not dominated by Malaysian logging
interests. These representatives argued for a set
of rules that would allow for long-term secure
concessions and a regulatory structure that
would not require them to compete for conces-
sions with bribes. (Personal communication
from a member of the National Forest Policy
task force, December 1999.)

10. This was accomplished, in part, by logging com-
panies mobilizing landowner company directors
from six provinces. These landowners formed
the Forest Resource Owners Association (FROA)
and effectively represented the interests of log-
ging companies (Filer and Kalit, 1999.)

11. In addition, there was a second letter from 
the Prime Minister to the Forest Minister com-
municating the same message (Filer and Kalit,
1999).

12. The key provisions of the act that followed from
the policy were establishment of the following: a
National Forest Board with representation from
government departments, provincial govern-
ment, the Forest Industry Association, and
NGOs; provincial forest management commit-
tees; a National Forest Service; a process of

N O T E S  
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resource acquisition which required the Forest
Authority to enter into Forest Management
Agreements with customary owners; a process
of a multi-stage resource allocation, which
included a development options study; condi-
tions of development that included a logging
plan, and payment of a performance bond. 
It also specified that logging should only take
place in accordance with a National Forest Plan
which was then unwritten (Filer and Kalit,
1999). 

13. The act successfully achieved this outcome, but
not before the Forest Minister had allocated 17
new timber permits the day before the act was
gazetted (Filer and Kalit, 1999).

14. This is certainly the opinion of national bureau-
crats, and is supported by information that the
reformist elements within the bureaucracy
prompted the World Bank’s letter to the Forest
Minister, as well as the letter written by the
Prime Minister. (Not-for-attribution interview
with PNG government official, December 1999.)

15. Specifically, it would repeal the resource acqui-
sitions and resource allocation provisions that
had slowed down the process of industrial log-
ging, which would give the Forest Board a free
hand in allocating permits. At the same time,
they proposed to reform the Board to stack it
with industry representatives and members of
the industry-friendly Forest Resource Owners
Association, while dropping the sole NGO repre-
sentative (Filer and Kalit, 1999). 

16. World Bank staff point out that the loan was
innovative with respect to social sectors as well.
Thus, instead of leading to budgetary cuts in
these sectors as past adjustment loans had done,
spending on health and education was
increased. (Not-for-attribution interview with
World Bank staff, July 1999.)

17. Not-for-attribution interviews with government
officials in PNG, December 1998.

18. Expatriates played an important role in the gov-
ernment, and in NGOs and the private sector.

19. Not-for-attribution interview with World Bank
staff, April 1999.

20. At one point the World Bank country economist,
Pirouz Hamidian-Rad, was taken captive by a
hostage crowd.

21. This rumor seems to have begun with the
option, in the legislation, for landowners to
lease land to a third party who could use the
land as security for a bank loan. Based on this,
speculation arose that “big men” could use this
option to gain control over the land of others in
a customary land group. Next was the possibility
that politicians would lease land to Asian com-
panies for development of palm oil estates.
From there, it was but a short step to the belief
that the government would offer the World
Bank land as collateral for the ERP (Filer and
Kalit, 1999).

22. The other reasons were the lack of progress on
allocating funds for service delivery at local lev-
els, and attempts to reverse the process of tariff
rationalization (World Bank, 1997).

23. Details in this section are drawn from inter-
views conducted with World Bank staff and
interviewees in PNG that were conducted on a
not-for-attribution basis.

24. Not-for-attribution interview with former World
Bank staff, December 1998.

25. Not-for-attribution interview with former World
Bank staff, December 1998.

26. Not-for-attribution interview with World Bank
staff, January and July 1999, and with an NGO
representative in PNG, December 1998.

27. Not-for-attribution interview with PNG govern-
ment officials, December 1998.

28. Not-for-attribution interview with World Bank
staff, February 1999, and January 1999, and
with PNG government officials, December
1998.

29. However, the macroeconomists remained more
comfortable with the economic dimensions of
these conditions, such as the revenue arrange-
ment, than with the institutional issues. 

30. Not-for-attribution interview with World Bank
staff, January 1999.

31. Not-for-attribution interview with World Bank
staff, January 1999.

32. Not-for-attribution interview with World Bank
staff, January, February, and July 1999.

33. Not-for-attribution interview with former World
Bank staff, December 1998.
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34. An additional risk identified is the government’s
capacity to implement the program (World
Bank, 1998a).

35. Not-for-attribution interview with World Bank
staff, November 1998.

36. Not-for-attribution interview with World Bank
staff, November 1998 and with an NGO repre-
sentative in PNG, December 1998.

37. Not-for-attribution interview with former World
Bank staff, December 1998.

38. Not-for-attribution interview with World Bank
staff, December 1998.

39. Specifically, economic restructuring was intro-
duced to cut recurrent expenditures, reduce
import controls, and accelerate the privatization
of government assets, all of which might be
characterized as “structural adjustment without
the loans” (Filer and Kalit, 1999, p. 61). In
anticipation of these savings, development
expenditures were increased, much of which
was placed at the discretion of members of par-
liament. Since the total saved through cuts
proved to be less than the amount already
parceled out, the country faced a financial crisis.
Moreover, foreign exchange reserves decreased
as export revenues declined; all of which deval-
ued PNG’s currency, the kina. 

40. The immediate cause for his resignation was a
political crisis resulting from his attempts to
raise money from Taiwan by offering diplomatic
recognition.

41. An example of the former is Individual and
Community Rights Advocacy Forum (ICRAF),
and the latter is the Foundation for Peoples and
Community Development (FPCD).

42. Not-for-attribution interview with World Bank 
staff, February 1999, and April 1999.

43. Both the organization and the individual have
complicated histories, illustrating the complexi-
ty of NGO politics in PNG. The FROA, as a
member of the NCSEJ, had aroused some con-
troversy over its pro-logging industry stance. In
protest, the Secretary of the NCSEJ, Noah Ariku,
formed a competing Forest Resource Owners
Association, which went by the same name but
the opposite politics on forest issues. Both bod-
ies, claiming to be the real FROA, ran newspa-
per advertisements—one parroting the Forest
Industries Association view, the other that of
the World Bank—each accusing the other of
being a puppet of the originators of their respec-
tive views. Soon thereafter, these two competing
FROAs struck a compromise and Ariku, the lead
dissident, was named the Secretary of the
merged FROA. The letters to international envi-
ronmental NGOs were addressed from Ariku,
both as General Secretary of the FROA and
Executive Director of Mission Innovator, Inc.,
an organization that no one in PNG had any
prior knowledge of.

44. Not-for-attribution interview with World Bank
staff, February 1999.

45. Personal communication with World Bank staff,
November 1999.

46. Not-for-attribution interview with World Bank
staff, July 1999.

47. Not-for-attribution interview with World Bank
staff, July 1999.

48. Personal communication with researcher in
PNG, June 1999.





WRI: THE RIGHT CONDITIONS

59

I n 1989, the World Bank initiated a
major attempt to improve forest man-
agement in Cameroon by tying forest

policy reforms to structural adjustment lend-
ing. The first round of negotiations between
the World Bank and the Government of
Cameroon culminated in the 1994 Forest
Law, which introduced far reaching changes
in the way that forest concessions were allo-
cated, taxed, and managed. The law also
included provisions that, for the first time in
Central Africa, granted local communities
the right to benefit financially from wood cut
in their customary forests. Yet, despite the
World Bank’s substantial efforts, the govern-
ment repeatedly reneged on its commit-
ments, throwing the implementation of the
reforms into disarray. 

The policy reform process in Cameroon is
of national and regional significance.
Understanding the process, however, is com-
plex. Stakeholders in the reform process—
the various branches of government, the pri-
vate sector, the World Bank, other interna-
tional donors, domestic and international
NGOs, and local communities—tend to hold
divergent views about the reforms’ success.
Arriving at a balanced assessment of the
World Bank’s approach means calibrating
among a range of conflicting opinions.1

BACKGROUND

From independence in 1960, Ahmadou
Ahidjo ruled Cameroon under a highly cen-
tralized, one-party system. Following his 
resignation on health grounds in 1982, he
was replaced by Paul Biya, who continued
one-party rule until 1990, when he was led
by popular protest and external pressure to
accede to a multi-party system. The parlia-
mentary elections in 1992 left the president’s
party in power, but only as part of a coalition.
The presidential election in the same year,
which returned Biya to power, is generally
considered to have been grossly manipulated,
as was the second presidential election in
1997 (Burnham and Sharpe, 1997). According
to Berlin-based Transparency International’s
Corruption Perceptions Index, Cameroon
was the world’s most corrupt country in 
1998 and 1999 (Transparency International,
1999).

During the 1960s and 1970s, Cameroon
enjoyed a reputation as one of the more 
successful economies in Africa (Burnham
and Sharpe, 1997). Growth over this period
averaged five percent a year, driven largely 
by high prices for its principal exports,
including cocoa, coffee, cotton, aluminum,
and from the late 1970s, petroleum. But 

C A M E R O O N
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imprudent use of its oil revenues, a 65-per-
cent decline in the terms of trade for its chief
export crops, and a marked expansion in gov-
ernment employment led to a balance of 
payments crisis in the early 1980s; the inau-
guration of an IMF structural adjustment
program in 1988; and a 50-percent currency
devaluation in 1994. Gross domestic product
(GDP) declined by six percent per annum on
average between 1986 and 1993, producing a
50-percent fall in per capita incomes.
Economic decline was accompanied by
increased poverty, as poor farmers suffered
the brunt of the fall in producer prices and
the government cut basic health and educa-
tion services (World Bank, 1996). Public debt
increased from US$5.9 billion in 1989 to
US$9.1 billion in 1999, of which 80 percent
was external debt. The ratio of external debt
to GDP rose from 33 percent in 1989 to an
all-time high of 109 percent in 1994, before
falling back to 80 percent in 1999. Forty-four
percent of the budget goes for debt service. 

The World Bank has been closely associ-
ated with Cameroon’s development efforts
since 1967. As Table 3.1 shows, there has

been a significant shift away from project
lending—which fell from US$902 million in
1980–1991 to US$154 million in 1992–1998
—toward structural and sectoral adjustment
lending, which increased from US$150 mil-
lion to US$612 million over the same period.
Project lending has thus declined in both rel-
ative and absolute terms. The earlier genera-
tion of projects was plagued with problems,
and following a portfolio review in late 1993,
eight were closed and three restructured
(World Bank, 1996). A US$273 million cocoa
rehabilitation project had had no result what-
soever according to the World Bank’s own
Operations Evaluation Department. 

The World Bank would like to do more
work in Cameroon, but it has not disbursed
project funds because of the poor manage-
ment and problems linked to a lack of trans-
parency and good governance in that country
(Reuters, 1999). By the end of 1999, the
World Bank had only six projects in
Cameroon worth US$330 million, compared
to 34 projects in Ghana worth US$1.2 billion,
and 23 in Ivory Coast worth US$578 million.

Structural adjustment lending Projects: 1 Loan: 150 Projects: 7 Loan: 432

Sectoral adjustment lending Projects: 0 Loan: 0 Projects: 2 Loan: 180

Project lending Projects: 25 Loan: 902 Projects: 6 Loan: 154

Forest projects Projects: 1 Loan: 17 Projects: 0 Loan: 0

Nonforest projects with forest components Projects: 1 Loan: 22 Projects: 0 Loan: 0

T A B L E  3 . 1     W O R L D  B A N K  L E N D I N G  T O  C A M E R O O N  
( I N T O T A L C O M M I T M E N T S  U S $  M I L L I O N ) ,  1 9 8 0 – 1 9 9 8

1980–1991 1992–1998

Source: World Bank, 1998
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B O X  3 . 1 C H R O N O L O G Y  O F  A D J U S T M E N T  A N D  F O R E S T  P O L I C Y  R E F O R M
I N  C A M E R O O N

1986 Onset of the economic crisis.

1988 TFAP completed and SAC I approved.

1992 Paul Biya wins the presidential elections.

November 1993 National Assembly debates the draft Forest Law.

January 1994 Devaluation of the CFA franc and approval of the ERC.

August 1995 Promulgation of the Implementation Decree.

February 1996 SAC II approved.

August 1997 First concession auction.

October 1997 Paul Biya wins the presidential elections.

June 1998 SAC III approved.

June 1999 Government approves new concession auction rules.

�

�

�

�

�

�

�

�

�

�

�

The World Bank has been involved in three
Structural Adjustment Credits (SACs) in
1988, 1996, and 1998, and an Emergency
Recovery Credit (ERC) following the currency
devaluation in 1994. Only SAC III included
detailed forest conditionalities, although SAC
I and the ERC were used to ensure that the
government passed the major legal texts 
necessary for forest sector reform. Boxes 3.1
and 3.2 summarize, respectively, the chronol-
ogy of the reform process and the main 
forest conditionalities. 

ADJUSTMENT LENDING AND
FOREST POLICY REFORM

The forest sector contributes significantly to
Cameroon’s economy. Timber production

increased rapidly after 1992 as a result of 
the economic crisis, the currency devalua-
tion, and a surge in demand for logs from
Asia. In 1998, the sector contributed ten 
percent of non-oil GDP, nine percent of all
tax revenues (if transport and related activi-
ties are included), and 28 percent of all
exports by value. Sixty-six sawmills were
active in 1999, producing a total of 2.7 mil-
lion m3 of wood and directly employing
10,400 people (MINEF, 1999). 

Starting in 1989, the government, with
strong World Bank support, targeted policy
reform as the cornerstone of improved forest
management. Cameroon’s forests were
declining in both size and quality. Clearing
for agriculture was identified as the major
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cause of deforestation, but logging, and the
commercial poaching that goes with it, was
considered to be the main cause of forest
degradation (O’Halloran and Ferrer, 1997).
The World Bank believed that if it changed
the way that logging concessions were allo-
cated, taxed, and managed, the government
could prevent the worst environmental dam-
age and increase its share of revenue to help
deal with its most pressing economic and
social concerns. The World Bank intended 
follow-up these reforms with a forest loan

that would allow it to monitor policy imple-
mentation.

The regime had used the allocation of log-
ging concessions to maintain political sup-
port, as shown by the jump in the number of
registered logging companies prior to the
presidential elections in 1992 and 1997.
Strong vested interests were opposed to
changes that would have limited the use of
Cameroon’s forests for political purposes.
The World Bank tried to overcome these
interests by tying reforms to structural
adjustment lending, a powerful incentive. 

The 1994 Forest Law

A detailed review of Cameroon’s 1981 Forest
Law had been undertaken by the 1988
Tropical Forestry Action Plan (TFAP).
Between 1989 and 1993, the World Bank
undertook a series of missions to Cameroon
to discuss a forest and environment project
that would help implement the TFAP recom-
mendations. Gradually, however, the discus-
sion shifted away from project activities and
toward Cameroon’s forest policies and the
need to update the previous law. Although
the Food and Agriculture Organization and
the United Nations Development Programme
led the TFAP preparation, it was the World
Bank that pressed the government for policy
reform since these agencies and the bilateral
donors had neither the political will nor
financial leverage to do so. While the World
Bank’s forest and environment project team
negotiated with the government, a second
team, based in Washington, started work on
a new forest law. In 1993, the World Bank
stated its opinion that significant reforms
were needed before further project support
could be justified (Ekoko, 1997). 

1988 SAC I: preparation of the Forest Law.

1994 ERC: promulgation of the Implementation Decree.

1998 SAC III: definition of detailed concession auction criteria and appointment of an independent
observer to report on the auction proceedings; preparation of a strategy for the allocation of
logging concessions; preference given to community forests over ventes de coupe in the non-per-
manent forest zone; and implementation of an effective tax recovery program.

B O X  3 . 2 F O R E S T  C O N D I T I O N A L I T I E S
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One of the main weaknesses of the 1981
Forest Law was the lack of a legal framework
for planning land use and integrating forest
protection and production activities
(O’Halloran and Ferrer, 1997). Under the
previous system, the Prime Minister had sole
discretion over the allocation of logging con-
cessions, while the Minister of Agriculture,
and later the Minister of Environment and
Forests,2 was responsible for granting small-
er (2,500 ha) cutting rights (ventes de coupe).
Larger concessions (licenses) were given for a
period of five years (but were renewable) on
the basis of requests submitted by logging
companies. The ventes de coupe and licenses,
which had no management requirements,
were allocated based on mutual agreement
between the companies and government
authorities. Companies had no incentive to
manage the forests efficiently because they
were unlikely to derive any benefit from good
management. The law did not allow the
transfer of concessions, and did not guaran-
tee long-term access so that companies could
benefit from previous practice during a sec-
ond felling cycle. Since export taxes were not
linked to the market price of wood, and area
taxes were very low, loggers were encouraged
to cut only the best trees and the government
received less revenue. Companies construct-
ed roads deep into the forest to exploit the
rarest and most valuable timber species,
opening up these areas to agricultural set-
tlers and bushmeat hunters. 

The lack of a clearly defined forest policy
hindered the drafting of the new law. The
Ministry of Agriculture commissioned a set
of studies of forest concessions and taxation.
These studies, which were proposed by the
World Bank and largely funded by Canadian
development assistance, were completed in
1992.3 In November 1993, the World Bank

and the Ministry of Environment and Forests
(MINEF) agreed on the draft text of the
Forest Law, which was submitted to the
National Assembly.

The draft law introduced four basic
reforms (O’Halloran and Ferrer, 1997). First,
concessions were to be allocated by auctions
on the grounds that they are less susceptible
to political pressure and more economically
efficient than the previous discretionary prac-
tices. Second, the law introduced changes in
pricing and taxation to allow for an increase
in fiscal revenue and the use of market-based
incentives to improve forest management
(Karsenty, 1999a). A key reform was a signif-
icantly higher area tax indexed to inflation.4

The World Bank argued that by increasing
the cost of the raw material, a higher area tax
encourages greater efficiency in its use, and
that a company with large margins to
improve efficiency is more likely to invest in
reducing waste than in acquiring larger con-
cessions. In 1997, the World Bank also suc-
ceeded in having market prices introduced as
the basis of export tax rates, which the gov-
ernment had rendered meaningless by
manipulating the reference prices through
obscure administrative decisions. These
prices underestimated the value of logs by
30–40 percent and of processed wood by 90
percent, and represented a significant loss in
government revenue.

Third, the draft law introduced forest man-
agement plans.5 Whereas auctions and high-
er area taxes were believed to constitute
sound forest policy (Grut et al., 1991), there
was little empirical evidence of their impact
on harvesting practices, which some feared
would intensify. Forest management plans
were intended to mitigate the potential nega-
tive effects of more intensive logging. They
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also responded to growing domestic and
international support for sustainable forest
management. Finally, the draft law included
provisions for local communities to acquire
the exclusive right to manage and exploit up
to 5,000 ha of their customary forest. Local
communities could earn revenue by logging
their forests themselves or contracting with a
logging company. They were also to receive
10 percent of the area tax, with 40 percent
going to the communes, the lowest level of
government administration, and 50 percent
to MINEF.

Lack of Borrower Ownership

The process by which the 1994 Forest Law
was drafted reflects the central role played by
the World Bank and the passivity of the
Government of Cameroon. Letters from the
World Bank to the government between 1990
and 1992 show that the World Bank was
instrumental in shaping the reform agenda
(Ekoko, 1997) and maintaining the momen-
tum of the policy dialogue. Because of poor
interministerial coordination and MINEF’s
internal weaknesses, the government not
only failed to lead the reform process, but
also to participate in it effectively. 

Authority over the negotiations was widely
dispersed. By 1992, nine different govern-
mental agencies had some input into, or
degree of oversight over, forest policy.6

MINEF’s authority relative to the other agen-
cies was undermined by the lack of political
clout of the then Minister, who belonged to
the smallest party in the governing coalition.
Moreover, the establishment of MINEF in
1992 was not followed, as is normal practice,
by the creation of a complementary desk in
the Presidency to coordinate the activities of
the Ministry with other government agencies.

Although officially responsible for coordinat-
ing the policy dialogue, the President’s advi-
sors never met with MINEF staff to discuss
the proposed law, nor did they consult with
the President’s party to assess the political
implications of the new law (Ekoko, 1997).

The lack of presidential leadership was
compounded by MINEF’s own weaknesses.
In 1986, the President staked his prestige on
his rejection of the tough austerity measures
requested by the IMF, insisting that
Cameroon would undertake economic
reforms of its own. Budget cuts and the first
of several hiring freezes were announced, but
were never implemented. The crisis wors-
ened with expenditure overruns in 1987 of
11.5 percent of GNP, and the government was
forced to agree to IMF conditions that includ-
ed severe reductions in administrative expen-
ditures. Staff salaries were cut by 40 percent
(and were often paid several months in
arrears), virtually all perquisites (such as
housing and vehicle allowance) were abol-
ished, and the operating budgets of most
ministries were slashed. In 1992, only five
percent of MINEF’s total budget was allocat-
ed to non-staff expenditures, and the last
time the Ministry received new vehicles was
in 1984. Maintenance, never adequately bud-
geted for, all but disappeared.

The process by which the 1994 Forest Law was

drafted reflects the central role played by the

World Bank and the passivity of the

Government of Cameroon.
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The IMF-led budget cuts were not compen-
sated by effective donor support. A review of
donor projects shows a strong orientation
toward protected areas management and
research (CIRAD, 1997). These tended to be
of high symbolic value, but of limited practi-
cal use in strengthening the Ministry’s ana-
lytical and coordination skills. Significantly,
there had been little donor support for plan-
tations, which require long-term investment
and high quality management. The effect was
to disperse the Ministry’s resources on
numerous small projects of limited potential.
As one Ministry staff person put it: “On
Monday we do biodiversity, on Tuesday 
forest taxation, on Wednesday protected
areas . . .”7

Declining salaries, poor working condi-
tions, and the offer of very large sums of
money provided a strong incentive for cor-
ruption. The average MINEF official earned
60,000 CFA francs per month and had no
means of transport or communication, but
could gain millions of CFA by not reporting
logging in areas for which a company had no
right. According to World Bank staff, when
the Ministry’s computerized tax assessment
system broke down in 1991, forcing the gov-
ernment to rely on logging company declara-
tions, tax revenues went up, implying that
the Ministry’s tax reporting was even less
reliable than the industry’s.8

The collapse in MINEF’s operational capac-
ity, and the fact that many senior ministry
officials benefited from the discretionary
practices that the World Bank sought to end,
undermined its interest in seriously engag-
ing in the forest policy dialogue. Some min-
istry officials have also expressed personal
hostility toward certain World Bank staff who
they claimed imposed unreasonable dead-

lines backed up with the threat of loan sus-
pension (Ekoko, 1997).

Modifications to the Law: the Role of the
National Assembly and France

Since the late 1960s, Cameroon’s National
Assembly had confined itself to rubber-
stamping the President’s legislation. But
with the return of multi-party politics and the
weak performance of the President’s party in
the 1992 parliamentary elections, the
Assembly started to play a more independent
role. Fear of jeopardizing World Bank sup-
port led the Presidency to get the forest law
passed by pressuring parliamentarians to
abide by party discipline, and by leaving as
little time as possible for debate (Ekoko, 1997).

Despite these tactics, the Assembly modi-
fied the text of the law and effectively
changed key provisions. The most important
change rejected the use of auctions to allo-
cate logging concessions in favor of a clause
that read: “a forest concession shall be grant-
ed upon recommendation by a competent
commission.” Parliamentarians who opposed
the government on this issue argued that
nationals would be unable to compete with
foreign logging companies in an auction, 
and that the forest would be sold out to 
foreigners. 

According to the World Bank, this fear was
unjustified as the draft law included a con-
cession size category of up to 50,000 ha that
was open only to Cameroonian nationals.
Thus, despite the patriotic rhetoric, partisan
political gains and financial self-interest
appear to have motivated the opposition
(Ekoko, 1997). Many parliamentarians were
involved in logging, either directly, or indi-
rectly as shareholders in logging companies
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or as owners of licenses leased to foreign
companies. They also benefited from the dis-
cretionary allocation of ventes de coupe, which
allowed them to participate in the lucrative
business with limited capital. These forests
were typically subcontracted to foreign com-
panies (a practice known derogatorily as 
fermage). Auctions implied an increase in the
cost of access to the forest, and thus a threat
to parliamentarians’ financial interests. They
would also have eliminated an important
source of patronage. 

Parliamentarians also sought to capitalize
on the law’s unpopularity to boost their for-
tunes in the municipal elections scheduled
for June 1994 (Ekoko, 1997). The new law
was very controversial and many opposed it,
because they felt it legalized the plundering
of Cameroon’s forests. Parliamentarians
from forest regions were particularly active
during the discussions and, despite repre-
senting rival political parties, were united in
their opposition. Prior to the debate, many
rural youth considered their representatives
as traitors for allowing their forest resources
to be exploited without any financial compen-
sation. Opposition to the law allowed parlia-
mentarians to regain support from this 
constituency.

In addition to challenging the auction pro-
vision, parliamentarians also proposed ban-
ning log exports as a way of promoting local
processing, limiting the maximum size of
concessions from 500,000 ha to 200,000 ha,
and reducing the maximum duration of con-
cessions to 15 years (renewable for another
15). These decisions contradicted the advice
of both the French government, which
argued that larger and longer concessions
were needed for sustainable forest manage-
ment (Carret, 1998), and the World Bank,

which argued that log export bans encour-
aged the rapid establishment of inefficient
processing industries by depressing the local
price of wood.

The proposed log export ban threatened
French logging interests and allegedly trig-
gered the intervention of the French govern-
ment (Pearce, 1994). In November 1993,
when the new forest law was being debated,
the French Minister for Cooperation and
Overseas Development, who happened to be
in Cameroon at the time, met the President
and Speaker of the National Assembly to dis-
cuss economic cooperation issues. There are
indications, however, that the visit was also
to lobby against a log export ban, which
would have hurt the largest French compa-
nies, which accounted for over half of
Cameroon’s log exports. This visit could be
interpreted as a reminder of the political and
financial support that France has provided to
the regime at crucial moments, and that
France expected to receive similar support
when its own interests were threatened.
Significantly, the French Minister refused to
meet with the main opposition leader, a
move the President greatly appreciated. 

This interpretation squares with the fact
that the only time the Presidency intervened
in the National Assembly was on the matter
of the log export ban (Ekoko, 1997).
Members of the President’s party and other
coalition members were ordered to vote
against the ban. The approved version of the
law states: “70 percent of logs shall be
processed domestically.” Immediately after
the law was passed, the Presidency agreed
that a ban would come into effect, but not
until January 1999, five years later. Even the
70 percent rule was watered down by the pro-
vision that companies exporting more than
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30 percent of their production as logs could
do so if they paid a progressive surtax on the
difference. This tax proved to be difficult to
administer because of problems calculating
logged and processed wood volumes.

