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Foreword

Improving public sector performance and governance is a key pillar in
the World Bank’s engagement strategy for the Middle East and North
Africa (MENA). To guide and support this strategic priority over the
coming years, we at the World Bank have worked with a network of lead-
ing scholars and opinion leaders who are from the region and work in the
field of governance. Their ideas, their papers, and their consultations
have been instrumental in shaping our effort to translate this strategic
orientation into vision and action.

"The ambition of this regional book is not to offer answers to the com-
plex challenge of improving governance. Those matters are for people in
the region to decide. More modestly, the book seeks to enhance the dia-
logue in MENA on governance. To accomplish this goal, the book pro-
poses an analytical framework for discussing and measuring governance.
It also marshals evidence showing that good governance matters for de-
velopment—globally and in MENA. Our hope is to work more closely
with those in government and in civil society—and they are many—who
are passionate about improving governance.

Globalization and demographic pressures put a premium on faster
economic growth, yet growth in the region remains below potental.
The same pressures are raising people’s aspirations—for public services
that work for everyone, for wider participation in governance, and for
better social and human development. But as the book shows, weak gov-
ernance translates into slower growth, less-than-effective public services,
and missed opportunities because of the limited participation of citizens
in shaping their future.

"That an economic institution such as the World Bank would venture
into the delicate societal issues surrounding governance reflects the
growing recognition that development is more than an economic chal-
lenge. The business environment for growth led by the private sector—
plus the quality of public services essential for economic efficiency and
social equity—depends everywhere in the world as much on governance
arrangements as on technical design.

Xiii
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Foreword

The book documents several encouraging experiments and positive
trends in the region—even if measuring governance is made difficult by
the region’s legacy of limited public disclosure and debate. On the qual-
ity of administration, including the rule of law, countries in the region
compare well with others at the same income level. Still, the progress in
governance varies widely by country. Along other key indicators of gov-
ernance, especially those that measure public accountability, the coun-
tries in the MENA region consistently lag behind the countries with
which they have to compete in the global economy. The rest of the world
has much to offer in terms of innovative governance mechanisms, and
the region is beginning to draw on such experience. We hope this book
will help in that process.

If improving governance were easy, it would have improved already.
But improvement is a long, uncharted, and risky process. The challenge
may be relatively easy to diagnose, but it is not easy to surmount.

A first step could be defining a program to enhance governance. The
book proposes two universal criteria that have resonated in our consul-
tations in the region: inclusiveness and accountability. On the premise
that people are the source of public authority, inclusiveness means that
everyone is treated equally by governments and can participate equally in
governance. Accountability means that those who act on behalf of the
people are answerable for what they do. Accountability also requires
transparency (allowing everyone to be fully informed of relevant infor-
mation), as well as contestability (enabling everyone to participate in the
choice of leaders, policies, and service providers).

The next steps are in the hands of the countries in the MENA re-
gion—to commit to improve the quality of governance and to bring
quality up to par with the best in the world, and to do so in a participa-
tory process of formulating their own programs to enhance governance.

Measures to improve governance are a key ingredient in the success
of other reforms, including in the areas of trade, investment, employ-
ment, job creation, and gender equity—all of them critical for improving
the lives of people in MENA. These concerns are taken up in compan-
ion volumes to this book. Together, our books aim to review the chal-
lenges and opportunities that the region faces as it fashions a new devel-
opment strategy to meet the evolving needs of its people in coming
decades.

JEAN-LOUIS SARBIB

VICE PRESIDENT

MIDDLE EAST AND NORTH AFRICA REGION
THE WORLD BANK
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Glossary of Terms

Accountability. A multifaceted principle underpinning good governance
across the spectrum of government activities.

Public accountability is the requirement that anyone acting with the au-
thority of the state (whether elected or otherwise) should fully disclose
and explain his or her actions to the people (often labeled transparency,
answerability), and should abide by electoral, legal, or administrative
sanctions if the actions are judged not to be in the public interest (often
labeled contestability, competition, or enforcement).

External accountability means that citizens hold public officials to ac-
count—say, through voting or public advocacy campaigns or through di-
rect oversight of a public agency.

Internal accountability means that one public agency holds another ac-
countable, as when courts rule on the constitutionality of laws, when par-
liament votes against the executive, or when the audit agency investigates
procurement by a ministry.

Contestability. A keystone of accountability. Fundamentally, contesta-
bility means that citizens should have choices among government lead-
ers, policies, and agencies—and that processes should exist to allow cit-
izens either to choose among existing alternatives (for example, among
candidates or among alternative service agencies), or to lobby for dif-
ferent alternatives (for example, through public debate), or to have re-
course and remedy if the citizens judge a policy to be a violation of their
rights.

Contestability means that those who act with the authority of the state
should be required to compete for that privilege—whether as political
leaders or as public service agencies. It is through such contestable, or
competitive, processes that citizens have the opportunity to exercise ef-
fectively their right to hold government officials and agencies account-
able for acting in the public interest.

Contestability can sometimes be economic—the availability of alter-
native service providers, for example, acts as a discipline for public

XVii
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Glossary of Terms

providers to improve services or to face a drop in demand. It can also be
political, such as when recurrent elections encourage elected officials to
be more responsive to their constituencies. Or it can be administrative,
such as when merit-based recruitment and promotion encourage civil
servants to pay more attention to service delivery.

Governance. The rules and process governing the exercise of authority
in the name of a constituency, including the selection and replacement of
those who exercise that authority. In public governance, this process
takes place between two actors, broadly characterized as the people (cit-
izens) and the government.

Public governance is good when this process is inclusive of everyone
and when the people can hold accountable those who make and imple-
ment the rules.

Government. Includes all branches of government—parliament and ju-
diciary, not simply the executive. It also includes all administrative agen-
cies that operate with the authority of the state, at all levels: national, re-
gional, and municipal.

Inclusiveness. Means that all citizens have equal rights before the law
(such as protection of property) and have equal opportunities to exercise
those rights. For good governance, a key right is to participate in the
governance process. Thus, inclusiveness means that all those who have a
stake in a governance process and who want to participate in it can do so
on an equal basis—and that no class of citizens is systematically excluded
or treated differently. In short, there is equal participation.

Inclusiveness also means nondiscrimination in access to services that
a government is mandated to provide through social consensus, such as
public health or education services and public goods (for example, justice
and the rule of law). In short, there is equal treatment.

Index of governance quality (IGQ). Assesses the overall quality of gover-
nance processes. It aggregates, for all countries, governance indicators
available for MENA. The IGQ is separated into the broad categories of
IPA and IQA (see next).

Index of public accountability (IPA). Assesses how well the citizens can
access government information and hold their leaders and public officials
accountable. Among other things, the IPA assesses the process of select-
ing and replacing those in authority.
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Xix

Index of quality of administration (IQA). Assesses the strength of the rule
of law and protection of property rights, the efficiency of the bureau-
cracy, the quality of regulations, and the control of corruption. The IQA
assesses both the capability of the public administration to formulate and
implement sound policies and the respect for the institutions that govern
interactions between citizens and government.

Institutions. Encompasses the rules, including behavioral norms and
codes of conduct, that govern the interaction among participants in the
governance process. The organizations, themselves, through which this
interaction takes place are often included in the definition of institutions.

Parliament. Used in the general sense of legislature, irrespective of
whether the form of government is a parliamentary, a presidential, or a
hybrid system. It consists of an elected body, an appointed body, or a
combination of the two, which represents the people, thereby, in princi-
ple, providing a counterweight on executive power.

Participation. Defined broadly—to include all the mechanisms for citi-
zens to take part in the governance process. Simply put, participation
consists of the range of activities through which citizens seek to influence
government actions, either directly by affecting the formulation and im-
plementation of public policy, or indirectly by affecting the selection of
public officials. Citizens can exercise their participation in governance by
voting, by joining civil-society organizations that lobby government, by
playing a greater role in the management of public services, or by taking
part in the public debate on governance issues—whether as a protagonist
or simply as an informed observer. This definition is distinct from others
that define participation in terms of economic activity, such as participa-
tion in the labor force.

Transparency. Encapsulates citizens’ right to know. It requires the regu-
lar disclosure of information on what government officials and agencies
are supposed to be doing, what they are actually doing, and who is re-
sponsible. It also involves clear and publicly accessible information on
the rights of citizens; services for which citizens are eligible; ways to ac-
cess such services (such as what fees must be paid, how to pay them, and
what avenues of recourse are available in case of a dispute); and regula-
tions that citizens are expected to comply with (including the agencies re-
sponsible, sanctions, and recourse mechanisms).
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Center for International Development

Center for International Development and Conflict
Management

Country Policy and Institutional Assessment

Diphtheria, pertussis, and tetanus

Community-Managed School Program (“Educacién
con Participaciéon de la Comunidad”)

European Union

Foreign direct investment

National Liberation Front (Front de Libération
Nationale)

Freedom House

Federal Supreme Council (of the United Arab
Emirates)
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Index of governance quality
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Nongovernmental organization

Organisation for Economic Co-operation and
Development

Ordinary least squares i
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Overview

Enhancing Governance in MENA

Most governments and people share the aspiration of national develop-
ment, with its many interpretations. Development is often defined in
terms of its economic aspects, as increased material well-being through
ensured employment and income for all who want it. But as knows any-
one whose children go to schools of poor quality, have no clean water to
drink, or face the threat of violence, development is also about having ac-
cess to adequate social services. And development is ultimately about
human development—the quality of material living, with wider choices
and opportunities for people to realize their potential, plus the guarantee
of those intangible qualities that characterize all more-developed soci-
eties: equality of treatment, freedom to choose, greater voice, and oppor-
tunities to participate in the process by which they are governed. Virtu-
ally all constitutions in the Middle East and North Africa (MENA) region
enshrine those values of development, and public governance is one of the
mechanisms through which the values are secured for the people.

From getting a driver’s license in Casablanca to voting in municipal
elections in Beirut, public governance relationships in the MENA re-
gion, as elsewhere, manifest themselves in almost every situation in
which individuals and groups interact with the government. The chal-
lenge for governments and people throughout the region is to expand
the interactions that are smooth and productive and to minimize the
ones that are frustrating and wasteful—in a move toward “good” gover-
nance. If public governance is the exercise of authority in the name of the
people, good governance is exercising that authority in ways that respect
the integrity, rights, and needs of everyone within the state.

Good governance relationships can be analyzed in a framework that
is based on two universal values that are particularly relevant to MENA:
inclusiveness and accountability. The first draws on the notion of equality,
which is enshrined in virtually every constitution in the region. Equality,

Equal Equal
participation treatment

INCLUSIVENESS

ACCOUNTABILITY

Transparency Contestability
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when translated into governance, means that all those who have a stake
in governance processes and who want to participate in them can do so
on a basis equal to all others. In short, governance is inclusive, not ex-
clusive. Inclusive governance maintains mechanisms to define and to
protect the basic rights of everyone, and it provides remedies and re-
course guaranteed by a rule of law. Rights include fairness and tolerance
among the people themselves, and good governance means those rights
are protected. Rights also include how governments treat the people, and
good governance means that governments treat everyone with equal
rights before the law and without discrimination and ensure equal op-
portunities to access the services provided by governments.

The second value draws on the notion of representation, a notion as
ancient as the first caliphs. Representation, when translated into gover-
nance, means that those selected to act in the name of the people are an-
swerable to the people for their failures and credited for their successes.
In short, they are accountable to the people. That accountability rests on
knowledge and information—and thus on transparency in governance
mechanisms. It also rests on incentives that encourage those who act in
the name of the people (government officials) to do so faithfully, effi-
ciently, and honestly. Such incentives come both from contestability in
the selection of public officials and policies and from fostering an ethic
of public service so officials act in the public interest.

Accountability can be both external and internal. External accountabil-
ity is when people themselves hold the government accountable, as when
the residents in a village select their councilman. But it also includes in-
stances where the recipients of public services (such as parents of stu-
dents) hold the service provider (teacher or school administrator) di-
rectly accountable. Internal accountability is when the government, to
protect the public interest, institutes various systems and incentives to
govern the behavior of different agencies within the government, such as
separating powers and setting up independent checks and balances. To-
gether, inclusiveness and accountability are the flowering of good gover-
nance (figure O.1).

A particular, and common, manifestation of poor governance is cor-
ruption—manifested in favoritism, nepotism, or bribery. By denying the
right of equal treatment, corruption denies inclusiveness; it results from
a lack of accountability, internal or external. Thus, it is a symptom of
poor governance, even if eliminating corruption will not by itself guar-
antee good governance.

The thesis of this book is that development in MENA—economic,
social, and human—is being handicapped by weaknesses in the quality of
public governance, in which the region lags behind the rest of the world.
A prominent group of Arab scholars writing in the United Nations De-
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FIGURE O.1

Inclusiveness and Accountability Are the Values Underpinning Good Governance

Inclusiveness means that all those who have a stake in a governance
process and want to participate in it—men and women, rich and
poor, rural and urban—are able to do so on an equal basis, whether
by voting, by contributing to consultations, or by overseeing
Equal Equal local public service agencies.
participation treatment

Inclusiveness also means that governments treat everyone equally,

INCLUSIVENESS that they protect the rights of everyone with equal vigor, that
exclusion and discrimination are absent in the provision of public
services by governments, and that everyone has equal rights to
recourse and remedy if there is discrimination by public officials.

Accountability is based on the idea that people have the right to
hold their governments answerable for how they use the authority
of the state and the resources of the people.

Accountability needs transparency or full access to information—
the people need to know about the functioning of the government,
ACCOUNTABILITY to hold it answerable, and governments need to provide access to

" such information.
Transparency Contestability

Accountability also needs contestability—being able to choose
among alternative political and economic entities on the basis of
how well they perform. It also means recourse and remedy when
government actions contravene basic rights—especially those of
inclusiveness—or violate the rule of law.

Development Programme’s (UNDP) 2002 Arab Human Development Report
decry the region’s “freedom deficit [that] undermines human develop-

ment and is one of the most painful manifestations of lagging political
development” (UNDP 2002a, p. 2).

Governance Is Typically Weaker in MENA than in the
Rest of the World—Qualitatively ...

Governments in MENA have typically sought to provide a broad range
of public goods to everyone, with some astounding increases in coverage.
(Lebanon increased the rate of childhood immunizations from virtually
none to more than 90 percent in about a decade. Tunisia increased the
number of phone lines five-fold, also in about a decade.) And even with
some of the driest countries on earth, the region has some of the best ac-
cess to water for its people.

But beneath those gains are weaknesses in inclusiveness. Pressures
from rising populations, increasing urbanization, and the growing com-
plexity of modern public services strain the coverage of many public ser-
vices. Although the spotlight of weak inclusiveness often falls on gender
inequalities in the region, other groups suffer as well. Inclusion is weak
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wherever rural dwellers have fewer public services, thus leaving in its
wake some of the highest levels of illiteracy among middle-income coun-
tries. Inclusion is also weak when the government effectively controls the
conduct of elections, as in virtually all national elections. And it is weak
when nepotism, tribal affinity, patronage, or money determines who gets
public services and who does not—as well as who gets access to lucrative
business opportunities and who does not.

Thus, there exists a wide and persistent social gap between countries
in the region and those with which they have to compete. Infant mortal-
ity in the Arab Republic of Egypt was still 69 per 1,000 live births in
1999, much higher than the 42 per 1,000 in Indonesia, a country with
half of Egypt’s per capita income. Only the United Arab Emirates, one
of the richest countries in the region, matches Hungary and Malaysia,
with a rate of 8 per 1,000. Almost two in five adult males in Morocco are
illiterate, and well over three in five adult females—on par with much
poorer countries, such as Mozambique or Pakistan. Ensuring equitable
treatment is a challenge worldwide, but the challenge is greater when
there are few avenues for accountability, recourse, and remedies.

And what about accountability—and the transparency and contesta-
bility that it depends on? There are glimmers of greater transparency in
some countries. The Islamic Republic of Iran fully publishes its national
budget and televises its parliamentary debates, as do some other coun-
tries in the region. The media are contributing to the public debate on
government accountability in countries like the Islamic Republic of Iran
and Algeria and are especially vocal in Lebanon. Satellite television chan-
nels allow information to travel across previously impenetrable borders.

