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Abstract

The reports seem contradictory. With about three billion dollars per year in new loan commitments, the World Bank
has become the single largest source of development capital in the field of international education. These resources
help expand educational opportunities for young women in South Asia and rebuild primary schools following civil
conflict in Sub-Saharan Africa. They support textbooks, school meals, new curriculum, and teacher training in thou-
sands, perhaps hundreds of thousands, of locations in over 100 countries in six regions.

But ‘the Bank’ as it is commonly referred to, is also the object of considerable criticism. Some argue that its loan
covenants are too restrictive. Its policy reforms are based on narrow, neo-liberal assumptions about the role of the
state. Local policy makers have become passive recipients of the Bank’'s agendas. To obtain loans, countries have
agreed to raise education fees, which has exacerbated divisions between rich and poor.

How is it that a multilateral UN lending institution, managed by its owners in proportion to shares of equity, has
become involved in education? How are educational lending priorities and policies actually established and how have
they changed over time? Is there validity to the many criticisms of the World Bank in the field of education, and how
has the Bank responded? Finally, what changes and recommendations might be considered to ameliorate the long
standing tension between the interests which generate lending and those which stand for more intelligence or effective-
ness of that lending?

This article discusses how Bank lending priorities are established and loans designed and approved. It attempts to
illustrate how and why the Bank, as opposed to other international organizations, has increasingly influenced the global
education agenda. It highlights why the Bank’s policies on education have not been as effective as postulated, and in
some cases have created significant educational distortions in a nation’s education sector. This analysis is predicated
on the Bank’s tendency to become ‘captured’ by single methodologies beginning with manpower forecasting and later
rate of return techniques. This tended to bias its views with respect to particular sub-sectors, educational functions and
purposes. Some of these distortions can be traced back to its entry into the sector in the 1960s. The article raises the
question of who should be held accountable when over time Bank policies prove to be dysfunctional. The article
concludes that in spite of the importance of having intelligent education policies for social and economic development,
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there is no single international organization to effectively provide them. The article suggests three options for changing
international organizations so as to deliver better analytic work, more intelligent policies and more effective programs

of education assistance.
[0 2003 Elsevier Science Ltd. All rights reserved.
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1. The entry of human capital into the World
Bank

It was the late 1950s that Schultz (1959, 1961,
1981), Becker (1964), Bowman et a. (1968) and
Anderson and Bowman (1967; Bowman and And-
erson, 1968) had migrated to the University of
Chicago, and began to investigate the contributions
of human capital to national income growth. Fred-
erick Harbison and Myers (1964) at Princeton,
Lewis (1969) with Blaug (1970) and Vaizey (1968)
in London, and Hansen and Weisbrod (1969) in
Madison and Berkeley were investigating similar
avenues and drawing consistent conclusions. With
India and Pakistan’s independence in 1948,
Ghana's independence in 1957, and the stirrings
across Francophone and Anglophone Africa, the
political landscape was shifting, and the demands
on the International Bank for reconstruction and
development were shifting in parallel fashion. The
Bank’s mandate for reconstruction, essential for
war-torn Europe, was giving way to the priorities
of the newly emerging developing countries.

Outside Europe though, the ingredients of devel-
opment were different. It was clear to Bank man-
agement, that each nation would need to expand
its trade and commerce and this would require an
efficient infrastructure. In Europe this infrastruc-
ture had been destroyed and needs to be rebuilt. In
Africa, Latin America and Asia, for the most part,
the infrastructure had to be created. The focus of
attention had not changed: infrastructure was the
purpose of Bank lending and the central focus of
its mandate. The question was how to create within
developing countries of the 1960s, an infrastructure
where, before there was none?

Human capital first entered the World Bank as
away to fix ‘engineering problems’. Bridges, high-
ways, ports and railroads needed construction, tra-

ditionally with the assistance of external consultant
firms. As the new countries became independent,
the Bank was under increasing pressure to encour-
age local participation in the bidding and procure-
ment process, and hence to use local as well as
international providers of technical assistance.

The concept of infrastructure itself was changing
too. The demand for borrowing was moving away
from bridges and highways toward industry, agri-
culture and manufacturing (Gavin and Rodrik,
1995). By nature, these new types of infrastructure
investments were not ‘turn key operations. With
bridges and highways, the Bank’s role was to pro-
vide money for construction, but with industry,
recurrent expenditures become important. The new
types of infrastructure would require long-term
management and technical skills to run efficiently,
and whether these were in sufficient supply became
the critical question. Would Bank investment in an
agricultural industry be at risk because of the
scarcity of agricultural engineers? Countries could
borrow for foreign technical assistance to help
manage the new industries, but foreign technical
assistance is expensive and from the beginning
there was political resistance. Why borrow for
foreign management and technical talent when
local talent could be developed? But how can one
tell whether local skills are sufficient? And given
the context of the new investments in a nation’s
infrastructure, how does one determine how much
new technical skill to develop?

The Bank began to use human capital measure-
ments in its analytic work in the early 1960s for
reasons having little to do with the theory of econ-
omic development and more to do with the priority
of human over physical capital goods.* The Bank

1 The Bank generally separates analytic work into different
functions: project appraisal, sector work, country economic
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began to use human capital measures because it
had a specific problem: how could their investment
in a new fertilizer manufacturing plant make any
difference without a staff of agriculture engineers?

2. Problems, resolutions, new problems

2.1. Manpower forecasting: lending for
vocations

As Jones (1992) has pointed out, the first oper-
ational directives that alowed for a Bank invest-
ment in human capital limited the terms and
involvement to those areas where the Bank’ s infra-
structure investments might be at risk. The answer
to the question of how to tell was the reason why
the Bank began to utilize manpower forecasting
models.? The question was not what human capital
was necessary for development—an argument, full
of dilemmas and debates, *—but how many engin-
eers and technicians were required if an investment
in a country’s agricultural fertilizer is to be sus-
tainable.

In October 1963, the Executive Directors
approved the first series of operational directives
governing the Bank’s approach to education. The
memo to the Board said that the Bank and IDA
should

Be prepared to consider financing a part of the
capital requirements of priority education pro-
jects designed to produce trained manpower to

work, regional economic work, evaluation, research on sector
policy and research on development economics. Differences
concern which part of the Bank sponsors the work more than
it does the content of the work, hence no distinction will be
made in this paper among them.

2 Manpower forecasting was not only the preferred tech-
nique of the Bank; it was the dominant analytic rationae in
UNESCO, OECD, ILO and many other international organiza-
tions. It acted as the common analytic currency across insti-
tutions and national governments in the field of education.

3 Lewis (1969) for instance was concerned about educated
unemployment, suggesting that a country could over invest in
education. Balogh and Streeten (1968) were concerned that an
education that was not sufficiently ‘practical’ would lead to
unemployment, and social protest on the part of ‘school leav-
ers.

forward economic development. In applying this
criterion, the Bank and IDA should concentrate
their attention on projects in the fields of (a)
vocational and technical education and training
at other levels, and (b) general secondary edu-
cation (World Bank, 1963).

From 1962 to 1980 all education investments
supported by the Bank required justifications on
the basis of manpower demands. Hence all Bank
education investments centered on the focus of
manpower analytic techniques and the scarcities of
technicians and engineers (Bartholomew, 1976).
Understandable at the outset, this focus on one
small part of the education sector became the first
in a series of operational biases through which the
Bank often sponsored, promoted and financed with
borrower resources projects with distorted content.