According to the World Bank, its resident
mission launched a publicity campaign to
explain the economic benefits of the new law.
In 1993, the World Bank hired the advisor to
the Minister of Environment and Forests as
its agriculture and natural resource officer.
She brought an excellent knowledge of the
forest sector and an extensive network of
contacts inside and outside of government.
The World Bank’s resident representative
also regularly appeared on television and
radio to argue that the greater transparency
the new law would bring was in the interests
of the country. Nevertheless, the World Bank
was powerless against the Assembly’s opposi-
tion. Even the World Bank’s special briefings
proved counterproductive as parliamentari-
ans accused it of meddling in Cameroon’s
internal affairs. The World Bank admits that
its publicity campaign was ineffective, but
when a staff member was asked what more it
could have done, the reply was “Nothing
short of overthrowing the government.”9

Around the Parliamentary Roadblock:
The Implementation Decree

The National Assembly’s amendments to the
draft law were inconsistent with what the
World Bank considered to be a sound forest
policy. At the same time, the government
was negotiating an ERC following the CFA
franc devaluation. The World Bank told the
government that it would not accept the
revised law. In response, the government
sent a letter to the World Bank indicating
that it would submit revisions to the law to

the parliamentary session of November 1994.
But during a visit to Cameroon, World Bank
staff realized that the President would not
dare challenge the Assembly on the new law. 

Two reasons explained the President’s
reluctance. First, the President’s party was
part of a fragile coalition that was struggling
in the face of growing political opposition.
This opposition had culminated in the villes
mortes campaign that closed down many
cities between 1990 and 1992 and threatened
the very survival of the regime. Then, in
1992, Biya’s victory in the presidential elec-
tions was seriously questioned, both domesti-
cally and abroad. The Presidency did not
want to further provoke the opposition by
reintroducing such controversial legislation.
Second, the Presidency may have been
pleased with the changes, because they
allowed the continuation of the discretionary
practices that served the interests of some
powerful individuals, government officials,
and many parliamentarians.

The World Bank realized that any effort to
persuade the government to challenge the
Assembly and reverse the most serious
changes in the law would be futile. It there-
fore asked MINEF to draft an Implementation
Decree that would interpret the law in line

The World Bank admits that its publicity 

campaign was ineffective, but when a staff

member was asked what more it could have
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with the draft that the World Bank had origi-
nally agreed to. The Ministry submitted a
draft version of the decree to the World Bank
in July 1994. The World Bank rejected this
version and several staff spent over a year
revising the decree line by line. A final ver-
sion, acceptable to the World Bank, was
issued in August 1995. Changes in pricing
and taxation were to be addressed in subse-
quent finance laws.

IMPLEMENTATION
EXPERIENCE

Implementation of the 1994 Forest Law has
been problematic. On the face of it, the forest
and finance laws have succeeded in boosting
tax revenues. After accounting for the effect
of the 1994 devaluation, revenues went from
10 billion CFA francs in 1990, to 14 billion
in 1994, to 24 billion in 1997 (Carret, 1998).
Over the same period, wood production rose
from about two to three million m3. The gov-
ernment therefore increased its share of the
value of the wood from 6,000 CFA/m3 to
10,000 CFA/m3. This increase was partly
from higher area taxes and the use of market
prices to determine export tax rates. But it
mainly resulted from the Ministry of
Economy and Finance (MINEFI) deciding to
invite the Swiss company SGS in 1995 to
control log exports, which accounted for 80
percent of forest taxes. This was done
because of MINEF’s poor tax recovery record.
Implementation of other aspects of the new
law has proved equally difficult, notably in
the case of the concession auctions.

Concession Auctions

Allocating concessions by public auction was
critical to maintaining the government’s

commitment to the reforms (O’Halloran and
Ferrer, 1997). The World Bank was therefore
concerned in May 1996 when the govern-
ment granted concessions without auction to
two French logging companies. The World
Bank sent a letter to the President recom-
mending that the two concessions be
revoked. The World Bank never received a
reply and the concessions were not canceled.
In fact, a third concession was handed out
covertly, this time in an area zoned for con-
servation. When the World Bank protested,
the concession was canceled—a decision
prompted by an upcoming donor meeting to
discuss projects identified in the National
Environmental Action Plan (Ekoko, 1997). 

In May 1996, 112 ventes de coupe were put
up for auction for which the applicants pre-
sented bids with an annual area tax of
1,000–3,000 CFA/ha. This demonstrated
that a concession auction could work in
Cameroon and that logging companies were
willing to pay an area tax much higher than
the 300 CFA in effect at the time of the law.
The willingness of companies to bid so much
for the ventes de coupe was one of the main
reasons why the World Bank recommended
raising the minimum area tax for the large
concessions from 300 to 2,000 CFA/ha.
However, the government did not amend the
1996–97 Finance Law and drew up conces-
sion application documents using an area tax
of 300 CFA/ha. After subsequent negotia-
tions with the World Bank, the government
increased the tax to 2,000 CFA/ha through
administrative procedures. But the industry
argued that such a method was illegal and
boycotted the auction, which was held in
February 1997. The government received
only five bids for the 42 concessions and the
auction was aborted. 
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In August 1997, the government rebid 26
concessions with a minimum area tax of
1,500 CFA/ha, for which 190 companies sub-
mitted bids. The results showed that appli-
cants were prepared to pay three or four
times more than the minimum area tax. But
16 of the 26 concessions were not awarded to
the highest bidder. In most cases, the inter-
ministerial committee (made up of represen-
tatives of five ministries, the national indus-
try syndicate, and the National Assembly)
recommended that concessions be allocated
to the company ranked first according to the
technical criteria, even if the financial bid
was much lower. Then, after the recommen-
dations were submitted to the Prime
Minister for approval, six concessions were
awarded to individuals who did not even
appear on the list reviewed by the commis-
sion, but are known to have been key sup-
porters of the regime. Strictly speaking, the
law was respected because it reserves for the
Prime Minister the right to overrule the com-
mittee’s recommendations in cases where the
national interest is threatened, but the gov-
ernment’s decision emphatically broke the
spirit of the law.

Illegal Logging

The failure of the August 1997 auction had
serious environmental implications. Many
individuals awarded concessions did not have
the technical or financial means to start log-
ging, let alone prepare management plans.
The result was a severe shortage of wood and
a boom in illegal logging. 

Pressure on the forest had been building
since 1993, when the World Bank asked the
government to stop any further attribution of
licenses until the new law was implemented.
According to the French regional policy advi-

sor at the time, this was a mistake, given the
inevitable delays in implementation, because
it penalized companies that needed wood for
their sawmills, and encouraged them to
engage in “anarchic and illegal logging prac-
tices that once in place are difficult to stop.”10

Working in collusion with provincial gover-
nors, companies exploited loopholes that
allowed them to circumvent the law. Three
permits, certificat de main levée, permis de
récupération, and permis d’exploitation, were
widely used to this end.11 A World Bank mis-
sion to the East Province in August 1999
concluded that these permits have resulted in
the cutting of an almost limitless amount of
wood (World Bank, 1999).

Paradoxically, the increase in illegal log-
ging is related to two measures included in
the 1994 Forest Law: higher area taxes and
the legal recognition of community forests.
Higher area taxes have had two effects. First,
they have made large concessions more
expensive to log than ventes de coupe. The
minimum area tax payable on ventes de coupe
is more than on concessions, but the former
require no management plans and can be cut
in a year, whereas the latter require manage-
ment plans and the area tax is payable on the
whole concession for 30 years. As a result,
the area tax burden on wood cut from con-
cessions is three times that on wood cut from
ventes de coupe on a per volume basis. Not
surprisingly, loggers prefer cutting in ventes
de coupe.

Second, higher area taxes and inadequate
government control mean that illegal logging
is both easy and profitable.12 This “push”
factor is now matched by a strong “pull” 
factor. In 1996, MINEF granted villagers the
right to receive 1,000 CFA per cubic meter of
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wood cut. Villagers have often resorted to
violence to defend their customary forests
against loggers, but now they encourage log-
gers to cut illegally in exchange for 1,000
CFA per cubic meter. Loggers are happy to
pay this tax, because villagers protect them
from government interference.13 According
to one observer, for every vente de coupe that
is logged legally, four are logged illegally.14

The 1,000 CFA tax has also aggravated
social divisions. Villagers resent the fact that
communes often keep the 10 percent of the
area tax that villagers are entitled to. This tax
should be used to pay for schools, wells, and
other public infrastructure requested by the
village management committees. Instead, a
false invoice is often prepared, no investment
is made, and the communes spend the
money on beer or political campaigns. The
1,000 CFA tax, on the other hand, goes
straight to the villagers, and represents the
first direct financial benefit that they have
received from logging. This has led to the
formation of an alliance between the villagers
and loggers against the communes, which
threatens to undermine the government’s
decentralization program.

Community Forests

Some observers believe that MINEF autho-
rized the 1,000 CFA tax to weaken the vil-
lagers’ interest in acquiring community
forests. At the World Bank’s insistence, the
1994 Forest Law included provisions granti-
ng villages the right to establish community
forests. These provisions, unique in Central
Africa, represented an important equity
objective; but as they appear in the law, they
are unclear, contradictory, and open to abuse.
Community forests are located in the same
zone as the ventes de coupe, and some govern-

ment officials have submitted fraudulent
requests to secure community forests with-
out the informed consent of the local popula-
tion. Large sums are at stake. In one case,
local MINEF officials working in collabora-
tion with a Lebanese logging company tried
to acquire five community forests for a 
payment of one million CFA and the con-
struction of a community shelter, a total offer
of about US$2,500.15 The timber cut from
this area would have been worth over US$10
million. 

The World Bank has been criticized for not
taking into account Cameroon’s land reform
project in the mid-1970s, which was hijacked
by well-positioned government officials who
sought title to land over which they had no
right.16 The World Bank’s strategy was to
delegate responsibility to the British-funded
Community Forest Development Project
(CFDP), which would establish the legal
framework and administrative capacity with-
in MINEF to implement the provisions. The
project, which started in 1995, received a
hostile reception from some officials because
it threatened their ability to subvert the allo-
cation process for personal gain. In
November 1998, after a six-month delay, the
Minister finally approved a manual outlining
the procedures and standards governing the

At the World Bank’s insistence, the 1994
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allocation and management of community
forests (MINEF, 1998). 

While implementation has been problem-
atic, the community forest provisions have
made local communities more aware of their
rights with respect to the government and
logging companies. This has resulted in vil-
lagers demarcating their customary forests in
order to benefit financially from logging and
to protect their land against the claims of
adjacent communities. Increased awareness
of the law has also led to the almost instanta-
neous diffusion of information about the tax
benefits to which communities are entitled
(Karsenty, 1999b). 

World Bank Reaction

The World Bank reacted strongly to the out-
come of the August 1997 auction, sending a
letter to the Prime Minister and following up
with a mission in January 1998. However, at
an initial meeting, the World Bank told the
Minister of Economy and Finance that it
understood if, for political reasons, the gov-
ernment was obliged to break the law. This
attitude was passed on to the Prime Minister
who, when asked at a subsequent meeting by
World Bank officials what he planned to do
about the auction irregularities, refused to
respond, knowing that the issue was not a
deal-breaker.

According to the team leader at the time,
the World Bank “was at the peak of its
power.”17 Although no SAC was in place,
even the threat of suspending the SAC III
negotiations would have forced the govern-
ment to review the auction results. The gov-
ernment had its back to the wall because
financial assistance was also denied from
bilateral donors, including France, whose

support was conditional on Cameroon reach-
ing agreement with the World Bank. A num-
ber of options were open to the World Bank,
short of implicitly condoning the govern-
ment’s behavior. It could have accepted the
results of the auction, but requested that the
concessionaires pay an area tax equal to the
highest bidder, and then followed up to
ensure that the area taxes were paid. Or it
could have warned the government that any
irregularities in the next auction would lead
to canceling the SAC.18

Yet, the World Bank chose not to pursue
such face-saving options. Some World Bank
staff interviewed for this report suggest that
the decision not to hold the government
accountable was motivated by the World
Bank’s sensitivity toward France’s strategic
concerns.19 According to this argument, for-
est policy reform was so politically sensitive
that if the World Bank forced the govern-
ment to keep its promises, it would default
on its debt, possibly leading to economic col-
lapse and civil unrest. Approval of SAC III
would have permitted the conversion of high
interest, no-grace-period IBRD loans to low
interest, 40-year grace period IDA loans, and
helped Cameroon to repay its debt to the
World Bank. 

World Bank staff closely involved in the
SAC negotiations strongly deny this interpre-
tation.20 In fact, the SAC included strict
financial conditionalities, which the govern-
ment was able to meet because of an unex-
pected increase in the price of oil. According
to these sources, the World Bank’s decision
not to force the government to back down on
forest issues was based on what it believed to
be in the best interests of the country. By
early 1998, the World Bank had only just
established a substantive dialogue with the
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government over privatization, and restruc-
turing of the banking, energy, and transport
sectors. Breaking off relations over the con-
cession auction would have sacrificed this
broader policy dialogue, setting back
progress in sectors that many staff consid-
ered to be critical to Cameroon’s develop-
ment. Given the problems implementing for-
est policy reform and the delicate nature of
its relations with the government, some
World Bank staff argued against including
any forest conditionalities in SAC III.21

Regaining the Initiative

In early 1998, the World Bank official
responsible for leading the negotiations since
1993 left the team, and more than six
months passed before a new team leader was
appointed. The new team leader visited
Cameroon in October 1998, two months after
SAC III was approved. After lengthy internal
discussions, the World Bank decided to
include forest conditionalities in the SAC.
Thus armed, the mission insisted that the
government take two steps: first, clarify the
rules governing the bidding process to avoid
any possible future misunderstanding, and
second, appoint an independent observer
who would report publicly on the bidding
process. The government agreed to the first,
but the Prime Minister, who wanted to 
preserve his room for maneuver, was
opposed to the second. 

However, in the face of World Bank threats
to cancel the SAC, the Prime Minister issued
two decisions (arrêtés) that met these condi-
tionalities. The new auction rules included
three changes intended to increase trans-
parency and reduce the scope for fraud. First,
bids would be assessed based on a list of yes
and no questions. Second, criteria other than

the actual bid price would represent less than
20 percent of the total score. Finally, bidders
were required to deposit a down-payment of
two percent of the area tax for the whole con-
cession, which could amount to hundreds of
thousands of dollars. 

The World Bank continued to maintain
pressure on the government. In March 1999,
it demanded that many senior MINEF offi-
cials be replaced because of poor perform-
ance related to the management of the World
Bank-supported Campo-Ma’an protected area
in southwest Cameroon. This time the World
Bank’s request was backed up with threats to
suspend negotiations over the Chad-
Cameroon pipeline, which would terminate
at the nearby port of Kribi. With a new man-
agement team in place, MINEF published a
report showing the extent of illegal logging
and providing performance goals against
which it could be held accountable (MINEF,
1999). The Ministry also declared that it
would cancel the six concessions awarded to
supporters of the regime because of their
failure to pay the area tax or prepare a forest
management plan. 

By the end of 1999, the World Bank had
regained the initiative that it appeared to
have lost after it backed down over the
August 1997 auction. Sources outside the
World Bank consider the appointment of an
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independent observer to be an important
precedent. The observer’s report on the vente
de coupe auction in September 1999 showed
that in many cases the interministerial com-
mittee responsible for reviewing the bids
ignored the new auction rules (Behle &
Associés, 1999), demonstrating once again
the government’s resilience in the face of
externally imposed reforms. Nevertheless,
the independent observer was allowed to
carry out his functions without interference,
and his report was made public, suggesting
that there is scope for similar process
reforms that increase transparency and
accountability in the forest sector. 

THE ROLES OF OTHER
STAKEHOLDERS

The main protagonists involved in forest pol-
icy reform were MINEF, the Presidency, the
National Assembly, and the World Bank. The
private sector and the French government
played secondary roles, and NGOs had mini-
mal input into the discussions. 

Private Sector

The logging industry in Cameroon is large
and diverse. By 1999, there were over 600
registered logging companies, up from 200
in 1992, of which only 60 had ongoing log-
ging or wood processing operations (Carret,
1998). With the exception of the Lebanese
company Hazim, the largest of these are in
European hands, with French companies
comprising a majority with significant
involvement of Italian, Belgian, and Dutch
interests (Burnham and Sharpe, 1997).
Beneath this first rank of foreign companies,
many of which have large sawmills, lies a
second rank of companies, which have small
sawmills to process a minor portion of their

logs. These two tiers constitute the industry’s
formal sector. Below them is a third tier of
yet smaller companies run by Lebanese,
Greek, or Cameroonian nationals. These
companies, which constitute the informal
sector, typically have very limited capitaliza-
tion, do not have their own sawmills, and
depend on fermage. 

The largest companies were not active dur-
ing the drafting stage of the 1994 Forest
Law, despite their formidable lobbying
power—a position that reflected their
ambivalent attitude toward reform. On the
one hand, they favored a simpler and more
transparent tax system. On the other,
reforms implied higher costs and more liabil-
ities. Once the law was passed, however,
industry representatives met regularly with
World Bank staff. 

Companies stood to gain from the new
law. First, the World Bank promised that,
while the minimum area tax would be
increased, it would be largely offset by lower
taxes on log exports. Cameroon already had
the highest tax rates in Central Africa, and
the World Bank did not want to increase the
overall tax burden, beyond the additional area
tax offered by the companies when the con-
cessions were auctioned (Carret, 1998).
Second, the reforms would grant them larger
and longer concessions. Third, they support-
ed the World Bank’s opposition to a log
export ban. Finally, they backed its recom-
mendation that the Office National de
Développement des Forêts (ONADEF), which
held a de facto monopoly on the provision of
forest inventory, mapping, and other techni-
cal services, be liquidated.

However, the industry disagreed with the
World Bank on two basic points (Carret,
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1998). First, the industry was opposed to a
significantly higher area tax because, while it
represented less than 20 percent of the tax
burden, it was a fixed tax and payable up-
front and on the whole concession, not just
the area logged annually. Second, the World
Bank wanted to reduce the protection for
domestic sawmills, which it believed encour-
aged inefficient processing, by raising taxes
on processed wood exports, which had previ-
ously been untaxed. The industry, on the
other hand, argued that inefficient process-
ing was due to the lack of skilled labor and
the poor quality of the logs, and called for
continued protection for Cameroon’s devel-
oping industry. 

In June 1997, in order to meet the IMF’s
tax revenue targets, the government intro-
duced two major changes in the Finance
Law: export taxes on processed wood were
almost doubled, and the reference values
used for tax purposes were set at the highest
market prices (Carret, 1998). The World
Bank opposed these tax increases. In 1995,
the Minister for Economy and Finance had
reached an informal understanding with the
industry that 27-30 billion CFA was a reason-
able level of direct taxation. Exports had
increased by 20 percent, which would have
justified a slightly higher tax burden, but not
a doubling. The World Bank was concerned
that such increases would reduce the prof-
itability of the logging industry and its inter-
national competitiveness. More importantly,
it feared that the proposed tax increases
would overtax the “good” companies that do
pay taxes and reward the “bad” ones, who
would find ways not to pay. It argued that
more emphasis should be put on improving
tax recovery, rather than raising taxes.
During the June 1997 mission, the World
Bank discovered that the government should

have collected 19 billion CFA in log export
taxes between July 1996 and May 1997, 
compared to the 14 billion CFA that was
actually collected. One billion CFA of this
shortfall was explained by delays in tax pay-
ment, but five billion CFA was never col-
lected (Ferrer, 1997). 

As the World Bank predicted, the industry
hotly contested the proposed tax changes and
went on strike in September 1997. The gov-
ernment quickly backed down and canceled
the changes. The World Bank criticized this
decision, favoring a compromise solution
whereby the export taxes on processed wood
would be raised to a more realistic level and
the market prices discounted by 15–25 per-
cent. The industry’s angry reaction reflected
its growing mistrust of MINEF. The Ministry
enacted 15 changes in taxation between 1995
and 1998, many of which the industry con-
sidered to be arbitrary and unfair.22 As one
industry official put it: “If we obeyed the law,
we’d go bankrupt.”23

The larger companies resented that the for-
mal sector was being asked to shoulder a
growing share of the tax burden, since many
small companies were able to avoid paying
any taxes (Burnham and Sharpe, 1997).In
principle, once felled, all logs are individually
recorded and taxed at various stages in their
movement from the forest to the sawmill or
port, but given the lack of control exercised
by MINEF staff in the forest, these compa-
nies paid little or no tax. When their tax
arrears reached major proportions, they
should have been legally sanctioned by being
stripped of their forest concessions and
barred from logging until their back taxes
were cleared. However, less scrupulous oper-
ators often declared bankruptcy, then recon-
stituted themselves under a new corporate



WRI: THE RIGHT CONDITIONS

75

name, and cleared their tax arrears by paying
a small portion of the sum outstanding as a
bribe to officials to secure their compliance.
The industry was angry at MINEF’s apparent
complicity in these practices, and its reluc-
tance to enforce any part of the law other
than new taxes imposed on the formal sector.
Symptomatic of what the industry considered
to be the Ministry’s lack of seriousness is
that it exerted no pressure on companies to
prepare forest management plans and failed
to respond to those companies that submit-
ted them. 

Given the failure of many established com-
panies to win concessions, a shortage of
wood to feed the sawmills, constant changes
in taxation, the government’s reluctance to
crack down on tax fraud, and a growing set of
costly obligations to local communities, the
industry felt under attack from all sides. In
response, 15 large European companies oper-
ating in Central Africa established the
Interafrican Forest Industries Association
(IFIA) to give the industry a single voice in
forest policy negotiations in Cameroon and
elsewhere in Africa.24

IFIA was highly critical of the World Bank,
which it accused of hiring experts without
the necessary experience; constant shifts in
policy; presenting faits accomplis with no
opportunity for discussion; and failing to
respond adequately to its written proposals.25

Contrary to these assertions, the World Bank
claims that industry representatives were reg-
ularly invited to discuss the content of the
new law.26 Although civil, the discussions
apparently went nowhere because of the
industry’s refusal to agree to concession auc-
tions and higher area taxes—key ingredients
of the reform package. Interviews with com-
pany officials suggest that they were not

opposed to the reforms proposed by the
World Bank per se, but the fact that the
reforms failed to take into account the high
level of policy instability in Cameroon. This
instability substantially increased the cost of
doing business and put a premium on secu-
rity, which translated into a desire on the
part of industry for very large concessions,
minimal area taxes, and no auctions.27 The
World Bank’s reform agenda threatened
these objectives. The real target of the indus-
try’s anger was not the World Bank, but the
Government of Cameroon. For obvious rea-
sons, industry preferred not to blame the
government publicly for its problems.

France

France played an ambivalent role during the
reform process—an attitude that reflected its
rapprochement with the IMF over the need
for macroeconomic adjustment in Cameroon,
and its desire to protect its economic and
geopolitical interests. Cameroon is the sec-
ond largest economy and France’s second
largest trading partner in francophone
Africa. France had viewed Cameroon as a
bulwark against the tide of anglophone influ-
ence from Nigeria, its giant neighbor. On
several occasions, France had bailed out the
Government of Cameroon when confronted
with the need to make painful reforms that
might have led to political instability. For

France played an ambivalent role during the

reform process—an attitude that reflected its

rapprochement with the IMF and its desire to

protect its economic interests.
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example, while negotiating with the IMF in
1988, the government convinced France to
extend 400 million French francs to rehabili-
tate several government-owned corporations
that had been slated for elimination. 

In October 1993, however, the French gov-
ernment pronounced the “Abidjan doctrine,”
whereby it refused further budgetary support
to countries without an IMF agreement in
place. This marked a watershed in relations
between France and the IMF, and in January
1994 the CFA was devalued by 50 percent
against the French franc, an act long advocat-
ed by the IMF. France, therefore, did not
overtly oppose the World Bank during the
forest policy negotiations, since the govern-
ment’s failure to reach agreement on key
reforms could have led to canceling of vital
macroeconomic support. Neither did it pro-
vide the high-level political support that
would have strengthened the government’s
commitment to policy implementation.

France was opposed to specific policy mea-
sures, notably a log export ban and conces-
sion auctions, which threatened the interests
of politically influential French logging com-
panies.28 The World Bank proposed that the
first round of auctions be limited to compa-
nies with existing sawmills, which effectively
gave large French companies the right of
first refusal on concessions located near their
sawmills. France was also against higher area
taxes, but in this case its opposition was tem-
pered by the fact that French companies were
divided on the issue. The second tier of
French companies supported the tax reforms,
because they could neither negotiate tax
breaks nor easily evade taxes. Large compa-
nies, on the other hand, had benefited from
high levels of government discretion; even
after 1994, some were able to negotiate spe-

cial deals. In 1995, according to well-placed
sources, Thanry, the largest French logging
company in Cameroon, was exempted from
paying export taxes for three years on ayous,
one of the most important commercial tree
species, in exchange for building a sawmill.
Since that species represented half of
Thanry’s production and the company ac-
counted for one third of Cameroon’s wood
exports, the financial loss to the government
was in the millions of dollars.29

France’s support to the reform process was
confined to providing technical input to drafts
of the Forest Law and the Implementation
Decree. This included recommendations
based on the results of the Aménagement
Pilote Intégré (API) project in Dimako in the
East Province about minimum concession
size, sustainable yield calculations, forest
inventory methods, and improved logging
practices (CIRAD, 1998). France also offered
financing to qualified logging companies
(not just French ones) to prepare forest man-
agement plans.

French sources suggest that the World
Bank tried to go it alone without adequate
consultation. World Bank staff deny this
accusation and claim that the French govern-
ment was consulted every step of the way,
and that every mission included a briefing
for donors, including France. They say that
the allegation that France was marginalized
misrepresents the World Bank’s open
approach during the reform process.30

NGOs

International conservation NGOs strongly
supported the community forest provisions
in the 1994 Forest Law, and carried out cam-
paigns to inform local communities of their
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new rights, much to the annoyance of the
logging companies. The World Wide Fund
for Nature’s office in Cameroon played a key
role in raising the profile of forest issues,
both domestically and internationally. This
heightened sensitivity contributed to
President Biya’s decision to host a summit
meeting in March 1999, which brought
together the leaders of Gabon, Central
African Republic, Congo-Brazzaville, and
Equatorial Guinea, as well as high-level par-
ticipants from around the world, to jointly
announce plans for a new cross-border pro-
tected area. According to the World Bank,
this summit may represent a watershed in
terms of securing high-level political commit-
ment for the reform process.31

Domestic NGOs were only legalized in
1990 and were weak at the start of the
reform process. But they have since devel-
oped rapidly, as shown by their advocacy
related to two recent World Bank projects:
the 1995 transport sector loan and the 
proposed Chad-Cameroon pipeline. In both
cases, domestic NGOs drew international
attention to the potential negative environ-
mental impacts of these projects, and 
the need to prepare publicly available 
environmental impact assessment and 
mitigation plans. 

The controversy surrounding the passage
and implementation of the 1994 Forest Law
raised awareness among domestic NGOs of
the inherently political nature of forest policy
reform. Some expressed strong support for
tying reforms to structural adjustment lend-
ing. Others argued that lasting improve-
ments in forest management require that the
concession allocation and tax systems be
insulated from political pressure, and have
called for an overhaul of the legal system to

allow private citizens to sue the government
and logging companies in the name of public
interest. They recognized that tackling forest
policy effectively might require linking
adjustment lending to institutional reforms
outside the forest sector.32

THE BOTTOM LINE

The World Bank devoted a huge amount of
effort to reforming Cameroon’s forest poli-
cies, but the results have proved disappoint-
ing. Indeed, the flawed first round of conces-
sion auctions, the subversion of the commu-
nity forest allocation process, and pervasive
illegal logging, have led some observers to
suggest that the situation is worse than
before. But others argue that while the
reforms have been poorly implemented, they
have not been derailed and that the World
Bank’s intervention has been, on balance, a
good thing. 