But in general, countries across the MENA region exhibit a pattern
of limited and reluctant transparency, which is reflected in the fact that
it is the region with the least empirical data on the quality of gover-
nance. No country guarantees citizens the right to government infor-
mation; some countries actively repress that right. In Egypt, the de-
tailed government budget is not fully published and discussed outside
parliament. The freedom of the press is carefully monitored and cir-
cumscribed in most countries and is periodically assaulted in some
countries by the harassment or arrest of journalists, thereby damping
public debate. Many countries have laws restricting press freedom, sub-
jecting them to controls, and imposing penalties. The war on terrorism,
more intense after September 11, 2001, has provided excuses for tight-
ening controls in many countries.

Accountability requires—as much as transparency—contestability: de-
bate, questioning, choice, and competition among alternative representa-
tives and policies. Parliaments can enhance internal accountability. Mo-
rocco and Bahrain, for example, have recently s trengthened their parliaments.
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Local elections can enhance external accountability; in Lebanon and the Islamic
Republic of Iran (where the 1999 elections brought 200,000 locally elected
representatives into the political sphere), local elections have improved

local governance and created a proving ground for future national political
leaders. Within administrations, easing the rigid civil service policies and
pressures—which put the unemployed on the public payroll and that award

jobs on the basis of personal connections—will improve accountability
through competition for bureaucratic appointment and advancement.

In most MENA countries, internal accountability mechanisms within
the government administration are generally comparable with those of
other countries at similar incomes. But internal checks and balances
across the branches of government are uniformly weak. Why? Because
of the excessive concentration of power in the executive—not only in the
seven monarchies, but also in the more notionally “pluralistic” govern-
ments, such as Algeria, the Arab Republic of Egypt, and Tunisia. Re-
garding external accountability, contestability for public officials—in the
form of regular, fair, competitive processes of renewing mandates and of
placing no one above the law—has been rare in the region, especially for
national leaders. MENA governments remain the most centralized of all
developing countries.

... And in the Measure of Good Governance

A complex, multifaceted concept, governance is difficult to collapse into a
few empirical measures that can be compared across countries. Various ef-
forts to do so have sought to identify critical dimensions of good gover-
nance, ranging from the rule of law, to controlling corruption, to public
sector efficiency, to citizen voice, to “democracy.” Many of the measures
are based on observer perceptions and opinions, making the measures sub-
jective. And the lack of data on the quality of governance in this region
compounds the difficulty of measuring governance empirically. Even so,
the analysis in this book supplements the qualitative assessment and allows
comparisons among countries worldwide by drawing on past work and by
aggregating the available empirical data into broad indexes of governance.

The quantitative picture reveals a gradation in the quality of gover-
nance in MENA, thus reflecting the region’s diversity, which makes gen-
eralizations difficult. But on close examination, some robust regional
patterns emerge.

For the most part, the quality of governance in the region increases
with incomes—a worldwide pattern that has been found in every study
on governance. In terms of the overall index of governance quality used
in this book (based on 22 indicators with comparable data for most coun-
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FIGURE O.2

tries), upper-middle-income countries around the world, as well as in
MENA, have average governance quality about twice that of lower-
income countries. So any study of governance needs to take account of
variations in income.

When compared with countries that have similar incomes and char-
acteristics—the main competitors in the global marketplace—the
MENA region ranks at the bottom on the index of overall governance
quality (figure O.2).

"That overall governance gap has two components: an index of the qual-
ity of administration in the public sector and an index of public accounta-
bility. The first measures the efficiency of the bureaucracy, the rule of law,
the protection of property rights, the level of corruption, the quality of
regulations, and the mechanisms of internal accountability. On this index,
MENA countries largely track their counterparts worldwide, typically
running only slightly lower. With few exceptions, they have individually
and on average lower levels of the quality of administration in the public
sector than would be expected for their incomes (that is, they are below the
income-adjusted world average in figure O.3), with the gap tending to be
worse for countries that have higher incomes that rely on oil resources.

Compared with Other Regions, MENA Shows a Clear Governance Gap

OECD

CE6

LAG

EA6

Non-MENA
developing

MENA15

-2

0 2
Index of governance quality

Notes: OECD includes Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg,
the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the United Kingdom, and the United States. Central European coun-
tries (CE6) include Bulgaria, the Czech Republic, Hungary, Poland, Romania, and the Slovak Republic. Latin American countries (LA6) include Ar-
gentina, Brazil, Chile, Mexico, Republica Bolivariana de Venezuela, and Uruguay. East Asian countries (EA6) include Indonesia, Malaysia, the Philip-
pines, Singapore, Thailand, and Vietnam.MENA15 includes Algeria, the Arab Republic of Egypt, Bahrain, the Islamic Republic of Iran, Jordan, Kuwait,
Lebanon, Morocco, Oman, Qatar, the Republic of Yemen, Saudi Arabia, the Syrian Arab Republic, Tunisia, and the United Arab Emirates.

Source: Authors’ calculations, which are based on the index of governance quality, covering 173 countries worldwide.



Overview 7

FIGURE 0.3

For the Quality of Administration, MENA’s Governance Gap Is Narrower and Incomes
Matter
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Notes: Refer to appendix B for the measurement of the governance gap. Data are insufficient to include Djibouti, Iraqg, Libya, and the West Bank
and Gaza.
Source: Authors’ calculations, which are based on the index of the quality of administration, covering 173 countries worldwide.

The index of public accountability measures the openness of political
institutions and participation, respect of civil liberties, transparency of
government, and freedom of the press. Here, the MENA region falls far
short. In the rest of the world, the quality of public accountability in-
creases as incomes increase, but not in MENA (as shown by the flat line
for MENA in figure O.4). For some of the richer MENA countries, the
gap is particularly wide when compared with similar countries world-
wide. Moreover, not a single country in MENA appears above the world
median for the quality of public accountability, whether adjusted for in-
come or not. Individually and collectively, the region lags on measures of
public accountability, and the richer the country, the worse the gap.

Within MENA, there is a stark difference in the quality of public ac-
countability between the countries that have very little or no oil or gas
(the Arab Republic of Egypt, Jordan, Lebanon, Morocco, and Tunisia)
and those that do (figure O.5). This is because the high incomes of the

latter depend less on a good environment for business activity (as, say, is
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FIGURE 0.4

For Public Accountability, MENA’s Governance Gap Is Wider, Irrespective of Incomes
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Source: Authors’ calculations, which are based on the index of public accountability, covering 173 countries worldwide.

the case for some of the richer East Asian countries such as the Republic
of Korea and Singapore) than on the exploitation of oil and gas resources.

Weak Governance Has Contributed to Weak Growth in
MENA ...

Since 1980, the average annual per capita economic growth of the
MENA region as a whole has been 0.9 percent, even less than that of
Sub-Saharan Africa.! Productivity has been on the decline for three
decades. Even more troubling is the volatility of growth. Increases in in-
comes have been difficult to sustain, and declines in income have not
been quickly reversed—for both oil exporters and the non-oil-
dependent countries. Contrast that with East Asian countries, which
grew faster at sustained rates, except for the regional crisis in 1997-98.
At the root of MENA’s growth gap is its governance gap. Indeed, sim-
ulations find that if MENA had matched the average quality of adminis-
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FIGURE O.5

For MENA’s Oil-Dependent Countries, the Public Accountability Gap Is Even Wider
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Republic, and the United Arab Emirates. MENA nonoil includes the Arab Republic of Egypt, Jordan, Lebanon, Morocco, and Tunisia. Data are in-
sufficient to include Djibouti, Iraq, Libya, and the West Bank and Gaza.

Source: Authors’ calculations, which are based on the indexes of quality of administration and public accountability, covering 173 countries
worldwide.

tration in the public sector for a group of good-performing Southeast
Asian countries (Indonesia, Malaysia, the Philippines, Singapore, and
Thailand), its growth rates would have been higher by about one per-
centage point a year. This growth gap partially results from the governance
gap: if the region had grown as fast as Hungary, Malaysia, and other top
performers over the past decade and a half, average incomes would be
twice what they are today—twice! The shortfall may be even higher, be-
cause the calculations do not include the full effects of public accounta-
bility, which is much less well developed in MENA countries than in
those good-performing comparators.
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... Because Poor Governance Has Shackled the Business
Environment

Many factors contribute to the region’s disappointing economic per-
formance, with weak governance at the origin of many. Governance
helps determine policy formulation and implementation that, in turn,
determine whether or not there is a sound, attractive business environ-
ment for investment and production.

Businesses react to incentives, costs, and constraints, which are often
summarized as the “business environment” or, more narrowly, as the “in-
vestment climate.” Influencing the environment for business and invest-
ment are the actions of the government in shaping and implementing
policies. Needed are good policies—and good administration of policies.
One without the other would be ineffective.

For most MENA countries, the bureaucratic environment for doing
business still lags far behind that of their comparators elsewhere in the
world. In Morocco, about half the firms in a recent survey said that they
had to hire intermediaries or maintain full-time workers to deal with the
bureaucracy (World Bank 2000a). In Jordan, a potential investor inter-
ested in registering a new firm has to wait three months, with half that
time spent on a single procedure: inspection by the ministry concerned
(World Bank 2003c¢). Increasing the cost and risk to business, such prob-
lems not only lower the quantity of new investment but also lower the
quality and efficiency of the investments already made. They thus reduce
growth as well.

Improving the inclusiveness and accountability of governance mech-
anisms in MENA will help in three ways: by reducing the scope for per-
sistently arbitrary or distorted policies, by improving bureaucratic per-
formance and thus reducing the uncertainties and costs of doing
business, and by improving the delivery of public services for businesses
to be productive.

First, good governance does not necessarily lead to good economic
policies, but it does provide mechanisms—such as public debate on the ef-
fect of government policies—that help countries minimize persistent pol-
icy distortions. By ensuring public accountability of politicians and bu-
reaucrats, good governance contributes to the effective implementation of
economic policies that are conducive to growth. Transparency and con-
testability, the key principles of accountability, plus inclusiveness in the
governance process, are essential checks against leadership and policies
that may favor less-efficient businesses and the incompetent or greedy.

Second, better governance makes it easier to start new businesses and
to run and expand existing ones. Accountable and capable bureaucracies
help lower transaction costs (for entry, operation, and exit). Trans-
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parency and inclusiveness reduce the information asymmetries between
business and governments, and thus reduce uncertainties and unpre-
dictability in the application of government rules and regulations.
Better governance also increases the flexibility of countries to respond
to economic shocks—as was evident for the Southeast Asian countries in
the 1990s. The better the quality of their institutions, the faster they re-
covered from the regional crisis. The same pattern holds for MENA
countries that are less affected by the oil cycle: their faster economic re-
covery since the mid-1990s can be associated with their better institu-
tional quality. The lesson: good governance mechanisms facilitate the
management of outside sources of economic volatility, such as oil prices.
"Third, businesses operate in a commercial environment that depends
on the satisfactory, timely, and equitable delivery of key public goods
(such as safe, well-maintained roads) and on efficient and equitable en-
forcement of necessary public regulations (such as competition law and
regulation of natural monopolies, as well as taxation and similar policies).
Such a business environment can be ensured (1) by more inclusive partic-
ipation of business, worker, and consumer interests in defining priorities
for public services and in monitoring how well governments perform in
providing them, and (2) by accountability mechanisms that help keep the
officials, administrators, or other providers of those public services hon-
est and able. And this environment can be further improved with good
economic and regulatory policies formulated by accountable politicians.
Of course, it is possible that strong leadership can increase the eco-
nomic well-being of a country—as in the Chile of Pinochet, the Singa-
pore of Lee Kuan Yew, the Tunisia of Bourguiba, or the China of the past
two decades. Such examples show that strong internal accountability
mechanisms can, in some cases, mitigate the absence of strong external
accountability. But strong leadership and strong internal accountability
cannot permanently substitute for weak governance, as Indonesia
demonstrates. Internal accountability works less well when issues be-
come increasingly complex and variable—because welfare requires basic
rights that are inherent in good governance, not just economic well-
being; because citizen voice is needed to ensure equitable distribution of
the gains from growth; and because complex services in an increasingly
globalized world need a flexible flow of information that is best ensured
by citizen participation. A case in point, again, is China, where the over-
reliance on internal accountability channels led to difficulties at the onset
of containing the SARS (severe acute respiratory syndrome) epidemic.
Opverall, there is an acute scarcity worldwide of examples of such compe-
tent, but unaccountable, leadership. This scarcity is testament to the fact
that enlightened leadership with poor governance is a historical acci-
dent—as much, if not more so, in MENA countries as worldwide.
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Weak Governance Has Also Limited the Quality of Public
Goods and Services

Public service delivery has long been a key concern of all MENA gov-
ernments. There have been some notable successes, both over time and
in comparison with other countries at similar incomes. In Oman, gross
primary school enrollments increased from just 3 percent in 1970 to 72
percent in 2000. In Lebanon, almost no children under 12 had DPT
(diphtheria, pertussis, tetanus) immunizations in 1980—but 93 percent
had been immunized by 1993. In Tunisia, there was about one phone
line for every 25 people in 1990—yet there is one line for every 5 peo-
ple today. And between 1990 and 1999, the Arab Republic of Egypt built
more than 18,000 kilometers of roads and the Republic of Yemen built
almost 16,000 kilometers.

Still, there are significant gaps in public services in the region—espe-
cially defined in terms of outcomes—between the countries of the region
and those with which they have to compete. To illustrate, despite
progress, infant mortality in Egypt remained at 69 per 1,000 live births in
1999; in many other MENA countries, it remains above the worldwide
average for their respective income grouping. Only the United Arab Emi-
rates, one of the richest countries in the region, matches Hungary and
Malaysia, with a rate of 8 per 1,000. Almost two in five adult males in Mo-
rocco are illiterate, and well over three in five adult females, which is on
par with much poorer countries such as Mozambique or Pakistan.

Why are Egyptian bureaucrats so good at building roads, but so slow
at eradicating illiteracy? Why are Lebanese administrators so effective at
immunizing children, but so ineffective at drastically reducing infant
mortality? And why has Tunisia been so successful at increasing the
number of telephone mainlines, but not as effective in increasing access
to the Internet, the tool of today’s information age?

Clearly, the cause for those shortcomings in service delivery is not any
lack of capability of the MENA administrators, as the region’s score on
the index for quality of administration attests. It is the thesis of this book
that weak government performance stems from weak governance mech-
anisms, especially those for public accountability.

The quantity and quality of any public services delivered depend on
the relationships and interactions among three parties: politicians or pol-
icymakers; service providers, whether bureaucrats in public service agen-
cies or private vendors on behalf of government; and citizens, as clients,
who are beneficiaries of the service and who act both individually and as
members of civil-society intermediaries.

Public service agencies (such as public schools and clinics, but also
regulatory bodies) are expected to provide the services they are respon-
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sible for: to teach children, to treat patients, to maintain roads, to assess
and collect customs fairly and expeditiously, and to issue licenses accord-
ing to appropriate rules. In short, they are expected to serve the client.
The challenge that politicians and policymakers face is to motivate and
monitor the service agencies. To accomplish this task, they need to de-
sign internal mechanisms of oversight and accountability that increase
the information about services actually delivered (transparency) and to
set out consequences for good or bad performance (contestability). In
addition, they need to foster an ethic of service to the public and of stew-
ardship of public resources, both of which are hallmarks of a truly effec-
tive service delivery organization.

How does this framework apply to the situation in MENA? Consider
budget management—a central element in any public service delivery
system. MENA governments have typically focused on traditional
budget management: linking annual budgets to multiyear plans, using
cost-benefit analysis, and putting in place financial controls. They have
focused too little on the performance orientation of the system: arrange-
ments such as the merit-based recruitment and promotion of civil ser-
vants who actually carry out the budget, the autonomy that high-
performing line agencies need, and the competitiveness of salaries, each
of which is indispensable in good internal accountability and perform-
ance management systems.