The drawbacks of manpower forecasting are
relatively well known (Anderson and Bowman,
1967; Jones, 1992; Heyneman, 1972, 1995, 1999).
Costs were not calculated to adjust for the fact that
unit expenditures in engineering were higher than
other higher education faculties did not figure in
the internal debates. An investment in engineering
was taken to be a necessary ingredient for the
much larger investment in infrastructure. Much
like a nail or a bolt, engineers were necessary to
hold the much larger investment together.

The latent implication of this justification was
the prohibition against assisting other parts of the
education sector. These other parts were treated as
consumption goods, and not as proper investment.
The lending program prohibited any assistance to
art, science and faculties of humanities, even
libraries, all primary and academic (as opposed to
diversified) secondary education, and post-gradu-
ate education, none of which could be included in
project appraisal reports.*

4 What is mentioned as part of an appraisal report and what
is actualy in a project, differed. University libraries were
assisted in the context of engineering programs for instance.
A library building could be used for purposes other than for
engineering materials. But this could not be highlighted in the
Project Appraisal Report.
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2.2. 'Diversified’ secondary education

By the late 1960s the Bank had created an Edu-
cation Department to lead the analytic work under-
pinning its investments and to assess the results
of those investments. The arrival of a new deputy
director however, helped pave the way for the
Bank’s expansion of educational responsibilities.
The Permanent Secretary in the Swedish Ministry
of Education helped popularize a new justification
designed to convince the Bank’s senior manage-
ment to allow lending for secondary education.® If
it could be demonstrated that secondary education
would lead to ‘practical employment’ in areas
necessary for technical efficiency, then the Bank
could justify secondary education investments. The
timing corresponded with new programs for com-
prehensive schools, areform in Europe which com-
bined academic with manual training in the same
ingtitutions (World Bank (1970, 1972).

In 1971, the World Bank operational directive
governing education underscored the reasons for
diversified secondary education. It said:

The education systems in developing countries
are designed for an elite... usually alanded aris-
tocracy, commercial upper class or cadre of civil
servants: a substantial portion of the studentsin
school are being miseducated; and the content
of primary and secondary courses... is remote
from the experience of today’'s student,
especialy the rural peasant child (World
Bank, 1971).

Similar assessments played a role in the 1974
Sector Policy Paper. In that paper, it was argued
that current educational content was ‘dysfunc-
tiona’ because it was ‘more theoretical and
abstract and less practical’. The education systems

5 At that time, lending for primary education was considered
out of the question. In 1979 for instance, the Chief Economist
for Sub-Saharan Africa argued that because of the problem of
‘educated unemployment’, lending for primary education was
not economically justified nor did the Bank have a comparative
advantage in lending for primary education. How could the
Bank oversee the construction in so many different isolated
|ocations?

in developing countries were seen as being imbal-
anced. It was believed that there was a surplus of
literary and general skills and an unmet demand of
specific job-related skills. The recommended sol-
ution was a ‘re-orientation of the curriculum from
top to bottom so as to “ensure that graduates can
be employed. Improving the quality of education
was assumed to be synonymous with making edu-
cation ‘more practical and relevant by re-orienting
the content away from academic and toward
vocational purposes’ (World Bank, 1974).5

By avoiding specidization and tracking, com-
prehensive diversified schools were thought to
encourage social mobility, and hence be more
‘democratic’. Most nations in Africa and Asia, as
well as Latin America, were interested in
expanding educational opportunities, wished to
borrow for that purpose. However, the Bank
alowed them to borrow only if their secondary
education investments included diversified curric-
ula. From Somalia to Indonesia, each project for
which the Bank assisted secondary education
included metal shop and woodshop for boys, and
domestic science for girls. These subjects were
thought to be more *practical’ and would avoid the
dangers of educated unemployment and political
alienation.

In Somalia for instance, these workshops
included ‘electric cookers' for girls who had never
before seen an electric stove. Where only metal or
cement was used in construction, woodshop facili-
ties were required in all secondary schools, receiv-
ing assistance by the World Bank, and since wood
was not locally available, it had to be imported
from Europe. (Heyneman, 1987).”

5 None of the education staff in the bank were aware that
this ‘practical’ curriculum argument had been the subject of
long and contentious debate in colonia policy (Foster, 1965;
Heyneman, 1972). Had staff understood history better, the Bank
might have had a more ‘balanced’ approach to diversified cur-
riculum and less dogmatic in its approaches.

” Diversified secondary education was 30-50% more
expensive to construct and manage. This was not a trivia issue
in countries where less than 2% of the age cohort had an opport-
unity to enter secondary education. Diversified secondary
schools added complexities to project implementation. Between
1962 and 1980, 22% of all Bank education lending was devoted
to diversified secondary education. No project had reported an
underutilization of academic facilities; in reality many academic
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These two early examples serve to illustrate a
pattern. Human capital theories were used to jus-
tify investments in those areas where the Bank’s
education sector could argue for more lending to
those who allocate resources within the Bank, i.e.
the country economists. The education sector acted
rationally in the competition for ‘slots’ reserved for
projects within the country’s lending program
(Jones, 1992, 1997; Mundy, 1998). However,
before continuing with the story on educational
policy toward lending, the reader might benefit
from a brief synopsis of how lending priorities, in
fact, are established and how loans are approved.

2.3. The lending process

Rationales for educational investment must fit
within the overall context of national allocations.
The incentives for staff to create new loans can
outweigh incentives for making current loans
implement more effectively. A high degree of
competition exists among staff to be responsible
for new loans—across regions, country depart-
ments, between and within sectors (transport,
health, education, banking etc.) and those respon-
sible for macro-economic lending. In spite of the
periodic worry about ‘moral hazard' ,® (Wapenhans,
1992), the pressure and prestige of new lending is
a permanent feature of Bank culture.

facilities were over-subscribed. No project had reported a scarc-
ity of teachers for mathematics or science. But of the 90 edu-
cation loans approved during that period, the rate of workshop
utilization was only 58%. Forty percent of the loans had insti-
tuted new diversified curriculum, which for some reason was
found to be ‘unavailable’ (never implemented) at the time of
completion. In 75% of the loans, equipment was reported to
have maintenance problems. Fifty percent had experienced
problems of teacher availability, and one out of three reported
alack of materials and supplies (Heyneman, 1985a,b). In spite
of these problems, metal shop, woodshop, agriculture and dom-
estic science for girls were considered essential elements for
developing countries across different regions and levels of
absorptive capacity, and considered justified on the basis of a
theory popular at that time: that the curriculum was ‘practical’
and socially more democratic.

8 Mora hazard is a policy of assistance to those in need
which raises the risk that recipients may engage in irresponsible
behavior because they know they can receive assistance if they
get into trouble. Some bankruptsy laws for instance are said to
raise the risk of moral hazard.

Ideas for what shall be funded are generated by
each country department within each region. There
are six regions, and between four and six country
departments in each region.® Each country director
sets priorities to which the sectors respond. Pri-
orities may include public sector efficiency, export
promotion, and tax reform. Sectors respond
accordingly.