The long and convoluted history of the
reform process yields a number of insights.
First, forest conditionalities were essential
for ensuring the passage of key laws and
decrees, but proved ineffective at enforcing
the institutional changes needed to imple-
ment them. MINEF failed to participate
effectively in the reform process because of
its internal weaknesses, conflict of interest,
and the lack of high-level political support.

Forest conditionalities were essential for ensur-

ing the passage of key laws and decrees, but

proved ineffective at enforcing the institutional

changes needed to implement them.
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During the negotiations, the World Bank put
demands on the Ministry for policy papers
and studies that it had neither the ability nor
authority to carry out. The result was a grow-
ing gap between what the World Bank
demanded and what the Ministry was able
(or willing) to deliver. The World Bank
intended to follow up the policy reforms with
a forest project to strengthen the Ministry’s
analytical capacity. It may have been more
effective to combine the policy dialogue with
targeted World Bank support to increase the
staff’s sense of ownership of, and commit-
ment to, the reforms.

Second, the World Bank was unable to
overcome strong vested interests within the
private sector and French government. Many
logging companies had benefited from the
previous discretionary practices and were
opposed to change. Their opposition explains
why the views of many industry officials dif-
fer markedly from those of the World Bank
regarding its willingness to seriously engage
them. Although the World Bank often con-
sulted the industry, irrevocable differences of
opinion over what constituted sound forest
policy may have blocked any meaningful dia-
logue. While France contributed technical
input to the reform process, it withheld polit-
ical support for fear of destabilizing the
regime and upsetting the major French log-
ging companies. 

Finally, the World Bank was caught in a
dilemma following the failure of the August
1997 auction. On the one hand, the World
Bank’s credibility required that it hold the

government accountable for the auction
irregularities; on the other, it did not want to
jeopardize its dialogue over key economic
reforms. By wavering at a critical point in the
negotiations, it avoided provoking a possible
political crisis. But, according to World Bank
technical staff, it missed a golden opportuni-
ty to reinvigorate the forest policy reforms.
This decision may have inflicted broader

damage. According to outside observers,
there are younger foresters in Cameroon who
seem concerned about greater efficiency and
transparency, but if they are not supported
and encouraged by outside pressure, they
could well be subverted by the corrupting
influence of their seniors (Burnham and
Sharpe, 1997). Every time the government is
allowed to get away with breaking the law,
the prospects for real change diminish, and
the hopes of this group of professionals fall.
This example suggests that the long-term
commitment by the World Bank that is
required to promote accountability and the
rule of law in the forest sector is vulnerable
to the needs of short-term political expediency.

By wavering at a critical point in the negotia-

tions, the World Bank avoided provoking a 
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1. This chapter draws on “Environmental
Adjustment in Cameroon: Challenges and
Opportunities for Policy Reform in the Forest
Sector” by François Ekoko (1999), which is
available at http://www.wri.org/iffeforest.html,
as well as interviews conducted by the authors
in Cameroon and Washington, D.C. on a not-
for-attribution basis. This paper was prepared
with financial support from WRI and incorpo-
rates material from Ekoko (1997), which was
prepared with financial support from the Center
for International Forestry Research (CIFOR).

2. The Ministry of Environment and Forests was
created in 1992 by separating the forest portfo-
lio from the Ministry of Agriculture.

3. Canada also supported the preparation of a pro-
visional 1:500,000-scale land use map and a
reconnaissance-level forest inventory that divid-
ed the southern part of Cameroon into perma-
nent forest and non-permanent forest. Future
concessions, each consisting of one or more for-
est management units (unités forestières d’amé-
nagement), were to be located in the permanent
forest zone, and ventes de coupe in the non-per-
manent forest zone.

4. The previous level, unchanged since indepen-
dence, was 98 CFA/ha per year.

5. Concessions were to be awarded for a 3-year
interim period, during which the company
would have to complete an approved forest man-
agement plan. During this period, the company
could log no more than 2,500 ha per year to
help pay for the plan.

6. In addition to MINEF, these included ONADEF,
the National Assembly, the Presidency, and the
Ministries of Industrial Development and Trade,
Tourism, Urbanization, and Housing.

7. Not-for-attribution interview with French
Cooperation staff, Yaoundé, October 1998.

8. Not-for-attribution interview with World Bank
staff, Washington, D.C., April 1999.

9. Not-for-attribution interview with World Bank
staff, Washington, D.C., November 1999.

10. Not-for-attribution interview with regional poli-
cy advisor, Yaoundé, September 1999.

11. In the first case, the governor claims that a 
certain volume of wood has been felled illegally
and issues a permit to a company for its
removal. In the second case, a company claims
that it needs to clear forest to build a road or
establish a plantation. In theory, this requires a
forest inventory to calculate the stumpage tax.
In practice, a false inventory is carried out, 
a lump sum fee paid to the governor, and the
company cuts all the wood it wants. A permis
d’exploitation entitles cutting up to 500 m3

in already logged forest, but loggers often cut
50,000 m3 (World Bank, 1999).

12. In the East Province, source of over half of
Cameroon’s log production, 109 MINEF staff,
equipped with four telephones, two pickups,
and two motorbikes were responsible for man-
aging an area the size of Rwanda. By 1992,
there was not a single working vehicle. Ministry
staff were forced to rely on logging companies

N O T E S  
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for transport, a situation that did not encourage
independent reporting of logging activities.

13. The inability of MINEF staff to sanction illegal
practices is reflected by the sharp drop in the
number of violations issued against loggers in
the Center Province since 1989, and a similar
drop in the proportion of violations that were
processed. The situation in remoter areas is
even worse: between 1989 and 1997, 800 viola-
tions were issued in the Center Province, but
only 35 in the East Province (Global Forest
Watch-Cameroon, 2000).

14. Not-for-attribution interview with social forester,
Yaoundé, December 1999.

15. Not-for-attribution interview with SGS staff,
Douala, October 1998.

16. Not-for-attribution interview with World Wide
Fund for Nature staff, Yaoundé, October 1999.

17. Not-for-attribution interview with World Bank
staff, Washington, D.C., November 1999.

18. Not-for-attribution interview with World Bank
staff, Washington, D.C., December 1999.

19. Not-for-attribution interview with World Bank
staff, Washington, D.C., November 1999.

20. Not-for-attribution interview with World Bank
staff, Yaoundé, December 1999.

21. Not-for-attribution interview with World Bank
staff, Yaoundé, April 1999.

22. CERNA, a Paris-based industrial research center
hired by IFIA, the logging industry association,
to carry out a review of forest taxation in

Cameroon, argued that the lack of a reliable sta-
tistical database on timber production greatly
increased the scope for misunderstanding
(Carret, 1998).

23. Not-for-attribution interview with logging com-
pany staff, Yaounde, November 1997.

24. Since its creation in 1996, IFIA has committed
itself to developing guidelines for “practical”
forest management plans, drafted a professional
code of conduct, and offered technical assis-
tance to a pan-African forest certification system
(IFIA, 1999). It has also sought to establish
working relationships with a number of conser-
vation NGOs.

25. Written comments from IFIA on draft report,
Paris, September 1999.

26. Not-for-attribution interview with World Bank
staff, Washington, D.C., November 1999.

27. Not-for-attribution interview with IFIA repre-
sentative, Washington, D.C., November 1999.

28. Not-for-attribution interview with World Bank
staff, Washington, D.C., October 1999.

29. Not-for-attribution interview with SGS staff,
Douala, October 1998.

30. Not-for-attribution interview with World Bank
staff, Washington, D.C., November 1999.

31. Not-for-attribution interview with World Bank
staff, Yaoundé, November 1999.

32. Not-for-attribution interview with domestic
NGO staff, Yaoundé, December 1999.
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I n 1997, two conflagrations swept
through Indonesia. Forest fires burned
out of control across the archipelago,

destroying millions of hectares of forest,
causing billions of dollars worth of economic
losses, and blanketing the region in a chok-
ing haze (Barber and Schweithelm, 2000).
Even as the literal fires burned, the
Indonesian currency figuratively went up in
flames—losing 80 percent of its value over
four months in late 1997—consuming the
savings, purchasing power, and employment
prospects of millions of Indonesians. While
each of these crises has been attributed to
proximate causes—drought and land clearing
in the case of the forest fires, financial conta-
gion in the case of the rupiah’s collapse—
both had deep and intertwined structural
roots in Indonesia’s political economy as
well. This chapter will examine how the
World Bank, in collaboration with the IMF,
attempted to address some of the structural

issues in the forest sector through adjust-
ment lending mobilized in the wake of the
financial crisis.1

BACKGROUND

The World Bank and Indonesian
Development

The Government of Indonesia under the
Suharto regime enjoyed a special relationship
with the World Bank. To address the chal-
lenges and opportunities of Indonesian
development, in the late 1960s World Bank
President Robert McNamara established a
resident staff in Indonesia that reported
directly to his office. For the next three
decades, “World Bank involvement in the
country’s development efforts was pervasive,
and the achievements were many” (World
Bank, 1999a, p. ii). These achievements
included almost 30 years of uninterrupted
growth, which by the early 1990s had vaulted
Indonesia into the ranks of the emerging
market economies. Thanks in part to World
Bank-supported investment in agriculture,
infrastructure, health, and education, declin-
ing poverty and improving social indicators
accompanied the rapid growth. According to
a recent history of the World Bank,
“Indonesia was the presidentially designated
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jewel in the Bank’s operational crown”
(Kapur, Lewis, and Webb, 1997, p. 493).

A group of U.S.-trained technocrats in gov-
ernment service, the so-called Berkeley
Mafia, steered the Indonesian economy
through periodic macroeconomic adjust-
ments in the 1970s and 1980s, and managed
a gradual liberalization of trade and invest-
ment rules in the 1990s. The World Bank
supported those adjustments through policy-
based lending, but these loans were usually
made in return for government actions
already taken, rather than conditioned on
future actions. Thus, Indonesia was never
subjected to a harsh structural adjustment
program, such as those imposed by the
World Bank in other countries. 

However, not everyone shared the World
Bank’s enthusiasm for the Indonesian devel-
opment model. Human rights groups con-
demned Indonesia’s brutal invasion of East
Timor in 1975, and its repression of civil and
political liberties throughout the archipelago.
Under the Suharto regime, being labeled an
“obstacle to development” (penghambat pem-
bangunan) was tantamount to a subversion
charge. In the early 1980s, international
attention was focused on the destruction vis-
ited on tropical forests and indigenous peo-
ples by Indonesia’s transmigration program,
financed in part by the World Bank, which
sponsored migrants from the densely-popu-
lated islands of Java and Bali to the outer
islands of Sumatra, Kalimantan, and Irian
Jaya. A subsequent international advocacy
campaign targeted the World Bank-supported
Kedung Ombo Dam in Central Java, where
the involuntary resettlement of villagers in
the inundation area had led to systematic
human rights violations. The World Bank’s
lack of responsiveness to early reports of

abuse uncovered by Indonesian nongovern-
mental organizations caused many to ques-
tion World Bank support for the Suharto
regime’s version of development.2

Over time, the World Bank’s program in
Indonesia increased its attention to environ-
mental and social issues, both in the imple-
mentation of so-called safeguard policies—
such as those requiring special attention to
resettlement—and through greater social and
environment sector lending. This increased
attention was likely fueled by Indonesia-spe-
cific factors, such as a desire not to repeat
the Kedung Ombo debacle, as well as broader
forces operating in the World Bank overall.
In 1993, the World Bank’s office in Jakarta
established a special unit to address environ-
mental and social issues. It was headed by a
senior official with extensive experience in
Indonesia, and staffed to provide environ-
mental expertise, social analysis, and out-
reach to the NGO community. 

By the late 1990s, external critics of
Indonesia’s World Bank-supported develop-
ment strategy had begun to focus on corrup-
tion. Following World Bank President James
Wolfensohn’s speech at the 1996 Annual
Meetings of the World Bank and the IMF,
which tied fighting corruption to the World
Bank’s anti-poverty agenda, the corruption
issue could no longer be considered off-lim-
its.3 In mid-1997, the World Bank denied
allegations of large-scale leakage of World
Bank project funds in Indonesia, although an

Not everyone shared the World Bank’s enthusi-

asm for the Indonesian development model.
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internal investigation later confirmed the
allegations (Simpson and Phillips, 1998).
When the financial crisis hit, many critics
pointed to the structural weaknesses in
Indonesia’s economy, particularly the perva-
sive corruption and cronyism, to explain the
country’s initial vulnerability to financial
contagion and the depth of the ensuing 
crisis. In February 1999, the World Bank’s
internal evaluation department reported that
the World Bank’s inattention to poor gover-
nance and other structural issues had under-
mined the effectiveness of its assistance to
Indonesia over the previous decade, which
the report rated as only marginally satisfac-
tory (World Bank, 1999a). 

Until the events of mid-1997, the World
Bank considered Indonesia to be a model
among borrower governments, and Indo-
nesian government officials had a collegial
relationship with their World Bank counter-
parts. Criticism by nongovernmental organi-
zations (NGOs) of the environmental damage
and human rights abuses associated with
World Bank-supported projects had led to
increased attention to these issues, but not 
to a fundamental change in the relationship.
The perception that the World Bank had
been complicit in maintaining a regime 
characterized by pervasive corruption and
poor governance compromised the institu-
tion’s credibility in responding to the 1997
crisis (Simpson and Phillips, 1998; 
Brauchli, 1998).

The Forest Sector

The forest sector is vital to the political econ-
omy of Indonesia.4 Land designated as state
forest covers some 112 million hectares,
although the proportion of that area that is
actually forested has been declining because

of logging, fire, and conversion to other uses.
Since the late 1960s, a large proportion of
Indonesia’s forest land has been managed
through logging concessions granted to pri-
vate and government-owned corporations.
Over the last ten years, logging and related
industries have contributed an average of 20
percent of Indonesia’s total foreign exchange
revenues (Kartodihardjo, 1999), and have
generated personal and corporate wealth for
those involved in forest industries (Schwarz,
1994). In the 1990s, the Ministry of
Forestry’s Reforestation Fund provided a
convenient source of finance for pet projects
of Suharto cronies and family members.

By the late 1990s, there was abundant evi-
dence that the rate of forest exploitation was
unsustainable. Already, the raw materials
needed annually by Indonesia sawmills, ply-
wood factories, and pulp and paper plants
exceeded sustainable supply by almost two to
one (Kartodihardjo, 1999). This so-called
structural timber deficit, the result of a
decade of policies to promote domestic pro-
cessing industries, created incentives for
indiscriminate logging, both legal and illegal
(Barr, 1999). The historically unprecedented
forest fires in 1997, while no doubt exacer-
bated by El Niño-induced drought, have also
been shown to be a direct result of state poli-
cies and corporate irresponsibility. Plantation
development policies have provided incen-
tives for large-scale land clearing by conces-
sionaires, who found burning to be an inex-
pensive method of land preparation (Barber
and Schweithelm, 2000).

At the local level, the Indonesian timber
industry has often been associated with the
impoverishment of vulnerable populations,
and social conflict. In Java, there is a long
history of conflict between forest-edge 



WRI: THE RIGHT CONDITIONS

86

communities and the paramilitary force
guarding state-managed teak plantations
(Peluso, 1992). In the outer islands, logging
operations have destroyed indigenous peo-
ples’ forest gardens, and logging-related pol-
lution and siltation have fouled waterways.
Although timber interests tried to blame tra-
ditional swidden agriculturalists for the 1997
forest fires, forest-dwelling communities
were more victims than perpetrators (Barber
and Schweithelm, 2000).5 Resentment over
the inequitable sharing of benefits from for-
est exploitation—both between central and
provincial governments, and between com-
mercial interests, government coffers, and
affected communities—was suppressed dur-
ing the Suharto regime, and now poses a
political challenge to his successors.

In 1989, the World Bank initiated lending
in the forest sector in Indonesia with a pro-
ject focused on sector analysis in cooperation
with the Ministry of Forestry. Undertaken in
collaboration with the U.N. Food and Agri-
culture Organization (FAO), the project pro-
duced 17 volumes of studies. Although some
NGOs were invited to a national-level work-
shop to discuss the results, the affected
stakeholders were not truly consulted, nor
were the full studies made public. 

A second project followed in 1990, with
components designed to provide policy
advice; improve timber concession manage-
ment; and develop master plans for research,
plantation development, and selected conser-
vation areas. According to the World Bank,
the conditions associated with this loan, in
conjunction with ongoing policy dialogue,
were responsible for almost tripling the fee
collected from concessionaires per cubic
meter of timber extracted (World Bank,
1996, p. 3). Stakeholder involvement in the

project was again limited. Ironically, the
political conditions for the World Bank’s suc-
cess in increasing stumpage fees were
enhanced by the extensive media coverage
given to an NGO study on the excess profits
being enjoyed by timber concessionaires
(Ramli and Ahmad, 1993).

In 1994, the Ministry of Forestry signaled
to the World Bank that a third forestry pro-
ject in preparation should not go forward,
and the following year the Ministry requested
that the second loan be canceled with less
than half of the funds disbursed. Implemen-
tation of improved concession management
systems, including mechanisms for inspec-
tion and audit and royalty collection, were
among the components canceled, earning the
project an “unsatisfactory” rating by the
World Bank’s final supervision mission
(World Bank, 1996, p. 2).

The official reason for terminating World
Bank lending to the Ministry of Forestry was
that because of the large influx of funds from
other donors in the early 1990s following a
Tropical Forestry Action Plan roundtable in
1991, loan funds from the World Bank were
no longer needed to complete project activi-
ties (World Bank, 1996, p. 3). According to
numerous individuals interviewed for this
study, the real reason was that the World
Bank and the Ministry had reached an
impasse on policy reforms being promoted
by the World Bank, particularly those that
would harm the interests of politically power-
ful concession holders.6 Canceling the loan
gave both parties a face-saving exit. In partic-
ular, Mohammed “Bob” Hasan, Indonesia’s
most prominent timber tycoon and a close
associate of President Suharto, is said to have
blocked reform of the concession manage-
ment system.7 An internal World Bank 
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project evaluation delicately concluded that

. . . major policy constraints—some of
which are beyond the mandate of the
Ministry of Forestry—need to be removed,
to allow technical improvements currently
being generated to bear fruit: incorrect
pricing and allocation mechanisms for for-
est resources; and inappropriate incentive
structures for interest groups to pursue
sustainability, are two major areas of con-
cern (World Bank, 1996, p. v).

There is other evidence that the World
Bank was reluctant to exert its leverage over
the government in the context of project
lending related to forests. In addition to the
two forestry loans mentioned above, in the
early 1990s the World Bank also initiated
preparation of several biodiversity conserva-
tion projects to be cofinanced with funds
from the Global Environment Facility (GEF).
In the context of an integrated conservation
and development project focused on Kerinci
Seblat National Park in Sumatra, the World
Bank backed down when the government
refused to cancel logging concessions in low-
land forest areas surrounding the park—even
though studies had shown those areas to be
the most significant habitat for the wildlife
species, such as the Sumatran tiger, that the
park was established to protect.

As something of a parting gesture, the
World Bank forestry specialist who had been
resident in Jakarta from 1992 to 1994 pre-
pared a review of the Indonesian forest sec-
tor (World Bank, 1995). The review predicted
that a continuation of nonsustainable forest
management practices would drive the sec-
tor’s contributions to output growth and
export revenue into decline early in the new
millennium. It recommended an extensive

program of policy reforms, including a shift
from log export taxes to increased royalties,
an end to the plywood marketing board
monopoly, longer and transferable conces-
sions, concession performance bonds, and a
third-party monitoring and enforcement
mechanism. The review also recommended
policy changes “to facilitate the titling of for-
est dwelling and adjacent communities in
forest land, and also to facilitate the award of
concession or stewardship contracts over for-
est areas, to such groups” (World Bank,
1995, p. 21). Referring to the overall package
of recommended reforms, the review noted
dryly that “resistance from vested interests
can be expected to be strong” (World Bank,
1995, p. 21).

Following the amicable mutual disengage-
ment of the World Bank and the Ministry of
Forestry, and the task manager’s relocation
to World Bank headquarters in Washington,
the forest policy reform agenda was allowed
to lapse. The World Bank did not invest in a
significant consultation process based on the
review’s findings and recommendations, and
most domestic constituencies for reform
were probably not even aware of its exis-
tence, much less its progressive content
related to community forest management.

Thus, at the time of the 1997 crisis, the
World Bank had been absent from the
Indonesian forest sector for more than three
years. The forest management regime was
economically, environmentally, and socially
unsustainable, with demand for forest prod-
ucts outpacing supply, and a gross imbalance
in the distribution of costs and benefits
between forest-dwelling peoples and a hand-
ful of concessionaires. A five-year experiment
in using project lending to leverage needed
reforms had ended in 1994 when vested
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B O X  4 . 1 C H R O N O L O G Y  O F  A D J U S T M E N T  A N D  F O R E S T  P O L I C Y  R E F O R M
I N  I N D O N E S I A

July 1997 Rupiah begins to depreciate following devaluation of Thai baht.
Haze from uncontrolled forest burning reaches Malaysia and Singapore.

October 6 Government of Indonesia seeks aid from the IMF.

October 31 IMF bail-out package announced; no forest policy reform content.

Nov–Jan, 1998 International confidence in the Indonesian economy declines.

January 15 Second IMF package announced. 
Letter of Intent contains significant forest policy reform content.

January 21 Ministerial decrees abolish forest product monopolies.

February 3–5 World Bank President Wolfensohn visits Jakarta.

March 10 Suharto reelected.

March 15 New cabinet announced; includes timber tycoon Bob Hasan.

April 10 Government announces Supplementary Memorandum of Economic and 
Financial Policies for World Bank structural adjustment loan (PRSL 1).

April 20–22 Various decrees replace log export taxes with resource rent taxes.

May 4 Announcement of fuel and electricity subsidy removals triggers riots
and demonstrations.

May 12–20 Unrest and violence deepen; students occupy parliament building.

May 18 World Bank postpones consideration of structural adjustment loan.

May 21 Suharto resigns; Habibie sworn in as new President.

June 29 Ministerial decree establishes Forestry and 
Estate Crops Reformation Committee.

July 2 World Bank approves US$1 billion Policy Reform Support Loan. World 
Bank staff, ministry officials, and bilateral donors discuss forestry SECAL.

August 27 Consultative Group on Indonesian Forestry (CGIF) hosts Forum on Draft 
Government Regulation on Production Forest Management.

September 16 CGIF hosts meeting on reform process; proposed SECAL floated.

November 2 CGIF hosts forum on draft Basic Forestry Act.
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interests in the status quo had proven more
influential than World Bank conditionality.

ADJUSTMENT LENDING AND
FOREST POLICY REFORM

The devaluation of the Thai baht in early July
1997, and subsequent events in Indonesia
caught the public and private international
financial community by surprise. On July 19,
1997, when a new Country Assistance
Strategy for Indonesia was being presented
to the World Bank’s Board of Executive
Directors, staff argued that the country was
in a strong position to avoid following
Thailand into financial crisis (World Bank,
1999b, p. 1). Later that same month, the
judgment of World Bank staff and many 
others was proven wrong as the Indonesian
rupiah began to depreciate. Box 4.1 provides
a chronology of events.

By early October, Indonesia had been
forced to seek aid from the IMF, and on

October 31, a first assistance package was
agreed upon. The Letter of Intent (LOI)
focused on government commitments to
banking sector reform, but did not include
any reference to environmental objectives or
concerns despite having been negotiated lit-
erally in the haze of the forest fires, which by
then was visible in Jakarta (IMF, 1997). At
the request of the IMF, World Bank staff had
prepared language on forest policy reform 
for this LOI, but the forest-related conditions
proposed by the World Bank were not 
included.8 In a mid-November meeting with

B O X  4 . 1 ( C O N T I N U E D )

December 21 World Bank suspends US$400 million loan tranche because of lack of 
progress in forest policy reform.

January 27, 1999 Government announces Regulation on Production Forest Management.

February 9 World Bank approves release of US$400 million.

May 20 World Bank approves PRSL II.

July 27–28 Consultative Group on Indonesia highlights forest sector reform agenda.

September 30 Parliament passes new Basic Forest Law despite World Bank objections.

�

�

�

�

�

�

A five-year experiment in using project lending

to leverage needed reforms had ended in 1994

when vested interests in the status quo had

proven more influential than World Bank con-

ditionality.



WRI: THE RIGHT CONDITIONS

90

Indonesian and U.S.-based environmental
activists, members of the IMF team indicated
that while there might have been some policy
reform omissions in the agreement, it would
have been politically impossible and adminis-
tratively infeasible to do everything at once.9

By early January 1998, the Indonesian gov-
ernment’s failure to show evidence of imple-
menting the reforms of the first LOI led

domestic and international financiers to vote
with their positions, plunging the economy
deeper into crisis.10 On January 15, a second
Letter of Intent negotiated with the IMF
announced an acceleration and broadening of
the earlier commitments to reform. A strik-
ing addition to the first package was a series
of forest-related and other environmental
reform measures. (See Box 4.2.) These
included commitments to dismantle forest

Commitments Related to the Forest Sector

Point 10 Increase in the taxation of plantations
and forestry property.

Point 12 Incorporate the Reforestation Fund into
the central government budget, and ensure that
funds are used exclusively for financing reforesta-
tion.

Point 37 Reduce export taxes on logs, sawn tim-
ber, rattan, and minerals, and impose appropriate
resource rent taxes.

Point 39 Remove restrictions on foreign invest-
ment in palm oil plantations on February 1, 1998
(which could accelerate conversion of natural
forests to plantations).

Point 40 Dissolve all existing formal and infor-
mal restrictive marketing arrangements, including
those for cement, paper, and plywood.

Point 50 Review and raise stumpage fees; auc-
tion concessions; lengthen the concession period
and allow transferability by June 1998; implement

performance bonds; and reduce land conversion
targets to environmentally sustainable levels by the
end of 1998.

Other Commitments Related to the Environment

Point 9 Gradually eliminate subsidies on fuel
and electricity.

Point 13 Cancel 12 major infrastructure projects,
including a major power plant (but conspicuously
not including a million-hectare project in
Kalimantan to convert swamp forest to rice cultiva-
tion).

Point 37 Acknowledgment that “export taxes can-
not simply be eliminated since they serve as an
important means of discouraging overexploitation
of Indonesia’s natural environment.” 

Point 50 Draft and establish implementation
rules for the new environment law, and accelerate
a program for conversion to cleaner fuels, includ-
ing unleaded gasoline, to improve air quality.

Source:  Government of Indonesia, 1998a

B O X  4 . 2 C O M M I T M E N T S  I N  T H E  J A N U A R Y  1 9 9 8  L E T T E R  O F  I N T E N T
R E L A T E D  T O  F O R E S T R Y  A N D  E N V I R O N M E N T
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product marketing monopolies controlled by
Bob Hasan and to implement many of the
concession management system reforms that
had led to the rupture in the World Bank’s
relationship with the Ministry of Forestry 
in 1994.