Politicians and policymakers must find ways to supplement such in-
ternal accountability systems through mechanisms for external account-
ability. This need is especially true for services that involve a large num-
ber of personalized transactions, such as teaching or issuing official
papers, where centralized monitoring is neither practical nor effective.
The officials can be helped in this effort by citizens who deal directly
with agencies—citizens who can provide feedback on agency perform-
ance and can even participate actively in agency management. Put sim-
ply, the receiver of services has the best information on whether the qual-
ity of services was adequate or on whether the service provider failed to
meet his or her needs. This is the first channel of external accountabil-
ity—from the citizens, as clients, to the service providers.

But what if politicians and policymakers do not take their job of man-
dating and monitoring public service delivery seriously or are simply
not in touch with the public interest? In those cases, citizens and citizen
groups need channels to hold leaders accountable—in part through
fairly contested elections but also through a wide array of other mech-
anisms to express their needs and concerns, such as interest groups, of-
ficial consultations, independent research, and the media. This is the
second channel of external accountability—from citizens to politicians
and policymakers.
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As noted above, it is in accountability that governance in MENA is
weakest, especially but not only through the external accountability
channels. Client voice and choice over service provision are conspicu-
ously lacking, if not absent, in a region where client feedback mecha-
nisms—either to the provider or to policymakers—are limited and often
restricted.

Many innovations are being developed around the world to
strengthen those accountability linkages, and a few are being tried in
some MENA countries. But such experimentation, which is common in
much the world, remains relatively rare and isolated in the MENA re-
gion. For example, Malaysia began to introduce performance-oriented
budgeting in the late 1960s. Only now, three decades later, have some
MENA countries begun to consider it seriously. Given the long gesta-
tion period to introduce such systems, the delay is all the more costly for
internal accountability.

Client and business surveys, feedback mechanisms, report cards, polls,
and other methods of giving beneficiaries a voice in service performance
are common in other regions. But they are rare in MENA, a fact re-
flected in the scarcity of data on governance in MENA countries. Nor
do clients have much choice in obtaining services, because the privatiza-
tion of public monopolies is proceeding slowly. MENA is also the region
with the most centralized governments—despite evidence that local gov-
ernments can often deliver many public services, especially basic health
and education, better. Local officials have more and better information
about the needs of their communities, and local communities are more
likely to be able to hold local leaders accountable. Finally, key external
accountability mechanisms—such as the media and civil-society organi-
zations—continue to be tightly controlled, if not discouraged, in many
countries.

Bridging the Region’s Governance Gap Is Both a
Challenge and an Opportunity

Bridging the governance gap will be a challenge for both the govern-
ments and the people of the region. But it is also an opportunity, with
potentially great rewards in sustained economic growth, social stability,
and human development.

Men and women in the Middle East and North Africa are living today
ata time of rising expectations—and growing frustrations. Economies are
being strained by high population growth rates, which are among the
highest in the world. That growth adds a rapidly increasing number of job
seekers to the labor force. Aspirations race ahead, raising inevitable com-
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parisons with other countries, which have been made easier by the global
revolution in information flows. For those young men and women, the
economy needs to create productive, income-generating opportunities
through economic growth, and the government needs to provide services
ranging from education to a good business environment. Good gover-
nance is a means to ensure growth and social improvement; it is also a
fundamental dimension of human development itself.

Yet the MENA region proceeds on a profoundly fragile growth path.
No country in the region has been able to move to a sustainable path—
despite the enormous oil wealth of many of them, or perhaps because of
that wealth. The gap in economic development, coupled with the gap in
aspirations, puts progress in the region at risk.

The governance challenge is not selecting the “right” leaders or pre-
scribing the “right” economic or social policies, important as they are. It
is ensuring that the process of choosing, renewing, and changing leader-
ship, as well as of conceiving, debating, designing, adopting, and imple-
menting such policies, will give all the people—as both citizens and
clients—an opportunity to express their preferences, to participate in the
dialogue, and to hold the government accountable for acting in their best
interest. Good governance cannot itself guarantee a particular set of
“good” outcomes in terms of leadership and policies, but it is a sine qua
non for minimizing the persistence of disappointing outcomes and inef-
fective policies and for moving toward better ones.

Exogenous factors—riches from hydrocarbons, instabilities caused by
conflict or the threat of it, or interference stemming from geopolitical
interests—have handicapped the emergence of the institutions of good
governance in many of the region’s countries. Worse, those factors often
reinforce behaviors and governing arrangements that defy accountability
and that put people at the mercy of government. Rising to the challenge
of good governance will mean turning those handicaps into opportuni-
ties by acting on a wide array of entry points that can eventually lead to
better governance—and with it, better economic performance.

Rising to the challenge of better governance is not solely, or even
mainly, the responsibility of governments. The reason? Many in govern-
ment (and many outside it) may resist the move to more inclusive and ac-
countable governance. Better governance inevitably requires action by
governments, but it also requires more active participation by the peo-
ple. The governance challenge is thus a challenge for everyone in the re-
gion. Outside the region, governments and organizations also bear a re-
sponsibility to align their relationships with MENA countries more
closely to the objective of helping them meet their governance challenge,
rather than countenancing bad governance behaviors and institutions
through self-interested aid and alliances.
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Meeting the challenge is no simple matter, either technically or insti-
tutionally. Poor governance reflects the failure of institutions; yet the
creation of better institutions itself requires the emergence of other in-
stitutions, notably active, inclusive, and responsible participation.

The uncharted transition will vary by country, but it is likely to be
marked by compromises and halfway houses—such as the consociational
democracy in Lebanon or the designated representatives of excluded
groups in the Arab Republic of Egypt, Bahrain, and Morocco—that are
designed to build institutions more representative of the people in the
face of traditions and other institutions that limit inclusion. The transi-
tion to good governance also requires tolerance of compromises and
mistakes, while the institutions required for good governance, like par-
ticipation, gain capacity and credibility. Many fear that opening up chan-
nels of external accountabilities without capable civil-society institutions
can lead to chaos; yet such fears are too often used to justify repressive,
exclusive, and nonparticipatory governance, and they stifle the emer-
gence of the very institutions needed for enduring stability.

One of the lessons of governance reform worldwide is that moving to
inclusiveness, accountability, and participation takes time, because it in-
volves changing traditions and confronting privileged interests. Univer-
sal suffrage was not common in developed countries until the mid-20th
century—nearly two centuries after being enshrined as a concept in
America and Europe. Performance-oriented budgeting was initiated as a
means of increasing accountability and performance of government in
the United States in the 1960s, and it is still a long way from being ad-
hered to universally.

But there are grounds for optimism. Countries elsewhere in the world
have gradually strengthened governance mechanisms without instability
and with the reward of better economic performance. The governance
reform in Eastern Europe was generally better than in the countries
from the former Soviet Union because of more contestable political sys-
tems, which favored the growth and power of a wide array of citizen as-
sociations voicing support for reforms.

Within MENA, there are also grounds for optimism. Most constitu-
tions enshrine the values of good governance. Governments remain
strongly committed to providing citizens with good public services. The
debate on governance in the region, hampered though it may be by cen-
sure and limited information, is a reality. There is evidence of some
progress on many fronts throughout the region, albeit progress of vari-
able strength and breadth, such as the meaningful local elections in the
Islamic Republic of Iran and in Lebanon, the launch of e-government
initiatives in most countries, the use of client feedback surveys in Jordan
and in the West Bank and Gaza, the new parliaments in Bahrain and Mo-
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rocco, the citizen participation in Aden’s municipal management, and the
national ombudsmen in Tunisia and Algeria.

Any Program to Enhance Governance Requires
Attention to the Twin Values of Inclusiveness and
Accountability, ...

Some broad principles—laid out in this book—should inform the selection
and design of actions. Inclusiveness and accountability appear as essential
components of any program of enhancing governance. For inclusiveness,
basic rights—including the right to participate fully in the governance
process, the right to equality before the law, and the right to equal treat-
ment by government agencies—need to be guaranteed in every element of
the program. For accountability, transparency and contestability should
guide the process of designing the program and deciding its content.

Accountability requires both internal accountability mechanisms—
roughly parallel to the index of the quality of administration in the pub-
lic sector—and external accountability mechanisms—roughly parallel to
the index of public accountability. The first depend on the initiative of
governments, with impetus and pressure from the people. The second
rely on the initiative of the people, with acceptance and accommodation
by governments.

The program should target existing restrictions that limit inclusive-
ness and accountability, such as controls on the formation of citizen as-
sociations, high-level approval of candidate lists, and restricted access to
information on government spending. It should also set up more active
mechanisms for improving governance, such as legislating against dis-
criminatory practices in the public sector, plus setting up a transparent
monitoring and recourse system to assess adherence to new laws and to
correct deficiencies.

... Starting with an Open Commitment by Countries ...

The first requirement is a public commitment to improve the inclusive-
ness and accountability of government and to increase transparency and
contestability in the conduct of public affairs. This commitment should
be a joint commitment of government (in all its branches) and of the
people, both individually and through their civil-society advocacy and
community empowerment organizations.

Formal declarations by governments serve notice of new directions in
a visible and monitorable way. They gain in credibility when formulated
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in a participatory process that gives voice to citizen concerns and that
builds a social consensus in which everyone feels he or she has a stake.

... To Formulate and Act on a Program to Enhance
Governance. ...

The commitment must be followed by a process with the participation
of all in society to formulate a program to enhance governance. The aim
would be to reach a consensus on key directions for enhancing gover-
nance, on actions to enhance inclusiveness and accountability across a
wide array of governance issues and institutions, and on the definition of
indicators that could be used to chart progress and to progressively adapt
the program.

"This process should set high standards for including all segments of
society in the consultation and debate. It should ensure maximum trans-
parency by making all deliberations public and by inviting debate in the
media. And it should elicit a strong civic commitment and involvement.
Such a process itself would make a strong contribution to strengthening
public accountability.

... With Five Pathways to Good Governance:...

The program to enhance governance could be elaborated along five
pathways to good governance: (1) measures to enhance inclusiveness, (2)
national actions to strengthen external accountability, (3) local actions to
strengthen external accountability, (4) natonal checks and balances to
strengthen internal accountability, and (5) administrative reforms to im-
prove internal accountability (figure O.6).

The five pathways are interrelated. Inclusiveness, a value in its own
right, is an indispensable ingredient in better accountability, especially
external accountability. Internal and external accountability mechanisms
are not substitutes; they reinforce one another. Stronger mechanisms for
external accountability will reveal weaknesses in internal accountability
mechanisms, while stronger mechanisms and capacity for internal ac-
countability are needed to generate the information about what the gov-
ernment is doing, which is the basis for external accountability.

Any good action program needs to envisage measures along all path-
ways, even if there is a wide menu of appropriate measures for each. The
elements of each national program and the specific mechanisms for im-
plementing them will be matters for individual societies to decide con-
sensually through consultation and debate.
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FIGURE 0.6

A Program to Enhance Governance

Enhancement measures

Mandate universal suffrage for all elected posts.
Reduce discrimination in laws and regulations.

Broaden government consultative mechanisms.
Encourage broad-based civil-society organizations.

Monitor whether public service agency staff treat
citizens equitably.

Redress past exclusions.

Program
to enhance

Internal accountability governance

National checks and balances /

National actions

B |ncrease oversight authority and
capability of parliaments over
the executive.

m Ensure greater independence of the
judiciary.

m |mprove professional capacity of
parliaments and the judiciary.

® Empower other independent
oversight agencies, and mandate
reviews by them.

m Mandate greater freedom of
information and public disclosure of
government operations.

B |nvite external oversight to ensure open,
fair, regular elections.

m |nvite public debate on policies by
representative civil-society groups.

m Generate, monitor, and disseminate
data on governance quality.

m Encourage independent and
responsible media.

Administrative measures

® Improve performance orientation,
including monitoring of government
budgets.

m Reform the civil service to enhance its
service orientation and professional
competence.

| Strengthen the resources and capacity
of local agencies to design, adapt, and
deliver public services.

m Ensure independence of regulatory
agencies.

B Foster an ethic of service to the public
in the civil service.

Local actions

® Introduce feedback mechanisms, from
clients to providers, and publish results.

B [ncrease competition among public
service agencies—and with private
providers.

m Move toward increased devolution to
elected local authorities.

m  Create opportunities for involvement of
community empowerment associations.
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... To Enhance Inclusiveness, ...

The first step in enhancing inclusiveness is to adopt laws and regulations
that widen and secure access to widely accepted basic rights and free-
doms that include the right to participate in the governance process on
an equal basis, plus the right to equality before the law, such as the right
to be treated equally by government agencies. Broader public consulta-
tion, more freedom for the media, fewer restrictions on civil-society or-
ganizations, more equitable channels of access to health and education,
and the end of discriminatory laws and regulations are examples of meas-
ures to secure inclusion. But laws may be little more than a declaration
of intentions.

So, the second step is to establish mechanisms that can ensure that
those laws and regulations are respected—mechanisms of internal and
external accountability and, where necessary and possible, mechanisms
that can help redress the consequences of past action.

... To Strengthen External Accountability Through
National Actions, ...

Improving external accountability is critical in providing incentives for
the governments to strengthen their structures of internal accountabil-
ity. Actions on this level will determine whether a country’s overall insti-
tutional environment supports good governance or not. A menu of ac-
tions includes the following:

* Widely circulate information—the currency of transparency—on
what government is doing, and do it through laws that mandate
greater public disclosure and access to information and a freer public

debate.

* Increase contestability through open, fair, regular elections of public
officials, a process supplemented by a variety of other forms of partic-
ipation, such as broad official consultations and hearings on govern-
ment policies, including citizen surveys and electronic feedback.

* Permit wider civil-society advocacy and participation, including citi-
zen watchdog groups and investigative journalism. Such activism can
be an important mechanism in exposing corruption as a symptom of
poor governance.

* Institute better monitoring of the quality of governance and wider
dissemination of data that measure that quality in a variety of dimen-
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sions, such as rule of law, press freedom, discriminatory practices, and
control of corruption.

* Encourage an independent and responsible media.

... To Strengthen External Accountability Through Local
Actions, ...

Improving external accountability typically requires greater citizen partic-
ipadon, mainly through the citizen-service provider link. But today in
MENA, that accountability almost universally depends on the willingness
of governments to accommodate such participation. Accommodating par-
ticipation means governments would establish participatory mechanisms
as they publish information on the rules, responsibilities, and performance
of public agencies, and as they abide by the outcomes of electoral and con-
sultative processes. Evidence worldwide shows that an active, informed
civil society can claim greater participation, especially at the local level, as
shown by the example of women demanding identity cards in the Arab Re-
public of Egypt. Local actions can also act as a powerful ally for govern-
ments seeking to improve their own internal accountability mechanisms.
A menu of such actions by governments includes the following:

* Provide more reliable information on public service performance
through surveys, feedback mechanisms, consultations, and similar
mechanisms.

¢ Increase competition among service providers by giving clients
greater freedom of choice (for example, through vouchers and sound
regulation of alternative service agencies).

* Adopt policies to empower and to strengthen local governments,
which are closer to the people and more able to involve them directly
in public decisions and accountability.

* Facilitate the increased involvement of community empowerment as-
sociations, especially in the management and oversight of public ser-
vices that must be tailored to specific communities and groups.

... To Improve Internal Accountability Through National
Checks and Balances, ...

Improving internal accountability is primarily, but not only, aimed at en-
hancing contestability in the exercise of state power. It is done typically
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through a constitutional separation of power among the branches of gov-
ernment—especially to make it difficult for a powerful executive (the
norm in MENA) to sidestep accountability obligations. A menu of ac-
tions includes the following:

* Strengthen parliamentary authority and capacity.
* Ensure the greater independence and capacity of the judiciary.

* Empower other independent oversight agencies within government,
such as supreme audit organizations and ombudsmen.

... And to Improve Internal Accountability Through
Administrative Reforms

Even without constitutional reform to establish checks and balances,
even without elections and decentralized political power, and even with-
out freer press and more public information, many administrative actions
can strengthen accountability in agencies that provide public services.
Among the most powerful mechanisms developed elsewhere are those
focusing on the management of public sector performance. A menu of
actions includes the following:

* Strengthen the performance orientation in public expenditure man-
agement, which itself requires actions to improve the flow of infor-
mation and the quality of debate and dialogue within the administra-
tion, thus underlining the importance of an overall governance
environment that supports transparency and contestability.