For instance, in response to a priority on tax
reform set by a country director, the education sec-
tor staff might recommend a loan to improve an
ingtitute for tax officer training; the staff in the
socia protection sector might recommend assisting
the shift in social security tax. In both cases, the
object would to ameliorate a problem in tax policy
using the resources of the sector to which one had
been assigned. Thus the accountability structure for
lending explains how the Bank regularly lends for
purposes which are at atangent from its own stated
sector priorities.*®

Staff in the education sector respond to adminis-
trative incentives derived from macro-economic
priorities. They determine the tendency for the
Education Sector to collect certain kinds of data
and not others, conduct certain analyses and not
others, and sponsor certain lending and not others.
If the Bank has been imbalanced in education lend-
ing, or mistaken in the education covenants
required from countries, it is partly due to the
internal incentives to which the education sector
must respond. It is important to remember that the
education sector does not establish operational pri-
orities. It may seek to influence priorities, but the
allocation of internal resources and the establish-
ment of operational priorities are solely in the
hands of country economists.**

® The number of country departments shift over time aong
with the respongibilities of the country manager. In generd the
number of regions has remained stable for 30 years. The only
major change has been to combine East and West Africainto a
single region and to add Europe and Central Asiaas anew region.

10 Often underestimated too, is the influence of the Ministry
of Finance on lending priorities. Lending in all sectors must be
cleared with fiscal authorities.

11 Within the Bank, county economics acts as a monopoly.
Staff who allocate resources, also allocate resources to their
own ‘sector’, that of macro-economic and adjustment lending
operations. This helps explain the long-standing incongruence
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The education sector staff might give a hearing
to new human capital rationales, providing these
rationales did not threaten loans aready in the
‘pipeling or the justifications for further loans.
New rationales however, would require that the
education staff have the training and skills to incor-
porate the new techniques. Until 1980, Bank edu-
cation staff fell into three broad categories
(Heyneman, 1999). For the most part, economists
in fact were educational planners with expertise in
manpower forecasting. Educators, the second
group, helped to decide the content of a practica
curriculum. The function of the last group, project
architects, was to calculate the costs of construc-
tion for the proposed new facilities. The focus of
operational staff was not on educational issues as
known in the wider world, but rather on issues of
relevance to the internal requirements of bank
lending. The focus was on the techniques to justify
engineering education, the content of vocationa
curriculum, and the alternative choices for con-
struction. Rewards derived from successfully
answering the ‘how to implement’ question, not
the ‘why to invest’ question. Consequently, within
the regions there was little incentive to question
the reasoning on which the lending depended.
Because the mechanisms of manpower forecasting
were pervasive, the countries rapidly responded to
the incentives, by confining requests in those areas
they knew to be of interest to the Bank, vocational
and technical education and technician training.'2

2.4. McNamara's balance of power

Robert McNamara left the US Department of
Defense to become president of the World Bank
in 1968. He remained the president for the next
decade, and was responsible for increasing lending
for four or five fold during his tenure, and for push-
ing the Bank into population and family planning,

between the colorful and compelling Bank literature on the
importance of education in economic development and the fact
that education remains at only 4% of the lending portfolio.

12 This behavior of countries is not unusua. Most developing
countries know full well, which agency to approach for what
kind of foreign assistance. They also know that in any sector,
agency interests are governed by internal beliefs and priorities.

public health and education. One of his primary
concerns was how to structure the proper balance
between generating quick and effective loans and
yet at the same time, assuring the technical quality
of those loans. The natural tension between speedy
response to demand and technical standards might
have analogies in any production process. After
careful study, the Bank was re-configured into
three magjor sections, each with a Vice President:
one based on research in development economics,
one based on policy and lending strategy, and the
last (with six vice presidents) based on regional
responsibilities (Fig. 1).

The key to McNamara's plan was to give the
research staff significant visibility, but little oper-
ational authority, and the two other sections virtual
veto power over both lending and policy. No pol-
icy could be called *official’ without mutual agree-
ment between the Central Projects Staff and the
Regional Staff. Similarly no loan could be cleared
for the Board approval without consensus across
the two sections. This ‘balance of power’ was
designed to protect the institution from two
important hazards: 1oans based the whims of local
officials and policies based on models and para-
digms of little or no relevance ‘on the ground’. As
the story continues, the reader will notice that this
design changed radicaly in the 1980s, and disap-
peared atogether in the 1990s with significant
effects on the quality of both lending and policy.

2.5. Challenges to manpower forecasting

Change first came with the assignment within
the education department of the Bank’s first
science educator and educational sociologist in
1974. The functions of these new staff included the
analysis of curriculum theories and the promotion
of ‘tracer studies of graduates, to reinforce the
practical nature of the curricula.® Countries were
encouraged to borrow for the implementation of

13 These appointments helped generate staff working papers,
which questioned the necessity of laboratories to teach second-
ary school science and the assumptions behind small class sizes
as an indicator of quality. They also generated manuas on
tracer studies and school location planning, considered essential
ingredients in education planning at the time.
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authorities

Fig. 1. World Bank internal processes early 1970s to early 1980s.
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tracer studies and analyze their results. In April
1976, the second education sociologist entered the
World Bank, and quickly found two problems.
Though the ‘vocational school fallacy’ argument
(Foster, 1965) had been published a decade earlier,
most World Bank staff were unaware that there
was an dternative to the ‘practical’ education

assumptions under which lending was justified.*
It was taken as axiomatic that ‘practical subjects
and technical skill training were more useful in the
labor market. That the opposite might be the case,

14 This lack of awareness of alternative theories was not uni-
form. In general, those trained at Columbia Teachers College
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that academic skills might be more useful, was her-
esy because it threatened the philosophic under-
pinnings for the lending program (Heyneman,
1985a,b; Habte et al., 1983); Psacharapoulos and
Loxley, 1985).5°

The second problem was that manpower fore-
casting distorted the lending program toward spe-
cific vocations against other priorities. Loans could
not be justified on the basis that they could
improve academic skills because academic skills
were thought to be economically ‘impractical’. On
the other hand, there was an alternative economic
methodology for calculating an economic rate of
return to educational investments (Levin, 1983;
Windham, 1975; Psacharopoulos, 1973; Psacharo-
poulos and Woodhall, 1985), known in the more
renowned universities, which could test the theory
of skill practicality. With a long tradition of pub-
lishing manpower figures and forecasts however,
the Chief Education Economist at the time, argued
that this ‘rate of return methodology’ had serious
shortcomings. Earnings and educational cost data
on which the methodology depends were scarce
and unreliable. The methodology might be of inter-
est to academics but impractical for World Bank
operations, where specific decisions on investment
decisions had to be made and quickly. It was an
‘experimental’ methodology, and not feasible for
the real world of operations.

The relative autonomy of the education depart-
ment within the Central Project Staff allowed for
some experimentation with earnings and cost and

in History, and at Harvard in educational planning, were aware
of them; those trained at other universities in North America,
or a universities in Europe, Latin America, or Asia, were not.
15 Popular demand for access to academic education instead
of terminal vocationa training was interpreted as economically
dysfunctional. Those who sought academic training were
thought to be seeking ‘white collar’ instead of ‘practical’
employment. Seeking more schooling was thought to be a sign
of ‘credentialism’, seeking a credential for its own sake rather
than for enhancement of one's skill and earnings. During the
1970s, it was common for Bank loans to contain legal coven-
ants, which required that a country restrict access to academic
training, and instead develop terminal vocational training as an
alternative. In most instances, however, Bank restrictive coven-
ants were quickly overwhelmed by the strength of the poplar
demand for access to general academic skills and occupational
mobility, which 20 years later, the Bank would applaud.

earnings data. Some of these data came from sec-
ondary sources; others were derived from the tracer
studies put into place a few years earlier. The
appearance of the first reports to use rate of return
analyses on India and Maawi (Heyneman, 1979,
1980a,b,1984), laid the groundwork for inviting
more rate of return expertise into the Bank.