Ownership by the World Bank
and the IMF

According to participants interviewed for this
study, the IMF team invited World Bank staff
to contribute structural reform conditions to
the January LOI on extremely short notice,
precluding the possibility of conducting any
new analysis or consultation with concerned
stakeholders. Indeed, when asked why stop-
ping a notorious million-hectare rice project
that threatened swamp forests in Kalimantan
was not included among the conditions, a
World Bank official confessed, “I didn’t have
a file on it that day.”11 Forest sector elements
added to the package were selected from
among those already on the shelf from the
sector review completed by World Bank staff
in 1995.

Why were reforms considered of second-
order importance in October suddenly on the
IMF’s agenda in January? According to par-
ticipants interviewed for this study, the sym-
bolic significance of the forest sector as an
example of poor economic governance and

cronyism was an important motivating
factor.12 What better way for the Suharto
regime to signal seriousness about reform
than to sacrifice the economic interests of
cronies and family members? (Schwarz,
1999) In addition to abolishing Hasan’s ply-
wood cartel, the LOI also targeted a clove
marketing monopoly and national car manu-
facturing project, each controlled by one of
the President’s sons. 

In addition to the political symbolism of
including forest policy conditions, World
Bank and IMF staff saw these conditions as
serving economic efficiency objectives as
well.13 Environmental objectives—such as
those that would be served by the imposed
moratorium on forest conversion—were per-
haps tertiary considerations after political
and economic concerns.14 Significantly, the
package of forest policy reforms did not
include the recommendations from the 1995
sector review related to community rights
and roles in forest management.

In April, the World Bank reinforced and
refined the forest-related conditionality con-
tained in the IMF package through the first
of two structural adjustment or Policy
Reform Support Loans, which would be
known as PRSL I (US$1 billion) and PRSL II
(US$500 million).15 The government’s
Statement of Development Policy committed
to two sets of structural policy reforms,
which gave greater prominence to environ-
mental and social equity objectives than had
the January Letter of Intent  (Government of
Indonesia, 1998b, p. 50–53). Under a section
entitled, “Trade and Investment Policy
Changes to Increase Productivity,” the gov-
ernment reiterated its promise to replace
export taxes on forest products with resource
royalties (“which would protect the environ-

What better way for the Suharto regime to 

signal seriousness about reform than to sacrifice

the economic interests of cronies and family

members?
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ment”), and stated that the plywood cartel
had been dissolved. Under a section entitled,
“Policy Changes to Promote the Environ-
mental Sustainability of Development,” the
government agreed to a June 30, 1998, dead-
line for changing regulations related to the
award of logging concessions. The govern-
ment further promised a sweeping program
of reform of concession system management
by the end of the year, including “provisions
to encourage participation by local communi-
ties, and protection of indigenous forest
dwellers.” Until this system was implement-
ed, the government agreed to a moratorium
on forest land conversion.

By late 1998, many of these conditions
remained unfulfilled, including implementa-
tion of a concession auctioning system, a
performance bond system, and a reduction in
the rate of conversion of natural forests
(Government of Indonesia, 1998b). The
World Bank this cited lack of progress as
contributing to its decision to suspend
release of the second tranche of PRSL I in
December 1998 (Milverton, 1998). A World
Bank staffer reported being astonished that
senior management was giving such high
priority to complying with the forest-related
conditions. According to World Bank staff,
the government’s failure to compliance with
key forest-related conditions in PRSL I also
proved the final constraint to setting a date
for presenting PRSL II to the World Bank’s
Board in May 1999.16

Ownership by the Government of
Indonesia

Was the Indonesian government committed
to the forest policy conditions contained in

the January Letter of Intent? According to
participants in relevant discussions, the tech-
nocrats in the government economic min-
istries who had chafed for years under the
economic excesses of the Suharto regime
strongly supported the structural reforms
mandated by the January LOI—particularly
those reforms that targeted politically potent
symbols of cronyism such as the clove and
plywood monopolies.17 There was also sup-
port within the bureaucracy for environment-
related reforms; officials of Bapedal, the
Indonesian environmental agency, were said
to have been pleased by the inclusion of con-
ditions related to air quality and new envi-
ronmental legislation.18

According to one government official, bor-
rower ownership outside the Ministry of
Forestry was captured by the attitude in the
Ministry of Development Planning: “(envi-
ronmental policy reforms) are things we have
to do whether or not there is a crisis, so we
should take the opportunity.”19 In late March,
the Ministry of Development Planning orga-
nized an interagency meeting to discuss an
environmental agenda in the context of
preparation of PRSL I. Lower-level Ministry
of Forestry officials and the World Bank
staffer covering forestry issues attended the
meeting. However, the discussion focused
more attention on other environmental
issues, such as shifting from leaded to
unleaded gas, and coral reef conservation,
because the forestry agenda had already been
advanced in the January IMF conditions.20

Although the specific forest policy reforms
contained in the January LOI were discussed
in early January with the Ministries of
Development Planning, Finance, and
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Industry and Trade, Ministry of Forestry offi-
cials were not consulted prior to the
announcement of the reform package, and
were taken completely by surprise.
Nevertheless, at least at the beginning,
Ministry of Forestry officials reportedly took
their responsibility to undertake the reforms
quite seriously, feeling that the economy
depended on their ability to deliver the
reforms that had been agreed to by President
Suharto himself.21 The government’s actual
compliance with the forestry conditions con-
tained in the January Letter of Intent and
PRSL I and II, and shifts occasioned by the
1998 change of national leadership, are
described below.

IMPLEMENTATION
EXPERIENCE

January to May 1998

A flurry of activity followed the announce-
ment of the forestry conditions contained in
the January Letter of Intent. On January 21,
1998, the Ministry of Industry and Trade
promulgated nine decrees canceling existing
regulations, export quotas, and trading
groups related to plywood and rattan. To
comply with the tight deadlines included in
the IMF conditions, Ministry of Forestry 
officials began drafting new regulations 
related to stumpage fees, concession auc-
tions, performance bonds, and use of the
Reforestation Fund.

Early on, there were signs that reform
would be more apparent than real, as limita-
tions on the government’s political will and
capacity to meet the IMF conditions
emerged.22 Despite having been formally
abolished in January, the plywood cartel con-
tinued to operate through February and

March, extracting new fees from plywood
exporters (Barr, 1998; Thoenes, 1998). New
regulations drafted by the Ministry of
Forestry appeared to focus on fulfilling the
letter of the IMF agreement rather than the
spirit of the objectives they were meant to
address. By the end of April, one expatriate
observer concluded, “there is still nothing
tangible to show in the way of results. The
main effect so far has been to force the 
government to do some serious rethinking
and to encourage a much wider debate of 
the issues and possible solutions”(Fraser,
1998b, p. 5).

By this time, however, the initial high pro-
file of the forest policy reform agenda had
been eclipsed by other political and economic
developments in early 1998. Similar foot-
dragging had taken place in other sectors, as
the clove monopoly and the national car 
project—both linked to the President’s chil-
dren—proved impervious to announced re-
forms. President Suharto alarmed the inter-
national community by naming B. J. Habibie
as his choice for Vice President, a Suharto
protégé known for his delusions of techno-
logical grandeur in the Indonesian aviation
and nuclear industries rather than good eco-
nomic sense. Suharto prompted further con-
sternation, and telephone calls from other
world leaders, by announcing that he was
considering turning away from IMF advice in

Early on, there were signs that reform would 

be more apparent than real, as limitations 

on the government’s political will and capacity

emerged.
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favor of a currency board. When he unveiled
his new cabinet in March, larded with
cronies, economic nationalists, and even his
daughter, most observers interpreted this as a
signal of defiance of the international com-
munity’s wishes. In particular, the appoint-
ment of Bob Hasan as Minister of Industry
and Trade could only be seen as a repudia-
tion of commitments to forest sector reform.

Even to the extent that there was political
will for reform scattered among government
agencies and officials, reformers faced
numerous barriers to implementing the
agreed policy changes to meet the IMF dead-
lines. Many of the fundamental preconditions
for the market-based reforms were simply not
in place, and could not be established in a
matter of months. For example, how could a
concession auctioning system be implement-
ed, when there was no baseline data on the
condition or value of blocks of forest to be
put up for bidding? One Indonesian govern-
ment official remarked that auctioning con-
cessions without data would be “like selling a
cat in a bag.”23 How could a performance
bond system be implemented, when the
Ministry of Forestry had no outcome-based
indicators on which to judge a concession-
aire’s performance? A summary of criticisms
of the reform package is presented in Box 4.3.

Many observers, including reform-oriented
ministry staff and expatriate advisors associ-
ated with bilateral aid projects, feared that a
quick implementation of agreed reforms
without those preconditions in place could
actually make the forest management situa-
tion worse.24 One of the first areas addressed
by the Ministry was timber royalty issues,
resulting in a new regulation on resource rent
taxes in April. While some observers were
distressed by the speed with which the

B O X  4 . 3

The conditions included in the January 1998
IMF reform package, and later in the World
Bank’s follow-on adjustment loans, were consis-
tent with the World Bank’s conventional wisdom
on forest policy. (See Box 1.4.) They focused on
promoting efficiency in timber concession allo-
cation and trade in forest products. While many
domestic and international constituencies wel-
comed the package of reforms, they also criti-
cized it for the following reasons:

• consistency—Although the IMF condition-
ality called for a moratorium on forest conver-
sion, it also mandated liberalization in the
palm oil sector, which was likely to accelerate
pressures on forest conversion.

• completeness—The reforms focused on
improving efficiency within the existing forest
management paradigm, which was based on
large-scale corporate concessions, and did not
address property rights issues.

• feasibility—The reforms did not address the
necessary preconditions for many of the effi-
ciency-oriented reforms, such as the need for
reliable data on forest quality and monitoring
systems (Kartodihardjo, 1999).

• effectiveness—Because the reforms did not
directly address the demand side of
Indonesia’s structural timber deficit, as
described in this chapter, some argued that
efficiency-oriented reforms would only
increase incentives for illegal logging 
(Barr, 1999).

T H E  R I G H T
C O N D I T I O N S ?
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Ministry was promulgating new policy,
World Bank staff believed that the symbolic
value of making early progress on reform
more than compensated for weaknesses in
the resulting policy.25 

In addition, some officials in the Ministry
felt that the World Bank and the IMF had
erred in defining the conditionality in terms
of specific measures to be taken, rather than
clarifying the objectives to be reached and
leaving the means by which to meet them
more flexible.26 For example, the LOI speci-
fied that the Ministry’s Reforestation Fund
be brought “on budget.” While the intent of
this condition was to end the misuse of those
funds for various pet projects of the Suharto
regime unrelated to forestry, integrating the
funds into the national budget could also
result in a reduction in the amount ear-
marked for reforestation.27

The intricacies of Indonesian government
policymaking constrained progress on meet-
ing other conditions; World Bank staff were
sometimes confounded by the multiple levels
of authority required for each policy change.
The fact that World Bank staff, rather than
government officials, were shepherding
paperwork through the bureaucracy to com-
ply with conditionality indicates the govern-
ment’s limited commitment to the reforms.28

As it became clear that many of the agreed
reforms could not be effectively implemented
in the agreed time frame, or needed to be
adjusted to reach intended objectives, World
Bank staff encouraged Ministry of Forestry
officials to pursue the reforms as an overall
package rather than as a checklist.29 Accord-
ing to one World Bank official, “The [IMF]
letter felt very binding [to government offi-
cials] in a way I didn’t imagine it would,” and

he encouraged them to take the time neces-
sary to develop good policy.30 However, this
flexibility may have inadvertently signaled to
the Ministry that conditionality was being
relaxed. At minimum, it was difficult for
observers to distinguish between the World
Bank’s encouragement of conscientiousness
and its tolerance of footdragging.

A New Regime; New Constituencies

In May 1998, President Suharto resigned fol-
lowing several weeks of increasingly violent
demonstrations and rioting. With the smooth
transition to an interim Habibie regime and
calls for reformasi total (total reformation),
the political context for forest sector reform
appeared to have changed. The Ministry of
Forestry was renamed the Ministry of For-
estry and Estate Crops (MOFEC), reflecting
the addition of a Directorate General previ-
ously under the Ministry of Agriculture—and
a new Minister, Muslimin Nasution, was
appointed. The new Minister had previously
served in the Ministry of Cooperatives, and
immediately prior to his new post, had
served as Vice Chair of the Ministry of
Development Planning, where he had helped
prepare PRSL I. He quickly signaled that he
was a proponent of reform by welcoming an
unprecedented student demonstration in the
Ministry of Forestry building in Jakarta.

The fact that World Bank staff, rather than

government officials, were shepherding paper-

work through the bureaucracy to comply with

conditionality indicates the government’s 

limited commitment to the reforms.
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The spirit of total reformation sweeping
Indonesia infected forest policy debates as
well, generating, in the words of one expatri-
ate advisor, “a hurricane of ideas and
demands.”31 While the World Bank-IMF
reform agenda had focused almost exclusive-
ly on market-oriented reforms designed to
improve the efficiency and environmental
sustainability of the current, concession-
oriented timber production system, the
increased political space allowed two addi-
tional constituencies to flourish. 

The first, led by NGOs and academics, pro-
moted a new paradigm of forest management
that recognized the rights and roles of forest
communities and the importance of nontim-
ber forest goods and services. The Commu-
nity Forestry Communication Forum
(FKKM), a network convened by Gadjah
Mada University and supported by the Ford
Foundation, emerged as a focal point of this
constituency. By mid-1998, FKKM had pub-
lished a forest management vision based on
principles of social justice, public participa-
tion, and accountability, and had articulated 
a short-term program of proposed reforms
(Forum Komunikasi Kehutanan Masyarakat,
1998). 

The second forest policy reform con-
stituency that emerged following the fall of
Suharto was led by government officials affil-
iated with Muslim political movements,
including Habibie and the new Minister of
Forestry and Estate Crops. Similar to FKKM,
this constituency expressed concern about
social justice; however, this group focused on
redistributing forest resource assets through
imposition of maximum limits on concession
size, and reallocating of concessions to coop-
eratives. In the Indonesian political context,
this position was interpreted as a resurgence

of a perennial effort to redistribute wealth
from conglomerates controlled by ethnic
Chinese businessmen to cooperatives con-
trolled by the government (Solomon, 1998).
This constituency complicated the World
Bank reform agenda by driving a parallel
series of forest policy changes that were not
welcomed by the international donor com-
munity, nor by Indonesian researchers, NGO
activists, or industry representatives
(Sunderlin, 1999).

Interestingly, an additional constituency
that did not take a high profile in the forest
policy reform debates was the conservation
interest group. Despite significant donor sup-
port for biodiversity conservation projects
and for environmental NGOs throughout the
archipelago in the years leading up to the cri-
sis, environmental concerns did not figure
prominently in post-crisis debates, much to
the consternation of some donor agency
staff. According to the Jakarta-based repre-
sentatives of one international conservation
organization, it was seen as unseemly to
advocate purely environmental issues, when
the social justice aspects of the economic cri-
sis, and the political imperatives of the
democratization process needed to be given
priority.32

Reformation Without any Changes

On June 29, 1998, a ministerial decree estab-
lished the Forestry and Estate Crops
Development Reformation Committee com-
posed of representatives from the Ministry
itself, NGOs, universities, and business. Its
mandate was to make recommendations to
the Minister regarding changes in the
Ministry’s vision, mission, and organization,
as well as with regard to key legislative and
regulatory frameworks. The young MOFEC
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officials who agreed to staff the Committee
were seen by more cautious colleagues as
risking their careers.33 The group quickly pro-
duced a set of recommendations, but soon
ran up against the intransigence of the
bureaucracy below the Ministerial level.

In August, the Committee met with senior
Ministry officials to discuss a draft revision
of the government regulation regarding man-
agement of production forests. The Commit-
tee recommended that the regulation be
recast in terms of integrated forest manage-
ment rather than narrow timber production
objectives, and that it address the issues of
community rights to forest resources and
participation in forest management, and the
decentralization of forest administration.
However, the decree promulgated by the
Ministry for Presidential approval did not
reflect any of these recommendations. World
Bank staff pressured the Ministry to under-
take further consultations, and to incorporate
the results of those consultations into the
regulations. Ultimately, World Bank staff
intervened and took over the drafting process
themselves, in part to remove undesirable
text related to the granting of concessions to
cooperatives. Later in the year, problems with
this regulation delayed release of the second
tranche of PRSL I.34

Similarly, in October and November 1998,
the Committee held consultations on a draft
Basic Forestry Law with national and provin-
cial stakeholders, including a national confer-
ence in Jakarta (Consultative Group on
Indonesian Forestry, 1998). Participants con-
sistently identified key weaknesses in the
draft as being the failure to recognize tradi-
tional rights over forest land (hutan adat),
and an overly centralized approach to forest
management. However, the version of the

law that emerged from the Ministry of
Forestry and Estate Crops for parliamentary
consideration did not reflect this stakeholder
input. Apparently, bureaucratic resistance to
recognition of community rights over forests
had again proven successful.35

Many observers singled out the lack of
transparency in the reform process as a key
obstacle to real reform.36 The recommenda-
tions of the Reformation Committee were
somehow removed from the regulations and
draft legislation that emerged from the
Ministry’s internal decisionmaking process.
Some observers characterized that process as
a “black box” that precluded effective partici-
pation by interested constituencies (Tjatur,
Agus, and Yulia, 1999).

By early 1999, a full year after forest-
related conditions were included in the sec-
ond IMF Letter of Intent, there had been at
least some progress in implementing forest
sector reforms. The government had abol-
ished Bob Hasan’s forest product marketing
monopolies. Having held up release of the
second tranche of PRSL I, a new concession
management regulation was promulgated in
January that would increase the govern-
ment’s rent capture by charging higher royal-
ties, remove the required linking of conces-
sions to processing facilities, and establish a
performance bonding system with indepen-
dent inspection teams to monitor compliance
(World Bank, 1999c, Annex 1). 

By this time, however, proponents of
reform had become sufficiently frustrated by
lack of progress on more fundamental
reforms, and by the characteristics of the
reform process itself, that one member of the
Reformation Committee had resigned, and
several others had lost enthusiasm. One
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observer characterized the situation as “refor-
mation without any changes” (Tjatur, Agus,
and Yulia, 1999).

The implementation stalled over the course
of 1999. In September, a policy advisor to a
U.K.-supported forestry project prepared a
“Report Card on Selected Forest Policy
Reforms in Indonesia,” awarding mostly
grades of “D” and “F” based on the failure of
the Ministry of Forestry and Estate Crops to
implement commitments made to the World
Bank and the IMF (Brown, 1999a). In many
instances, compliance with the letter of the
commitments was undermined by deviations
from the spirit of the commitment. For
example, decreases in log and sawn timber
export taxes were replaced by nontariff barri-
ers in a form that required exporters to
obtain letters of permission. Similarly, while
nominal stumpage fees were raised, actual
rent capture declined when the Ministry
allowed payment in rupiah at highly favor-
able exchange rates. An advisor to a bilateral
forestry project remarked that it was hard for
the World Bank not to “check off” the gov-
ernment’s compliance with conditions when
the World Bank had not specified the objec-
tives to be served.37

Evolution of the Reform 
Agenda

Given the short notice on which World Bank
staff were asked to provide forest sector con-
ditions for the January 1998 Letter of Intent,
it is not surprising that they were subse-
quently able to improve both the substance
and the process of the World Bank’s forest
policy reform agenda in Indonesia. As noted
above, the April 1998 Statement of Devel-
opment Policy prepared in conjunction with
PRSL I contained more explicit references to

the environmental and equity dimensions of
forest policy reform. 

More significantly, following the upheavals
of May and June 1998, the World Bank initi-
ated a dialogue with a broader group of
stakeholders on a more comprehensive
reform agenda for the forest sector. In July, a
key World Bank forestry specialist met in
Europe with government and bilateral agency
representatives to discuss the outlines of a
supplemental forest policy reform package to
be included in a sectoral adjustment loan
(SECAL) (Dieterle, 1998). By this time, the
World Bank had concluded that a consensus
on a forest policy reform agenda among rele-
vant stakeholders, including the government,
donor groups, and significant elements of
the private sector and civil society, was not
only possible, but necessary to reduce the
risk that reform achievements would be
swept away in subsequent political develop-
ments (Douglas, 1998a).

The World Bank circulated an issues paper
that was used as the basis for a series of
stakeholder consultations on the proposed
SECAL (Douglas, 1998b). The paper was
remarkable in two respects. First, its priori-
ties were establishing the preconditions
ignored by the earlier reform effort, 

Others in the forest industry were delighted by

the prospect of being freed from Hasan’s cartels.

One World Bank staff member reported being

personally thanked for the reforms by an 

affected Indonesian businessman.
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including filling gaps in data and develop-
ment of performance criteria. Second, it
responded to the social justice concerns
raised by emergent constituencies in the
reformation era, by explicitly calling for com-
munity-based conservation and concession
management. The paper went so far as to
quote extensively from FKKM proposals. 

The World Bank’s official letter to the
Government of Indonesia regarding the pro-
posed SECAL was somewhat more circum-
spect, referring only to “open[ing] forest
areas for use and operation by a wider group
of stakeholders” (Fox 1998, p. 8). However,
the policy matrix attached to PRSL II in May
1999, specified that draft forest legislation
should accommodate “rights and responsibil-
ities for adat areas which include forest
areas,” and required the drafting of a “com-
munity forest participation regulation” to
ensure community participation in forest
management and benefits (World Bank,
1999c, p. 37).

The World Bank was also responsive to
stakeholder concerns regarding the lack of
transparency and public consultation in the
early stages of the reform process. The policy
matrix attached to PRSL II included provi-
sions requiring the government to make new
maps of forest areas publicly available and
initiate “a multi-stakeholder consultative
process by which all proposed regulations
and legislation will be publicly reviewed and
discussed up to the final drafting stage”
(World Bank, 1999c, p. 37). 

However, the World Bank’s success in pro-
moting compliance with these commitments
was mixed. After long delays, the Ministry
finally posted forest cover maps for Sumatra
and Kalimantan on the MOFEC Website in

late 1999, but continued to refuse to release
the raw data. In June 1999, the World Bank’s
Jakarta-based country director wrote a letter
to the Minister of Forestry and Estate Crops
expressing concern about the speed with
which the new Basic Forest Law was moving
forward, and suggested that further consulta-
tion and revisions were necessary before hav-
ing the relevant parliamentary committee
consider the law (Baird, 1999a). However,
while providing questionable assurances to
the World Bank that the necessary consulta-
tions had taken place, the Ministry rushed
what many stakeholders considered to be 
a flawed bill through approval in September
1999.38 

By the latter half of 1999, the World Bank
had begun to characterize its attention to
reform in the forest sector explicitly in terms
of good governance, and to look outside the
MOFEC for leadership of the reform effort.
At the July meeting in Paris of the Consul-
tative Group on Indonesia (CGI), the formal
donor consortium that coordinates develop-
ment assistance with the Government of
Indonesia, the World Bank secured a com-
mitment from the Ministry of Development
Planning to convene a high-level, interagency
summit on forest policy reform—a commit-
ment that was honored by the new govern-
ment that came into power in late 1999. 

In sum, the World Bank’s approach to the
forest policy reform agenda evolved from the
initial focus on market-oriented efficiency
measures contained in the January 1998
agreement with the IMF to encompass a
broader range of issues and constituencies.
Conditions attached to PRSL II included
strong provisions related to community 
participation in forest management, as well
as provisions related to transparency and 
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participation in the reform process itself.
Ultimately, the World Bank acknowledged
the connection between forest sector reform
and improved governance more generally.   

THE ROLES OF OTHER
STAKEHOLDERS

Private Sector

Among the key stakeholders said to have
been taken by surprise by the January 1998
Letter of Intent was Presidential crony and
timber tycoon Bob Hasan. Ironically, at the
time the package was being negotiated in
Jakarta, Hasan was in Washington, D.C., par-
ticipating in a meeting of the world’s timber
industry leaders convened by World Bank
President James Wolfensohn.39 Hasan’s 
continuing ability to influence events there-
after was evidenced by early evasion of the
decree abolishing his forest product monopo-
lies, and his appointment to Suharto’s cabi-
net in March 1998, as Minister of Industry
and Trade.

Others in the forest industry were de-
lighted by the prospect of being freed from
Hasan’s cartels. One World Bank staff mem-
ber in Jakarta reported being personally
thanked for the reforms by an affected
Indonesian businessman.40 As long as the
reforms focused on increasing efficiency in
the business arena, the private sector was
supportive. In this way, private sector inter-
ests were fully aligned with the reforms
being promoted by the World Bank and the
IMF. However, businessmen were also con-
cerned about other possible changes that
could affect the size and profitability of their
operations. In particular, private business-
men (as well as World Bank and IMF offi-
cials) were alarmed when populist elements

in the new government began to promote the
idea of distributing forest resource assets by
limiting concession areas and granting
shares to cooperatives (Solomon, 1998)

Bilateral Donors

At the time of the crisis, the bilateral donor
community had a large stake in the Indo-
nesian forest sector. By 1995, total donor
commitments in the sector had risen to
about US$400 million, including large
investments in forest management and con-
servation projects funded by the United
States, the European Union, and German
and British aid agencies (World Bank, 1996).
According to one World Bank official, these
agencies had been unwilling to join the
World Bank in pressing the Indonesian gov-
ernment for policy reform in the mid-1990s,
for fear of jeopardizing smooth relationships
with their counterparts.41 

Expatriate staff of bilateral donor-funded
forestry projects were surprised by the inclu-
sion of forest conditions in the January
reform package. While initially miffed by the
lack of prior consultation, and concerned that
the World Bank might displace them by
monopolizing policy dialogue with the Min-
istry, most members of this community were
supportive of the proposed reforms.42

Although they noted the World Bank’s four-
year absence from the forest sector, they 

Ultimately, the World Bank acknowledged the

connection between forest sector reform and

improved governance more generally.
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Background

Exploitation of forest resources has played a signif-
icant role in the recent political conflict and eco-
nomic crisis in Cambodia. Approximately 10.5 mil-
lion hectares of forest remain in Cambodia,
accounting for 58 percent of total land area.
Between 1973 and 1993, the rate of deforestation
was an estimated 70,000 hectares per year. From
1993 to 1997, the rate of deforestation has acceler-
ated alarmingly to more than 180,000 hectares
annually as a result of greater pressure from log-
gers and local communities. Logging is of enor-
mous commercial importance for Cambodia, and
accounted for 43 percent of foreign trade in 1997.
Much of this logging is illegal, depriving the cen-
tral government coffers of as much as US$80 mil-
lion in foregone tax revenues annually.

Cambodia’s military and political structure has
been closely involved in much of the illegal logging
activity. According to Global Witness, an NGO
independently monitoring the Cambodian forest
sector, illegal logging revenues fed the election
chests of both co-Prime Ministers Rannaridh and
Hun Sen. Because high political figures in
Cambodia depended on illegal logging profits,
reformers in line ministries were limited in the
amount of change they could generate in the forest
sector.

Cambodia reclaimed membership in the World
Bank Group in 1992, after 22 years of domestic
conflict. Foreign aid has swelled to 50 percent of
the national budget in recent years, a proportion
which should provide the aid community consider-
able leverage for policy reform.