* Reform the civil service to make it more accountable for emphasizing
results over bureaucratic action, for ensuring faithful implementation
of policies, and for treating all citizens fairly and competently. One
benefit would be better control of corruption by public officials
through reforms to reduce opportunities for malfeasance, through
stronger sanctions, and through an ethic of integrity and stewardship.

* Decentralize the functions of government to bring them closer to cit-
izens, who have both a direct stake in performance (unlike a supervi-
sory bureaucrat) and the first-hand information to assess performance.

* Ensure independence of regulatory agencies to avoid capture by ei-
ther private-vested interests or officials within government who have
a political agenda.

* Foster an ethic of service to the public and of stewardship of public
resources to enhance civil servants’ commitment to performance and
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to lower the costs of formal accountability monitoring and sanctions.
Developing such an ethic requires vision and leadership from the top,
as well as collaborative arrangements to build trust and mutual recog-
nition between the citizens and the staff of public agencies.

In Sum: Follow Commitment with Action

There is no mystery to developing governance. It requires just two
things: open commitment followed by action by all. If the people and the
governments—the primary actors in governance—join together in the
process, everyone in the region can have equal access to the fruits of
faster growth, to better public services, and to a future replete with the
attributes of human development. Those attributes encompass material
well-being, wider choices and opportunities for people to realize their
potential, and the guarantee of equality of treatment, freedom to choose,
and full participation in the process by which people govern themselves.

Notes

1. Authors’ calculations from World Bank data.
2. Authors’ calculations from World Bank data; see appendix B.
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Every day, tens of thousands of interactions take place between people and government officials
across the Middle East and North Africa—from Rabat to Riyadh, and from the towns of Tunisia
to the villages of the Islamic Republic of Iran. Those governance interactions range from the sim-
ple (getting a driver’s license or birth certificate) to the more complex (receiving education from
the government or being regulated when operating a business). They can be smooth and reward-
ing—or wildly frustrating.

The challenge for both governments and people throughout the region is to expand the smooth
and productive interactions and to minimize the frustrating ones—that is, to move toward good
governance. The goal of good governance is to maximize the well-being of the public (in two
words: human development) through promotion of strong economic growth and material satis-
faction of basic needs, protection of basic rights such as liberty, and expansion and freedom of
choice.

Because governance is multifaceted, it is difficult both to define and to measure. There have
been many efforts to do so, each seeking to identify critical dimensions of governance and to as-
sess its quality. Such dimensions range from the rule of law, to control of corruption, to public sec-
tor efficiency, to citizen voice, to democracy. Drawing on past work, this book uses a simple defi-
nition of governance—the process of exercising authority in the name of a constituency, including
selecting and replacing those who exercise it. As an expository device, think of a circle with two
parts: public governance, as the authority relationship between the government and the people, is
represented by the arrows connecting the two (figure AF.1). “Government” and “people” are
generic terms for an array of individuals and institutions. The government includes the king or
president of a country, its parliament, and its top officials, but it also includes the local council. Es-
sentially, the government is anyone who acts on behalf of the people in making decisions about
public welfare. The people may be individual citizens or civil-society groups and other intermedi-
aries, such as labor unions or newspaper publishers.

If governance is the exercise of authority in the name of the people, good governance is doing so in
ways that respect the integrity, rights, and needs of everyone within the state. Good governance re-
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Public Governance Is the Authority Relationship Between the Government and the

People

In this relationship, the government may be individuals or institutions, such as the president or parlia-
ment ... or the local police officer or business registrar. The people may be individual citizens or may
be civil-society groups and other intermediaries, such as labor unions or newspaper publishers.

The

Government People

M

The exercise of authority can flow
both ways . The government
exercises authority over the people.
And the people, as the source of
authority, hold the government
accountable

quires technically solid institutions and mechanisms that function effectively, but it cannot exist
without respect for some core human values recognized and celebrated everywhere. Although the
values are universal, the mechanisms that best translate them into practice vary from one setting to
another.

Good governance rests on the two core values of inclusiveness and accountability.

* Inclusiveness means that all citizens are equally guaranteed certain basic rights, including equal-
ity before the law and the right to participate in the governance process on an equal basis. Con-
versely, it means the absence of exclusion and discrimination in all citizens’ dealings with gov-

ernment.

*  Accountability in a governance process means that those who are selected to act in the name of
the people are answerable to the people for their failures, as well as credited for their successes.

These two universal values are particularly relevant in the Middle East and North Africa
(MENA).

Governance is good when the process of forming and implementing rules is inclusive and the
makers and implementers of the rules are accountable to the people. In the long run and on bal-
ance, a governance process that is both inclusive and accountable will generate good policies that
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further the welfare of the people and serve as a safety net against bad ones. It is a process, but one
embedded with certain rights that are also the hallmark of development.

Inclusiveness

Virtually every national constitution in the MENA region enshrines the value of equality for all.
Translated into governance, this value means that governance is good when the process includes
all people living within the state—that everyone who has a stake in it and is affected by it has equal
opportunities to participate in and benefit from it.

But people and entire communities can be disenfranchised by law, by tradition, or by their sit-
uation—not just when they lack the right to vote or receive services, but when legal rulings depend
on money, or when bureaucrats spare no pains to help some importers clear customs while treat-
ing others with disdain. Such disenfranchisement weakens governance because some voices are not
heard, some people’s needs are not reflected in public decisions, and some people are denied easy
access to the government services that others get.

Inclusive governance is the mechanism to define and to protect the basic rights of everyone,
including providing remedies and recourse guaranteed by a rule of law. Rights include fairness
and tolerance among the people themselves, and good governance means those rights are pro-
tected. Rights also include how governments treat the people, and good governance means that
governments always treat everyone without discrimination and always ensure equal opportunities
to access the services provided by governments. In most MENA countries, constitutions cur-
rently define basic rights as including access to key public services such as education and health;
good governance means that everyone also has equitable opportunities to access those services
(figure AF.2).

Finally, governance is better when officials and bureaucrats commit to an ethic of service to the
public, to act in the interest of everyone—to uphold and advance the public interest.

Accountability

Upon his election as the first caliph, Abu Bakr spoke to the people: “I was chosen by you to lead you;
if I do what is right, support me, and if I do what is wrong, then correct me” (Imam 1994; authors’
translation). Translated into governance, his statement means that governments should exist to serve
the people, that those who govern should represent the people, and, thus, that those who govern in
the name of the people must be fully accountable to them. This sovereignty of the people is well en-
shrined in most constitutions across the MENA region. Although the value of accountability is sim-
ple enough in itself, the governance institutions and mechanisms to ensure it are complex, multifac-
eted, and constantly evolving in line with societal needs and pressures.

Accountability rests on knowledge and information (¢7ansparency in governance mechanisms), as
well as on incentives that encourage those who act in the name of the people—government offi-
cials—to do so faithfully, efficiently, and honestly (conteszability in the governance process). Because
ensuring accountability in governance is so complex, multiple approaches have evolved to hold
both governments and government officials more accountable.
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Inclusiveness Implies Equal Rights, Including Equal Opportunities to Participate

Inclusiveness means that all the people, not
just some of them, can hold government
accountable (governance is not inclusive
if some, say women, cannot vote or if
only a small elite decides on laws).

Equal
participation

The
Included

Government
~ 2 / People

Equal
treatment

Inclusiveness also means the government
provides all the people with similar
opportunities to get public services
(governance is not inclusive if either policy or
bureaucratic behavior effectively excludes, say,
minorities from public education).

Excluded
People

External accountability is when people hold the government accountable, such as when the resi-
dents in a village select their council representative (figure AF.3). But it also includes instances
when the recipients of public services hold the service provider directly accountable. Holding gov-
ernment accountable happens when farmer communities manage the flow of public irrigation
water—as happened in Tunisia and more recently in Egypt. It also happens where parents them-
selves are active in the operation of a school, as in the parents’ councils that are active in most
Egyptian schools.

Internal accountability is when the government—to protect the public interest—institutes various
systems and incentives to govern the behavior of different agencies, such as separating powers and
setting up independent checks and balances. The classic example of internal accountability is when
the judiciary prevents the executive from overstepping its bounds. For instance, the Egyptian
Supreme Constitutional Court—defying the executive—ordered parliament dissolved in 1986 after
independent candidates were not allowed to run in the 1984 elections. In 1987, they were allowed
to run in a limited way; since the 1990s, independents have faced no restrictions. In the wake of gov-
ernance failures, both public and private, there is also a growing emphasis on ethics and integrity—
the spirit of public service that flows naturally from inclusiveness, as an additional mechanism of in-
ternal accountability.

Although internal accountability is indispensable, such accountability itself is also considered by
many to depend on sound mechanisms of external accountability. Government officials are more
likely to worry about making internal accountability mechanisms effective when they face the pub-
lic scrutiny that comes through the external accountability mechanisms.
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Accountability Can Be Internal (by Checks and Balances within the Government) or
External (by the People)

The The
Government % People
External

Internal "
accountability accountability

Internal accountability
relationships may be the
judiciary's or parliament’s

check on the executive (the
president and cabinet), or may
be monitoring and audits within
the government, by ministers

or senior officials and bureaucrats.

External accountability is by
the people—either of
politicians through elections or
public debate, or of
administrative service agencies
through feedback mechanisms (such
as report cards) or the option to choose
competing service providers.

There are three key accountability channels in this framework (figure AF.4). The first is from
the policymaker to the service provider (making teachers accountable to the minister of education,
or a public health worker accountable to the minister of health). The second is from the client to
the service provider (making teachers accountable to parents and students, or public doctors and
nurses accountable to patients). The third is from citizens to policymakers and politicians (making
a president or monarch accountable to the people, or a parliamentarian accountable to his or her
constituents). The first channel is quintessentially one of internal government accountability—when
one agency in the government functions to ensure that another one operates effectively. The other
two linkages form the two essential channels for external accountability, whereby citizens’ participa-
tion helps hold officials in government—those acting in the name of the people—accountable.

For an accountability relationship to be effective, the responsibilities should run in both direc-
tions. Consider the link between the service provider and the policymaker. The ministry of edu-
cation, for example, normally provides the overall direction and the funding to hire teachers and
to guide their work. In return, teachers promise to teach children effectively.

The relationship between citizens and politicians or policymakers can be direct (voting in an
election, one-on-one discussions with a school teacher) or intermediated through a variety of for-
mal and less-formal institutions. The formal institutions of governance include elected executives,
parliamentary bodies, constitutional courts, independent audit agencies, public service agencies,
and providers (that is, public bureaucracies in general). The people also create formal institutions
to act as intermediaries between themselves and government: political parties, such as the Islah in



30 Better Governance for Development in the Middle East and North Africa

Multiple Channels of Accountability

A=

Policymakers, \ Clients,
politicians citizens

~

The client—policymaker

link can be intermediated

by public or private
service providers and by

citizen groups.

The citizen—politician
interaction can be inter-
mediated by various formal or
informal organizations in civil society
(such as tribes, NGOs, or the media).

The arrows show accountability relationships: policymakers hold service providers internally
accountable (upper left-hand arrow); and citizens, and clients, exert external accountabilities on
both service providers and politicians, either directly or intermediated by civil society organizations
(the other arrows).

the Republic of Yemen and the National Liberation Front (Front de Libération Nationale, or
FLN) in Algeria; business associations, such as the Association of Commercial Bank Owners
(Famr’iyyat Ashab al-Masarif) in Lebanon; faith-based organizations, such as the Foundation for the
Disabled and Oppressed (Bonyad-e fanbazan va-Mostas’afan) in the Islamic Republic of Iran; labor
unions, such as the Union Générale Tunisienne du Travail (UGTT) in Tunisia; and community
empowerment and civic advocacy groups, such as Fathet Kheir in the Arab Republic of Egypt and
Maroc 2020 in Morocco. These groups are typically complemented by a range of less-formal in-
stitutions. Personal connections (such as wastz in MENA) are an example of informal governance
mechanisms as are the spontaneous community self-help efforts and street demonstrations that
give voice to the disenfranchised. These less-formal institutions can better contribute to good gov-
ernance when formal governance institutions are themselves solid. But they can also impede good
governance by undermining sound formal governance processes.

Accountability and inclusiveness are distinct and complementary. Accountability is incomplete
when some citizens are prevented from making their voices heard because they are excluded from
governance processes. In the MENA region, governments sometimes argue that they act in the
public interest, even when their actions are informed by listening to some citizens but not to oth-
ers. But if they refuse to allow public debate and regular competitive elections, those governments
may not be acting with the public’s interest in mind.
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Accountability mechanisms—especially external mechanisms that rely on public debate, inde-
pendent scholarly research, and media reporting—can help ensure inclusiveness. Scholarly re-
search can show how government subsidies benefit mostly the rich, not the poor, as is the case for
gasoline subsidies in the Islamic Republic of Iran. Open and active media can spotlight the plight
of the excluded, as is the case with the campaign in favor of land-mine survivors in Lebanon. It can
also save lives. Nobel laureate Amartya Sen famously documented that there are no famines in
democracies.

Governance as the “exercise of authority” is a neutral concept, one free of value judgments. But is
the exercise of this authority “good” or “bad”? How responsive are governments to the needs of
the people they serve, as they provide services such as public health and paved roads or as they pro-
tect the interests of consumers, entrepreneurs, or workers through the maintenance of law and
order and sound regulation?

Putting “good” in front of “governance” invites a judgment about the quality of governance in
a particular environment. Judgments are subjective by nature, and they are doubly subjective
here. First, governance—the process of exercising authority—can take various shapes across
countries and over time. Second, what one society considers to be “good” governance may be
looked upon negatively by another. Or it may be judged critically by the same society at a later
stage of its evolution.

For instance, the governance model that is predicated on the rule of a “just tyrant” (al~mustabidd al-
‘adil) has long epitomized good governance for many scholars and laymen in MENA, even if it is now
anathema to most people across the region, as well as to people all over the world. It is possible that
strong and good leaders can increase the economic well-being of a country, even when there is litde
transparency or contestability, as has been the case in the Chile of General Pinochet, the Singapore of
Lee Kuan Yew, the Tunisia of Bourguiba, or the China of the past two decades. Such examples show
that strong internal accountability mechanisms can, in some cases, compensate for the absence of
strong external accountability.

But good leadership and strong internal accountability cannot permanently substitute for poor
governance, for at least three reasons. First, there is more to welfare than economic well-being—
and bad governance, by suppressing basic rights, lowers broader welfare. Second, without voice to
ensure inclusiveness, even the economic benefits from strong leadership are unlikely to flow
equally to all in society. Third, internal accountability works best when issues are simple and sta-
ble, but less well as they become increasingly complex and variable, as happens with development.
In any case, the acute scarcity of worldwide examples of such competent, but unaccountable, lead-
ership is testament to the fact that enlightened leadership with poor governance is a historical ac-
cident—as much, if not more so, in MENA countries as worldwide. Institutions of good gover-
nance cannot ensure good leadership; they, nevertheless, help minimize the duration of bad
leadership and help preserve the gains of good leadership. Institutions persist; thus good leaders
are mortal and often fallible.
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There is likewise the temptation to evaluate a governance process by the policies and results
it produces. Surely, the argument goes, if these policies are good (say, infant mortality rates have
been decreasing), the governance process underlying policymaking and implementation must be
“good” as well. But judging governance is necessarily about the quality of the processes of pub-
lic policymaking and policy implementation, not about the quality of the resulting outcomes.
There can be, for particular times and places, good policies with poor governance, as noted
above; there can also be poor policies even with good governance, such as rent controls in the
United States. In the short run, an inclusive and accountable governance process may not auto-
matically lead to policies that maximize economic well-being, even if they maximize other com-
ponents of welfare such as basic rights and freedoms. But such a process is more likely to limit
the scope and duration of bad policies, both economic and otherwise, that restrain growth and
curtail rights. On balance and over the long run, the positive causal relation between better gov-
ernance and better policy does hold true.