This divided the education economics profession
in half, one in which manpower forecasting was
considered the dominant mechanism; the other
which promoted the use of rate of return studies.
For the most part, regional operations sided with
the former because it was the mechanism of econ-
omic discourse most familiar, and necessary to pro-
tect projects in the pipeline. The Research Unit in
the Education Department and the Human
Resources Division within Development Econom-
ics (research) Department however, tended to side
with the rate of return methodologies. It was
pointed out that similar methodologies were used
in other Bank sectors, the rate of return formulae
included costs and benefits two sacrosanct
elements within the economics profession, and
hence the reasoning for using the ‘rate of return’
methodologies in education were considered to be
within the precedent set by other sectors and more
compelling. The differing economic rationales for
educationa lending were not the only source of
operational distortions stemming from the era of
World Bank ‘infrastructure’. Also important were
the definitions at the time of ‘recurrent’” and ‘ capi-
tal’ costs as applied to education. A brief word
about this issue follows.

2.6. Recurrent expenditures and the prohibition
against textbooks

A common principle from the beginning of the
World Bank has been the notion that lending was
analogous to start up capital. If an economy
couldn’'t generate sufficient resources to maintain
a paved road, then an investment should be limited
to dirt roads. Key to a project’s justification was
its sustainability. One method of determining a
project’s affordability (i.e., the ability to pay for
sustainability) was to declare the country respon-
sible for recurrent costs and the Bank responsible
for capital costs. If a country couldn’t maintain the
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capital investment, then it was assumed that it
couldn’t afford it.

The bulk of expenses in infrastructure consist of
the cost of capital construction. But education is
labor intensive. The bulk of the educational expen-
ditures are for salaries and other expenses that
regularly reoccur. Because identical economic
principles were applied across sectors, the defi-
nition of recurrent expenditure had the effect of
prohibiting the Bank from lending for essential
reading materials. To educators experienced in
developing countries however, the provision of
reading materials was among the most essential
ingredients for a system to function, and the
absence of those materials called into question
whether institutions should continue to operate at
all.

The definition of ‘recurrent expenditure’ shifted
for several reasons. It was clear from the research
evidence that textbooks were important
(Heyneman et al., 1978), but it was also clear that
textbooks themselves were a ‘bankable item’
(Jones, 1992). The debate over whether the bank
should loan for textbooks was characteristic: the
definition of recurrent costs had been set in an era
that focused on the reconstruction of Europe when
national economic expectations and the investment
role of the Bank were quite different. The defi-
nition shifted not because the economics pro-
fession has changed its view, or because the pro-
fessional education community was united in
recognizing, that reading materials were important
for students who were trying to learn to read. It
shifted because it became clear that reading
materials were viable avenue for lending. One
could think of reading materials as an investment
rather than consumption. If textbooks were not
consumption items, then they did not need to be
categorized as a ‘recurrent expenditure’. And if
they were not a recurrent expenditure, then the
bank could loan for them. In spite of the circular
logic, the effect was constructive.®

16 Allowing lending for reading materials illustrates the con-
tinuing history of dilemmas in another way. Once alowed in,
Bank staff discovered that the textbook sector was more com-
plex than originally anticipated; that textbook lending raised
new issues of local vs. international bidding procedures, loca

All these issues lay behind the 1980 Education
Sector Policy Paper (World Bank, 1980), and may
help explain to the non-specialist,'” why knowing
what was not in the paper, was as important as
knowing what the paper contained. The Bank
would no longer be limited to lending for
vocational and technical education or to diversify
secondary education. Educational quality was a
legitimate object for lending, as was education
research. And al parts of the education system,
from elementary to higher education were legit-
imate objects of Bank assistance. Most
importantly, the economic tools used to answer the
question of how much to invest, were not limited
to manpower forecasting. Rarely are Bank policy
papers recognized as revolutionary (Williams,
1975), but with reflection on the significant distor-
tions from which the Bank education sector had to
operate heretofore, the policies for the 1980s were
radical indeed. This was indeed progress. But
would this progress lead to better lending and to
more justified objectives for that lending?

2.7. New methodologies, internal procedures and
problems

In the 1980s the Bank began to suffer from
increasing, and relentless criticism from environ-
mentalists, human rights activists, and spokesper-
sons for indigenous peoples, women, and the poor.
In response, Barber Conable as the new president
made the decision to ‘ study the problem’ and com-
missioned a high power group which interviewed
a large number of academics, business person-
dities and interna staff. The report recommended
a complete re-organization in 1986 which was put
into effect in 1987 (World Bank, 1987).

Structures and procedures changed dramatically.

vs. centralized control and public vs. private provision. Where
the Bank has continued to lend for government textbook mon-
opolies, it has created new policy distortions that it would not
have created where the Bank not allowed to loan for textbooks
at all. In the end, the question is whether the benefits of having
more textbooks outweigh the costs of handicapping the com-
petitiveness of the loca private publishing industry
(Heyneman, 1990).

17 Reading education policy the World Bank has sometimes
been compared to ‘Kremlinology’.



324 SP. Heyneman/ International Journal of Educational Development 23 (2003) 315-337

The previous method of achieving mutual consen-
sus between policy and operationa staff was
thought to slow down decisions. The new Bank of
the 1980s required speed. Policy issues were elev-
ated. With the shift toward policy-based lending,
policies required more technical sophistication,
visibility, and leverage. The structures and pro-
cedures were changed to make that possible (Fig.
2).

For the first time, regional leadership was given
authority to send loans to the Board without clear-
ance from the central policy authorities. The latter
could object to specific loan objectives and these
objections would precipitate a formal meeting to
discuss them. The purpose of the meetings would
be to air differencesin view and to give ‘direction’
for future loans. But formal clearance was not
required.

The opposite was also true. Policies required
comment from regiona authorities, but policy
itself was thought to be within the purview of ‘the
center’. Adding to the new equation was the fact
that the center was endowed with a new Senior
Vice President for Operations. In some ways, this
new structure ‘trumped’ the role of the Regional
Vice Presidents. Officially, Regional Vice Presi-
dents were equivalent to a sector Vice President.
However, a sector Vice President could refer a
matter to a supra-authority, the Senior Vice Presi-
dent, and structure affected the outcome of the
debates over education policy in the 1980s'.

Following the publication of the Education Sec-
tor Policy Paper of 1980, Bank staff were encour-
aged to use the rate of return methodologies in its
analytic work. This led to greater and clearer justi-
fication for primary and academic secondary edu-
cation. However, the interpretation of the rate of
return methods heavily influenced the content of
the lending in new ways, and nowhere was this
truer than in the Latin America region during the
era of economic adjustment.

The crisis of Latin America came precipitously,
apparently taking the industrialized countries by
surprise. The ‘Baker plan’ for rapid economic
adjustment named after the US Secretary of the
Treasury was perhaps the most important event of
that era. The Bank’sinternal crisis was precipitated
by a comment of James Baker noting that with its

traditional emphasis on five year implementation
cycle of development projects the World Bank was
al but ‘invisible’, in the environment of fiscal
crisis. This comment caused the Bank’s manage-
ment to search for a way to be a part of the sol-
ution.