Adjustment Experience

While the World Bank, as the chair of the Con-
sultative Group of donors on Cambodia, has led
efforts to assess the forest sector in Cambodia, 

the IMF has also been key in imposing the World
Bank’s recommendations through its Enhanced
Structural Adjustment Facility (ESAF) loans, initi-
ated in 1994. Bowing to World Bank and IMF con-
ditionality, the Cambodian government instituted a
log export ban and created a Forestry Reform
Steering Committee within the government. These
policy changes were not, however, mirrored in the
situation on the ground as illegal logging contin-
ued. In late 1996, the IMF acted on its threats to
withdraw funding and canceled the fourth tranche
of its loan. 

With forest issues now firmly on the agenda,
the IMF announced in 1997 that any further finan-
cial support would be contingent on the govern-
ment’s performance in monitoring log exports and
ensuring a transparent flow of forest revenues to
the national treasury. Shortly thereafter, however,
aid was suspended due to internal political tur-
moil, as Hun Sen wrested complete power from
Rannaridh in a coup d’etat. More recently, as the
political situation has stabilized, the donor com-
munity put together a US$470 million aid package
at the 1999 meeting of the Consultative Group.
The aid was explicitly conditioned on forest sector
reform. Prime Minister Hun Sen committed to
establishing an independent log processing and
export monitoring unit, and canceling 12 conces-
sions. Later that year, it was announced that Global
Witness had been appointed as the official inde-
pendent monitor of Cambodia’s forest sector.

Results and Analysis

Cambodia represents an extreme case of the deep
political entrenchment of logging interests, but
also of considerable potential for donor leverage.
This leverage, however, has cut both ways. With
Cambodia so heavily dependent on aid, donors
have hesitated to withdraw funds because of

B O X  4 . 4 C A M B O D I A :  L E A R N I N G  T O  D A N C E  S M O O T H L Y  W I T H  T H E
W O R L D  B A N K
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humanitarian concerns, which has undermined the
credibility of conditionality. Until recently, the
Cambodian government has managed to keep the
aid stream flowing without conceding much
reform in the forest sector. 

Yet, appointing an independent agency to moni-
tor Cambodia’s forests suggests that coordinated
donor pressure for reform can yield important
results, even in a situation of limited government
ownership of the reform agenda. The pace of
reform may be slow in Cambodia, because forest
issues are bound up with the broader problems of
post-conflict reconstruction in the country. In the
mid-1990s, concerned Cambodian officials were
fearful that there was no future for the forest sec-
tor in their country. But by mid-1999, internation-
al pressure for reform had encouraged and empow-
ered many reform-minded individuals within the
government. By raising the profile of forest issues,
the international community had succeeded in get-
ting forest sector reform on the agenda of the 
government, and had helped to free pro-reform
individuals and agencies from their political 
handcuffs. 

In 1999, government officials claimed to be
moving forward on implementing the reform agen-
da, while at the same time expressing some frus-
tration with the overly rigid timing and inappropri-
ate sequencing of World Bank-mandated reforms.
Said one, “We need to learn to dance smoothly
with the World Bank.”

Sources: Global Witness. 1996. “RGC Forest Policy &
Practice & the Case for Positive Conditionality: A Briefing
Document for the 1996 Meeting of the Consultative
Group.” London: Global Witness. 
www.oneworld.org/globalwitness.
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rallied to assist World Bank colleagues and
Ministry of Forestry officials to move forward
with the reform agenda.

At the request of the World Bank, the
Consultative Group on Indonesian Forestry
(CGIF)—which was supported by a German-
funded project—stepped forward to play a
coordinating role in convening donors, gov-
ernment officials, and eventually NGOs to
discuss how to implement the reforms.
Others, including the staff of projects funded
by the United States, the European Union,
and the United Kingdom, provided experts
and analysis to guide design of new policies.
While conceding the validity of some criti-
cisms leveled at the substance and process of
reforms promoted by the World Bank and the
IMF, a report generated by one bilateral pro-
ject concluded that “the reforms themselves
are exactly what the Indonesian forest indus-
try needs” (1999b).43

In July 1999, the new World Bank country
director mentioned forestry issues in his
opening remarks to the Paris meeting of the
CGI (Baird, 1999b). Representatives of other
donor agencies reportedly spoke forcefully of
the need to address forest policy reform, 
elevating forestry issues to the top tier of the
CGI agenda, along with the situation in East
Timor, and attracting attention from govern-
ment agencies other than the Ministry of
Forestry and Estate Crops.44 Box 4.4
describes recent experience in Cambodia,
where the World Bank, the IMF, and the
broader donor community collaborated to
leverage forest policy reform in the context of
adjustment lending.

Domestic and 
International NGOs

The World Bank entered the Indonesian 
crisis with many domestic and international
NGOs questioning the World Bank’s credibil-
ity. Participants in a civil society forum in
Jakarta with World Bank President James
Wolfensohn in February 1998, said they had
“warned the World Bank years ago that eco-
nomic growth hinged on an overhaul of
Indonesia’s rigid political system” (Torchia,
1998, p. 1).45 Evidencing some ambivalence
about international intervention early in the
crisis, an international NGO network called
on the World Bank, the IMF, and the Asian
Development Bank to ensure that their
actions would not result in worsening social
or environmental conditions, but also urged
them to “use their leverage not only to see
that the Indonesian government implements
economic reforms, but also impress upon the
Government of Indonesia that economic
reform without political reform will be insuf-
ficient to stem the loss of international confi-
dence in Indonesia” (INFID, 1998a). Just
prior to Suharto’s fall from power, the same
network called on the World Bank and the
IMF “to condition further economic assis-
tance to Indonesia on fundamental political
reform” and “to improve their own trans-
parency and accountability in order to
increase the legitimacy of their exercise of
this conditionality” (INFID, 1998b).

With a few exceptions, the community of
NGOs within Indonesia concerned about for-
est issues was not well-informed about the
workings of the international financial insti-
tutions, and was not sure how to react to the
January 1998 reform package. On the one
hand, like their international counterparts,
they were pleased to see the IMF challenging
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such potent symbols of the excesses of the
Suharto regime as Bob Hasan’s plywood
monopoly. On the other hand, they were also
skeptical about the motives of the World
Bank and the IMF, particularly with respect
to the institutions’ support of economic liber-
alization and privatization, which were seen
as serving the interests of international
investors.46 

In addition, the opinions of many domestic
NGOs were influenced by those of interna-
tional research and funding organizations
active in the Indonesian forest sector, such
as the International Council for Research on
Agroforestry (ICRAF) and the Ford Found-
ation, whose staff privately criticized various
aspects of the reforms.47 In particular, these
groups were critical of the failure of the
reforms to promote a more fundamental
reorientation of forest management policy
from a social justice perspective. During the
flourishing of the spirit of reformasi in mid-
1998, international organizations and domes-
tic groups coordinated through the FKKM
played an active role in promoting commu-
nity participation and recognition of indige-
nous peoples’ resource rights in discussions
of new forestry legislation and regulations.

NGO distrust of the World Bank’s motives
and lack of understanding of the mechanics
of adjustment lending constrained the World
Bank’s ability to develop a constituency for
reform within the Indonesian NGO commu-
nity. In September 1998, at a meeting con-
vened by the Ford Foundation at the request
of the World Bank, NGO activists refused to
discuss the specifics of a proposed sectoral
adjustment operation focused on the forest
sector, because of their misperception that
World Bank funds would be channeled to the
Ministry of Forestry.48 Similarly, the World

Bank’s interest in collaborating with NGOs
to monitor implementation of reform in the
field was compromised by the latter’s unwill-
ingness to accept funds from the World
Bank. One group placed the World Bank and
the IMF on a blacklist of funding sources
along with transnational timber corporations
(Plume, 1999).

International advocacy groups were
ambivalent about the forestry-related condi-
tions contained in the January reform pack-
age. On the one hand, they could not help
but celebrate the setbacks dealt to vested
interests in unsustainable logging practices,
and called on the World Bank and the IMF to
use disbanding of the plywood and other car-
tels as a litmus test for further support to the
government (Fried and Rich, 1998). On the
other hand, they wondered why equally egre-
gious threats to forests, such as the ill-
conceived million-hectare rice production
scheme in the swamps of Kalimantan, were
not targeted by the World Bank and the IMF.
A “Joint-NGO Request to the IMF for
Immediate Intervention” to halt the project
was forwarded to IMF Managing Director
Michel Camdessus, implicitly acknowledging
the legitimacy of such intervention (Barclay
et al., 1998). In 1999, in a report exposing
the flourishing of illegal logging, domestic
and international NGOs recommended that
the World Bank, the IMF, and other donors
“be held responsible for upholding actions to
stop illegal logging and reform forestry law”
(Environmental Investigation Agency and
Telapak, 1999, p. 40).

International NGOs also criticized the spe-
cific forest policy reform content. They noted
remarkable inconsistencies in the package,
including a call for a moratorium on forest
conversion while at the same time liberaliz-
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ing investment in the oil palm plantation sec-
tor, a major driver of such conversion (Fried
and Rich, 1998). They observed that the
reforms seemed to be oriented toward in-
creasing the efficiency of the existing, corpo-
rate-oriented concession system, and did not
deal with more fundamental issues of prop-
erty rights and community roles in forest
management.

THE BOTTOM LINE

Are the prospects for improved forest man-
agement in Indonesia better or worse off as a
result of the World Bank and the IMF includ-
ing forest policy reforms in adjustment lend-
ing? And to what extent can the actions of
the Bank and the IMF be separated from the
effects of the larger historic events in May of
1998? Although Indonesia’s transition to a
post-Suharto era is still underway, it is possi-
ble to draw some preliminary conclusions.

Some progress in reform of the forest sec-
tor has been achieved. The breakup of the
forest product marketing monopolies, while
delayed, was important as a political symbol
and in terms of economic efficiency. In addi-
tion, the existence of a reform process has
served to open up the dialogue on forest 
policy reform, and has created a forum for

NGOs, bilateral donors, and other constitu-
encies to debate and advance their views. To
the extent that this process can maintain
momentum with the new government that
assumed power in late 1999, the significance
of the World Bank and the IMF’s “getting the
Ministry of Forestry’s attention for the first
time in centuries”—in the words of one
World Bank staffer—should not be underesti-
mated.49

However, the slow and uneven pace of
reform can be traced to many factors, some
of which were under the control of the World
Bank and the IMF. First, the initial package
of reforms was inconsistent and incomplete.
While these weaknesses are easily attribut-
able to the unreasonable deadline given by
the IMF to the World Bank for coming up
with structural conditions in the second LOI,
it is also true that the World Bank had not
been substantively engaged in the forest sec-
tor for the four years prior to the crisis. As 
a result, World Bank staff did not have the
benefit of updated analysis or stakeholder
consultation to support the design of those
conditions. More consistent engagement in
the sector following terminations of existing
and planned loans to the Ministry of Forestry
in 1995 might also have tempered the mixed
reception afforded the World Bank’s abrupt
re-entry onto the forest policy stage.

Second, the original forest policy condi-
tions contained in the January LOI were
articulated in terms of specific measures
rather than desired outcomes, were associ-
ated with unrealistic deadlines, and in some
cases reflected a lack of understanding of the
Indonesian policymaking process. The subse-
quent need for the World Bank to adjust the
conditions and the deadlines sent mixed sig-
nals to the government, and made it difficult

Experience in Indonesia shows that the World

Bank’s attention to governance issues in the

reform process itself, particularly transparency

and stakeholder consultation, is essential to

empower domestic constituencies for reform.
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for outsiders to know whether noncompli-
ance was the result of lack of political will or
lack of feasibility. In addition, the articula-
tion of conditions in terms of specific mea-
sures allowed the Ministry of Forestry to
comply with the letter of the conditions while
undermining their spirit.

Third, the initial focus of the World Bank
and the IMF on efficiency-oriented reform,
without explicit attention to the social justice
aspects of alternative forestry management
regimes, compromised the initial ownership
of the reform program among key constit-
uencies, including domestic and interna-
tional NGOs. While World Bank staff may
have judged correctly that a structural adjust-
ment loan was not the right vehicle for pro-
moting such institutional change, they could
have done a better job of signaling the broad-
er scope of the long-term reform agenda.

Fourth, experience in Indonesia shows that
the World Bank’s attention to governance

issues in the reform process itself, particu-
larly transparency and stakeholder consulta-
tion, is essential to empower domestic 
constituencies for reform. Over time, the
World Bank has shown itself to be increas-
ingly willing to exert pressure on the govern-
ment to disclose information about the
reform process and to engage stakeholders in
more meaningful participation.

Finally, the Indonesia case demonstrates
the limitations of the adjustment instrument
to promote change in the forest sector. In
1995, the World Bank’s own assessment of
its experience with project lending in the for-
est sector in Indonesia concluded that “the
need to deal comprehensively with institu-
tional constraints is a major lesson which
arises from experience with this project”
(World Bank, 1996, p. iv). Four years later, it
is clear that institutional constraints continue
to be the major obstacle to reform, despite
the significant political and economic
changes that have occurred in the interim.
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1. This chapter draws on  “Toward an
Environmental Adjustment: Structural Barriers
to Forestry Development in Indonesia” by
Hariadi Kartodihardjo, which is available at
http://www.wri.org/wri/governance/iffeforest.ht
ml or published in Indonesia as Belenggu IMF &
World Bank: Hambatan Struktural Pembaharauan
Kebijakan Pembangunan Kehutanan di Indonesia
(Kartodihardjo 1999), as well as interviews con-
ducted by the authors in Jakarta and
Washington, D.C., on a not-for-attribution basis.

Both authors were participants in some of the
events described in this chapter. Frances
Seymour serves on the Non-Indonesian Steering
Committee of the International NGO Forum on
Indonesian Development, and helped facilitate
meetings in Washington between Indonesian
activists and officials of the World Bank and the
IMF. Hariadi Kartodihardjo was appointed to
the Forestry and Estate Crops Development
Reformation Committee in June 1998 and
served until mid-1999.

2. In 1986, advocacy groups from Indonesia and
donor countries formed a network parallel to the
official donor consortium to promote an alterna-
tive vision for Indonesian development. The
organization is now known as the International
NGO Forum on Indonesian Development
(INFID).

3. While senior Bank officials had periodically
raised the corruption issue with President
Suharto (Kapur, Lewis, and Webb, 1997), public
acknowledgment of the issue had remained
taboo.

4. For a good summary of the political economy of
forests in Indonesia, see Barber (1998).

5. In September 1997, timber magnate
Mohammad “Bob” Hasan was quoted as saying
not only that the fires were caused by small
farmers, but that activists who said otherwise
were associated with Communists (Agence
France Presse, 1997).

6. Personal communication with World Bank 
official, April 1999.

7. For an excellent summary of Bob Hasan’s back-
ground, political ties, and commercial empire,
see Barr (1998).

8. According to participants, an initial solicitation
of two pages of text on environmental issues
was followed by requests for condensation to a
page, a paragraph, and finally a single point.
(Not-for-attribution interviews with World Bank
officials, November 1998.)

9. Personal communication, November 1999.

10. For an excellent, play-by-play analysis of the
events in Indonesia from October 1997 to
March 1998, and the response of the interna-
tional community, see Bresnan (1999).

11. Not-for-attribution interview with World Bank
official, November 1998.

12. Not-for-attribution interview with World Bank
official, November 1998. This judgment was
later captured in a footnote to the Bank’s 
presentation to the board regarding a second 
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adjustment loan to Indonesia:  “Forestry is not
only strategically important to the economy due
to the enormous value of natural resources
involved, but forest management has been char-
acterized by nepotism and private appropriation
of resource rents. Hence, reforming forest 
policy not only improves efficiency but demon-
strates a commitment to improved governance”
(The World Bank, 1999c).

13. Not-for-attribution interview with World Bank
official, November 1998.

14. Nevertheless, the inclusion of other, nonforest
conditions in the reform package—related to
implementation of a new environmental law and
attention to air quality issues—is evidence that
staff worked to include environmental elements
on their own terms. 

15. The PRSL II was also supplemented by a paral-
lel Social Safety Net Adjustment Loan in mid-
1999.

16. Not-for-attribution interview with World Bank
official, June 1999.

17. Not-for-attribution interview with bilateral 
project advisor, November 1998.

18. Various not-for-attribution interviews with
World Bank officials and Indonesian govern-
ment officials, November 1998.

19. Not-for-attribution interview with Indonesian
government official, October 1998.

20. Not-for-attribution interview with Indonesian
government official, October 1998.

21. Not-for-attribution interviews with Indonesian
government officials and bilateral project advi-
sors, November 1998.

22. A series of status reports on “Indonesia Forestry
Sector: Impact of the Economic Crisis and IMF
Proposed Measures” produced by the leader of a
U.K.-funded project provides a useful chronol-
ogy and analysis (Fraser, 1998a,b,c).

23. Not-for-attribution interview with Indonesian
government official, October 1998.

24. The DFID status report dated May 31 states, “A
major cause of concern over these matters is
that decisions will be rushed, without proper
thought and analysis, which may result in a less
than optimal outcome” (Fraser 1998c).

25. Not-for-attribution interviews with World Bank
official and Indonesian government officials,
October 1998.

26. Not-for-attribution interview with Indonesian
government official, November 1998.

27. Legislation on decentralization passed in
September 1999, stipulates that 40 percent of
Reforestation Fund proceeds will be returned to
the regions as a special budget allocation not
specifically tied to reforestation (Mubariq
Ahmad, personal communication).

28. Not-for-attribution interview with World Bank
official, June 1999.

29. Not-for-attribution interviews with bilateral pro-
ject advisor, November 1998.

30. Not-for-attribution interview with World Bank
official, June 1999.

31. Not-for-attribution interview with bilateral pro-
ject advisor November 1999.

32. Not-for-attribution interview with NGO staff,
November 1998.

33. Not-for-attribution interview with Indonesian
government officials, October 1998.

34. Not-for-attribution interview with World Bank
official, June 1999.

35. By June 1999, the inadequacy of the draft law
had become the target of protests by students,
NGOs, professional associations, and the former
ministers of environment and forestry.

36. Not-for-attribution interview with bilateral pro-
ject advisor, November 1998.

37. Not-for-attribution interview with bilateral pro-
ject advisor, November 1998.

38. Not-for-attribution interview with World Bank
official, September 1999.
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39. In addition to other timber industry leaders,
participants in the meeting included senior offi-
cials from World Resources Institute, World
Wide Fund for Nature, Conservation
International, and International Union for
Conservation of Nature and Natural Resources.

40. Not-for-attribution interview with World Bank
official, June 1999.

41. Not-for-attribution interview with World Bank
official, January 1999.

42. Not-for-attribution interview with bilateral 
project advisors, November 1999.

43. The report goes on to caution that “[o]bservers
should think twice before throwing stones at the
Bank, at least where its forestry agenda in
Indonesia is concerned” (Brown, 1999b, p. 74).

44. Not-for-attribution interview with World Bank
official, September 1999.

45. In subsequent correspondence, Wolfensohn
stated that “the political reforms of the
Indonesian system that your letter mentions

must be the responsibility of the Indonesian
people. International agencies such as the
World Bank cannot do that” (Wolfensohn, 1998).

46. For example, a newsletter reported that, “There
has been mounting criticism too of the econom-
ic conditions set by the IMF because they serve
the interests of the international financial com-
munity rather than the needs of Indonesia
itself.” And, “The current IMF programme is
paving the way for greatly expanded foreign
domination of Indonesia’s economies”
(International Campaign for Ecological Justice
in Indonesia, 1998).

47. Not-for-attribution interview with staff of
Indonesian NGOs and international organiza-
tions, October-November 1998.

48. Not-for-attribution interview with staff of
Indonesian NGOs and international organiza-
tions, October-November 1998.

49. Not-for-attribution interview with World Bank
official, June 1998.
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B y the mid-1990s, the World Bank had
been providing assistance to Kenya
for improved natural resources man-

agement for more than two decades. Despite
an impressive array of political pronounce-
ments, environmental policies, and govern-
ment agencies charged with environmental
stewardship, the Government of Kenya had

an equally impressive record of failing to
implement policies necessary to reverse envi-
ronmental degradation. In early 1996, a
handful of World Bank officials began float-
ing the idea of a structural adjustment opera-
tion focused exclusively on environmental
policy reform. This chapter will examine the
World Bank’s experience in promoting the
idea of “environmental adjustment,” and will
attempt to identify the reasons that an envi-
ronmental adjustment operation never mate-
rialized.1 The Kenya case illustrates how gov-

ernance issues arise in the context of envi-
ronmental policy reform. It also provides an
interesting example of how adjustment lend-
ing is related to project lending in the forest
sector, and to another key World Bank
instrument, the Country Assistance Strategy.

BACKGROUND

Environmental Policy and
Implementation in Kenya

In recent years, Kenya has experienced irre-
versible environmental degradation that
undermines prospects for long-term eco-
nomic growth and socio-political stability.
Soil and water degradation threatens the sus-
tainability of Kenya’s agriculture sector,
which in the late 1990s has generated about
a third of the country’s Gross Domestic
Product (GDP), and employed more than 70
percent of the population. Wildlife tourism
provides an important source of foreign
exchange. While savannas are home to the
more familiar wildlife species that attract
tourists, forest ecosystems provide habitat for
a large proportion of the country’s biological
diversity. Forests also furnish essential
watershed functions for the entire nation, as
well as providing timber and fuelwood.
Although constituting only a small percent-
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age of Kenya’s land area, forests have been
depleted or lost at a rate of thousands of
hectares per year (Mugabe and Krhoda,
1999).

While Kenya’s rapid rate of population
growth has contributed to environmental
degradation, economic policies and political
factors have also played a significant part
(Kahl, 1998). Government policies have often
failed to reflect the full economic value of
natural resource exploitation. For example,
World Bank staff estimate that Kenya has
captured less than 10 percent of the value of
roundwood on-the-stump and collected less
than 35 percent of the royalties due from log-
ging of plantation-grown pine and cypress.2

Property rights regimes have also presented
perverse incentives. For example, by taking
ownership and user rights over wildlife away
from private landowners, the Wildlife Con-
servation and Management Act removed
incentives to conserve wildlife outside of pro-
tected areas (Marekia, 1991). 

For several decades, the Government of
Kenya has recognized the need to institute
measures to arrest environmental degrada-
tion. For example, a policy paper published
in 1965 made clear statements on natural
resources management and noted the impor-
tance of integrating environmental concerns
into development planning (Republic of
Kenya, 1965). The 1974–1978 Development
Plan articulated the need to manage the envi-
ronment for ecological, sociocultural and eco-
nomic benefits, and recognized that the lack
of appropriate institutional arrangements
and policies was limiting environmental
management. The 1994–96 Development
Plan stressed that “success in achieving
social sustainability will largely depend on
conserving and protecting the natural

resource base on which future development
depends” and explicitly called for integrating
environmental considerations into the policy-
making process (quoted in Mugabe and
Krhoda, 1999, p. 5).

Kenya has numerous policies, laws, and
agencies to address environmental problems.
More than 70 different laws either directly or
indirectly apply to natural resources manage-
ment, and Kenya has signed and ratified
most of the major international environmen-
tal agreements. The country has more than
20 institutions and departments dealing with
environmental matters: the Ministry of
Environmental Conservation, the Ministry of
Natural Resources, the National Environment
Secretariat, the Forest Department, the
Kenya Wildlife Service, the Kenya Forest
Research Institute, and the National
Museums of Kenya, among others. In addi-
tion, Kenya is notable in the region for the
numerous NGOs engaged in environmental
activities. 

Despite this institutional infrastructure,
Kenya has continued to experience natural
resource degradation and increasing environ-
mental destruction. Generally, the Govern-
ment of Kenya has not shown deliberate
efforts to institute and implement new and
adequate policies and legislation, partly
because of the absence of a strong and con-
sistent civil service constituency to push for
reforms (Juma, Torori, and Mwangi, 1995).
The inadequacy of government efforts has
also stemmed from the lack of institutional
capacity to implement and monitor environ-
mental policies, laws and programs. Imple-
menting agencies have lacked institutional
linkages, adequate infrastructure, human
capital, and sufficient legal authority and
political autonomy. The political will neces-
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sary to overcome short-term vested interests,
which favor natural resource exploitation, in
order to promote long-term sustainable
development has not been realized.

A particularly salient manifestation of the
political factors underlying natural resource
management problems in Kenya has been
the increasingly common phenomenon of
land grabbing, defined as “the irregular allo-
cation of public lands to well-connected indi-
viduals and companies” (Klopp, 1998). Much
recent forest loss has resulted from govern-
ment-approved, politically motivated, and
dubiously legal excisions of forest land from
protected areas and reserves and plantations.
According to one analysis, land grabbing is
the result of an increased use of land for
political patronage in a context of increased
electoral competition (Klopp, 1998). A
Kenyan government official remarked, “If 
an election were held every year, there would
be no forest left.”3

The World Bank and
Adjustment Lending

Since independence, the World Bank has
played a significant role in Kenya’s develop-
ment, through project lending, and more
recently, through structural adjustment.
Kenya was the first country in Sub-Saharan
Africa to receive a structural adjustment loan
from the World Bank in 1980 (O’Brien and
Ryan, 1999). The government adopted stabi-
lization and structural adjustment programs
financed by the World Bank and the IMF
largely to enable the country to respond to
economic instability resulting from such fac-
tors as the oil shock of 1973–74 (which gener-
ated trade imbalances) and the government’s
fiscal indiscipline. The structural reforms
focused on reducing deficit spending, 

limiting public borrowing from the banking 
sector, rationalizing public expenditure,
removing price controls, and improving the
performance of state corporations. Since
1986, Kenya has received additional structur-
al and sectoral adjustment loans that have
targeted the agriculture sector (liberalization
of marketing systems and removal of import
barriers), civil service reform or restructuring
(with emphasis on rationalizing the opera-
tions of several ministries), privatization of
selected public enterprises, and reform of 
the education and health sectors (with
emphasis on the creation of cost-sharing
arrangements).

The success of structural adjustment lend-
ing to Kenya has been mixed. In a number of
sectors (e.g., privatization of public enterpris-
es) some achievements have been made
while in most areas reforms have not been
fully instituted. A study by Gurushri Swamy
(1994) assessing the success of the first
adjustment program concludes that it was
characterized by “a total lack of compliance,
partly because of design and timing prob-
lems, but also because the commitment to
the stated policy changes was limited to a
small coterie of top civil servants. Trade
reforms were not carried out, and grain 
marketing was not liberalized.” Stabilization 
programs negotiated with the IMF were 

Recent forest loss has resulted from government-
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successful in removing exchange rate restric-
tions, and instituting tight fiscal policies in
the mid-1980s (O’Brien and Ryan, 1999).
However, fiscal indiscipline continued, re-
sulting in high domestic borrowing, high
interest rates, and inflation. 

As described in a recent World Bank
research report, Kenya’s 18-year engagement
with the international financial institutions
through adjustment lending has been charac-
terized by a “stop-go pattern” that repeats
every few years (O’Brien and Ryan, 1999).
During a “go” phase, the donor community
provides support for government commit-
ments to reform. After a few years, when
donors have become dissatisfied with the
government’s failure to meet agreed condi-
tions, a “stop” phase begins, resulting in
delays in disbursements and a decline in new
commitments. A particularly notable “stop”
phase occurred in 1991, when at a meeting of
Kenya’s Consultative Group, the donors
decided to suspend all adjustment lending
pending progress on corruption and gover-
nance issues (O’Brien and Ryan, 1999).