Good governance is marked by the absence of corruption and the absence of abuse of public au-
thority. Such corruption and abuse mean that people do not get equal treatment by government.
Yet, corruption is only a symptom of poor governance, of the weaknesses in respecting the core
values of inclusiveness and accountability. Therefore, controlling corruption is but one outcome
of strengthening the governance processes.

Likewise, good governance is respect of democratic principles, which give sovereignty to the
people. Yet, in its common manifestation through electoral politics, democracy may not universally
achieve good governance, as worldwide experience shows. Democratic elections are a key, necessary
mechanism of inclusive, external accountability, but elections themselves must be coupled with
other mechanisms that give voice and choice to citizens and that ensure that within government it-
self there are strong channels of internal accountability, including separation of powers.

In summary, one way to take an objective view of good governance is to assess governance
through criteria that are as universal as possible. Any exercise of public authority should be aimed
at maintaining or increasing the welfare of the beneficiaries, where welfare means respect of basic
rights as much as economic gain. For such “good” results to have more of a chance, the process of
the exercise of public authority that leads to them has to be “good” itself. This process is where
the quest for “good governance” begins (figure AE.5). Good governance can be viewed as the in-
tersection of the four underlying principles of two core values (equal participation and equal treat-
ment under inclusiveness, and transparency and contestability under accountability). Any of the
four can help improve governance; only the four all together will ensure good governance.
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FIGURE AF.5
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Inclusiveness and Accountability Are the Values Underpinning Good Governance

Inclusiveness means that all those who have a stake in a governance
process and want to participate in it—men and women, rich and
poor, rural and urban—are able to do so on an equal basis, whether
by voting, by contributing to consultations, or by overseeing
local public service agencies.

Inclusiveness also means that governments treat everyone equally,
that they protect the rights of everyone with equal vigor, that
exclusion and discrimination are absent in the provision of public
services by governments, and that everyone has equal rights to
recourse and remedy if there is discrimination by public officials.

Accountability is based on the idea that people have the right to
hold their governments answerable for how they use the authority
of the state and the resources of the people.

Accountability needs transparency or full access to information—
the people need to know about the functioning of the government,
to hold it answerable, and governments need to provide access to
such information.

Accountability also needs contestability—being able to choose
among alternative political and economic entities on the basis of
how well they perform. It also means recourse and remedy when
government actions contravene basic rights—especially those of
inclusiveness—or violate the rule of law.







CHAPTER 1

The Governance Gap
in MENA

Introducing Governance in MENA

Mona Masri, an 18-year-old living on the outskirts of Cairo, has en-
countered governance first hand while trying to get an identity card and
a birth cerdficate (see box 1.1). Other such encounters range from re-
ceiving an education from the government, to being regulated when op-
erating a private business. They can be smooth and productive—or they
can be frustrating.

Good governance is about inclusiveness. Mona and the rest of her fel-
low villagers who did not have identity cards were excluded. They lacked
the right to education and pensions—and the right to vote. Good gover-
nance is also about accountabilities, which depend on information
(transparency) and recourse (contestability).

Mona suffered in part because internal accountability mechanisms
were weak (see the analytical framework). One problem that Mona faced
was the simple lack of information about procedures, which made it dif-
ficult for her to assert her rights. Another was the lack of recourse and
possibility to contest dishonest behavior, such as that of the police officer.
The community advocacy group that eventually got Mona her identity
card acted as an intermediary to help her exercise external accountability.
The residents in Mona’s village also exercised external accountability di-
rectly by selecting their councilman, who became more accountable when
more people, like Mona, were finally allowed to vote.

Because ensuring inclusiveness and accountability in the governance
process is so complex, many approaches have evolved to expand and de-
fend inclusiveness and to hold governments, and government officials,
more accountable. This chapter examines those mechanisms in MENA
countries and assesses their effectiveness.

Given the varied country experiences in the region, it is not surpris-
ing to find diversity in the quality of governance—both in inclusiveness
and in accountability (box 1.2). Most MENA countries have universal

Equal Equal
participation treatment

INCLUSIVENESS

ACCOUNTABILITY

Transparency Contestability
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BOX 1.1

No Documents—No Identity

In January 1998, an 18-year-old woman named Mona al-Masri, from a village on the
outskirts of Cairo, realized that she did not exist.

She wanted to enroll in literacy classes offered by the local authorities. And she
wanted to start a small sewing business. But to manage it and to make it grow, she knew
that she needed to do more than just barely be able to read and write her name.

Arriving at the class, Mona was asked for her identification card. She didn’t have one.
She had come to know that the lack of a card handicapped her in obtaining a variety of
services—{rom inheriting property to receiving pensions when a husband or father died.
But she had not known that it could exclude her from even such a basic right as educa-
tion. In the eyes of the government, there was no such person as Mona al-Masri.

Back in her house, in a place without running water, electricity, or a paved road, she
despaired about what to do. She asked everyone she knew how she could get an identi-
fication card. No one knew. Finally, she learned that she needed first to produce a birth
certificate. She didn’t have one. She was born at home, as were many in her family, and
her parents never went through the process of registering her birth.

Mona and her mother steeled themselves and went to the local police station to ob-
tain a new birth certificate. But they were not ready for what happened there. The po-
lice officer asked for Mona’s identification card—and when she explained that she did not
have one, he issued her a fine for not having the documentation required by law. Then,
he intimated that if she needed a birth certificate, it could take many months for Mona
to get one, with frequent visits needed to the police station. He could go out of his way
to help her, of course. But that took time and effort on his part, and who would com-
pensate him for the trouble?

Mona and her mother did not know the many steps to get the certificate, and they did
not think they could afford to pay the officer for helping them. Then, Mona’s mother
recognized a distant kinsman, also a police officer, and appealed to him. With this wasta
(personal connection), it took only a few minutes for the fine to be retracted and for the
kinsman to promise to expedite the processing of the birth certificate.

Back home, Mona and her family thought about the next steps. Even when they re-
ceived the birth certificate, how would they get the identification card? Once again, none
of them knew the procedures for certain, and they didn’t know where to start.

A neighbor suggested that they go ask the local councilman, setting off a round of
laughter. Mona and the more than 400 other women in her village who did not have of-
ficial identities could not vote—so the councilman cared little about their problems.

Two years later, Mona still had not obtained her identification card. And having
started an unregistered sewing business, she was struggling to cope with its demands.
When she wanted to buy a new sewing machine, for instance, she could not avail herself
of the government’s low-interest credit program because she was undocumented.
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BOX 1.1 (continued)

Then Mona’s life changed for the better. She met with the staff members at a civil-so-
ciety organization that was working in some of Cairo’s most underprivileged areas to
help women overcome obstacles in obtaining official documents. With their help, Mona
understood the steps required to get her identification card. In fact, taking Mona’s new
birth certificate, a representative of the organization filed a request for an identification
card on her behalf. Within months, Mona al-Masri had an official identity.

"Today, Mona runs a thriving little informal sewing business out of her home. She has
even hired two other women to help her with the work. That accomplishment fills her
with pride, but so do the electric lights in her house and the new paved road outside her
door, services that came after the newly documented women in her village voted in the
last elections. She repeats to herself the words she heard from one of these women, “It’s
a new life. I finally feel like a citizen of this country.”

Note: The story is based on the actual situation described in Al-Hamad 2002, but the names have been

changed.

suffrage, but some do not, and universal suffrage does not always mean
competitive or fair elections. Most of the countries have parliaments, but
not all do, and most parliaments have only limited power over the exec-
utive. Some countries, notably Lebanon, have a much freer press than
others. Access to key public services, while generally good, varies in and
across countries, and outcomes differ.

Each MENA country has a long and rich legacy that has marked in-
dividual political trajectories—{rom authoritarian rule to greater open-
ness. Excluding the territory of the West Bank and Gaza, the region in-
cludes 11 “republics,” while kings and emirs rule eight other countries.
Morocco’s ruling dynasty, the Alawis, achieved power in 1666, centuries
before the Saudis and the Hashemites of Jordan.

Although generalizations are difficult, the quality of governance in
MENA tends to increase with incomes, which is consistent with inter-
national empirical evidence. But MENA countries consistently have
lower-quality governance than would be expected for their incomes.
Thus, they have a governance gap with the rest of the world. The gap is
widest for public accountability: not a single country in the region fig-
ures in the top half of the world’s countries. And abundant natural re-
sources in MENA countries are generally associated with lower public
accountability.

What causes the governance gap in MENA? Exceptionally high oil
and gas revenues have accrued directly to government coffers, thereby
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BOX 1.2

An Analytical Framework for Good Governance

"This book uses a simple definition of governance—the process of exercising authority in
the name of a constituency, including selecting and replacing those who exercise it; it is
the authority relationship between the government and the people. If governance is the
exercise of authority in the name of the people, good governance is doing so in ways that
respect the integrity, rights, and needs of everyone within the state. Good governance
rests on the two core values of inclusiveness and accountability.

Inclusive governance is the mechanism that defines and protects the basic rights of
everyone, including providing remedies and recourses guaranteed by a rule of law. Rights
include fairness and tolerance among the people themselves, and good governance
means those rights are protected. Rights also include how government treats the people,
and good governance means that government treats everyone without discrimination
and ensures equal opportunities to access the services provided by government.

Accountability in a governance process means that those who are selected to act in the
name of the people are answerable to the people for their failures, as well as credited for
their successes. Accountability rests on knowledge and information (transparency in gov-
ernance mechanisms), and on incentives that encourage those who act in the name of the
people—government officials—to do so faithfully, efficiently, and honestly (conzestabilizy
in the governance process). Accountability can be both external and internal. External ac-
countability is when people themselves hold the government accountable, as when the res-
idents in a village select their councilman (figure 1.3). But it also includes instances when
the recipients of public services hold the service provider directly accountable. Internal
accountability is when the government, to protect the public interest, institutes various
systems and incentives to govern the behavior of different agencies, such as separating
powers and setting up independent checks and balances.

There are three key accountability channels: one from the policymaker to the service
provider (making teachers accountable to the minister of education, or a public health
worker accountable to the minister of health); another from the client to the service
provider (making teachers accountable to parents and students, or public doctors and
nurses accountable to patients); and the third from citizens to policymakers and politicians.

In sum, good governance can be viewed as the intersection of the four underlying
principles of two core values: equal participation and equal treatment under inclusive-
ness, and transparency and contestability under accountability. Any of the four can help
improve governance; only all four together will ensure good governance.

Source: Extracted from the “Analytical Framework for Good Governance in the Middle East and North
Africa” in this book (pp. 25-33).
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reducing the incentives of incumbent regimes to strengthen mechanisms
of external accountability. Protracted conflicts have provided a rationale
for coercive government institutions. And foreign interests—colonial-
ism, cold war geopolitics—have often helped sustain incumbent regimes,
thus favoring the status quo over reform.

Describing Governance in MENA

Inclusiveness in MENA

Inclusiveness, one of the two core values of good governance, is the
translation in concrete terms of equality—a more abstract moral value.
Sometimes referred to as distributive justice, equality is a universal value
that underpins classical Greek philosophy and suffuses the precepts of
the three monotheistic religions: Judaism, Christianity, and Islam. Of the
three, Islam, the dominant religion in the region, places particular em-
phasis on equality by enshrining it in one of the five pillars of the faith:
the zakat, or alms tax, requires all Muslims to share a percentage of their
wealth with the poor and the needy.

Inclusiveness guarantees equal minimum rights to all members of soci-
ety. Those rights, such as life, liberty, and equality before the law—includ-
ing for those who govern, plus the right to participate in the governance
process on an equal basis—are the rights fundamental to any society (fig-
ure 1.1). Inclusiveness means that the rights and interests of all groups—
particularly women, ethnic and religious minorities, and any vulnerable
group—are guaranteed and their concerns are addressed by governments.

Ensuring inclusiveness is a challenge to countries everywhere. Those
with good governance typically provide mechanisms that give voice, re-
course, and remedy to minorities and that protect their interests. But even
without such mechanisms, there can be progress. For example, in 2001
the Algerian government recognized Amazigh as a second official lan-
guage, after a decade-long struggle for legitimacy by the Berbers. By rec-
ognizing the cultural and linguistic heritage of the Berbers, the Algerian
government sought to include them more fully in the national dialogue.

How inclusive is MENA when it comes to the right to vote? All coun-
tries that hold elections have adopted universal suffrage, except Kuwait
and Oman. Despite a constitution that states “all people are equal in
human dignity and in public rights and duties before the law,” Kuwait
does not give women the right to vote. Oman allows only part of the
population to vote.

The right to vote is but one facet of weak inclusiveness. In MENA
countries, women’s participation in electoral bodies is also low. In
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FIGURE 1.1

Inclusiveness Implies Equal Rights, Including Equal Opportunities to Participate

Inclusiveness means that all the people, not
just some of them, can hold government
accountable (governance is not inclusive
if some, say, women, cannot vote or if
only a small elite decides on laws).
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Inclusiveness also means the government
provides all the people with similar
opportunities to get public services
(governance is not inclusive if either policy or
bureaucratic behavior effectively excludes, say,
minorities from public education).
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MENA legislatures, the average female participation stands at 6 percent,
compared with 14-15 percent in Sub-Saharan Africa and Asia (figure
1.2). In local government, only 14 percent of council members are
women, the second lowest proportion worldwide.

Even so, there has been progress. In 2002, Bahrain’s Shura council set
aside 5 of its 30 seats for women. Most recently, Jordan reserved for
women 6 parliamentary seats out of a total of 116. In Morocco’s 2002
elections, 35 women became parliamentarians after political parties
agreed to a 10 percent quota for women in the lower house.

Representation can also be inclusive through consultation (shura). But
scale and accompanying complexity make inclusive and accountable rep-
resentation difficult to achieve solely through consultative mechanisms.
In Saudi Arabia, which has 15 million nationals, the regular Majliss (as-
sembly) gatherings can no longer ensure that individuals can have direct
access to the ruling family, as they did earlier. Recognizing this problem,
the government has created the Shura Council. Traditional consultative
mechanisms and their credibility have also become stretched because the
substantial oil wealth has increased the role and reach of the government
and has raised the stakes for leaders to maintain their control.

Inclusiveness in governance also depends on whether all citizens have
the right to form associations that promote their views and interests.
Most MENA countries already allow labor unions and various profes-
sional associations, which are often invited to take part in high-level,
government-sponsored economic and social councils, as can be seen in
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FIGURE 1.2

Female Representation in MENA Parliaments Is Low
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Tunisia and Lebanon. In addition, in MENA as elsewhere, formally or-
ganized civil-society organizations are promoting inclusiveness in the
governance processes, especially for those outside professional organiza-
tions. But the right to associate is also closely monitored and is often
controlled by governments.

Inclusiveness implies equitable and fair access to the services that gov-
ernment provides. Chapter 3 shows that MENA governments have
broadened the definition of public goods and have made them widely
available to the population, even if the scope and quality of services dif-
fer for many groups. Inclusion is weak wherever rural dwellers have
fewer public services, thus leaving in its wake some of the highest levels
of illiteracy among middle-income countries. Inclusion is weak when the
government effectively controls the conduct of elections, as is the case in
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virtually all national elections. And inclusion is weak when nepotism,
tribal affinity, patronage, or money determines who gets public services
and who does not—plus who gets access to lucrative business opportuni-
ties and who does not. Yes, ensuring equitable treatment is a challenge
worldwide, but the challenge is greater when there are few avenues for
accountability, for recourse, and for remedies. In Egypt, the infant mor-
tality rates for southern rural governorates are more than twice those in
the four metropolitan governorates. And schools enroll 80 percent of
children from the top income quintile, but less than 50 percent from the
lowest quintile. The gender imbalance is clear across the region, partic-
ularly in education. In all MENA countries, enrollment rates are lower
and dropout rates are higher for girls than for boys, even though in many

countries more women than men are enrolled in universities (Eken,
Schieber, and Robalino 2003).