The Bank’s mandate required it to loan for long-
term development. The mandate of the Inter-
national Monetary Fund called for it to respond to
fiscal crisiswith rapidly disbursement (over several
months for instance instead of the Bank’'s five
years). Since being ‘invisible’ was not an accept-
able option, and the Bank'’s management
responded with a new category, caled an Adjust-
ment Loan, in which the Bank would advance
resources in exchange for rapid changes in policy.
That this category of lending might overlap with
the mandate of the International Monetary Fund
was worrisome, but considered of secondary
importance by comparison to the scale of the fiscal
crisis which adjustment operations were designed
to fix.

Latin America was well known for both poverty
and inequality, and there was concern that a
decline in public resources would exacerbate both.
When called upon by fiscal authorities in the coun-
tries themselves, the Bank became involved in
attempts, some more manifest than others, to pro-
tect public expenditures that directly benefited the
poor.’® Leaders of the hedlth, environment, and
education sectors among others, were asked which
public expenditures should be included.

The education message suggested by Bank in the
era of adjustment was based on the economic rate
of return methodology. These results averaged
across countries have been consistent from the out-
set (Psacharopoulos, 1973, 1985) In genera the
returns were higher for completing primary edu-
cation than for completing secondary, and higher
for completing secondary than tertiary education.
Returns were higher on average for completing

18 By the end of the decade external pressure from the NGO
community aswell asfrom other development assistance agenc-
ies, forced the Bank into being more proactive with respect to
protecting the poor from fiscal austerity (Corina et al., 1987;
Jolly, 1991; George and Sabelli, 1994; Feinburg, 1986).



SP. Heyneman/ International Journal of Educational Development 23 (2003) 315-337 325

President

Senior Vice President for
Policy Planning and
Research

Authority to generate and
approve policy

|

Vice President
Research

Authority to publish initiatives

Vice President
Human Resources

Authority to generate policy

Six Regional Vice Presidents

Authority to generate and
approve lending

T Country Departments

Education Department

Authority to generate policy
initiatives, generate research

Authority to set lending
priorities across sectors

Human Resource
Divisions
Respond to lending priorities
set by the country departments

Fig. 2. World Bank processes early 1980s to early 1990s.

academic as opposed to vocational education. And
returns tended to be higher in the poorer countries.

Using these findings to determine lending pri-
orities has been more problematic than generating
the research findings themselves. Nevertheless, the
rate of return studies led to three common rec-
ommendations: (i) to shift public expenditures

away from vocational and higher education toward
academic and basic education; (ii) to increase the
private cost for attending universities; and (iii) to
install loan schemes to set off the financial burden
on individuals who now must face high tuition fees
for higher education. These three recommendations
become typical of the ‘short education policy
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menu’ which emerged from the educational rate of
return analyses (World Bank, 1986, 1988; Psachar-
opoulos, 1980, 1990).

The short education policy menu was sometimes
nested within a larger list of changes in fiscal,
trade, taxation and industrial policy, and within a
longer list of regulations designed to protect the
poor—subsidies for food, public health, unemploy-
ment benefits, and child welfare (Stewart, 1995;
Nelson, 1995; Fox and Brown, 1998; Brown and
Hunter, 2000; Wood, 1986; Kardam, 1993; Ascher,
1983). Sometimes education issues were minor
ingredient of the overall macro-economic adjust-
ment program. For this reason, the short education
policy menu was sometimes negotiated over the
heads of the education authorities, through the
Ministry of Finance instead of the Ministry of Edu-
cation.

As others have observed, the effect of the adjust-
ment era was problematic for the Bank and for the
education sector (Samoff, 1994). With the short
education policy menu the Bank acquired a repu-
tation in some academic and NGO circles for abro-
gating the rights to a ‘free education’, and the
desire to be self sufficient in higher education.
Some criticisms may have served persona or nar-
row institutional agendas but their appearance had
an important impact on how well the Bank could
portray its education adjustment policies as serving
the interests of the poor (Heilleiner, 1986, 1992;
Biersteker, 1992; Colclough and Manor, 1991,
Colclough, 1996; Hinchliffe, 1993; Ilon, 1996;
International Labour Organization, 1996; Carnoy,
1995; Barnett and Finnemore, 1999).

The other side too had compelling rationales.
The budgets of many countries were distorted in
favor of higher and vocational education and were
often determined by vested interests. These distor-
tions created a considerable amount of inequality,
where privileged families were able to garner
excessive shares of public education subsidies. The
Bank had every justification to question these dis-
tortions in Latin America, Africa and elsewhere. It
is also the case that the methods for calculating the
economic rates of return are among the best for
highlighting distortions in public finance. But
while the short education policy menu contained
considerable truth, it did not contain &l the truth.

In Asia, the Middle East, and North Africa,
adjustment operations were rare, hence the short
education policy menu had less impact.'® In Sub-
Saharan Africa, however, the appearance of adjust-
ment operations and the same short education pol-
icy menu were more common® and hence the
controversy more pronounced (Bennell, 1996a,b,c;
Chung, 1989; Mazrui, 1997; Welch, 2000; Col-
clough, 1990; Buchert and King, 1995; Reimers,
1994; Samoff, 1996, 1999; Berman, 1990; Craig,
1990; Woodhall, 1994; World Bank, 1994b,c,
1998; Altbach, 1989).2

By creating a Senior Vice President for policy,
planning and research, the old system of checks
and balances, so carefully constructed under Rob-
ert McNamara, had broken down. And by coinci-
dence, placing the most articulate proponent of the
short education policy menu within the SVP office,
led to consistent objections to higher and
vocational education lending. The reaction of
regional operational authorities was to protest the
constraint on their lending. Even the education
staff within the same central vice presidency often
joined the views of the regional operational staff.
In one instance it was suggested that no loan
should be made for higher education unless a coun-
try cancelled legislation against tuition. In a protest
note, a director also within the central vice presi-
dency objected on grounds that many countries
which borrow from the Bank have such legislation

19 The short education policy menu might have remained
primarily a problem, confined to Latin America and Africa if
the menu'’s principa proponent had remained within regional
operations. But the Central Vice President for policy and plan-
ning invited the menu’'s principal proponent into his office to
maintain ‘quality control’ over lending and operations policy,
and following that al lending proposals for higher and
vocational education precipitated objections and all policy pap-
ers had to have arate of return rationale. This was regarded as
akin to placing the ‘fox in charge of the henhouse'.

20 Policy papers were not criticized uniformly. Those on pri-
mary education (World Bank, 1990; Lockheed and Verspoor,
1991) and vocational education (World Bank, 1991a,b), finished
beforehand, received considerable praise from many of the
organizations which would soon become intense critics.

21 Adjustment operations were not by any means the sole
source of objections to Bank education policies. Bank papers
on higher education and education finance were also sources of
controversy in Africa.
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which is often derived from constitutional pro-
visions adopted by democratically elected govern-
ments (internal note, January (1995).%2

Because of the changes in structure and person-
nel, the higher education policy paper was the sub-
ject of more debate than earlier papers. Because
investments in higher education had lower social
rates of return than investments in primary edu-
cation, the executive summary of the higher edu-
cation paper included a statement that:

Primary and secondary education will continue
to be the highest priority sub-sectors in the
Bank’s education lending to countries that have
not yet achieved universal literacy and adequate
access, equity, and quality at the primary and
secondary levels. In these countries, our
involvement in higher education will continue
to be mainly to make its financing more equi-
table and cost-effective, so that primary and sec-
ondary education can receive increased attention
at the margin (World Bank, 1994ab,c, p.12).%

Justifications for higher education lending were
thus, confined to efficiency and equity rationales.
Quality improvement and national capacity were
not included. This statement created considerable
consternation particularly in Sub-Saharan Africa
where it was felt that the bank was artificialy con-
straining the development objectives of the most
impoverished countries.