The World Bank, Forestry, 
and Environment

While environment-specific considerations
were not part of the World Bank’s adjust-
ment operations, attempts were made to
address forestry and wildlife concerns in the
agricultural sector reforms. However, lend-
ing to such environmental domains as
wildlife and forestry has largely been on a
project basis, some of which have been
designed to stimulate certain policy reforms
and strengthen natural resources manage-
ment institutions. For example, World Bank
intervention resulted in the transformation
of the former Wildlife Conservation and

Management Department, a public body, into
the Kenya Wildlife Service, a government-
owned corporation.

The World Bank has been involved in the
Kenyan forest sector through almost 30 years
of project lending. The forest policy reforms
emphasized by the World Bank have largely
focused on promoting efficiency in industrial
forestry, for example, through enlarging
industrial plantations and strengthening the
capacity of forestry institutions. The World
Bank has tended to promote institutional
reforms that would relocate the management
of industrial plantations from the Forest
Department to the private domain. Its con-
cern has been that the Forest Department
lacks the ability to ensure efficient opera-
tional and financial management of the plan-
tations (World Bank, 1990). According to
Forest Department officials, the World
Bank’s approach to the forest sector was
influenced by the structural adjustment pro-
grams underway at the time, and thus
focused on privatization of public enterprises
and reduced government expenditure
(Mugabe and Krhoda, 1999). An additional
objective of reform was to review and up-
grade forest policies and legislation. 

These concerns were integrated into the
fourth Forestry Development Project, which
the World Bank approved in 1991. Although
the original project documentation and nego-
tiations included a variety of conditions relat-
ed to institutional and policy reforms, the
failure of other donors to come through with
promised cofinancing for other project com-
ponents led to a more narrow focus on plan-
tation development and maintenance.
According to World Bank assessments, pro-
ject objectives were compromised by the
need for institutional and regulatory reforms
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for plantation management (in particular to
allow the private sector and community
groups a larger role), the need for enforce-
ment of a clear policy on excisions of planta-
tion lands, and the persistence of extremely
low royalty rates charged for plantation tim-
ber (World Bank, 1998; Ganguly, 1998).

In addition to project-specific lending, the
World Bank had also provided support for
developing a broader environmental policy
framework for Kenya. In 1994, the Govern-
ment of Kenya formally adopted the National
Environmental Action Plan (NEAP), which
had been prepared with World Bank support
(Republic of Kenya, 1993). The NEAP pro-
posed a number of recommendations to inte-
grate environmental concerns into overall

economic development planning, including a
new institutional structure and the formula-
tion of national environmental legislation. It
also stressed the importance of improving
forest protection and management—objec-
tives which the Forest Department further
elaborated in a Forestry Master Plan in 1994.

By late 1995, frustrated by the Government
of Kenya’s failure to follow through on envi-
ronmental policy commitments, the World
Bank decided to elevate the environmental
policy dialogue above the sectoral level.4

In February 1996, the Government of Kenya
produced a Policy Framework Paper (PFP)—
the result of negotiations with the World
Bank and the IMF—which described a pro-
gram of agreed economic reforms for
1996–1998 (Government of Kenya, 1996). 
At the suggestion of the World Bank, the
Government of Kenya published and made
public the PFP, which until then was a confi-
dential document. The PFP asserted the gov-
ernment’s concern for the state of indige-
nous forests and their biodiversity, and 
stated a commitment to implement the
NEAP through a series of policy, institution-
al, and legislative reforms. According to par-
ticipants in the negotiations, World Bank
staff were responsible for the environmental
content of the PFP, which was incorporated
on a “no objection” basis by IMF officials.5

Box 5.1 provides a summary of the PFP’s
environment-related content.

THE PROPOSED
“ENVIRONMENTAL
ADJUSTMENT”  LOAN

At the same time that the 1996–1998 PFP
was being formulated, the then Regional
Director for East Africa and other
Washington-based World Bank staff began

B O X  5 . 1

• Present to parliament an environmental bill
for enactment into law by September 1996;

• Present to parliament a Forestry Policy Paper
by March 1996;

• Enact new forestry legislation by September
1996;

• Begin implementation of the recommenda-
tions of a Kenya Wildlife Service study on land
use policy by June 1996;

• Establish a national Land Use Commission by
December 1997; and

• Present to parliament a revised wildlife bill for
enactment into legislation by December 1996.

E N V I R O N M E N T - R E L A T E D
C O M M I T M E N T S
C O N T A I N E D  I N  T H E
1 9 9 6 – 1 9 9 8  P O L I C Y
F R A M E W O R K  P A P E R
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floating the idea of an environmental adjust-
ment loan within the World Bank, with
Kenyan government officials, and with select-
ed members of the international and Kenyan
NGO communities. The World Bank present-
ed the adjustment loan, the first and so far
only one of its kind, as an instrument to
leverage implementation of the environmen-
tal policy reform commitments articulated in
the NEAP and the PFP. The adjustment 
operation would target reforms in such key
sectors as forestry, wildlife, and land man-
agement, and would address various fiscal
and economic policies that generate incen-
tives for environmental destruction.

In early 1996, coincident with the publica-
tion of the PFP, World Bank officials met
with Kenya’s Ministry of Finance officials to
discuss the environmental adjustment idea.
In that discussion, World Bank staff empha-
sized the economic costs that Kenya was
incurring by not instituting reforms in the
forest sector specifically and the environmen-
tal area more generally.6 It was anticipated
that the credit would generate proceeds to
reduce fiscal constraints, reduce reliance on
domestic borrowing, and enable low-cost,
long-term financing of identified government
projects. An estimated US$90 million would
be made available through this operation and
would contribute to the government’s efforts
to address a budget deficit.

While the World Bank and the Ministry of
Finance did not identify specific reforms to
be targeted in the proposed operation in their
initial discussions, they agreed upon a pro-
cess to explore the feasibility and focus of an
environmental adjustment program. Box 5.2
provides a chronology of related events and
stakeholder involvement.

The Taskforce

In November 1996, following several months
of negotiations with the World Bank, the
Government of Kenya established an envi-
ronmental adjustment taskforce under the
leadership of the Ministry of Environment
and Natural Resources (MENR) that included
representatives of various ministries, NGOs,
and the private sector. In light of the govern-
ment’s usual reluctance to involve stakehold-
ers in the development of policy options
(O’Brien and Ryan, 1999, p.32), the World
Bank’s success in encouraging broader mem-
bership on the taskforce is significant. The
taskforce was mandated to accomplish the
following: (a) review the extent to which vari-
ous policies, laws, and institutional reforms
recommended by the NEAP and the PFP had
been or were being implemented; (b) identify
and discuss specific environmental reforms
that would be included in PFP 1999–2001;
and (c) identify, discuss, and develop specific
environmental reforms that could be ad-
dressed in the context of an environmental
adjustment credit. 

The taskforce held six meetings and orga-
nized one national workshop. World Bank
staff members attended taskforce meetings
as resource persons, while IMF staff did not
participate in any of the deliberations of the
taskforce. A large part of these meetings was
spent on discussing general environmental
issues and identifying gaps in the implemen-
tation of environmental reforms contained in
the PFP rather than on the specific reform
opportunities presented by inclusion of envi-
ronment-related conditionalities in a struc-
tural adjustment operation. According to par-
ticipating government officials, the work of
the taskforce suffered from a lack of intellec-
tual leadership from the MENR, as well as a
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B O X  5 . 2 C H R O N O L O G Y  O F  E V E N T S  R E L A T E D  T O  E N V I R O N M E N T A L
A D J U S T M E N T  A N D  S T A K E H O L D E R  I N V O L V E M E N T  I N  K E N Y A

EVENTS AND STAKEHOLDER INVOLVEMENT

1993–1994 Preparation and adoption of NEAP, consultative process involving NGOs
and the private sector. First funding from World Bank for a comprehensive
environmental process/program in Kenya.

1994–1995 Preparation of draft environmental policy and legislation, initiation of 
policy and legal reform in wildlife and forest sectors. World Bank,
Government of Kenya, and wide NGO consultations on the reforms.

1995 Preparation of PFP by the Government of Kenya, World Bank, and IMF 
with no NGO or private sector involvement, but in early 1996 PFP became 
a public document.

Feb 1996 World Bank officials meet with Ministry of Finance to discuss an environ-
mental adjustment (EA) operation.

Ministry officials receptive and agree on the need for a national task force 
on EA within the Ministry of Environment and Natural Resources (MENR).

May–Dec 1996 World Bank and MENR in discussions on EA taskforce modalities.

Nov 1996 ACTS and WWF host workshop on EA emphasizing the role of the NGO
community in the EA development and implementation.

Dec 1996 EA Taskforce established and first meeting held.

Feb  1997 EA workshop for Government of Kenya, World Bank, NGOs, and 
the private sector.

April–July 97 Two meetings of EA taskforce held; draft Terms of Reference for EA Credit 
Identification. Mission planned for August-September 1997 discussed.

July 1997 Government of Kenya - IMF negotiations collapse.

August 1997 EA Identification Mission cancelled;  consultations on Country Assistance
Strategy (CAS) underway.

January 1998 World Bank terminates Fourth Forestry Development Project.

September 1998 CAS focused on governance presented to World Bank’s board.
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lack of clear and consistent guidance from
the World Bank (Mugabe and Krhoda, 1999).

However, the Washington-based World
Bank task manager did prepare a draft con-
cept paper on environmental adjustment that
was discussed by the taskforce at its June
1997 meeting. According to the document,
an adjustment credit would support the
efforts of the government to stabilize Kenya’s
long-term growth prospects by implementing
fiscal, institutional, policy, and legal reforms
which would ensure the sustainable use of its
natural resources and to put in place regula-
tory mechanisms which would limit future
environmental costs”(World Bank, n.d.).
Specific reforms to be targeted by the adjust-
ment operation, which would be measurable
or easily identifiable, had been discussed by
some members of the taskforce and World
Bank officials. These included the following:

• Institutional and legal reforms—particu-
larly those aimed at strengthening
national institutions to enforce environ-
mental standards, carry out environmen-
tal impact assessment, and enforce 
environmental legislation. In addition,
the adjustment operation would provide
leverage for restructuring of the MENR,
rationalize the operations of the Forest
Department, and establish a more 

effective institutional structure to man-
age Kenya’s indigenous forests.

• Land reforms—particularly the establish-
ment of an independent Land Com-
mission to formulate new policy and
prepare a national lands bill. Several
World Bank officials were keen to use
EA to leverage land reforms through the
commission process. The beginning
point would have been PFP 1996–98 in
which the Government of Kenya com-
mitted itself to establishing the commis-
sion.

• Economic and fiscal reforms to increase
incentives for environmentally sound
land use practices, and to increase the
use of clean technologies by industry.

Thus, in addition to more traditional effi-
ciency-oriented reforms typical of adjustment
programs, the proposed environmental
adjustment package was envisioned to
encompass a significant institutional reform
component, as well as engagement of the
land issue, one of the most politically sensi-
tive in Kenyan politics.7 Proponents of the
reform agenda inside and outside the World
Bank were concerned about how the adjust-
ment instrument could be adapted to lever-
age meaningful progress toward such long-
term, institutionally complex goals. At the
time of the June taskforce meeting, it was
expected that a World Bank Identification
Mission scheduled for August 25 to
September 12, 1997, would explore those
issues in more detail. 

Government Ownership

World Bank staff report that Ministry of
Finance officials were quite receptive to the

The proposed environmental adjustment pack-

age was envisioned to encompass a significant

institutional reform component, as well as

engagement of the land issue, one of the most

politically sensitive in Kenyan politics.
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idea of an environmental adjustment opera-
tion when it was first mooted in early 1996.8

Indeed, Ministry of Finance officials report-
edly themselves suggested to World Bank
staff that such a vehicle could be used to
address the difficult issues of land and water
rights. Despite this well-placed constituency
for environmental reforms in the ministry
usually responsible for dealing with the
World Bank on adjustment issues, govern-
ment officials decided that an environment-
oriented initiative must be led by the respon-
sible line agency, and assigned leadership of
the EA task force to the Ministry of Envi-
ronment and Natural Resources.

At first, World Bank staff thought that
MENR leadership could be workable, believ-
ing that there was a sufficiently broad-based
government commitment to implementing
the PFP reforms.9 However, having a task-
force charged with designing an adjustment
operation chaired by a line agency proved
confusing and contentious. Although the
MENR would have the responsibility for
defining environmental adjustment, budget
control and funds would remain in the hands
of the Ministry of Finance. Some line agency
officials suspected that the Ministry of
Finance was using the MENR to mobilize
non-environmental funds. This became a
particularly sensitive point as it became clear
over the course of 1997 that the World Bank
was not willing to move forward with addi-
tional phases of project lending to support
the forest sector and NEAP activities in the
absence of significant institutional reforms.
From interviews conducted for this study, it
is clear that government officials did not
understand the linkage between the World
Bank’s dissatisfaction with the pace of
reform in the forest sector and its promotion
of an environmental adjustment loan.10

The uncertainty of the MENR with respect
to its EA mandate was evidenced at the first
taskforce meeting, at which the Permanent
Secretary had difficulty in interpreting the
taskforce Terms of Reference. The Ministry
was also resistant to efforts at assessing the
extent to which the Government of Kenya
was implementing environmental reforms in
the PFP.11 The taskforce prepared an assess-
ment, which demonstrated that most of the
reforms in PFP had not been implemented,
meaning that the Government of Kenya had
defaulted on many of the commitments it
had made to the World Bank, the IMF, and
the Kenyan people. 

In addition to the MENR, several other
government departments and ministries were
involved in the taskforce discussions: the
Ministry of Lands and Settlement, the Office
of the President, the Ministry of Planning
and National Development, the Forest
Department, the Kenya Wildlife Service
(KWS), the National Museums of Kenya, the
Ministry of Water Resources, the National
Environment Secretariat (NES), and the
Secretariat of the NEAP, among others. Many
of these agencies were largely interested in
environmental adjustment as a vehicle for
financing environment-related projects, and
did not understand the distinction between
project-specific and structural adjustment
loans.12 Many representatives of the min-
istries and departments did not fully under-
stand that the purpose of an environmental
adjustment operation was to leverage struc-
tural reforms. As a result, progressive ele-
ments within the bureaucracy that might
have supported the proposed reforms were
not mobilized as a constituency. Some 
Forest Department officials, who wanted to
prevent forest excisions approved by other
government agencies, did not understand
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that the proposed reforms would have
strengthened the department’s legal autono-
my and authority, and their ability to block
such forest conversions.

To the extent that they did understand the
adjustment operation’s potential to leverage
policy reform, it was evident that most line
ministries did not want the adjustment to
cover those reforms that would undermine
their own influence and tenure. Within the
Forest Department, a significant constituency
was opposed to reform, because it would
have removed rent-seeking opportunities.
Similarly, officials from the Ministry of
Lands and Settlement were opposed to pre-
paring and adopting a new land policy and
legislation, which would likely relocate cer-
tain authorities and responsibilities away
from the Ministry and its Commissioner 
of Lands.

Internal bureaucratic battles among envi-
ronmental agencies also undermined govern-
ment leadership of the environmental adjust-
ment process. Some MENR officials wanted
EA activities to be administered by NES,
which served as the policy department of the
MENR. Higher level officials, including the
Permanent Secretary and his Deputy, were
assigning administrative functions associated
with the EA taskforce to the NEAP Secre-
tariat, which had better infrastructure and
political connections. At one taskforce meet-
ing, the Deputy Permanent Secretary stated
that the MENR saw Environmental
Adjustment (EA) as a process that would
enable the government to provide funds for
the NEAP’s implementation. Though the
NEAP process was quickly losing credibility
within the World Bank’s circles, it still
enjoyed the government’s trust. 

World Bank Ownership

Within the World Bank, the initial proponent
of an environmental adjustment loan for
Kenya was the Washington-based Regional
Director. Several members of the Kenya
country team, including environment special-
ists based in Washington and Nairobi, as
well as several officials in the World Bank’s
central Environment Department, were also
supportive of the idea. Soon after discussions
had been initiated with the Government of
Kenya, however, an internal reorganization at
the World Bank resulted in a country director
being assigned to Kenya (replacing the role
of the previous regional director), and the
country director position was moved to
Nairobi. Other staffing changes included the
relocation of one of the environment special-
ists from Nairobi to Washington, turnover in
the Country Economist position, and the
appointment of a new NGO liaison in the
Nairobi office.13

In February 1997, several Kenyan NGO
representatives met with the new World
Bank country director in Nairobi in an
attempt to gain his support for the environ-
mental adjustment process. According to par-
ticipants in the meeting, the new director
expressed skepticism about the proposed
environmental adjustment operation. He
indicated that he did not believe that there
was adequate data and analysis to demon-
strate to politicians the economic costs of
environmental degradation and the benefits
of reform, and challenged the NGOs to pro-
vide such analysis. He did not see environ-
mental issues as a priority for the Govern-
ment of Kenya; the World Bank’s priority
agenda with the government was economic
governance issues, especially corruption
(Mugabe and Krhoda, 1999).
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Other World Bank staff members based in
Nairobi were similarly disinclined to invest
in supporting the environmental adjustment
process. Many were new and not in a posi-
tion to effectively sell the idea. By mid-1997,
Nairobi-based World Bank staff, in particular
the new NGO liaison, were investing heavily
in a participatory process to develop a new
Country Assistance Strategy, which was not
integrated with the ongoing environmental
adjustment discussions.14 Thus, only when
the Washington-based task manager was in
Nairobi did the World Bank take a high 
profile in environmental adjustment-related 
discussions.

THE PROCESS STALLS

In July 1997, negotiations between the
Government of Kenya and the IMF collapsed,
resulting in the suspension of the Enhanced
Structural Adjustment Facility (ESAF), which
had provided the framework for the World
Bank’s environmental adjustment discus-
sions. Without such a framework in place,
there was no scope for World Bank adjust-
ment lending of any kind. As a consequence,
the environmental adjustment Identification
Mission scheduled to begin in late August
was canceled, never to be rescheduled.

The suspension of ESAF ended the envi-
ronmental adjustment discussions, although
the process might not have moved forward
even without such a disruption. By mid-1997,
the taskforce had failed to generate a critical
mass of support for the idea. At the same
time, the prospects for government leader-
ship emerging had diminished with the
approach of an election later that year.
Taskforce participants remarked that senior
civil servants at MENR were not prepared to
make any long-term commitments mainly

because of the uncertainty associated with
their own positions in government. More-
over, they faced difficulties in getting cabinet
approval for many policy matters as the min-
isters were retreating to their political con-
stituencies and focusing little attention on
their ministerial responsibilities.

The question thus arises as to the wisdom
of the World Bank’s initiating a dialogue on
environmental adjustment in the first place,
and subsequently disengaging after the ESAF
collapse in mid-1997. In interviews conduct-
ed for this case study, various perspectives
emerged. In one view, given the govern-
ment’s manifest lack of commitment to
address issues of natural resource ownership
and access—as evidenced by its failure to
implement related reforms contained in the
PFP—it was a mistake to pilot the environ-
mental adjustment idea in Kenya.15 In anoth-
er view, it was appropriate for the World
Bank to give the government an opportunity
to demonstrate its credibility—and use its
leverage to invite other stakeholders into the
dialogue—and equally appropriate for the
World Bank to walk away from the process
when no such credibility emerged.16 A third
view is that the ESAF collapse precipitously
ended the environmental adjustment discus-
sions prior to an Identification Mission—too
early in the process to judge where those dis-
cussions might have led.17

There is evidence to support each of these
perspectives, although the initial support for
the concept of environmental adjustment
from the Ministry of Finance and enthusi-
asm from elements of the NGO community
imply that the World Bank’s initiation of
these discussions was worth a try. However,
events later in 1997 and early 1998 further
called into question the government’s and
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the World Bank’s ownership of the environ-
mental policy reform agenda. 

In the run-up to the elections, land grab-
bing intensified, leading to the loss of some
26,000 hectares of plantation forest.18 In
early 1998, the World Bank finally closed its
Fourth (and final) Forestry Development
Project with an unexpended balance, after it
had become clear that the Forest Department
had no intention of implementing the insti-
tutional reforms that had been agreed to in
the context of that project. Forest Department
officials were surprised by the World Bank’s
willingness to disengage from the forest sector.

Yet there is no evidence that the World
Bank’s senior managers took the opportu-
nity—at the close of almost three decades of
project lending—to communicate to high-
level Kenyan officials why the institution was
terminating lending in the sector. A year
later, the World Bank’s voice was conspicu-
ously absent when leaders of other interna-
tional institutions spoke out against a blatant
appropriation of public forest land in the
Karura Forest in Nairobi and a related attack
on peaceful demonstrators. Observers inside
and outside the World Bank concluded that
World Bank senior managers were unwilling
to risk the institution’s relationship with 
the Government of Kenya over forest and
land issues.

Given the collapse of ESAF, another inter-
esting question is how the World Bank pur-
sued its environmental policy reform agenda
in Kenya in the absence of an adjustment
instrument. As mentioned above, at the same
time the environmental adjustment discus-
sions were terminated in mid-1997, the
World Bank was embarking on an unusually
participatory process to develop a new

Country Assistance Strategy (CAS). In July-
August 1997, and again in December, the
World Bank held consultations with a range
of stakeholder groups (World Bank, 1998).
Several NGO representatives who participat-
ed in the CAS process tried to introduce spe-
cific environmental issues, especially de-
gazettement of forests and associated land
grabbing, in the context of broader gover-
nance concerns, around which CAS discus-
sions centered. 

The resulting CAS, which was presented to
the World Bank’s board in September 1998,
focused almost exclusively on poor gover-
nance as “the central development challenge
in Kenya,” and did not elaborate strategies in
any specific sectors (World Bank, 1998). In
particular, the CAS does not mention envi-
ronmental or natural resources issues, other
than to rank environment as a low priority
for the country and the World Bank, even
though the World Bank’s curtailment of lend-
ing in the forest sector earlier in the year
could be seen as the leading edge of its new
intolerance for corruption and lack of
progress on reform (World Bank, 1998). 

While EA discussions between the World
Bank and government officials made explicit

There is no evidence that the World Bank’s

senior managers took the opportunity—at the
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the link between environmental problems
and poor governance—and indeed, accounted
for the EA’s proposed focus on institutional
and legal reforms related to the allocation of
land and other resources—the CAS did not
make the reciprocal linkage.19 In addition,
the environment sector’s low priority in the
CAS, especially in the context of an overall
reduction in lending, translated into a lack of
support and incentives for World Bank staff
to continue analysis and consultation related
to environmental policy reform.

THE ROLES OF OTHER
STAKEHOLDERS

Nongovernmental Organizations

Domestic and international NGOs both
played roles in defining and promoting the
concept of environmental adjustment in
Kenya. According to World Bank officials,
one of the reasons Kenya was chosen as the
country in which to initiate environmental
adjustment discussions was that a relatively
large and mature NGO community could be
expected to serve as a constituency for envi-
ronmental policy reform. Indeed, a World
Bank official reported that he would not have
pursued the environmental adjustment idea
if several Kenyan NGO leaders had not given
their explicit encouragement.20

Early on, World Bank proponents of envi-
ronmental adjustment floated the concept to
NGOs, including the African Centre for
Technology Studies (ACTS) in Nairobi and
the World Wildlife Fund (WWF) in
Washington. In 1996, these two organiza-
tions facilitated an NGO dialogue among
organizations in Nairobi and Washington
parallel to the World Bank’s discussions with
the Government of Kenya, and monitored

World Bank-Government of Kenya discus-
sions. The two organizations hosted a work-
shop in Nairobi in November 1996, that was
attended by representatives of domestic and
international NGOs.21 Following these dis-
cussions, ACTS published a paper that
assessed the potential of environmental
adjustment from an NGO perspective
(Mugabe et al., 1997). 

The following month, the government
invited several NGOs to participate in the EA
taskforce. The inclusion of NGO representa-
tives on the taskforce was at the recommen-
dation and insistence of the World Bank. In
their negotiations with the government,
World Bank officials had called for an open
and transparent process that would draw
from civil society, consistent with the World
Bank’s new emphasis on working with 
NGOs and creating opportunities for their
participation in World Bank-supported policy
processes. 

Several factors constrained the effective
participation of NGOs in the EA process.
First, for many NGOs, the World Bank
lacked credibility as an agent of environmen-
tal policy reform. Kenyan NGOs observed
that the World Bank had been engaged in a
long series of environmental policy process-
es, in particular the NEAP, without ensuring
follow through on implementation. One
NGO representative maintained that the
World Bank was not the best agency to pro-
mote environmental adjustment in Kenya
because of its contribution to environmental
degradation in many parts of the world, in
addition to its poor record in promoting envi-
ronmental reforms in Kenya. The adjustment
label was also problematic, because in Kenya,
as elsewhere, NGOs associate the World
Bank’s structural adjustment programs with
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social hardship, erosion of institutional
capacity, and infringement on national sover-
eignty. Thus, while many NGOs agreed with
the stated objectives of the proposed environ-
mental adjustment program, they were hesi-
tant to openly support the World Bank. In
the words of one NGO participant, the EA
process and the associated taskforce were
“perceived as too much of a ‘bank thing’ to
really get involved in.”22

Second, few of the NGOs were sufficiently
fluent in economic analysis, engaged with
relevant policy arenas, including the World
Bank, or broad-gauged enough to play strate-
gic roles in shaping the proposed environ-
mental adjustment operation. Similar to their
counterparts in government, many NGOs
assumed that the adjustment operation
would finance government line agencies to
undertake environmental projects. Few were
familiar with the PFP, even after it became a
public document. Although the World Bank
informally circulated a study on the econom-
ics of environmental degradation to a few
NGOs on the taskforce, the study was not
available early enough in the process to
empower their participation in taskforce dis-
cussions with rigorous analysis. One NGO
leader observed that partly because of fatigue
at government inaction on environmental
policy, the NGO community did not ade-
quately invest in exploring the potential ram-
ifications of EA.23

The NGO community was also insuffi-
ciently organized to exercise influence. For
those NGOs who did see the potential for
adjustment to address their policy reform
interests, they tended to focus on only one
subsector. The Kenya Forest Working Group
(KFWG) mainly concentrated on how EA
could be used to get the government to stop

illegal degazettement of forests. Similarly,
the Kenya Pastoralists’ Forum focused on
land reforms and the reallocation of wildlife
user rights to pastoralists. As a result,
despite the World Bank’s efforts to include
NGOs in environmental adjustment-related
discussions, NGO participation did not trans-
late into a constituency sufficiently strong to
overcome the lack of government ownership
of the reform agenda.24

The Private Sector and Other Donors

The private sector’s involvement in discus-
sions on environmental adjustment in Kenya
was limited. While the taskforce had a repre-
sentative of the Kenya Association of
Manufacturers (KAM), the representative’s
participation was minimal. He saw EA as a
tool to help restructure the industrial forest
management regime, particularly by enlarg-
ing the role of the private sector. The sector’s
main interest was to ensure the privatization
of commercial plantations in order to reduce
costs associated with government licensing,
and to destroy the monopolies of a few politi-
cally connected firms. However, these con-
siderations were rarely debated in the task-
force. Many MENR officials, particularly the
then Permanent Secretary and Deputy
Permanent Secretary, considered such issues
to be outside the taskforce’s mandate, and
argued that the issues were being handled
within the context of  World Bank forest 
sector project lending by a study on forest
institutions.