Accountability in MENA

Accountability, the second core value of good governance, rests on trans-
parency and competition—the right to know and the right to contest.!
Accountability works through three interlocking channels. In the first,
one level or branch of government seeks to hold another accountable. In
the second, clients who receive services exert power over government
agencies. And in the third, citizens exert power over politicians. The ef-
fectiveness of each channel depends on the flow of information and on
the power or authority to impose sanctions.” The first is a form of inter-
nal accountability, while the second and third are forms of external ac-
countability (figure 1.3).

Transparency. Access to information by all defines transparency. But most
governments in the region either restrict access to official information or
make no effort to publish it widely (Leenders and Sfakianakis 2002). In
Algeria, the government has at its disposal a body of inspectors to over-
see the functioning of public services. But it is hard to find out how this
inspection body works and impossible to get the results of its assess-
ments. Such lack of disclosure makes it impossible to highlight and cor-
rect mistakes—and possible to camouflage malfunctions (background
paper, Mahiou 2003, p. 17).

But some countries are moving toward greater public disclosure. In
Jordan, for instance, the parliament requires officials in the executive
branch to disclose information about their personal assets. The Islamic
Republic of Iran publishes its 1,500-page national budget in draft and in
final form on the government’s Web site and on a CD-ROM, and par-
liamentary budget debates are televised, as they are in some other coun-
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FIGURE 1.3

Accountability Can Be Internal (by Checks and Balances within the Government) or

External (by the People)
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tries in the region. Despite continuing harassment of the media, there is
a general environment in which almost all Iranian government institu-
tions feel obligated to explain their actions to the public. The press in
Lebanon is vocal, and satellite television channels allow information to
travel across previously impenetrable borders. The press in Algeria reg-
ularly publishes critical assessments of government actions emanating
from the National Economic and Social Council, an organism itself cre-
ated by government to represent society and to debate public policy. Sev-
eral parliaments throughout the region have opened their doors to pub-
lic hearings. The Arab Decision Project has an online database with the
names, titles, and contact information of all ranking government officials
and civil-society organizations in the Arab countries. The aim: to make
institutional information about the Arab world easy for citizens to obtain
(Arab Decision Project 2003).

Contestability. Regular, fair, competitive elections are the ultimate mech-
anism to hold government officials accountable in democracies. But they
may need to be reinforced by other measures, such as by limiting the
number and duration of terms and by allowing multiple candidates
through an open vetting process. In most MENA countries that hold
presidential elections, the only candidate is the incumbent president. In

External accountability is by
the people—either of
politicians through elections or

public debate, or of
administrative service agencies
through feedback mechanisms (such
as report cards) or the option to choose
competing service providers.
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other elections, slates must often be vetted by the executive or, in the Is-
lamic Republic of Iran, by the supreme leader.

But there are other ways to ensure contestablity for government posts
and policies. Parliaments that have impeachment power and independ-
ent judiciaries that have the power to prosecute government officials can
promote internal accountability by guaranteeing that no government of-
ficial is above the law. Auditors-general, ombudsmen, and official inves-
tigative commissions help ensure accountability internally. And various
mechanisms of civil-society oversight can help ensure accountability ex-
ternally.

Internal Accountability Mechanisms: Checks and Balances. Nearly all consti-
tutions in the region mandate the classic separation of government pow-
ers. Only Qatar, the United Arab Emirates, and Saudi Arabia do not pro-
vide for parliaments. In April 2003, Qatar held a referendum that
approved its first written constitution that establishes a 45-member ad-
visory council, two-thirds of which would be elected by popular vote.

But parliaments in MENA, which have a wide range of powers on
paper, generally do not have as much authority in reality as do the exec-
utives. Likewise, even if the judiciary fairly upholds the rule of law for
citizens, the judiciary in every country in MENA lacks the prerogative to
question the executive.

Real power is concentrated in the executive: monarch, president,
prime minister and cabinet of ministers, or governor (box 1.3). For ex-
ample, Article 117 of the Syrian Arab Republic’s constitution clearly
states that “the President of the Council of Ministers and the ministers
are responsible before the President of the Republic” not to the people
(Syrian Arab Republic, Constitution of 1973). The constitution of Mo-
rocco makes the prime minister and the Council of Ministers “answer-
able to the Parliament but also to the King” (Morocco, 1996). Important
issues, such as budgetary oversight, are mainly in the hands of the exec-
utive.

Constitutions often give the executive parallel power to create laws
through executive decrees and regulations. Such parallel power manifests
itself, for example, when the executive suspends parliament, as occurred
in Jordan, Kuwait, and Bahrain. Between the fall of 2001 and the spring
of 2003, when the Jordanian parliament was suspended, the executive
proclaimed 110 temporary laws, including a new election law and a
measure to reduce the number of municipalities.

A first glance at the constitutional authority granted to MENA par-
liaments generally shows an impressive range of authority, including
control and oversight of the budget. And for the executive, most MENA
constitutions stipulate that the cabinet can take office only with the con-
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BOX 1.3

The Strong Executive in Egypt

The constitution of modern Egypt has always given the president a virtual monopoly
over the decisionmaking process, devoting 30 articles (15 percent of the whole constitu-
tion) to presidential prerogatives. According to the constitution, the Egyptian president’s
powers are equivalent to those of the prime minister in parliamentary systems and to the
president of the French Fifth Republic.

Article 73 of the constitution reads: “The Head of State is the President of the Re-
public. He shall assert the sovereignty of the people, respect the constitution and the su-
premacy of the law, safeguard the national unity and the socialist gains, and maintain the
boundaries between authorities in a manner to ensure that each shall perform its role in
the national action.”

The presidential prerogatives—especially those related to the role of the president,
the cabinet, and the legislature—envisage the head of the state as a referee among vari-
ous authorities in the political system. Accordingly, the president is given the right to ap-
point and dismiss the cabinet, which comprises the prime minister, his deputies, the min-

isters, and their deputies (article 141).

Source: Saeed Ali 2003, background paper for this book, pp. 5-6.

fidence of a majority of the parliament. In most MENA states, such as-
semblies are elected and constitutionally bear primary responsibility for
the legislative process. In a few countries, the parliament formally selects
the head of state, but the head of state does not remain politically re-
sponsible to the parliament once selected.

This strong constitutional basis for parliamentary authority is rarely
exercised. Few MENA parliaments have come close to voting “no confi-
dence” for a minister or the entire cabinet. The frequent result is that the
head of state and even the entire executive branch may operate without
effective parliamentary oversight (box 1.4). Nor do most parliaments do
much in drafting legislation.

"To find the weaknesses of MENA parliaments, one must look beyond
constitutions to the legal frameworks for executive accountability. First,
the electoral process is often designed in a way that limits the possibili-
ties for parliamentary independence. Second, parliaments often lack the
resources to hold executive authorities truly accountable.

Even where they can establish some independence from the executive,
parliaments generally cannot use it to control the legislative process.
Most legislation proposed in MENA parliaments is initiated by individ-
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BOX 1.4

Parliamentary Independence in MENA

If parliaments are to be an important source of internal accountability, they need to be
independent of the executive and empowered to oversee it. In the MENA region, most
countries have parliaments, with Egypt having the oldest continuous parliamentary tra-
dition in the Arab world, dating from the popular assembly of 1866.

Today, the independence of MENA parliaments is generally limited, as is their con-
stitutional or actual power to hold the typically strong executives accountable. In Egypt,
for example, although a Supreme Constitutional Court decision in 2000 mandated elec-
toral supervision by the judiciary rather than the executive, no other domestic or inter-
national monitoring has been permitted. And despite the constitutional reforms in 1980
that abolished the single-party system, every parliament has contained a massive major-
ity of the president’s own National Democratic Party.

In most countries, the head of state remains above parliamentary oversight, and par-
liaments do not initiate or control the legislative agenda or the contents of the budget.
Yet, they do retain the power to question ministers, to ask for resignations, and to use
the budget-approval process as an oversight tool.

There are signs of greater independence, as parliamentary reforms strengthen the sys-

tems of oversight and objectivity. Bahrain has recently re-instituted its parliament.
In Morocco, the government created an electoral commission, removing some aspects of
elections from the strict control of the ministry of interior—similar to what occurred in
Egypt in 2000. And Kuwait’s parliament regularly questions government expenditures
and is quite protective of constituents.

Source: Brown 2001b.

ual ministers or the cabinet, not by parliamentary deputies. In recent
years, some MENA parliaments have augmented their institutional ca-
pacity in research and in drafting legislation. In the Islamic Republic of
Iran, the Parliamentary Research Council, which is the research arm of
the Majlis, prepared the first draft of a comprehensive law to reform
public procurement.

Parliaments may have the authority to approve the state budget, but
their review serves as an effective parliamentary oversight of the execu-
tive in only a few MENA countries. They have only a short period to re-
view budgets, which are often vague and would require intensive work
for anyone to ascertain their details. The result: parliamentarians have
only limited influence over the outcome.
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Nor do MENA parliaments have many direct links to public opinion.
For example, in examining laws, parliamentary committees only rarely
reach out to specific groups or the public. But some committees are
moving toward public hearings to reach the public and selected con-
stituencies that are interested in a topic or draft law. And some are form-
ing direct links to the public by launching their own broadcasts and pub-
lications.? In Morocco, for example, the parliament set up investigative
committees to inquire into financial wrongdoing involving one of the
country’s largest banks and the national social security agency. In Kuwait
several years ago, parliamentarians launched a campaign by the name of
min ayna laka haza (“where do you have this from?”), calling for the dis-
closure of financial information by the executive. Those efforts have
helped show citizens that corruption in the public arena is a matter of
concern to the whole population.

In MENA, the official standards for judicial independence and struc-
tures are close to international standards, but the systems vary greatly in
the specificity that they give to judicial independence. A sophisticated
and professional judiciary now exists in most MENA countries, and
there is a strong sense of professional identity among many judges.*

If one assesses the judiciary’s role in ensuring checks and balances on
the executive, there is a tendency to focus on constitutional law. But the
majority of disputes and administrative acts involve no constitutional con-
troversies. Especially in MENA bureaucracies, judicial review of admin-
istrative acts is at least as important as judicial review of constitutionality.
In many MENA countries, special administrative courts have broad au-
thority to review legislation emanating from the bureaucracy and to en-
sure that administrative regulation and decisions comply with the law.

Despite the spread of administrative courts throughout much of the
region, judicial independence is generally limited, and restrictions on ju-
risdiction are widespread (boxes 1.5 and 1.6). The separation between
the judiciary and the executive is not clear. Executive authorities—pres-
idents, kings, prime ministers, and justice ministers—have a tradition of
appointing politically dependent judges. The executive in the Arab Re-
public of Egypt, represented by the minister of justice, continues to ex-
ercise considerable authority over the judiciary, especially the civil, crim-
inal, and administrative courts. Other MENA countries show a similar
inability to separate the ministry of justice from judicial affairs. So long
as there is political interference in judicial proceedings, or the possibility
of such interference exists, it is difficult to ensure equality before the law
and even the rule of law.

In most MENA countries, the problem is not only that the judiciary
lacks independence but also that the judiciary is not allowed to have ex-
clusive power over judicial matters. The special and exceptional courts,
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BOX 1.5

Judicial Independence in MENA

Constitutions in most MENA countries guarantee judicial independence, even if they
lack specificity. The Arab Republic of Egypt, Morocco, and Lebanon each have a highly
professional judiciary. Kuwait is developing one. More an objective than a fact, full judi-
cial independence comes under continuing pressure from powerful executives. In most
countries, the ministry of justice continues to hold significant authority over the finan-
cial and administrative management of the judiciary. In Egypt, there was a full-scale as-
sault on judicial independence in 1969, partially reversed over the following two decades
under the 1971 constitution. But unrest in the 1990s may have become a pretext for the
executive to bypass normal legal and judicial channels, using state security and military
courts. In Morocco, it is the king, along with the minister of justice, who heads the judi-
cial council, and some cases are referred to military courts. In Jordan, there is no consti-

tutional court.

Source: Brown 2001a.

the security services that bypass the courts, and the meddling within the
jurisdiction of the courts are pervasive features in most MENA countries.

Internal Accountability Mechanisms: Institutional Avrangements. The execu-
tive branch of governments in the MENA region faces the complex
problem of properly motivating service agencies—including government
agencies and administrative bodies—to deliver services effectively. Be-
cause of pervasive problems with large and typically inadequately man-
aged civil services, MENA governments have had problems in creating
the institutional arrangements that can ensure the delivery of complex
services to the people.

Part of the problem stems from the lack of contestability in the civil
service itself. Personal connections and public employment imperatives
that relate to social objectives have long dominated civil service hiring in
the MENA region (box 1.7). In Egypt, long-standing government hiring
practices to employ university graduates have resulted in a bureaucracy
whose very size makes it difficult to monitor performance. The direct
link between university education and a guaranteed job has recently been
severed in Egypt. But there remains the overhang of a massive group of
underpaid and unmotivated bureaucrats, whose assurance of jobs for life
lowers contestability and, thus, accountability.

Weaknesses in transparency and, thus, in availability of information—
even within the government itself—also compromise internal accounta-



The Governance Gap in MENA

49

BOX 1.6

Judicial Independence in Tunisia Is Lacking

The judiciary branch in Tunisia has recently been the object of serious criticism over its
independence, neutrality, and relationship to the executive branch. Under the title “Ju-
diciary Branch” (chapter IV), article 66 of the Constitution stipulates that “judges are
nominated by decree of the President of the Republic upon the recommendation of the
Higher Judiciary Council.” Article 67 indicates that “the Higher Judiciary Council
watches over the application of the guarantees granted to the judges in terms of nomi-
nation, promotion, transfer, and discipline,” which means that the independence of the
judges is actually predicated on the composition of the council.

"This composition has been under fire for some time now. The absolute majority of
the positions are filled by individuals linked to the executive in different ways. In addi-
tion to the president of the republic and the minister of justice (respectively the presi-
dent and vice president of the Higher Judiciary Council), the council includes high-level
bureaucrats and judges. Among those judges, some are public prosecutors, under the au-
thority and payroll of the minister of justice. Others, while depending on the judicial
body, have been nominated to sensitive posts by the executive branch. Only 6 of the 31
judges on the council are elected by their peers. Council decisions are taken according
to simple majority rule; in case of equal distribution of votes, the votes of the president
and the vice president prevail.

Moreover, it is still out of the question to honor the irremovability of judges, a prin-
ciple considered by jurists the world over as a cornerstone of the independence of the ju-
diciary. Without this elementary guarantee, judges are not immune from a transfer—
from discipline disguised as promotion.

Even though judges enjoy autonomous status, their system of remuneration falls
under the general basic principles of the civil service. In this system, remuneration is
based partly on the judge’s level, itself a function of seniority, and partly on the function
each judge exercises. Positions that have specific functions attached to them are the most
distinguished and give the holder the right to important benefits in kind and in prestige,
all at the discretion of the president of the republic.

Source: Charfi 2003, background paper for this book, pp. 15-17.

bility. In general, countries across the MENA region exhibit a pattern of
limited and reluctant transparency, which is reflected in the fact that it is
the region with the least empirical data on the quality of governance.
Insufficient information hampers the effectiveness of administrative
mechanisms—such as independent audit agencies, inspectors-general, and
ombudsmen— that aim to ensure internal accountability. Moreover, these
oversight agencies typically have insufficient resources and authority, and
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BOX 1.7

Clientelism in the Bureaucracy Weakens Governance in the Syrian Arab
Republic

In Syria, the predominance of clientelism over open competition for recruitment to the
administration and the security apparatus of the government has generated a solidarity
inside the civil service and has greatly reduced the accountability of politicians. Govern-
ment posts are only very rarely perceived as carrying a responsibility that entails specific
skills and requires an ethic of public accountability. Rather, they constitute a reward to
those who made the right choice by enlisting in the ranks of the many political organi-
zations of the Ba’th party and by displaying active support to its command.

Recruitment by political co-optation (for Ba’th party members) or by nepotism (for
family or clan members) most likely eliminates the best-qualified candidates from the
start. Because it aims to build and sustain a network most useful in the continual vying
for power within the government, such recruitment favors those most disposed to ex-
change their political loyalty and services for the material privileges that come with gov-
ernment employment. Because the criterion for civil service recruitment and perform-
ance is loyalty to one’s superiors and not professional competence, it is in the interest of
neither the recruiter nor the recruited to ask questions about qualifications for the work
or to worry about the quality of work performed subsequently.