22 The Universal Declaration of Human Rights (1948) in its
Article 26 proclaims that ‘elementary education shall be free'.
This provision has since been included in most international
legal conventions related to education. The legal conventions
of course did not imply that basic education was free in fact.
Fees in public elementary schools were common in the People's
Republic of China, and throughout much of Sub-Saharan Africa
and South Asia. However, the legal issue has recently become
a source of tension between the Bank and other parts of the UN
system and particularly in those instances in which the Bank has
recommended private fees in elementary education
(Tomasevski, 2000).

2% What the outside world did not know was that this state-
ment itself had been inserted within the Office of the Senior
Vice President after the final draft without approval of the
regional division chiefs. Even the authors of the paper did not
see the statement until after the paper had been published
(persona communication, 1994).

Within the Bank, this statement raised concerns
among the operations staff that the short education
policy menu might be forced on the countries
around the world regardless of the consegquences.
It raised the specter of having arbitrary authority
within the Bank’s structure, which might work
against the interests of education sector. Staff sus-
picions laid the groundwork for the confrontation
over the next policy paper, ‘Strategies and Pri-
orities for Education.’

Clearly the central education department had a
daunting task. It had to summarize the experiences
of al the sub-sectors, operations, and regions sim-
ultaneously. It had to accommodate for the fact that
much of the developing world had changed. Latin
America was rapidly democratizing. Economies in
East Asiawere rapidly expanding, often with priv-
ate sources of development finance. Twenty seven
new borrowers from the former Soviet Union and
Eastern and Central Europe were making their
development needs known, and they were quite
different from other the traditional developing
countries. These represented a very different set of
circumstances from that which the Bank had faced
in the 1970s and 1980s.

The task of writing the new policy paper chal-
lenged the authors whose experience had been con-
fined to low-income countries in Sub-Saharan
Africaand South Asia. In the eyes of the managers
from the other regions, demands had shifted. From
the middle-income regions, demands were not con-
fined to atruistic objectives such as how to create
more access for girls in primary education. Many
countries had over 30 years of experience since
independence; others were nuclear powers and
major trading partners of the industrialized nations.
They were led by new generations of educational
leadership concerned with new problems and ques-
tions.

In many instances their questions concerned the
kinds of innovations sweeping the OECD coun-
tries—voucher systems, merit pay, site-based man-
agement, performance standards. The professional
experience of many Bank education staff did not
include educational debates in their own countries
(Heyneman, 1997). Hence, the Bank’'s education
sector was the object of ‘adjustment’ of a kind not
unlike the client countries.
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In spite of the storm warnings, the confrontation
between the central and the regional education staff
continued. One version of the sector policy paper
for instance called for all higher education to be
funded privately. A note from one regional spo-
kesperson to the authors stated the case simply:
take it out. It was, but in a later version regional
authorities were confronted with policy recommen-
dations, which they believed would endanger the
relations with their borrowers. In a note rec-
ommending changes, one region said:

The paper draws upon the same rate of return
evidence to guide policy and future investment
priorities, and that leads to catastrophe. The evi-
dence is faulty; drawn from a few traditional
borrowers; only provides a backward expla-
nation of trends and only refers to the most sim-
ple of educational categories—primary, second-
ary, and higher. Because the paper relies
exclusively on rates of return, it excludes other
possible justifications for allocations of public
finance: national interest, market failure, and
equity. ... Though over one half of World Bank
lending is devoted to post secondary education
the paper is silent on the role of higher edu-
cation. It is also silent on graduate education,
adult education, pre-school education, and edu-
cationa research, educational technology, and
education for the handicapped. All professional
education is ignored, including medical edu-
cation, engineering education, law education,
public administration, and the social sciences.
Every single country makes public investments
in these areas and it would be irresponsible to
treat them in cavaier fashion. One division
chief characterized the problem by saying that
the paper takes us racing into the future with our
face pressed firmly against the rear view mirror
(internal note: November 18, 1994).

In spite of the dissent from within the Bank, the
text of the paper changed very little between drafts.
In the end, spokespersons for four of the six
regions agreed to meet privately.?* They agreed

24 Tensions over the short education policy menu were high,
and to be inconspicuous, the meeting was conducted on a night
walk through a park.

that the publication of the new sector policy paper
Priorities and Strategies was likely to place
regional operations at risk. They agreed that pre-
vious comments and objections had been ignored.
They also agreed to draft a new set of objectionsto
the paper’ s publication and to send these objections
directly to their Regional Vice Presidents. In
December 1994 spokespersons for East Asia,
South Asia, Sub-Saharan Africa, Europe and Cen-
tral Asia, and the Middle East and North Africa
signed parallel memoranda.?®> The problem was the
short education policy menu. The Bank’ s education
sector was in revalt.

The paper was eventually recast, but the result
was unaltered. Even after unprecedented internal
protest, the publication of the Priorities and Stra-
tegies paper led to objections and replies which had
been predicted (Burnett, 1996; Burnett and
Patrinos, 1996; Jones, 2000; Lauglo, 1996; Samoff,
1996, 1999; Watson, 1996).

The experience illustrates several principles.
Institutions, as well as countries, are at risk of
becoming distorted. If attached to unbalanced
seniority, a single message can be propagated over
the best professional efforts to counter it. In this
instance, a single point of view, placed in a central
position, propagated the Bank’s short policy menu,
and in so doing, led the Bank into a chorus of criti-
cism and calls for the end of the education sec-
tor altogether.

Another principle of note is that at the time,
there were no external institutions able to counter
the Bank’s educational position. If there had been
institutions to which the Bank deferred in sector
policy, the risk of distortion might have been less-
ened. But UNESCO was no longer in a position to
command the same professional credibility as it
had a decade earlier.?®6 UNESCO's cooperative
program for instance was 75% financed by the
Bank hence often placing UNESCO in a position

25 Of 26 division chiefs responsible for education, 20 signed
memoranda on February 2, 1995 asking that the paper not be
sent to the Board. Two others agreed with the memoranda in
principle but did not wish to sign, one objected to the memor-
anda, and three others could not be reached.

26 UNESCO objected to the Bank’s involvement in education
policy from the beginning in the 1970s.
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of compromise.?” The Bank virtually had the field
of education policy to itself.