Discussions of environmental adjustment
were largely confined to the World Bank and
the Kenyan government, and the many bilat-
eral and multilateral donors operating in the
country were not brought into the process.
One official from a bilateral donor agency
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remarked: “We had heard about the World
Bank discussing with Kenya some form of
structural adjustment for the environment at
our donors’ meeting briefly attended by one
staff from Washington and the Permanent
Secretary of Environment. It was World Bank
and Government of Kenya business. Our
input was not sought.”25 According to World
Bank officials, it would have been premature
to start involving other donors prior to the
World Bank and the government more fully
defining the proposed program.26 However,
the effectiveness of a coordinated effort
among donors to suspend adjustment lend-
ing pending governance reforms in 1991 sug-
gests that having donor involvement in the
environmental adjustment agenda might
have been important if EA discussions with
the government had moved forward.

THE BOTTOM LINE

The failure of the World Bank and propo-
nents of environmental policy reform in
Kenya to realize an environmental adjust-
ment program stems from many factors.
First and foremost was the lack of a critical
mass of support or a strong champion within
the Kenyan government. While agreeing that
in retrospect, borrower ownership was clearly
lacking, a World Bank staffer remarked that
when the process was initiated in 1996, “we
were all fooled” by the government’s stated
commitments to reform.27

It proved a strategic mistake to accept the
government’s decision to select line ministry
officials—who were used to relating to the
World Bank in the context of project lend-
ing—as leaders of the environmental adjust-
ment taskforce, rather than cultivating 
leadership from Ministry of Finance officials
who understood the potential benefits of

reform to the Kenyan economy. Many gov-
ernment officials who participated in task-
force discussions did not understand the con-
cept of environmental adjustment. Moreover,
there was insufficient capacity within the
government to undertake its own analysis to
guide discussions with the World Bank.
Some line agency officials felt betrayed by
the World Bank’s unwillingness to continue
supporting the forest sector and the NEAP
secretariat, and therefore did not support
environmental adjustment. In an internal
memo in 1996, a World Bank forestry spe-
cialist cited the proposed environmental
adjustment loan as “an ideal vehicle to re-
start the dialogue on forest sector policy and
institutional reform, in a context where the
Office of the President and other lead politi-
cal agencies in Kenya can be directly engaged
in the process” (Douglas, 1996). Because
such lead political agencies were not suffi-
ciently involved in the process that took
place, the potential of environmental adjust-
ment to leverage forest policy reform in
Kenya was not adequately tested.

To a degree unusual in the context of
designing a structural adjustment operation,
the World Bank did attempt to open up the
process to NGOs and other nongovernment
stakeholders, by encouraging the government
to publish the PFP and include NGOs on the
environmental adjustment taskforce. How-
ever, the low credibility of the World Bank
and the adjustment instrument in the eyes of
NGOs, as well as the NGO community’s lack
of sophistication and coordination, meant
that NGO participation did not translate into
a significant constituency for environmental
adjustment.

The lack of ownership by the World Bank,
particularly in the Nairobi office, precluded
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the possibility of increased World Bank
engagement leveraging more intense and
higher-level in-country support. It is difficult-
to assess whether more active World Bank
engagement of government officials, NGOs,
the private sector, or other donors early on
might have made a difference in constitu-
ency-building leading to more borrower own-
ership. More widely-available analytical work
making a compelling case for environmental
policy reform through structural adjustment
lending—including its efficiency, equity, and
governance dimensions—would certainly
have been helpful.

Another factor influencing World Bank
and borrower ownership was unfortunate
timing. Within the World Bank, a reorganiza-
tion moved supporters of environmental
adjustment out of key positions, while the
election cycle distracted senior Kenyan civil
servants. Although initiated during one of
the periodic “go” phases of the World Bank’s
relationship to the Kenyan government, the
onset of a “stop” phase began before the
World Bank could undertake an Identi-
fication Mission. In any event, the unexpect-
ed collapse of ESAF in mid-1997 precluded 
the possibility of an adjustment operation 
of any kind. 

Following the ESAF collapse, it would
appear that the World Bank missed an oppor-
tunity to continue to focus attention on need-
ed environmental policy reforms in the con-
text of the participatory Country Assistance
Strategy (CAS) process. In particular, the
World Bank could have used the CAS process
to highlight the relationships between poor

governance, land grabbing, and social and
environmental impoverishment. The CAS’s
ultimate focus on governance issues was as,
or more, appropriate for the forest sector as
for other sectors, especially in light of the
World Bank’s decision to terminate lending
to the sector. Some observers interpreted the
World Bank’s failure to raise forest and
broader land issues with government officials
at the highest levels as a lack of seriousness
about both forestry and governance issues.

Finally, with the end of project lending in
the forest sector and a CAS conditioning fur-
ther lending on governance reforms, World
Bank staff were not able to continue work on
environmental governance issues in the
absence of sectoral projects or a prospective
adjustment operation. This illuminates the
institution’s difficulty in unbundling lending
from policy analysis and stakeholder 
engagement.

In sum, the World Bank’s attempt to initi-
ate the first environmental adjustment loan
failed to result in a policy reform program in
Kenya because of a lack of World Bank and
borrower ownership, unfortunate timing, and
insufficient linkage of forestry and govern-
ance issues. However, the idea of utilizing
adjustment lending to promote environmen-
tal policy reform remains intriguing as a
vehicle for mainstreaming environmental
issues into what is currently the World
Bank’s most significant lending instrument.
The Kenya experience, while not a success,
has not discredited the concept of environ-
mental adjustment, and the World Bank may
promote the idea elsewhere in East Africa. 
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T he cases in this report demonstrate
that under the right conditions, the
World Bank has been able to effect

key forest policy changes in the context of
adjustment lending, tipping the scales in
favor of reformist elements and against vest-
ed interests. Under the wrong conditions, 
the World Bank’s efforts have been met with
frustration for both the World Bank and the
borrower, and a stalemate in the reform
agenda.

In Papua New Guinea, progressive forces
in the government bureaucracy and their
allies in the World Bank were successful in
using adjustment lending to consolidate poli-
cies that reined in rampant logging, and for
several years prevented attempts by vested
interests to roll back those reforms. Expe-
rience in the Philippines provides another
example of the use of adjustment lending by
reformist elements to shift domestic politics
toward forest policy reform.(See Box 1.3). In
Indonesia, the World Bank and the IMF took
advantage of the 1997 financial crisis to
shine a spotlight on governance issues in the
forest sector and to force the dismantling of
forest product monopolies. 

Those examples of limited success are also
counterbalanced by significant failures and

omissions. In Indonesia and Cameroon, the
World Bank has so far been unable to trans-
form government commitments into mean-
ingful change in concession allocation and
management systems. None of the cases 
provide evidence of the effective promotion
of reforms focused primarily on equity or
environmental objectives. In Kenya, an

attempt to promote a more broadly conceived
environmental adjustment program never
even reached the point of an identification
mission, much less a lending operation.
Experience in the Solomon Islands in the
early 1990s provides further evidence of the
limits of the World Bank’s leverage over 
forest policy in the context of structural
adjustment. (See Box 2.1.)

C O N C L U S I O N  
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The case studies thus raise a number of
questions regarding where, when, and how
the World Bank should attempt to promote
forest policy reform through adjustment
lending. Under what conditions is condition-
ality effective? How important is ownership
by the borrower and the World Bank?  What
can the World Bank do to build and sustain
coalitions for change? The remainder of this
chapter will summarize the insights on these
under-what-conditions questions provided by
the case studies, and their implications for
the World Bank.

TWISTING ARMS AND
TIPPING SCALES

The recent literature on adjustment lending
stresses the dominance of domestic political
factors in determining policy outcomes in
borrower countries. Quantitative studies of
factors influencing the success or failure of
adjustment programs have concluded that
variables under the control of external actors,
including the level of effort expended by the
World Bank, are not significant (World Bank,
1998). Similarly, a previous study of World
Bank conditionality and forest policy reform
concluded that as long as the balance of
domestic political forces favored logging
interests, there was nothing the World Bank
could do to stimulate reform (Ross, 1996).

Indeed, the poor record of the World
Bank’s “arm twisting” style of attempting to
leverage policy reform through conditionality
is leading to a new conventional wisdom
based on the principle of selectivity. Accord-
ing to this school of thought, captured in the
World Bank’s Assessing Aid, since donors can-
not “buy” commitment to reform through
policy-based lending, such lending should be
targeted only at those governments already

demonstrably committed to the “right” policy
frameworks (World Bank, 1998). This pre-
scription rests on five conclusions: that there
is one readily discernible right policy frame-
work and that the World Bank knows what it
is; that conditionality cannot be effective
without borrower ownership; that it is
straightforward to distinguish between
clients that do and do not have the necessary
commitment; that the World Bank’s own
ownership of the reform agenda is not a sig-
nificant variable; and that the World Bank
cannot generate borrower ownership where it
is lacking.

The case study experience described in this
report challenges each of these conclusions.
The remainder of this section summarizes
the nuances added by the case studies to 
current thinking about conditionality, World
Bank ownership, and borrower ownership.
The following section will also discuss the
process of determining the right policy
framework and building coalitions for
change.

Conditionality and Policy Change

In Papua New Guinea, the World Bank’s will-
ingness to hold the line on the concession
allocation system forced a new government
backed by logging interests to reluctantly
back down from letting those interests
reassert control over the forest sector. In this
case, World Bank staff worked closely with
reformist elements inside the government to
design appropriate conditionality. Even
though the policy regime proved fragile over
the long term, the World Bank’s exercise of
conditionality bought time against what
would have been the irreversible impacts of a
major unleashing of uncontrolled logging
activity. The Suriname case, described in Box
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1.2, also highlights the importance of sus-
tained international intervention to buy time
for domestic reform.

Can forest policy conditionality be effective
without such borrower ownership? In
Indonesia, the World Bank in cooperation
with the IMF employed conditionality at a
strategic moment to stimulate key changes in
forest policy, even when the borrower’s com-
mitment to those reforms was far from cer-
tain. The inclusion of forestry issues in
Indonesia’s January 1998, bail-out package
rocketed those issues to the first tier of good
governance challenges on the national agen-
da, something that previous World Bank pro-
jects and a year of unprecedented forest fires
had failed to do. After some foot-dragging,
agreed reforms resulted in non-trivial power
shifts within and among the timber industry
and related government agencies. 

Why might conditionality be more effective
in the context of adjustment lending, when
conditions attached to forest projects have
consistently proven ineffective? The case
studies suggest two reasons. First, the mere
inclusion of forest-related conditions in an
adjustment loan raises the conditions’ profile
from dialogue with sectoral agencies to a
national priority on the agenda of more pow-
erful ministries of finance and planning. In
Indonesia, increases in stumpage fees pro-

moted under forest sector projects were only
achieved after being included in the World
Bank’s policy dialogue with the Ministries 
of Finance and Planning. In the Philippines,
the SECAL had the effect of raising forestry
issues above the level of the Department of
Environment and Natural Resources. 
(See Box 1.3.)

Second, at the sectoral level, World Bank
project loans face competition from bilateral
projects funded by grants. In Indonesia, the
explicit reason for discontinuing cooperation
with the World Bank in the forest sector in
1995 was the availability of less costly
finance for project activities. In adjustment
lending, however, the World Bank has no
competitors,1 so the price paid by borrower
governments for rejecting conditions is 
higher.2 It is significant that the govern-
ments of Papua New Guinea, Cameroon, and
Indonesia were all experiencing economic
crises at the time that they agreed to the
World Bank’s forest-related conditions for
new lending.

Conditionality and Implementation

In Kenya, the World Bank was driven to pro-
pose an environmental adjustment operation
precisely because the government had consis-
tently failed to follow environmental policy
reform commitments with implementation.
However, the case study experience demon-
strates that adjustment conditionality is not
an effective instrument for leveraging policy
changes that depend on reform of the institu-
tions responsible for implementing those
changes. While the World Bank’s principal
interlocutors in structural adjustment lend-
ing—ministries of finance and planning—are
often able and willing to implement policy
changes in tax rates and other reforms

The mere inclusion of forest-related conditions 

in an adjustment loan raises the conditions’ 

profile from dialogue with sectoral agencies to 

a national priority.
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amenable to the stroke of a pen, ministries of
forestry are much less amenable to reform-
ing themselves. 

This finding is quite significant, since in
every case study country, the World Bank sin-
gled out the lack of institutional capacity as
the principal impediment to long-term, sus-
tainable forest management. In Indonesia,
follow-through on commitments to implement
auctions and performance bonds was under-
mined by the lack of a system to measure
and monitor performance, as well as by the
lack of political will within the relevant 
ministry. In Cameroon, World Bank staff
intentionally designed new regulatory and
fiscal regimes for the forest sector so as to
require the least capacity on the part of the
government, in particular, removing opportu-
nities to exercise discretion and, therefore, 
corruption.

Adjustment lending is poorly suited to sup-
porting implementation and institutional
reform because of its short timeframe, limit-
ed to the disbursement period of one to two
years. In Indonesia, Papua New Guinea, and
Cameroon, the World Bank envisioned fol-
lowing up on policy changes leveraged
through adjustment lending with sectoral
loans (Indonesia) or specific projects (Papua
New Guinea and Cameroon) designed in part

to address institutional capacity issues.
Experience in those countries demonstrated
that project lending to improve forest man-
agement undertaken prior to the kinds of
reforms promoted through adjustment lend-
ing was ineffective. There is not yet a record
of experience to judge whether or not a 
reversal of the sequence will enjoy greater
success.

Design of Conditionality

The case study experience illuminates a lively
debate about the kinds of conditions that are
most effective in promoting reform. In both
Cameroon and Indonesia, the government
was able to evade the spirit of the World
Bank’s conditionality while complying with
its letter. According to some officials in bor-
rower governments, forest policy conditions
should focus more on desired outcomes than
on specific measures. Even reformist officials
sometimes resent the World Bank’s micro-
management, and several interviewed for this
study expressed a preference for being
empowered to achieve an objective without
having their hands tied to specific means. At
the same time, World Bank officials with 
significant experience in adjustment lending
expressed strong skepticism that such an
approach would be effective.3

In Indonesia, academics and activists inter-
ested in forest policy reform felt that an
important function of World Bank-imposed
conditionality would be to require trans-
parency and public participation in the
reform process itself, to open up forest poli-
cymaking. By insisting on publication of
draft regulations and legislation and consul-
tation with domestic stakeholders, the World
Bank was able to increase its perceived 
legitimacy and credibility in the eyes of key

In every case study country, the World Bank

singled out the lack of institutional capacity 

as the principal impediment to long-term, 

sustainable forest management.
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constituencies for change outside of govern-
ment. Similarly, observers of recent develop-
ments in Cameroon and Cambodia stress the
significance of independent forest monitors
required by World Bank conditionality. 

The proper sequencing of reforms is also a
critical challenge in the design of condition-
ality. The 1998 Indonesia reform package
was criticized for mandating reform of the
concession management system without due
attention to the necessary preconditions that
would have to be in place for such reform to
be effective. First among these was the need
for baseline information on the extent and
quality of forest resources, criteria and indi-
cators for improved forest management, and
an effective system for evaluating concession
performance. Similarly, some observers claim
that World Bank-supported community forest
provisions in the Cameroon reform process
have actually made things worse by failing to
anticipate the ability of unaccountable local
elites to capture the benefits, which should
have been predictable based on experience
with land reform efforts in the 1970s. In such
cases, the credibility of World Bank reform
efforts may be jeopardized if imposed condi-
tions are prima facie infeasible to implement.

World Bank Ownership

With all the attention given to the necessity
of borrower ownership of reform in adjust-
ment lending, there is a danger of slighting
the importance of World Bank ownership of
the reform agenda. The case studies suggest
a strong relationship between the strength of
the World Bank’s commitment to forest 
policy reform and the likelihood of success in
the context of adjustment lending. The link
between forest policy reform and the broader
adjustment agenda can cut either way: the

full weight of the World Bank’s leverage can
be brought to bear on forest-related issues, or
the forest agenda can be sacrificed to pre-
serve the World Bank’s relationship with the
borrower.

In the Papua New Guinea case, a persis-
tent World Bank country team outraged by
the government’s bad faith was backed up by
an unusually strong country director able to
mediate between forestry specialists and
macroeconomists within the World Bank.
This group overrode World Bank culture and

contradictory signals from the vice presiden-
tial level to hold the line on forest condition-
ality by suspending disbursement of the
adjustment loan. In Indonesia, the World
Bank’s commitment to forest policy reform
was apparently supported all the way up the
chain of command, such that the govern-
ment’s failure to comply with forest-related
conditions was the last sticking point in a
tranche release delay in late 1998.

By contrast, the Cameroon and Kenya sto-
ries illustrate the costs of inconsistent sup-
port and commitment within the World
Bank. In the Cameroon case, the technical
staff responsible for forest policy felt
betrayed when more senior managers, who

The case studies suggest a strong relationship

between the strength of the World Bank’s 
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were not willing to disrupt the broader 
relationship with the borrower, ignored the
government’s allocation of concession to low
bidders in 1997 in contravention of World
Bank-sponsored reforms. In Kenya, a
Washington-based task manager’s efforts
proved insufficient to focus the government’s
attention on the opportunity for environmen-
tal adjustment without stronger support from
the country director, other staff at the resi-
dent mission in Nairobi, or more senior
management. 

Attention to environmental and natural
resources management issues is rare in the
context of adjustment lending. According to
interviews conducted for this study, constel-
lations of World Bank staff sufficiently com-
mitted to that portion of the reform agenda
to buck existing incentive systems are rarer
still. Thus, attaining a sufficient degree of
World Bank ownership of forest policy reform
may be among the more difficult conditions
to get right.

Borrower Ownership

The adjustment literature’s treatment of bor-
rower ownership suffers from the assump-
tion that the borrower is a unitary actor. The
case studies expose the oversimplification
that results from just dividing borrowers into
two groups, those with or without ownership.
Even where there are strong individual cham-
pions for reform, such as the head of the
DENR in the Philippines (see Box 1.3), or re-
formist elements in government, as was the
case in Papua New Guinea, they must wage a
political struggle against those with vested
interests in maintaining the status quo. In
Indonesia, the Ministry of Forestry was delib-
erately excluded from early discussions of the
reform agenda, under the correct assumption

that these bureaucrats would be among those
most resistant to reform. In these cases,
reformers enjoyed at least partial success in
leveraging World Bank conditionality to pro-
mote policy change.

In other cases, borrower ownership proved
insufficient. In Cameroon, the parliament’s
unwillingness to go along with commitments
made by the President frustrated attempts to
establish a rational forest policy framework.
The President’s tepid efforts to seek parlia-
mentary approval raised questions about how
committed to change the highest levels of
government were, despite reformist elements
within the bureaucracy. In Kenya, government
commitment to reform was similarly called
into question by weak leadership of the envi-
ronmental adjustment planning process.
While some government officials expressed
genuine support for the reform program, 
no single well-placed individual sufficiently
understood or cared about the opportunity
enough to exercise leadership or rally support
inside or outside of government. Even though
World Bank officials had targeted Kenya as a
test case for environmental adjustment 
precisely because of Kenya’s strong NGO
community and the high profile of natural
resource management issues in the political
economy, these elements proved insufficient
for generating a sustained reform process. 

Considering the complexity of domestic
politics in each of the four case study coun-
tries, it is not clear that it would have been
possible to discern in advance which cases
had enough borrower ownership, inside and
outside government, to merit the World Bank
pursuing a reform agenda. The Papua New
Guinea case best illustrates this complexity,
in which many reformers inside the govern-
ment bureaucracy were themselves expatri-
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ates, and where policy stances were later
reversed upon the advice of a former offi-
cial of the World Bank. Experiences in the
Solomon Islands (see Box 2.1), and in
Cambodia (see Box 4.4), provide further evi-
dence of the difficulty of discerning the polit-
ical prospects of reform proponents com-
pared with those favoring logging forces.

The dichotomous approach to borrower
ownership begs an interesting question: what
is the appropriate World Bank response to
cases that lie somewhere between complete
ownership of the reform agenda and a total
lack of commitment to change? Only in rare
cases are there no latent constituencies for
reform in either the government or civil soci-
ety. In cases where some parts of a borrower
government—or the private sector or the
NGO community—are in favor of reform, yet
are faced by staunch opposition from en-
trenched vested interests, can the World
Bank utilize the adjustment process to “tip
the scales” from insufficient to sufficient
ownership? The following section suggests
some insights from the case studies.

BUILDING COALITIONS 
FOR CHANGE

The case studies hint that engaging broad
stakeholder groups before and during the
adjustment process is an effective way for the
World Bank and reformist elements in the
client country to cultivate a critical mass of
domestic political support for forest policy
reform. The Philippines case presents a good
example of the borrower leading the con-
stituency-building process. (See Box 1.3)
However, only in Papua New Guinea did the
World Bank undertake a significant and com-
prehensive outreach effort, therefore much of
the evidence regarding the potential of stake-

holder engagement is about opportunities
lost rather than captured. At minimum, the
cases demonstrate that a failure to engage
key stakeholder groups can leave a reform
program vulnerable to attack, and illustrate
the difficulties encountered by the World
Bank in attempting to reach out to a large
group of actors and to incorporate a range of
issues in the adjustment process.

Broadening the Agenda

The content of the forest policy reform agen-
da is a key driver of domestic political sup-
port or opposition. Policy changes restricted
to the World Bank’s efficiency-oriented con-
ventional wisdom (see Box 1.4) are likely to
provoke strong opposition from those with
vested interests in maintaining the rent-seek-
ing opportunities in existing forest policies.
At the same time, the indirect benefits of
such policy changes, through allocation of
increased government revenue to poverty
alleviation or reduced forest degradation, are
likely to be contested or poorly understood by
constituencies for forest policy reform.
Further, depending on the institutional con-
text, efficiency-oriented reforms may even
lead to perverse social or environmental 
consequences.

The case studies indicate that opportuni-
ties for coalition-building increase as the
adjustment reform agenda is expanded and
constituencies are engaged. In Cameroon,
Indonesia, and Papua New Guinea, potential
constituencies for reform were either left dor-
mant, or actively alienated, by their percep-
tions that the World Bank was insufficiently
open to incorporating forest policy objectives
related to social equity and environmental
protection into the adjustment process.
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Consistent with the traditional focus of
adjustment lending on macroeconomic policy
reform, forest-related conditionality in the
adjustment operations analyzed tended to
focus on efficiency objectives. In the words
of one World Bank task manager, “I still 
consider getting anything of significance on
forests onto the adjustment agenda, especial-
ly that of the IMF, to be a victory.”4 To the
extent that there were other objectives, such
as signaling a break with cronyism in
Indonesia, reforms were chosen based on
their consistency with efficiency justifica-
tions. As a result, the reform agenda was
denied the support of, and sometimes even
was faced with opposition by, natural con-
stituencies for change in the forest sector. 

The Indonesia case provides the clearest
example of the above-mentioned situation.
Even though the World Bank’s own 1995 sec-
tor review had recommended recognizing the
rights and roles of forest-dwelling communi-
ties in forest management, these recommen-
dations were not in the January 1998 bail-out
package. As a result, many NGOs, academics,
and donors active in Indonesian community
forestry or environmental movements per-
ceived the World Bank-IMF reform agenda as
being limited to improving the efficiency of a
fundamentally flawed forest management
paradigm, and did not see an opportunity 
to pursue their objectives—including a re-
thinking of how property rights for forest
resources are allocated—in the context of
adjustment. Only when discussions of a pos-
sible forest sector SECAL were initiated later
in the year was this wider set of issues put
on the table.

Expanding the adjustment umbrella to
encompass broader objectives also has impli-
cations for forest policy reforms designed to

meet efficiency objectives. In Papua New
Guinea, a significant segment of the NGO
community was alienated by the World
Bank’s refusal at the time of the adjustment
loan to consider imposing a log export ban,
despite NGO concerns about the grand-scale
corruption associated with log exports and
the desire to nurture small-scale processing
activities at the community level. According
to the World Bank, the log export ban would
lead to inefficient domestic industry. NGOs
saw the World Bank’s rejection of their con-
cerns as being based on an ideological com-
mitment to economic liberalization that over-
rode domestic considerations.

Domestic Constituencies

The case studies illustrate how the World
Bank’s attempts to include NGOs in policy
formulation and implementation were con-
strained by the World Bank’s limited legiti-
macy and credibility in the eyes of those
stakeholders, and by the efficiency-orienta-
tion of its reform agenda. In both Indonesia
and Kenya, domestic NGOs were suspicious
of the World Bank’s motives, even in situa-
tions where World Bank staff were trying to
promote progressive forest policy reform and
engage in a genuine consultative process. In

The World Bank’s attempts to include NGOs in

policy formulation and implementation were

constrained by the World Bank’s limited legiti-
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Indonesia and Papua New Guinea, NGOs
reacted to the World Bank’s initial focus on
reforming industrial forestry and the lack of
emphasis on social equity and environmental
protection by keeping the World Bank at
arm’s length.

At the same time, where the World Bank
did engage in consultation, meaningful NGO
engagement was constrained by the lack of
sophistication and coordination of domestic
NGO communities in borrower countries. In
Kenya, where the World Bank chose to pilot
the concept of environmental adjustment
with the encouragement of some NGO lead-
ers, the NGO community failed to exploit the
opportunity that was offered. In Indonesia,
the NGO community’s lack of understanding
about the mechanics of adjustment lending
led to a misperception about how funds from
a sectoral adjustment loan would be allocated
and used. In Papua New Guinea, the legiti-
macy of those NGOs who most vocally sup-
ported the forest conditions was undermined
by questions about whose interests those
groups represented.

In Papua New Guinea, the World Bank was
taken by surprise early in the preparation of
an Economic Recovery Program when contro-
versy swirled around a proposed provision
concerning land registration, which was later
dropped. World Bank staff had failed to high-
light publicly the pro-rural and pro-landown-
er components of the so-called sustainable
development reforms that were a significant
part of the reform package, so other interest
groups less favorably affected were able to
dominate public debate. As a response, the
World Bank launched a concerted outreach
effort to gain support for the reform program
from NGOs. The results of this effort, espe-
cially public statements supporting the World

Bank made by a particular individual from
the NGO community, at least headed off
international NGO opposition. However,
because of limited staff on the ground and
savvy about domestic politics, the outreach
effort was vulnerable to manipulation by
domestic political interests not necessarily
consistent with the forest policy reform 
agenda.

In Cameroon, the World Bank-supported
reform program was similarly vulnerable to
populist attacks, which were voiced in the
parliamentary debate on new forest legisla-
tion. However, the relative dearth of orga-
nized civil society groups, downwardly
accountable local government officials, or
other representatives of the rural population
that stood to gain from the reform program
would have posed a challenge to any World
Bank effort to include those constituencies in
the reform dialogue.