In contrast to the mode of governance predicated on professional performance, under
which public officials develop a sense of accountability and accept contestability, the
mode of governance that is based on allegiance fosters a logic of redistribution and rein-
forces a sense of loyalty to leaders. As a result, it divides the population into two cate-
gories: the included and the excluded. Only individuals and social groups whose personal
loyalty to the leaders is proven beyond doubt are granted access to administrative ser-
vices by the loyal bureaucrats. For the excluded, everything carried out by the govern-
ment, even the implementation of the law and the respect of the most fundamental
human rights, is makroma, or generous gesture of good will on behalf of the leaders.

Source: Adapted from Ghalioun 2003, background paper for this book, pp. 10-11.

their assessments are not always disclosed to the public or acted upon.

In Algeria, the government set up a national ombudsman in 1995 to
receive citizens’ complaints and to present an annual report to the pres-
ident. Most of the complaints were about bureaucratic unresponsiveness
and lack of access to basic services (background paper, Mahiou 2003).
But the authorities allowed the ombudsman’s office to disappear. In
"Tunisia, however, similar approaches appear to have improved account-
ability between citizens and policymakers (box 1.8).



The Governance Gap in MENA

51

BOX 1.8

Improving the Relationship Between Public Organizations and Citizens in Tunisia

"Tunisia’s recent reforms to improve the relationship between citizens and public organ-
izations are important in two ways. First, from an economic perspective, they try to re-
duce access costs to public services for citizens, although not necessarily for enterprises.
And second, from a public management perspective, they try to improve the perform-
ance of public organizations.

A major part of this effort has been to rationalize the regulations and the paper burden im-
posed on citizens. There are far fewer regulations, and they are now harmonized across min-
istries. Administrative discretion has been a major target of the effort; what can be demanded
from citizens is now clearly defined and published. Three new organizations report to the
president’ office either directly (the ombudsman) or through the prime minister’ office:

The Administration Ombudsman (Médiateur Administratif) receives and evaluates com-
plaints from citizens, instructs the appropriate agencies to follow up, and ensures that
follow-up is adequate. The institution of the ombudsman has recently been expanded
through the creation of regional branches across the Tunisian territory. The ombudsman
submits an annual report to the president of the republic detailing the result of his work,
the procedures likely to improve the functioning of the administration, and the changes
to be introduced in the legislation to put these procedures in place.

"The Office of Citizen Relations (Bureau des Relations avec le Citoyen) is a network of offices in
each ministry, region, and public enterprise that receives citizens, directs their questions to
the appropriate agency, and explains procedures. Reporting to a central office in the prime
minister’s office, the network offices also follow up on citizens’ complaints processed by the
ombudsman or brought directly to them. For instance, long-standing problems with identity
papers dating back to naming procedures inherited from the protectorate era were solved by
overhauling the regulatory framework; at the initiative of the Office of Citizen Relations. The
central office has also recently been charged with managing relations with NGOs.

The Supervising Citizen Team (Equipe du Citoyen Superviseur), established in the prime
minister’s office, supervises public agencies. Staff members pose as citizens and make anony-
mous visits to public agencies to ascertain the access to and quality of public services. Early
experience shows that it is possible to limit administrative arbitrariness and to promote equal
access to public services. But the feedback is not systematically used to improve the quality
of public services and the productivity of public administration. Data on the use of the ser-
vices and on citizen knowledge and comprehension of those services have been collected
through surveys but are not available outside the public administration. Thus, the decline in
the ombudsman’s workload from 4,000 cases in 1996 to 2,500 in 1998 could be a measure
of success—citizens’ complaints have led to administrative changes—or a sign of failure—
citizens stopped lodging complaints because the complaints serve no useful purpose.

Source: World Bank 2000d; and Charfi 2003, background paper for this book, pp. 20-21.
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The lack of an explicit performance orientation in the internal budget
processes of all MENA countries symbolizes the weak environment for in-
ternal accountability. Recent empirical work places MENA countries well
behind comparators such as the Republic of Korea and Brazil when it
comes to measures of internal accountability and of the performance ori-
entation of budget management (Esfahani 2000). It is only recently that
some countries, such as the Islamic Republic of Iran, have started moving
toward a system in which explicit goals of public expenditure policy would
be stated and performance toward the goals would be monitored.

External Accountability Mechanisms: Elections. A competitive and transpar-
ent electoral process ensures accountability in the governance process.
Electoral laws typically provide for some guarantees of free and fair pro-
cedures. But leaders in MENA do not change. Although presidential
elections take place in the MENA countries that are not monarchies,
they often mean little in terms of real political contestability.

In some countries, the outcome of parliamentary elections is usually
predictable, confirming the supremacy of the ruling party:

* In the 1995 elections in Tunisia, the ruling party won 484 seats; the
opposition won 6. This result demonstrates the “weight of the execu-
tive in the preparation and holding of elections” (background paper,
Charfi 2003, p. 9)

* In Syria, the ruling party is constitutionally guaranteed half the seats
in parliament.

* Election rules are often tailored to favor specific results (for example,
by having electoral boundaries and representational systems designed
to disadvantage opposition candidates, as in Lebanon or more re-
cently in Jordan) (background paper, Salem 2003, pp. 19-20; The
Economist 2003, pp. 38-39). Urban areas, where opposition forces are
often stronger, are frequently underrepresented.

® The ruling party or power may screen candidates, as in Syria.
Lebanon, or the Islamic Republic of Iran, or may use its administra-
tive powers to influence voters.

Indeed, in some countries the precise rules vary from one election to
the next, leading opposition forces to charge that the rules are tailored to
produce a specific result for the ruling party. The usual practice of using
the ministry of the interior to supervise elections only strengthens
doubts about their fairness. Rarely are international election monitors al-
lowed; in Jordan’s most recent election, monitors were banned and jour-
nalists were not allowed in voting stations. However, Egypt’s most recent
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parliamentary elections were supervised by the country’s relatively inde-
pendent judiciary, and Lebanon allows candidates to place their own
monitors in polling and counting rooms.

Perhaps more significant than electoral procedures is the general po-
litical climate. Political pluralism has been the exception in MENA, so
that voters in parliamentary elections often face a restricted set of
choices. Some countries effectively remain one-party states. Other coun-
tries have moved a few steps away from a single-party system without re-
placing it with full pluralism. In such countries, opposition political par-
ties are allowed to operate but a single political party dominates—and
with the full backing of the executive and much of the administrative ap-
paratus of the government. Parliament is, therefore, generally dominated
by the governing party or coalition, and opposition groups can only ex-
press themselves, generally with little effect on policy.’

Local elections in some MENA countries provide a more promising
electoral picture. Perhaps national leaders are more willing to allow
things to move at the periphery because changes there are considered un-
likely to affect their position. Consider the 2002 local elections in Alge-
ria, when the ruling party did not muster the support received in national
elections. Several municipalities were won by opposition parties, thereby
enhancing the credibility of the electoral process itself (background paper,
Mahiou 2003). The 1998 local elections in Lebanon can be considered
another success (background paper, Salem 2003, p. 20), as were the 1999
local elections in the Islamic Republic of Iran (background paper, Farhi
2003). In general, however, candidates at the municipal level are not likely
to base their platforms on contesting the national executive.

External Accountability Mechanisms: Oversight by the Media and Civil-
Society Intermediaries. Between the citizen and the government are many
intermediaries that channel information to the public or that represent
specific interests. Among those, the media act as one of the primary means
to achieve external accountability. Despite the global information revolu-
tion, the media in MENA remain subject to considerable government con-
trol and restrictions. Some of the gains toward more press freedom
achieved in the 1990s have proved to be fragile and easily reversed by gov-
ernments capitalizing on international concerns to combat terrorism.
With a few exceptions, broadcast media in the region are under state
control. Print media are usually freer but often are still highly partisan.
And dominant newspapers are often careful not to take positions that
could be regarded as excessively independent by the government or the
head of state. In Egypt, the government, through the Ministry of Infor-
mation, controls radio and television broadcasting, even though the coun-
try has begun to open its airwaves to privately owned television channels.
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Some countries in MENA have press laws that impose penalties for
breaching “red lines,” particularly members of the press who criticize the
head of state, the ruling party, or the army. A recent amendment to the
Algerian code threatens journalists with up to one year in prison and
fines equivalent to US$3,200 for libeling government and army officials.
(Leenders and Sfakianakis 2002) In an October 2001 press law amend-
ment, Jordan replaced the fines with prison sentences of between one
and three years for criticizing the king and his family, harming the rep-
utation of the state, and inciting people to go on strike or to hold illegal
public meetings. The law also tightened restrictions on reporting and
now imposes heavy fines on a broader spectrum of violations (Reporters
Without Borders 2003). In other countries, strict security and defama-
tion laws severely constrain press freedom and hamper the ability of
journalists to scrutinize government officials and policies. In the Syrian
Arab Republic, for instance, a new press law that subjects all forms of
media to tight controls was passed in September 2001. Among other re-
strictive provisions, the law puts a ban on “propaganda publications” fi-
nanced “directly and indirectly” with foreign funding and requires key
staff members of newspapers to be approved by the ministry of informa-
tion (Human Rights Watch 2002).

Although the private ownership of the media reduces direct govern-
ment control, it by no means guarantees independence and accurate
public debate. In Jordan, where much of the media are private, “govern-
ment officials ... use the press as they deem appropriate to enhance their
public standing by selectively offering information that supports govern-
ment viewpoints” (background paper, Khouri 2003). In Lebanon, most
of the private television stations are partly or entirely owned by wealthy
politicians or prominent government officials.

As a result of those various constraints, the public has increasingly
been turning to satellite pan-Arab and foreign media, which national
governments find more difficult to control. Arab satellite stations such as
Qatar-based al Jazeera have become a popular source of opinions and
facts on issues of public interest, often exposing corruption scandals and
revealing information on poor governance.

Progress does exist in some countries. Morocco has launched a com-
prehensive media reform that seeks to liberalize, regulate, and promote the
audiovisual media through the creation of a Supreme Audiovisual Council
(Haute Instance des Médias). A royal decree and a legislative text have already
put an end to the state monopoly in radio and television broadcasting. De-
spite continuing repression, the Iranian press echoes the vibrant debate be-
tween the country’s reformists and its conservative elements and persist-
ently requires government officials to defend their actions (background
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paper, Farhi 2003). Lebanon has also managed to maintain a long-stand-
ing tradition of press freedom, amid some internal and external pressures.
In Algeria, the media play a vocal role in exposing government misman-
agement, as illustrated by the criticism of government construction stan-
dards and recovery efforts following the recent earthquake.

Beyond the media, a variety of civic associations—women’s associa-
tions, student groups, religious bodies, election monitoring groups, and
human rights groups—provide channels for citizen advocacy and over-
sight. They raise awareness of corruption, illiteracy, and violence against
women. They work for legal changes to broaden inclusiveness. To
strengthen public accountability, they monitor the conduct of public of-
ficials and agencies. Civil-society organizations also manage and even
deliver some public services to their constituencies. Their proximity to
local populations enables them to identify citizens’ needs. In fact, civil-
society organizations are becoming a vehicle for citizen participation in
MENA. As part of a global trend, myriad registered civil-society groups
have emerged in MENA, rising from fewer than 20,000 in the mid-
1960s to about 70,000 in the late 1980s. Those groups reflect a thirst to
affect the quality of life in the society, as well as a growing disaffection
for political parties (Norton 1996; Bayat 2002, pp. 19-20). In Jordan, for
instance, about a dozen professional organizations representing lawyers,
engineers, doctors, and others evolved as the leading nongovernment
political forces in the country during the decades of martial rule and the
suspension of parliament and restrictions on political activities (back-
ground paper, Khouri 2003, p. 24). In Morocco, civil-society organiza-
tions and the government have worked hand in hand to tackle corrup-
tion. Moroccan civil-society groups, particularly women’s organizations,
have for years advocated reform of the country’s personal status code.
During the Lebanese civil war, civil-society organizations provided the
bulk of public services. In the Arab Republic of Egypt, Parliament Watch
was created to monitor parliamentary activities. Not all of those civil-so-
ciety groups are formal, and informal networks of discussion groups that
interact with the governing elite are a traditional feature of some MENA
countries (box 1.9).

Some MENA governments have association laws that impose cumber-
some restrictions on the right to associate, laws ranging from constraints
on accepting foreign funding to interdictions on dealing with political is-
sues. In Egypt, the government proposed a new association law (law 153),
which imposes greater restrictions on freedom of association, a subject of
intense debate in the past decade. The Egyptian law was eventually
deemed unconstitutional by the judiciary and overturned. Jordan, Mo-
rocco, and the Republic of Yemen have also enacted new association laws.
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BOX 1.9

Informal Mechanisms of Participation in MENA

Two decades ago, understanding Iranian politics meant recognizing the significance of
the dawra (circle), an informal group of individuals who meet periodically. These net-
works are formed through overlapping professional, religious, political, and economic
ties. Cumulatively, they constrain the arbitrariness of the state and its exercise of au-
thority. In the small monarchies of the Gulf states, where many residents are not citizens
and lack basic political rights, men who have full citizenship participate vigorously in de-
bates. In Kuwait, some of these debates occur in the diwaniyyas (discussion salons), which
function much like the Iranian dawra. When the Kuwaiti parliament was suspended, the
Jjama’at ta’awuniyya (neighborhood cooperative societies) served as important political
platforms to express society’s interests.

Source: Norton 1996.

Measuring Governance—How Does MENA Compare?

Because inclusiveness and accountability are broad, multifaceted, and dy-
namic qualities of the governance process, it is not always easy to iden-
tify proxies that measure them faithfully. Further compounding the dif-
ficulties of measuring governance in MENA is the lack of reliable data.
Global research on governance has produced an array of indicators that
covers all aspects and dimensions of governance, but very few include all
MENA countries (see appendix A for details on indicators, sources, and
aggregation methods). The empirical analysis in this book relies on three
indexes that aggregate indicators from data sources that have a good cov-
erage of the region (box 1.10)

When MENA countries are compared with the rest of the world in
terms of their overall level of governance quality, they display consistently
lower levels of governance quality than would be expected for their in-
comes—the governance gap. And for the richer countries in MENA, the
difference from their peers—countries in the world with similar income
levels—is particularly large.

Compared with the rest of the world, MENA countries score reason-
ably well when it comes to the quality of administration in the public sec-
tor—the efficiency of the bureaucracy, the strength of the rule of law and
protection of property rights, and the control of corruption and quality
of regulations. Although most MENA countries display slightly lower
levels of administrative quality than would be predicted given their in-
come levels, the average scores for the region are close to the world av-
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BOX 1.10

Measuring the Quality of Governance in MENA—Not an Easy Job

Measuring the quality of governance is not an easy task, because governance has many
facets and because quality can quickly change. Investigators typically rely on subjective in-
dicators of governance that draw on the perceptions of international investors and ob-
servers and on in-house expert-opinion rating agencies. Ratings depend on an analyst’s
knowledge of a country or region. Often there is an implicit assumption that governance
systems in OECD countries are the ideal to measure all others against. And often the meas-
urement omits the power of well-funded interest groups in shaping and influencing policy.

Recent work tries to minimize the subjectivity bias in available governance indicators.
Using a special statistical methodology, the authors aggregate a wide array of quantita-
tive indicators to produce six broad governance indexes, clustered around three broad di-
mensions of governance:

* The process by which those in authority are selected and replaced.
* The capability of the state to formulate and implement sound policies.
* The respect for institutions that govern interactions between citizens and government.

There are considerable benefits from combining related indicators into a small num-
ber of aggregate indicators. First, the aggregate indicators span a much larger set of
countries than any individual source, permitting comparisons of governance across a
broad set of countries. Second, the aggregate indicators can provide more accurate meas-
ures of governance than individual indicators. For instance, if several independent
sources point to a country as having good rule of law, the observation is more robust than
if it were based on just one source.