Following the publication of Priorities and Stra-
tegies for Education, the Bank became engaged in
a substantive internal debate over the weaknesses
of the methodologies (Hammer, 1996; Heyneman,
1995, 1997), which was matched by a number of
external criticisms (Colclough, 1996; Carnoy,
1995; Alexander, 1998; Bennell, 1996a,b; Curtin,
1995, 1996). Like manpower forecasting 20 years
earlier, the assumptions and distortions were
recognized and the rate of return methodology ex
post facto placed in its proper context. Because
credibility had been lost however, the ‘fi nal word’
with respect to the short policy menu had to be
expressed by a bank-sponsored, but independent,
task force. Its conclusions:

The Task Force believes that traditiona econ-
omic arguments are based on a limited under-
standing of what higher education institutions
contribute. Rate of return studies treat educated
people as valuable only through their higher
earnings and greater tax revenues extracted by
society. But educated people clearly have many
other effects on society: educated people are
well positioned to be economic and socid
entrepreneurs, having a far-reaching impact on
economic and social well being of their com-
munities. They are also vital to creating an
environment in which economic development is
possible. Good governance, strong institutions,
and a developed infrastructure are all needed if

2 The World Bank actively maintained ‘cooperative pro-
grams in ILO, WHO and UNESCO. These consisted of a
department of technical staff situated in those institutions ready
to support World Bank lending or sector work operations. These
technical staff was justified on grounds, their specialized skills
were necessary to maintain technical quality. But being special-
ized the staff was more easily justified if situated within the
technical UN agency responsible for the sector. However, ten-
sion existed from the beginning over whether their loyalties
were more to the Bank than to the UN agency of ‘their home',
but these tensions appeared to be significantly more serious in
the case of UNESCO than either ILO or WHO. From the
Bank’s side in the field of education, continual worry existed
over the degree to which cooperative program staff at UNESCO
was technicaly justified.

business is to thrive—and none of these is poss-
ible without highly educated people. Finaly,
rate of return analyses entirely misses the
impact of university based research on the econ-
omy—a far reaching socia benefit that is at the
heart of any argument for developing strong
higher education systems (Task Force on Higher
Education and Society, 2000, p. 39)

3. New rationales; but absent a new
methodology

In building consensus and motivating the edu-
cation profession toward its policy messages, the
costs of developing Priorities and Strategies out-
weighed the benefits. Critics suggested that the
Bank had little in the way of a new message or
vision, and instead was summarizing what it had
been doing for decades. Policy messages were said
to be inapplicable to middle-income countries.?
However, some thought that the Bank was overly
focused on the poorest countries, the paper could
hardly be said to have been welcomed by the aca-
demics claiming to represent the interests of
those countries.®

Drawing from the experience of large corpora
tions, the Bank began to emphasize knowledge
management (KM) (Samoff and Stromquist, 2000;
Khanna, 2000; Denning, 1998; Haas, 1990) over
policy analysis. Education KM has becomeintegral
to a general strategy of public relations. It can be
safely nested within larger initiatives and therefore
is less vulnerable to criticism. KM consists largely
of dissemination and links to external websites, and
can gain support as a public service at compara
tively low cost.

28 The paper could not be widely distributed in the Europe
and Central Asiaregion becauseit appeared to suggest that their
problems were the same as those in Africa and South Asia
Experience in vocational education in Eastern Europe was
added to the text when findings on vocationa education’s low
demand were consistent with ex ante assumptions; but regional
evidence showing vocational education to be in high demand
in ECA was not included, and in the end had to be published
outside the Bank (Castro et al., 1997).

29 See for instance the special issue of the International Jour-
nal for Education Development 16 (3), 1996.
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But new rationales for education lending have
been developing at the same time. For over 50
years, there has been a steady demand to under-
stand better what education a country should invest
in, and why (McMahon, 1999). One response has
been to avoid setting ex ante content and allocation
choices; and instead to lie out a short list of poli-
cies designed to ‘enable’ an education sector to
respond to public demands in the many new
democracies. These enabling policies have been
very creatively designed. These enabling policies
include an emphasis on local and international per-
formance standards, effective contribution to social
cohesion, universal access and completion of basic
education, improvements and open access to edu-
cational statistics, public debate over objectives,
transparent development of policy choices and
trade offs (World Bank, 1999a—€), consistent with
the philosophy suggested by Gutmann (1987).
These developments illustrate the fact that while
there have been problems; at the same time there
has been progress.

The new ex ante agnosticism of the Bank’s cur-
rent education policy frameworks is more comfort-
able for the country as well for the Bank’s edu-
cation sector. It continues, as it should, to utilize
studies of external efficiency using economic rates
of return analytic methods. But these studies now
tend to be used to highlight problems rather than
to determine priorities for lending. The difference
is important. No method however is able to
adequately answer the age-old question of how
much a country should invest in education and
why. Until the 1990s, the standard response to this
question concentrated on human capital ration-
ales—measured by changes in productivity and
differences in income.

The embarrassment over the Priorities and Stra-
tegies policy paper may help explain why the pol-
icy arm of the Bank may have retreated so far away
in terms of policy substance. The quickly gener-
ated and released Education Sector Strategy paper
in 1999 (World Bank, 1999a—f, 2000; Patrinos,
2000), resembled a laundry list of atruistic plati-
tudes—reasons why girls should have access to
elementary education for instance (Klees, 2002;
[lon, 2002). As difficult as problems are and as
painful as many of the decisions to be made may

be, no one is well served by avoiding the natural
dilemmas associated with education and develop-
ment. And as important as the new priorities may
be, such as better female access to primary edu-
cation, such issues can hardly be said to adequately
represent the problems of education and develop-
ment in an increasingly heterogeneous world where
many developing countries achieved universal
access long ago (Heyneman, 1995, 1997, 1999; De
Siqueira, 2000).

In terms of the Bank’s use of the human capital
model for quantifying educational impact on devel-
opment, the experience in Russia and the former
Soviet Union more generaly, precipitated a
rethinking about its utility.*° Because of the danger
of ethnic strife, and the link between ethnic strife
and civil war, the role of the school began to be
seen differently (World Bank, 1995; Picciotto,
1996; Salmi, 2000; Heyneman, 1978, 2000).
Though non-monetary benefits had been part of
human capital reasoning from the beginning, little
progress has been evident on its measurement.
Today, however a great deal of focus is on the
degree to which education may contribute to socia
cohesion aobjectives of society (Heyneman, 2000).

Parliaments, the press, divergent political par-
ties, as well as the defense and foreign policy com-
munities have become focused on the issue of
social cohesion. Concern over social cohesion
issues have been raised as a priority in Latin Amer-
ica, Asia and Africa (Heyneman and Trodoric-
Bebic, 2000). While it is true that skills and pro-
ductivity matter; it is aso true that the public
debate has not aways centered on them. Public
debate often raises more important issues, even if
economics has little by which to measure them. If
there is a next stage in the Bank’s analytic work, it
will likely focus on the degree to which one might
distinguish between a school or a school system
which is doing a ‘good job' of contributing to
social cohesion from others which are not. The
next stage of the Bank’s analytic work will place
a metric on schools and school systems in per-
forming their non-monetary functions.

%0 Much of this socia cohesion theory was drawn from the
earlier work in institutional economics (Olson, 1971).
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4. Conclusions

Several lessons might be drawn from this experi-
ence.

4.1. Professionally sound loan covenants

The mandate of the World Bank includes the
notion that the financing is only part of its purpose;
that the leveraging value of policy change is at
least as important. Much of the leveraging is con-
ducted through covenants and conditionality
attached to the loans. The executive directors—the
representatives of the Bank’s owners—frequently
take Bank staff to task if the covenants in a pro-
posed loan are insufficient in number or severity..
Covenants, therefore, are a permanent part of
Bank lending.

This is acceptable so long as the covenants are
intelligent and professionally correct. If a loan for
a power plant is required to include health, safety
and environmental regulations considered neces-
sary and normal practice elsewhere, one can say
that covenants appear intelligent and professionally
correct. But what if the covenants require a country
to vocationalize its curriculum? What if the coven-
ants are based on faulty analytic techniques or
unsound professional practice? What if the policy
requirements recommended by the Bank and
agreed to, by a country are dead wrong? Who is
accountable for the adverse results? Who is respon-
sible for institutional and political controversies
which poor policies inevitably generate? Who is
responsible for repaying the financial resources
which bad policies waste?