In Indonesia, the World Bank’s approach
was characterized by a gradual evolution
from the almost unilateral imposition of con-
ditions through the IMF bail-out package in
January 1998, to its mid-1999 posture of
strongly encouraging the government to con-
sult relevant stakeholders on draft forestry
legislation. While the former approach
resulted in limited success of some efficien-
cy-oriented reforms, constituencies for more
complex policy changes, such as reform of
the concession allocation and management
system, were unwilling to settle for a closed
decisionmaking process.

International Constituencies

The evidence from the case studies regarding
the benefits of engaging the broader interna-
tional community of public and private sector
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stakeholders is ambiguous. In Papua New
Guinea and Cameroon, moving forward on a
reform program required at least the tacit
support of former colonial governments,
respectively Australia and France. The extent
to which frictions related to forest sector pro-
jects and policies between these governments
and the World Bank undermined what might
have been more active support for the World
Bank’s reform agenda is not clear. In
Indonesia, although the bilateral donors
active in the forest sector were surprised by
the reform package in January 1998, they
quickly rallied to play supportive analytical
and convening roles. In Kenya, despite the
large bilateral donor agency presence in the
forest and other environment-related sectors,
the World Bank did not attempt to marshal
their support for the proposed environmental
adjustment program. The Cambodia case
provides a good example of donor coordina-
tion in forest-related conditionality. 
(See Box 4.4)

The cases suggest that the World Bank’s
engagement with international NGOs can
help to shape the agenda and hold the World
Bank and borrower governments accountable
for their commitments. In Indonesia, inter-
national NGOs drew attention to inconsisten-
cies in the World Bank reform package.
Australian NGOs provoked a commitment
from the World Bank President to engage
NGOs in Papua New Guinea, and interna-
tional environmental activists later tacitly en-
dorsed the reforms related to forests in the
adjustment loan. International conservation
groups with programs in Cameroon support-
ed reforms related to community forestry,
and—to the dismay of the government and
the logging industry—publicized their exis-
tence to rural villagers. In Cambodia, an
international human rights organization

raised the profile of government complicity
in illegal logging, and was later appointed by
the government as the official monitor of the
forest sector in compliance with World Bank
conditions. In Kenya and other cases, inter-
national and domestic groups linked through
NGO networks influenced each others’ think-
ing about structural adjustment and forest
policy reform.

Cameroon was the only case in which the
World Bank is known to have had significant
direct engagement with international private
sector actors in the forest sector. In that case,
World Bank staff consulted regularly with the
European timber companies with interests at
stake in the reform program. Nevertheless,
the industry engaged in periodic denuncia-
tions of the World Bank’s program, boycotted
a concession auction in 1997, and went on
strike to protest a new tax on wood entering
domestic sawmills, causing the government
to back down.

To summarize, the effectiveness of World
Bank-led reform programs, as well as their
perceived credibility and legitimacy in the
eyes of nongovernment stakeholders, can in
some cases be enhanced by World Bank
efforts to reach out to greater constituencies,
and to include broader reform objectives. The
appearance (or reality) that World Bank-
supported reform agendas are limited to
achieving economic efficiency objectives in
the context of inequitable and environmental-
ly unsustainable forest management regimes
denies proponents of reform the support of
key domestic constituencies. While such
efforts are no guarantee of success, failure to
take these steps can certainly limit its
prospects.
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IMPLICATIONS FOR THE
WORLD BANK

The case study experience summarized in
this report has implications for the World
Bank at two levels. At the operational level,
the foregoing analysis suggests several
changes in the World Bank’s procedures,
staffing, and incentives that would increase
the potential for using adjustment lending as
an effective instrument for forest policy
reform. At the strategic level, the analysis
illuminates the opportunities and challenges
presented by the recent shift in the World
Bank’s portfolio toward increased adjustment
lending, as well as the institution’s new
emphasis on promoting good governance.

OPERATIONAL IMPLICATIONS 

Safeguard Policies

To support the development of domestic
political coalitions for reform in borrower
countries, the World Bank needs to enhance
its credibility with key stakeholder groups as
a proponent of environmentally friendly poli-
cy change through adjustment lending. The
World Bank’s credibility problems are clearly
highlighted when internal contradictions in a
reform package undermine environmental
objectives.  

One way to prevent the unintended nega-
tive environmental impacts of adjustment
lending that currently damage the World
Bank’s credibility is to apply environmental
assessment procedures to adjustment loans.
For example, such an assessment of the 1998
Indonesian reform package—even a quick
desk review—would have flagged the poten-
tial for the liberalization of investment in the
palm oil sector to increase deforestation.

Sustained Sectoral  Engagement

The World Bank can be more effective in
promoting forest sector reform through poli-
cy-based lending if the necessary analysis
and contacts are in place prior to the adjust-
ment operation. In Papua New Guinea, the
World Bank was well-positioned to influence
the complex and contentious arena of forest
policy reform in 1995 when economic dis-
tress presented both a crisis and an opportu-
nity. Since their initial engagement in the
sector through the TFAP process in 1989,
World Bank staff had developed significant
expertise and contacts through sector analy-
sis, project lending, and sustained policy 
dialogue. As a result, the World Bank was
armed with the technical and political knowl-
edge necessary to design conditions that
would be effective in staving off an attempt
by logging interests to reassert control over
the sector. 

In contrast, the World Bank’s resident staff
in Indonesia had allowed forest policy analy-
sis and engagement to lie fallow after the
rupture in the relationship with the Ministry
of Forestry in 1995. Faced with the opportu-
nity of including forest sector reforms in the
1998 bail-out package in a matter of hours,
World Bank staff had no choice but to draw
from recommendations contained in a sector
review almost four years out of date. In 

The World Bank can be more effective in pro-

moting forest sector reform through policy-based

lending if the necessary analysis and contacts

are in place prior to the adjustment operation.
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initiating the subsequent dialogue, the
Jakarta-based task manager had to rely on the
staff of other donor agencies to introduce
him to key Ministry officials, as he had no
contacts of his own. The World Bank’s credi-
bility as a leader of the reform effort was,
thus, initially hampered by its lack of recent
engagement in the sector.

The effectiveness and legitimacy of World
Bank intervention in the forest sector
through adjustment lending could also be
improved by investing in up-to-date analysis
that addresses the social equity and environ-
mental implications of proposed changes in
the forest management regime.5 Such analy-
sis could serve as an important basis for a
broader agenda of reform than the currently
narrow focus on efficiency objectives, as well
as a platform for intellectual commitment to
reform on the part of domestic constituen-
cies inside and outside of government. In
both Cameroon and Papua New Guinea, the
legitimacy of the adjustment conditions
could have been increased if their benefits to
rural communities had been better under-
stood and communicated. 

However, according to interviews with
World Bank staff, current policy and practice
in budget allocation tie funds for sectoral
engagement to lending volumes. This means
that investment of staff time and analysis
must be commensurate with anticipated
lending. However, the case studies in this
analysis indicate that in some cases there
may be a reverse correlation between the
need for investment in sectoral engagement
and lending volume. The World Bank there-
fore needs to reform its budgeting process to
provide resources for sustained engagement
in key countries and sectors even in the
absence of a projected lending program.

Stakeholder Engagement

The World Bank needs to invest more
resources in communicating with key stake-
holder groups about the nature and purpose
of adjustment lending and listening to their
priorities and concerns. The case studies
reveal that when adjustment lending is
applied to an unconventional sector, such as
forestry, or environmental policy reform
more generally, government and nongovern-
ment actors alike are confused about how
adjustment actually works. The perceived
legitimacy of proposed adjustment loans was
undermined by the belief of Kenyan govern-
ment officials and NGO activists in
Indonesia that the loans would channel
funds directly to line ministries charged with
forest management, although in neither case
was it true. In addition, increased communi-
cation can strengthen the World Bank’s com-
mitment to stay the course: in Papua New
Guinea, the World Bank’s resolve on with-
holding the second tranche release may have
in part been driven by the need to live up to
its prior public pronouncements.

Of equal importance for both effectiveness
and legitimacy is the need to move beyond an
outreach mode to establishing a dialogue
with key stakeholders and incorporating their
insights into the design and implementation
of the proposed reform program. While the
knowledge of institutional and political con-
straints will always be asymmetrical, in-
creased communication between World Bank
staff and domestic reform constituencies can
help to narrow the gap. 

Thus, had World Bank staff been in con-
tact with the informal community of forest
policy reformers in Indonesia (including
Ministry of Forestry officials, donors, acade-
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mics, and NGOs) in the months prior to the
1998 reform package, the conditionalities
could have been more carefully tailored to
prevailing challenges and opportunities. The
Indonesia experience highlights the impor-
tance of maintaining an engagement with
relevant stakeholders even in the absence of
an active lending program. While resource
constraints preclude the World Bank’s
involvement in all sectors in all countries at
all times, the political, economic, social, and
ecological significance of the forest sector in
Indonesia would arguably merit the World
Bank’s attention.

Conditionality Engineering

The number and nature of forest-related con-
ditions should reflect emerging lessons about
their effectiveness.6 As described above, the
World Bank has tended to have more success
using adjustment conditionality to leverage a
small number of high-profile policy changes,
rather than to effect a large number of incre-
mental steps necessary for their implementa-
tion. The timing and sequencing of forest-
related conditions present a particular chal-
lenge, given the limited disbursement period
of adjustment loans. The rush to meet unre-
alistic deadlines for developing and imple-
menting reforms can lead to bad process and
bad policy. As illustrated by the Indonesia
case, implementing reforms designed to
improve the efficiency of forest management
prior to dealing with property rights issues
can cause internal contradictions within the
reform program. 

One option for the World Bank to explore
is to supplement conditions designed to
stimulate policy decisions with process-
oriented conditions that specify characteris-

tics of the decisionmaking process for 
implementing those decisions, as well as 
outcome-oriented conditions that specify the
objective to be met. For example, a condition
requiring formulation of a new system for
collecting rent would be accompanied by con-
ditions regarding transparency and consulta-
tion in the formulation process. In Indo-
nesia, reform constituencies outside the
Ministry of Forestry have convinced the
World Bank that one of the most important
roles it can play is to open up forest policy-
making to public scrutiny and participation,
although to date its success has been mixed.

Staffing and Incentives

Many of the prescriptions outlined above 
run counter to the World Bank’s current
staffing, budgeting, and incentive systems.
Broadening the adjustment agenda to include
nontraditional issues and constituencies
requires a different set of skills and attitudes
on the part of World Bank staff: to conduct
stakeholder analyses, the World Bank will
need more social scientists; to move beyond
efficiency objectives, macroeconomists will
need to share responsibility for the reform
agenda with others; and to avoid alienating
potential members of coalitions for change,
arrogance will need to be replaced by 
collegiality.

Appropriate staff skills and attitudes must
also be supported by institutional incentives.
As noted by Robert Wade in the recent his-
tory of the World Bank, “[A]nything that
requires ‘environment’ to be handled other
than as a subnational sector is difficult to
organize and sustain, for it runs against
established budgetary and reward systems”
(Wade, 1997, p. 732). The case studies 
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indicate that the World Bank’s ownership of
the reform agenda and effectiveness in 
promoting it are often dependent upon the 
personal commitment and style of individual
task managers and country directors.

However, extensive staff investment in
analysis (in the World Bank’s terminology,
“Economic and Sector Work”) and stakehold-
er engagement in the forest sector over the
long term, especially when decoupled from
an active lending program, are neither sup-
ported by current budget allocation mecha-
nisms nor encouraged as a path to career
advancement. Indeed, one World Bank staff
member interviewed for this study suspected
that efforts to mainstream environmental
considerations into adjustment lending may
have damaged the careers of the staff
involved. Clearly, finding ways to create
“incentives for sustainable interest within the
Bank” (Wade, 1997, p. 723) in tackling such
difficult issues as forest policy reform is,
thus, one of the major challenges for the
World Bank to address.

STRATEGIC IMPLICATIONS 

Selectivity

An influential World Bank research report,
Assessing Aid, asserts that “[t]he role of agen-
cies such as the World Bank is not to arm-
twist governments to do what they are reluc-
tant to do” (World Bank, 1998, p. 59), argu-
ing that donors should focus their resources
on countries with governments that have
already demonstrated their commitment to
reform. And yet, at least with respect to the
forest sector in Papua New Guinea and
Indonesia, such arm twisting was welcomed
by domestic constituencies for reform, and at
minimum resulted in setbacks to those with

vested interests in unsustainable logging.
Similarly, it would be difficult to argue that
the World Bank and the IMF should not have
pressed the Cambodian government to clamp
down on illegal logging, even though the gov-
ernment was clearly reluctant to do so (see
Box 4.4). 

A strict application of selectivity based on
strong borrower ownership of the reform
agenda would have ruled out the World
Bank’s interventions in these cases. The
proposition that conditioned assistance
should be limited to those countries already
committed to reform ignores the possibility
that World Bank conditionality can itself
empower domestic constituencies for reform.
Conditionality can alter the political dynam-
ics of forest issues, if only by raising the pro-
file of these issues on the national agenda.

The same World Bank report concludes
that for assistance to be effective in countries
with weak institutions and policies, there is a
need to identify “champions of reform,” and
for aid to support innovations that “involve
engaging civil society” (World Bank, 1998, p.
116). Experience from the case studies related
to the forest sector is fully consistent with
these conclusions, but as indicated above,
suggests that the World Bank’s internal
incentive systems do not yet reward staff for
“supporting reformers rather than disbursing

The case studies indicate that the World Bank’s

ownership of the reform agenda and effective-

ness in promoting it are often dependent upon

the personal commitment and style of individ-

ual task managers and country directors.
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money” (World Bank, 1998, p. 116). When
the World Bank terminated project lending to
the forest sector in Indonesia in 1995, there
was no mechanism available to maintain
engagement in the sector. While it can be
argued that the World Bank exercised appro-
priate selectivity in the Kenya case by not
moving forward with the proposed environ-
mental adjustment loan, it is also true that
the efforts of World Bank staff to cultivate
support for reform were not adequately sup-
ported.

The Governance Agenda

In recent years, leadership of the World Bank
has increasingly emphasized governance con-
cerns. In his 1999 address to the Board of
Governors, President Wolfensohn asserted
that if countries “do not have good govern-
ance . . . their development is fundamentally
flawed and will not last and proposed an
ambitious agenda for the World Bank to pro-
mote good governance” (Wolfensohn, 1999).

The case studies show that for the World
Bank to be effective in promoting reform in
the forest sector, governance issues must be
addressed centrally. In Papua New Guinea
and Indonesia, the World Bank was able to
catalyze forest policy reforms when the
adjustment instrument was used to challenge
“the rules of the game” in the forest sector,
elevating forestry-related governance con-
cerns to the top of the policy agenda. In
Cameroon, by contrast, World Bank manage-
ment was unwilling to give priority to similar
concerns when the government backtracked
on commitments, sending a signal to corrupt
elements in the government—as well as to a
younger generation of aspiring reformers—
that some corruption will be tolerated. The
increased use of adjustment conditions to

promote transparency and consultation in
forest policy decisionmaking is a specific
mechanism for linking forestry and gover-
nance concerns. 

Conversely, the case studies also indicate
that in some countries, for the World Bank to
be effective in promoting good governance,
forest issues must be addressed. In Papua
New Guinea, Indonesia, and Cameroon, for-
est issues are important enough in real and
symbolic terms to the national political econ-
omy that to talk about good governance with-
out reference to the forest sector would be
incomplete at best. In Kenya, many observers
inside and outside the World Bank interpret-
ed the World Bank’s failure to speak out on
the Karura forest episode as evidence that the
World Bank lacked seriousness about its gov-
ernance agenda with the Moi regime. Even
though a participatory process to develop a
new Country Assistance Strategy resulted in
a focus on governance concerns, the World
Bank missed an opportunity to frame the
environmental adjustment agenda in broader
governance terms. These findings support
the suggestion that the environment and nat-
ural resources arena is “a particularly suit-
able place” to pursue a governance agenda
(Hyden, 1999).

THE BOTTOM LINE

Can the World Bank be an effective propo-
nent of forest policy reform through adjust-
ment lending? The case studies suggest that
the answer is a qualified “yes”—under the
right conditions. On the part of the borrower,
those conditions include constituencies for
reform within the borrower government or
civil society, and opportunities for meaning-
ful policy changes that do not require exten-
sive institutional reform to implement. On
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the part of the World Bank, those conditions
include strong and consistent commitment to
the reform agenda and engagement with key
stakeholders in defining and communicating
the objectives and strategy for reform.

While sustained policy reform and imple-
mentation ultimately depend on the interplay
of domestic political forces, forest-related
conditions imposed by the World Bank have
been effective in raising the profile of forest
issues on the national agenda, prodding gov-
ernments to commit themselves to new poli-
cies, and providing support to the efforts of
domestic constituencies for reform. Experi-
ence in the case study countries indicates
that variables within the control of the World
Bank can sometimes influence the domestic
politics of the forest-related issues, and,
hence, borrower ownership, broadly defined.
However, the World Bank has been much
less effective in using adjustment lending to
leverage the long-term institutional changes
that are often necessary to implement signifi-
cant reforms. 

The World Bank’s effectiveness is ultimate-
ly influenced by both its legitimacy and credi-
bility, as support, or lack of opposition, from
key constituencies is critical for success. The
case studies confirm that key stakeholders
often do not believe that the World Bank is a
credible champion of forest policy reform in
the context of structural adjustment lending.
The World Bank’s credibility can be en-
hanced by long-term in-country involvement
in the sector, good analysis and outreach
emphasizing the benefits of reform, and an
expansion of the reform agenda to include
equity and environmental objectives. Con-
versely, the World Bank’s credibility can be
undermined by imposing forest-related 
conditions out of sequence, including non-

forest related conditions that negatively affect
forests, and backing down when borrowers
flout agreed conditions. Overcoming the
World Bank’s credibility deficit will require
significant changes in the current staffing
and incentive patterns.

Finally, the case studies indicate that the
World Bank’s use of adjustment-related con-
ditionality to leverage forest policy reform
can be seen as legitimate even by World
Bank critics when: government policy is
manifestly against the public interest (for
example, when irreversible damage to forests
is threatened in the near term); there are
some domestic constituencies for reform in
the borrower country; the World Bank can
make a compelling case that alternative poli-
cies would better serve sustainable develop-
ment objectives; and the World Bank’s inter-
vention is sufficiently grounded in local reali-
ties to provide a reasonable chance of success
without significant unintended negative con-
sequences. The World Bank’s legitimacy can
be further enhanced by working to make the
forest policy reform process more transpar-
ent, accountable, and participatory, both in
its own activities and through its leverage
over borrower governments.

Under the right conditions, in the bor-
rower country and on the part of the World
Bank, the World Bank can be an effective
proponent of forest policy reform through
adjustment lending. These findings suggest
that adjustment lending, the World Bank’s
most significant instrument, presents an
important opportunity for mainstreaming
social, environmental, and governance 
objectives into the World Bank’s work. The
findings also offer a sobering challenge to
the institution to get the conditions right.
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1. An important exception is highlighted by the
Cameroon case: from 1989–1993, significant
financial support from the France enabled the
government to avoid adjustment.

2. Just how much higher is demonstrated by
recent experience in Papua New Guinea. To
avoid World Bank conditionality, in mid-1999
the government unsuccessfully attempted to
attract bond finance through private capital 
markets at interest rates up to three times that
offered by the World Bank (Thomas and
Robinson, 1999).

3. This opinion was expressed by several World
Bank participants in the April 1999, workshop
at WRI.

4. Personal communication, September 1999.

5. Practitioners from the World Bank and NGO
representatives who attended the April 1999,
workshop at WRI felt strongly about this point.
The recommendation that the World Bank
invest in better sector analysis is also consistent
with Joan Nelson’s prescription to multilateral
development banks to “make haste slowly” in
social sectors and focus on establishing the 
preconditions and constituencies for change
(Nelson, 1999, p. 93).

6. This was a point of least consensus among per-
sons interviewed for this study and participants
in the April 1999, workshop at WRI.

N O T E S  
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T he central analytic question of this
study is: to what extent, and under
what conditions, can the World Bank

be an effective proponent of forest policy
reform through structural adjustment 
lending?

APPROACH

Our approach was to examine a limited set of
cases where the Bank intentionally attempted
to incorporate environmental goals into
adjustment lending. Our primary interest
was in the process by which adjustment lend-
ing was initiated, formulated, negotiated, and
implemented. 

By contrast, other reviews of adjustment
lending have utilized cross-country regres-
sion analysis (Killick, 1997; Mosley, Harri-
gan, and Toye, 1995; World Bank, 1998),
with a view to isolating factors associated
with the success or failure of adjustment
loans. This approach was not suitable for our
purpose for three reasons. First, many of the
factors we believed to be important—degree
of borrower ownership, extent of civil society
engagement by the Bank—were not amen-
able to quantification. Second, the number of
cases where the World Bank used adjustment
lending for forest policy reform was too 

limited to provide robust regression results.
Third, a binary measure of success was too
crude to capture the range of outcomes we
wished to assess.

By emphasizing process, we faced two
methodological issues. First, how were we to
evaluate the effectiveness of the World Bank
in promoting policy reform? A clear answer
was hampered by the lack of a counter-factu-
al—what would have happened in the absence
of adjustment lending—against which to
measure success. Keeping this problem in
mind, our approach sought to identify the
elements of success and failure in the policy
reform processes considered here—“the right
conditions.” Moreover, while the ultimate
test of effectiveness is improved environmen-
tal and social outcomes, in this study we
restricted ourselves to the formulation of 
policy conditions in adjustment loans and,
where information was available, the transla-
tion of those conditions into national policy.
Hence, we assumed that policy reform is a
necessary if not sufficient condition to
achieving sound outcomes in the forest 
sector. 

Second, given our emphasis on process,
what was our assessment of the scope 
and content of reforms? On the scope, we 

A P P E N D I X : R E S E A R C H D E S I G N
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acknowledged that the state of the forests is
not influenced exclusively by forest policy,
but as much, or more, by decisions taken
outside the forest sector. These include pro-
jects in other sectors that affect land-use and,
hence, forest patterns (Kaimowitz and
Angelsen, n.d.) and macroeconomic policies
that shift incentives in favor of forest exports
(Cruz and Repetto, 1992). Yet, forest policy
remains an important part of the puzzle and
is the piece we chose to focus on in this study.

On the content of forest policies, we
acknowledged that there are ongoing debates
over the various elements of forest policy
reform introduced through adjustment lend-
ing. For example, the linkage between
improved efficiency in industrial logging and
improved environmental outcomes is contro-
versial. In this study, we did not attempt to
enter these debates, but rather explored,
through each case study, the links between
the process of formulating reforms and the
ultimate content of those reforms, as well as
the connection between process and the like-
lihood of eventually implementing reforms.

RESEARCH QUESTIONS

The research questions were grouped
around three categories:

Stakeholders and context. Who are the
stakeholders in forest policy reform in the
country and in the World Bank, what was at
stake for each of these actors, and what is the
political and economic context within which
the adjustment operation was formulated and
implemented?

Content. What was the environmental con-
tent of the adjustment loan, how was it 
articulated, how was it understood and con-

tested by different stakeholders, and how was
it implemented in the loan?

Borrower ownership and donor 
strategy. How accurately did World Bank
staff assess borrower ownership, how effec-
tively did they identify and engage with key
state and nonstate actors, what was the
nature of this engagement, and, in light of
this engagement, to what extent and how was
conditionality applied and enforced?

METHODOLOGY

We used these questions to guide our
research in four case study countries—Papua
New Guinea, Cameroon, Indonesia, and
Kenya—working in collaboration with a
research partner in each country. The princi-
pal methods were semi-structured interviews
with key informants from government agen-
cies, civil society, and the private sector in
each country, as well as with World Bank and
IMF officials, all on a not-for-attribution
basis. This information was supplemented by
official government and donor agency
reports, secondary analysis of adjustment
programs, and press coverage. 

In addition, in April 1999, we held a
roundtable discussion on the preliminary
results from the cases. Participants in the
discussion included the principal case study
authors, World Bank and IMF staff with
expertise in the case study countries, and
resource-persons with independent expertise
in one or more of the case study countries.

CASE STUDY SELECTION

The set of possible cases was defined by the
countries in which the World Bank has 
intentionally incorporated forest policy
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reform objectives into its adjustment lend-
ing. This was a relatively limited set. In
selecting among these, we sought a geo-
graphic spread across the cases. We were
unable to identify appropriate cases in Latin
America or Central and Eastern Europe and
the Newly Independent States. We sought to
avoid a clustering of cases in East Asia, the
region where adjustment lending for forest
policy reform has been most intensively
applied. Thus, Philippines, Indonesia, Papua
New Guinea, and Cambodia were all candi-
date cases, but only two of these were select-
ed for full case studies. In addition, there
was an inevitable dimension of pragmatism
involved in the selection process. Specifically,
we drew on cases where the primary authors
could build on existing knowledge and con-
tacts, and we decided not to pursue further
cases that had been comprehensively studied
by other scholars, notably the Philippines
case, discussed in Box 1.3 (Ross, 1996). This
led us to select three primary case studies:
Papua New Guinea, Cameroon, and
Indonesia. In all these cases, the Bank had
intentionally included forest policy reform
objectives into a broader adjustment loan. 

In addition, we opted to add a fourth case,
Kenya, which stands apart from the other
three. In Kenya, an environmental adjust-
ment loan designed entirely to address envi-
ronmental objectives was proposed, but not
agreed to or implemented.

Finally, we conducted a series of shorter
and less comprehensive analyses based large-
ly on secondary sources to complement these
primary cases. These shorter studies, on
Cambodia, Philippines, Solomon Islands,
and Suriname, are peppered throughout the
report in text boxes.

Our approach sought to discover and out-
line causal mechanisms inductively through
the careful analysis of cases. Hence, the case
studies were chosen on the basis of the phe-
nomenon we wished to study (here, the
intentional application of adjustment lending
for environmental objectives), rather than on
the basis of a set of independent variables.
We favored the former approach for two rea-
sons. First, from a theoretical viewpoint, we
believed the intensive approach to be the best
way to identify causal factors and processes.
By contrast, selection based on independent
variables required that we have confidence
that those independent variables capture
most, if not all, the variation in outcomes
across cases. Second, from a pragmatic point
of view, selection across likely independent
variables would have been unlikely to give us
a sufficient spread in outcomes, since the
number where the World Bank applied adjust-
ment to environmental objectives is small. 

It is instructive to note some patterns
across the cases, including the text box level
cases. First, in all the case study countries,
forestry is either of considerable economic or
symbolic importance. Second, many of the
cases, with the notable exception of
Indonesia, tend to be small countries of little
geopolitical significance and, hence, coun-
tries where donor intervention fails to be
heavily scrutinized in the international arena.
Third, many of the countries have a reputa-
tion for poor governance as indicated, for
example, by a low ranking on the Corruption
Perceptions Index compiled by Transparency
International.1 Fourth, the cases represent a
range of adjustment instruments, from struc-
tural adjustment loans in most cases to a 
sectoral adjustment loan in Philippines, to an
adjustment loan exclusively for environmen-
tal reform in Kenya.
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1. Indonesia, Kenya, and Cameroon all ranked
between 70 and the lowest ranking of 80 in the
index. Papua New Guinea was not included. The
index is available at: http://www.transparency.
de/documents/cpi/index.html
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