The first lesson of this educational history is that
the Bank has been recommending faulty education
policies since the beginning of the sector in 1962.
This is not to suggest that all Bank education pol-
icy recommendations have been faulty; nor is it to

31 In one instance a proposed loan to education in the edu-
cation sector in Uganda following the departure of Idi Amin
was rejected by the country department because there were no
recommended covenants. When informed that the education
system had the right management but lacked resources, the edu-
cation sector was informed that poverty was an insufficient jus-
tification for lending (personal communication, 1979)

suggest that the benefits of the lending have not
been substantial. It is only to point out that poor
education recommendations have a long tradition
in the Bank, and thus far, no one has been able to
answer the question of who is accountable.

4.2. Regaining the balance of power

McNamara's original concern continues. How
can an organization respond rapidly to on ground
demand and, at the same time, be technically and
professionally sound? The balance of power
between policy and operations existed in the
1980s. In the place of quality control, is a system
of informal peer reviews? Each region, sometimes
each country department, may create a system of
review. There are guidelines but no common stan-
dards. Except for votes at the Board itself, there is
no formal external review process in place. With-
out a strong balance of power within the Bank, and
absence of a balance of power from externd
sources, education lending and policy are at risk
of new distortions.

4.3. Avoiding monopoly by single professional
interests

From the beginning, the Bank education policy
machinery has been influenced by important and
powerful agendas. These endogenous pressures on
the Bank are to be expected. What matters most
is how they get managed. Under the MacNamara
‘balance of power’ organizational structure, the
research, policy and operations could challenge
each other’s assumptions. Such challenges were
not encouraged by the later structure of the 1980s
and early 1990s (Fig. 2). In this stage central policy
could ‘trump’ all other challenges. It was in the
context of this structure that the Bank could
become captive of one narrow agenda, the short
education policy menu. Without the necessary
internal checks and balances, internal debate was
stifled. Publications were released only if they
reinforced ex ante assumptions. Even when protest
emerged from amagjority of the sector’s operational
division chiefs, objections could be bypassed.

What made the experience of the short policy
menu pernicious was the fact that the agenda sud-
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denly included all aspects of education by virtue of
the claim that the Bank could speak for al public
expenditures. It was inevitable therefore that the
Bank would speak for expendituresin areas of edu-
cation over which it had no professional experi-
ence.®2 Ministers of Education have to manage pro-
grams and priorities of which the Bank has little
knowledge or experience—special education for
the handicapped, new pedagogies, curricular inno-
vations. In the 1970s, when the Bank limited its
assistance to vocational education, it admitted that
it had little competence in the other educational
areas. Though it led to artificial biases in favor of
vocational education, its institutional candor was a
sign of honesty. But once the Bank began to speak
for al public educational expenditures, ipso facto,
it acquired obligations over areas of education in
which it was ill prepared to understand or accept
responsibility.

Every policy has a counter effects and costs.
These have sometimes been under-estimated in
economic models. This may hold true for policy
implementation in taxation, transportation, health
and other areas. But is it also true of education.
When there is a vibrant system of internal checks
and balances within the system, these counter
effects can be monitored and corrected; a break-
down of that system however, may lead to extreme
reactions outside the institution to which the bank
will be held accountable. The key question is how
to re-install a system of professional checks and
balances in the making of international edu-
cationa policy?

32 Because of the much reorganization, by the late 1990s most
staff that worked on education had been reassigned from other
sectors. Of the 400 staff assigned to human resources, 250
worked on education; of those only 20% (less than 50) had
received any academic training in education, and only about a
dozen had ever published in the field. Using staff, of which
only 20% had academic exposure to the field, was expected to
underpin a lending program of about 2-3 billion dollars/year.
This absence of professiona training placed the education sec-
tor at risk of ‘crowd mentality’ when choosing options and pri-
orities which had not already been approved ex ante by coun-
try economists.

5. Options

Is there away in which the education role of the
Bank can be managed so that it might continue
its assistance but with a balanced sense of sector
priorities?™® Three suggestions:

1. Countries might decide what to analyze and
who should perform the analyses. One option
might be to place analytic capacity in the hands
of the countries themselves. The Asian Devel-
opment Bank, for instance, makes grants for the
technical assistance that underpins lending.3*
The World Bank might grant monies for ana-
lytic work. Countries would request proposals
just as they do for other forms of technical
assistance. Bids would emerge from univer-
sities, private companies, and perhaps other
public agencies, both local and international.

2. The World Bank might continue to sponsor
analyses, but regional banks would be respon-
sible for education lending. One recommen-
dation of the Meltzer Commission (2000) has
been to take the word ‘bank’ out of the World
Bank. The newly renamed World Development
Organization would analyze development prob-
lems and make recommendations, but the lend-
ing would be the responsibility of the regional
development banks. Were the Meltzer Com-
mission recommendations to be adopted for the
Bank as a whole, it would de-link the analytic
work from the lending program, and thus, allow
a natural set of checks and balances to occur
within the countries themselves.

3. Education policy could be jointly decided within
the UN system. A third suggestion would be to
re-invest in the policy-making responsibility of

%3 There are a number of important recommendations in the
public realm about how to restructure the World Bank. Among
the most significant: (International Financial Institution Advis-
ory Commission, 2000; Cavanagh et al., 1994; Danaher, 1994,
Williams and Young, 1994; French, 1994; Gilbert and Vines,
2000; Bergesen and Lande, 1999; Gibbon, 1993; Gore, 2000;
Collier, 2000; Woods, 2000a,b; Sanford, 1996).

% The quality of donor-led technical assistance cannot be
guaranteed. Because the borrower chooses the analytic work to
be implemented and there is no guarantee that the choice will
be the right one.
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UNESCO (Mundy, 1998, 1999, 2002). The vir-
tue of this option would be to avoid the prob-
lems from having a monopoly over education
policy. This would place professional responsi-
bility for education policy within the institution
whose terms of reference covers the full gamut
of educational activities, not just the activities
related to internal and externa efficiency.®
Clearly, the lesson is that efficiency is an essen-
tial element in a country’s education policy. But
just as clearly, no work on efficiency has been
able to adequately capture the range of pro-
fessional responsibilities that are normal part of
education. This is also true to for health, agri-
culture, industry and today, even power and
telecommunications.

6. Summary

Problems in education operations have been evi-
dent from the first activities in the early 1960s.
These have been costly to developing countries. At
the Bank’s insistence countries over-invested in
vocational and technical education. Because of the
narrow definition of recurrent costs, countries
ignored investments in reading materials and in
maintaining teacher salaries. Later at the Bank’s
insistence, countries invested in thousands of
workshops and laboratories that, for the most part,
became useless ‘white elephants’. And later, coun-
tries were forced to shift public expenditures away
from higher education without any prior pro-
fessional experience with the consequences to sec-
tor cohesion. That there has been wastage of sig-
nificant resources is not the most important lesson
for us to draw. That the Bank was negligent in
these areas is not the most important lesson. The
most important lesson is that the world is faced
with a significant new upsurge in demand for edu-
cational analysis and professional trade in ideas for
education reform, and there is no single inter-

% The argument against this is that UNESCO is governed
by the Ministries of Education and can set its policy agenda
independent of fiscal constraints. The solution may be a joint
authority so that both institutions would have to agree to policy
proposals which had fiscal implications.

national ingtitution with the capability to track,
much less ameliorate, educational problems.
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