Despite the limitations of these empirical measures, they do provide a valuable, if par-
tial, perspective on the quality of governance, an important complement to more quali-
tative information about particular countries. They are often the only means available for
comparing the quality of governance across countries in a systematic way.

Source: Kaufmann, Kraay, and Zoido-Lobaton 2002.

erage. For the countries within MENA, as in the rest of the world, lev-
els of administrative quality and income levels tend to be positively asso-
ciated: the richer countries in the region display relatively higher levels
of administrative quality than the poorer ones.

Levels of public accountability—how well citizens can access govern-
ment information and hold their political leaders accountable—are par-
ticularly low in MENA. When compared with other countries at similar
income levels, MENA countries show a sizable average gap in public ac-
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countability relative to the rest of the world—irrespective of income lev-
els. In fact, the gap in public accountability is particularly large for the
oil-rich countries in the region. Equally striking is the lack of association
between income levels and levels of public accountability in MENA.

Overall Governance Quality

"The quality of governance generally increases with incomes in MENA—
a worldwide pattern found in every empirical study on governance.

Overall governance quality, the quality of administration, and the
quality of public accountability are measured by three indexes, respec-
tively labeled IGQ (index of governance quality), IQA (index of quality
of administration), and IPA (index of public accountability) (box 1.11). In
the overall IGQ, upper-middle-income countries across the world have
average governance quality about twice those of lower-income countries,
revealing the broad relationship between governance and development.
"This pattern holds for MENA as well. But MENA countries stand out
because their quality of governance is consistently lower than would be
expected for their incomes.® In short, they have a governance gap (the
average gap for MENA is shown by the vertical bar in figure 1.4).

What creates that gap? Is it symptomatic of weaknesses in internal ac-
countabilities or in external accountabilities? Does it also reflect an in-
clusiveness gap? "To answer these questions, the discussion turns to the
two sub-indexes: the IQA (a proxy for internal accountabilities) and the
IPA (a proxy for external accountabilities and inclusiveness in access to
basic political and civic rights).

Quality of Administration

On average, MENA countries fall short of other countries at similar in-
come levels in the IQA in the public sector (compare the two fitted lines
in figure 1.5). And the gap widens for richer countries in MENA.

Within the region is a strong and positive association between IQA
and incomes: countries with better-quality administrations have higher
incomes, which is consistent with empirical evidence worldwide. Richer
and more complex environments tend to provide more resources, greater
capacity, and higher demand for capable public administrations with ad-
equate internal accountability systems. But regional averages mask wide
variation: 11 countries are in the bottom half of the distribution and 8 are
in the top half (figure 1.6).”

Most MENA countries do not perform much worse in the quality of
their administration than other countries at similar income levels, and sev-
eral countries do better. In terms of the rule of law, the United Arab Emi-
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BOX 1.11

Constructing Indexes of Governance for MENA

Data coverage for MENA countries is limited. The analysis for this book required adapt-
ing conceptual and methodological approaches and supplementing data with additional
sources to construct three broad governance indexes:

1. The index of governance quality IGQ) aggregates all indicators available for MENA
and measures the overall quality of governance processes. It is separated into two
broad indexes.

2. The index of quality of administration (IQA) assesses the capability of the public ad-
ministration to formulate and implement the sound policies and the respect for insti-
tutions that govern interactions between citizens and government. Broadly, it meas-
ures the quality of governance according to the relative strength of internal
accountability mechanisms in the public administration. It aggregates 10 indicators
that measure the risk and level of bureaucratic corruption and black market activity,
the degree and extent to which certain rules and rights are protected and enforced (for
example, property rights, laws and regulations), the quality of the budgetary processes
and public management, the efficiency of revenue mobilization, the overall quality of
the bureaucracy, and the independence of civil service from political pressures.

3. The index of public accountability (IPA) assesses the process of selecting and replacing
those in authority. It measures the quality of governance according to the inclusive-
ness of access to basic political and civic rights and the relative strength of external ac-
countability mechanisms. It aggregates 12 indicators that measure the level of open-
ness of political institutions in a country and the extent to which political participation
is free, fair, and competitive; civil liberties are assumed and respected; and the press
and voice are free from control, violation, harassment, and censorship. It also captures
the transparency and responsiveness of the government to its people and the degree
of political accountability in the public sphere.

Source: Data came largely from Kaufmann, Kraay, and Mastruzzi 2003.

rates (UAE), Kuwait, and Bahrain have very satisfactory protection and en-
forcement of private property rights, contracts are efficiently enforced by
the court system, and expropriations are highly unlikely. But other coun-
tries do not always enforce private property rights because the outcome of
judicial systems is not consistent and reliable. In terms of corruption in
public administration, the region is below the median worldwide, again
with variations across countries. Morocco and Tunisia are perceived to be
countries with intermediate levels of corruption, for example.
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FIGURE 1.4

MENA’s Governance Gap Compared with the Rest of the World
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Source: Authors’ calculations, which are based on the index of governance quality, covering 173 countries worldwide.

In terms of the quality of regulations and their implementation, a
higher proportion of firms recently surveyed in the region, when com-
pared with other regions of the world, reported that they did not make
new business investments because of the excessive burden of government
regulations, which require senior managers to spend undue time on reg-
ulatory and legal compliance activities (World Bank 1997). The UAE
and Bahrain have simple licensing procedures, with regulations fairly
straightforward and often uniformly applied. The Islamic Republic of
Iran, the Syrian Arab Republic, and Egypt have severe barriers to open-
ing a business, complicated licensing processes, and cumbersome regula-
tions (figure 1.7).

In some MENA countries, red tape and the proliferation of laws and
regulations creates opportunities for corruption. Red tape creates many
possibilities for extortion, and regulations encourage fraud and bribery.
To avoid the complexity of administrative procedures and registration
fees, private firms have to bear extra costs, relying on experienced inter-
mediaries. And this extra cost opens an “inclusiveness gap,” particularly
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FIGURE 1.5

For the Quality of Administration, MENA’s Governance Gap Is Narrower and Incomes
Matter
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for small firms that cannot afford such costs and that have no choice but
to operate outside legal boundaries, thus losing access to credit or gov-
ernment support services. Weaknesses in internal accountability mecha-
nisms often impinge on the public administration’s ability to maintain a
good regulatory framework and to ensure the rule of law and control of
corruption (box 1.12).

In terms of the quality of public sector management—the extent to
which the budgeting system is comprehensive, credible, and linked to pol-
icy priorities; the financial management systems are effective; and the fis-
cal reporting is timely and accurate—there is also a wide variation within
the region. Some countries have inadequate systems of budget reporting
and monitoring and have delays in preparing public accounts. A few have
stronger budget monitoring and control systems, with accounts more
likely to be audited in a timely and professional manner. The same diver-
sity is found in merit-based hiring and promoting of civilian central gov-
ernment staffs, although most countries have traditionally used civil ser-
vice employment to generate jobs for young entrants to the labor force.
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Within MENA, There Is Wide Variation in the Quality of Administration
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Source: Authors’ calculations, which are based on the index of quality of administration, covering 173 countries worldwide.

Public Accountability

Driving the governance gap between MENA and the rest of the world
are the striking weaknesses in external accountabilities and in access to
basic political and civic rights. All countries in the region, whatever their
income, score well below the world trend (figure 1.8). MENA countries,
regardless of income, also populate the bottom half of the world distri-
bution (figure 1.9).% Indeed, some richer MENA countries score espe-
cially low on the IPA—with scores equivalent to those in some of the
poorest countries of the world, even if they typically have marginally bet-
ter scores for the IQA. Oil seems to be what matters: oil-reliant coun-
tries have the worst IPA scores. Having the substantial oil and gas rev-
enues accrue directly to government budgets means that governments
can maintain a deficient governance environment as long as they provide
public goods to the population. In a situation of “no taxation, no repre-
sentation,” they face little pressure to improve governance to increase
economic development.

For the region’s resource-poor countries, the governance gap could
be a reflection of vested interests—of established elites reaping private
benefit from the status quo of weak governance. In such cases, where
those elites control the governance process, there is little reason to ex-
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FIGURE 1.7

Regulatory Quality Varies across MENA Countries
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pect that higher incomes will increase the demand for better governance.

One need look only at the regulatory capture in Latin America and the

state capture in Eastern and Central Europe, for example, to see the

power of business elites over government.

MENA countries exhibit systematic weaknesses in external account-
abilities and in access to basic political and civic rights—albeit with some
variation. Some are institutionalized autocracies, in which political rights

are at best fragile, if not largely nonexistent; contestable political partic-

ipation is restricted or suppressed. Others are one-party systems, with no
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BOX 1.12

The Debilitating Impact of Administrative Regulations and Behavior—
Examples from the Arab Republic of Egypt and Lebanon

Obtaining a construction permit is one of the most difficult bureaucratic procedures in
Lebanon. For a foreign investor, the Investor and Development Authority of Lebanon
will take care of the paperwork at a fixed cost. But the average citizen has to rely on spe-
cialist brokers, no matter how simple the case, because obtaining a permit involves five
institutions and several departments within each. It can take up to a year to acquire a per-
mit at prices almost twice the official rate.

Some stages may be undertaken for free, but the paperwork can be held up for years
without money to speed up the process. “Because I refused to pay baksheesh (petty
bribery), the employee could not find my land title,” complained a Lebanese business-
man. “Now I have to get a new land title, which will cost me $200, and I'm still not closer
to getting a building permit.”

According to a recent study published by the Lebanese Transparency Association, the
roots of the regulatory burden in Lebanon are the result of citizens’ lack of knowledge
of their rights; lack of incentives by some civil servants who consider the baksheesh a
bonus for efficient work; and weak appeal mechanisms, lack of internal accountability
mechanisms, and the dissipation of responsibility when many public institutions are in-
volved in issuing the same permit.

In Egypt, the ambiguity and lack of knowledge about relevant laws are exacerbated by
the new laws issued frequently by the legislature, the binding presidential decrees issued
by the executive branch, and other binding decrees issued by relevant departments. There
are also inconsistencies between some of these laws and the way they are enforced. Such
problems are made more severe because the process and debate leading to these laws are
not transparent and because firms feel excluded from the process. Moreover, the new laws
are often published only after a considerable time lag, or they are not published at all.

All these factors increase the likelihood that citizens and firms will lack familiarity
with existing laws and regulations. Even when the laws are known, the monitoring and
enforcement may be carried out by several different agencies, each with different crite-
ria and methods for enforcement. So there can easily be substantial differences between
the method prescribed by law and actual practice. And citizens and firms may be unin-
formed about one, the other, or both.

Sources: Fawzi 2002; Leenders and Sfakianakis 2002.
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FIGURE 1.8

For Public Accountability, MENA’s Governance Gap Is Wider, Irrespective of Incomes
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opposition power and with severely restricted rights to organize in dif-
ferent political parties or other competitive political groupings. Still oth-
ers are more democratic, with a coalition government and a parliament
regularly elected by the people. One of the more common features
among all countries of the region is the restriction of press freedom, as
noted above.

The empirical analysis here clearly shows that MENA’s governance is
behind the rest of the world—and is farthest behind in public accounta-
bility and access to political and civic rights. The region as a whole ranks
below similar countries in other regions, and even below all other devel-
oping countries as a group (figure 1.10). The pattern varies depending
on whether countries are oil rich or not.

Why Governance Has Not Been Improving in MENA

The persistence of the governance gap in MENA has inspired a volumi-
nous body of research (see appendix D). Generally, this research has fo-
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All MENA Countries Have a Gap in Public Accountability with the Rest of the World
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Source: Authors’ calculations, which are based on the index of public accountability, covering 173 countries worldwide.

cused on geopolitics, conflict, and oil—to explain poor governance, es-
pecially low levels of internal and external accountability in MENA.
None of these factors is unique to MENA, but their intensity and their
cumulative effect have made it more difficult to improve governance
processes in the region.

Geopolitics

For much of history, world attention has centered on this region. MENA
was successively the cradle of civilization, the birthplace of three
monotheistic faiths, the gateway to India and China for Europe, and the
vessel holding two-thirds of the planet’s known oil reserves. From the
ancient spice and frankincense routes to the Suez Canal in more recent
times—from the Silk Road of the Middle Ages to the oil pipelines
today—the region lies at the center of a complex web of trade routes be-
tween east and west.

Its strategic commercial location astride three continents has made it
a target of great foreign powers.

For roughly the last two centuries, the Middle East has been more
consistently and more thoroughly ensnared in great power politics
than any other part of the non-Western world. This distinctive po-
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FIGURE 1.10

Compared with Other Regions, MENA Shows a Clear Governance Gap
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litical experience continuing from generation to generation has left
its mark on Middle Eastern political attitudes and actions. Other
parts of the world have been at one time or another more severely
buffeted by an imperial power, but no area has remained so un-
remittingly caught up in multilateral great power politics” (Nathan
Brown, as quoted in Henry and Springborg 2001, p. 3).

The interest of foreign powers has been domination and control, set-
ting a bad example for governance and actively discouraging voice and
accountability within the region. Even today, as external forces call for
better governance in the region, some find a strong convergence of in-
terest with regimes that provide secure access to strategic assets and that
offer convenient alliances. Such strong foreign involvement has often
hampered the development of more accountable and inclusive gover-
nance systems because foreign powers have generally found it more effi-
cient to work with authoritarian regimes. More than ever, there is a ten-
sion, at least in the short run, between geopolitical interests and efforts
to improve good governance.
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Conflict—or Its Threat

Almost every MENA state over the past decades has been directly in-
volved in some form of interstate conflict of varying intensities. From the
western Sahara dispute to the war between Iraq and the Islamic Repub-
lic of Iran, to the Iraqi invasion of Kuwait, to the persistent Arab—Israeli
conflict, interstate conflict has been a preoccupation of MENA political
leaders. Wars and the threat of conflict tend to concentrate power in the
hands of the executive, strengthening repressive governance and build-
ing up coercive organizations.

Military spending takes a larger share of national resources in MENA
than in any other region (box 1.13). Enormous as military expenditures
are, the issue is not simply that they have diverted resources from more
productive uses. Equally important is the effect of large internal security
and military institutions on governance processes. Because authoritarian
regimes can use force to control political opposition internally as well as
to defend against external enemies, those regimes reinforce government
authority and control rather than promote inclusiveness, transparency,
and contestability.

Even so, within the region, no clear relationship necessarily exists
within the region between conflict or the threat of it and the weakness of
political contestability.

Oil Wealth

The link between mineral wealth and governance quality in MENA, par-
ticularly when it comes to MENA’s low levels of external accountability,
has inspired a voluminous body of research. Recent empirical studies re-
veal that oil rents, controlling for incomes and population size, have a
strong explanatory power in accounting for the weaker governance in
MENA; variables measuring Islamic and Arab culture do not (Ross 2001;
Sala-i-Martin and Artadi 2002.) Why? Because the substantial revenue
from natural resources relieves a government from the need to tax, thus
reducing its obligation to be accountable. In addition, a government is
able to redistribute a significant share of its oil revenue through public
employment and broad access to cheap public services. These two fac-
tors—no taxation and some redistribution—help mute demands for ac-
countability.

Within MENA, the effect of mineral rents on governance quality is
stark (figure 1.11). There is little difference in terms of the average qual-
ity of administration between the countries that rely significantly on oil
or gas exports and those that do not. Oil-rich countries have as much in-
terest as others in a strong administration, and more resources to achieve
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BOX 1.13

Military Spending in MENA Is High

As a share of GDP, military expenditures in MENA, even excluding internal security
spending, are the highest in the world, a trend that originates from the time most of the
states in the region were established. In the 1990s, military expenditures averaged 6 per-
cent of GDP in the MENA countries, down substantially from 17 percent in 1983, but
still substantially above the world average of 2.4 percent. Of total public expenditure,
MENA countries spent 19-20 percent on defense—as did the newly industrial Asian
economies. Industrial countries and other developing countries spent about half that

amount.
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BOX 1.13 (continued)

During 1995-99, Saudi Arabia and Oman spent 12-13 percent of GDP on the mili-
tary, while the United Arab Emirates spent 0.5 percent of GDP on the military. In be-
tween were the Islamic Republic of Iran at 2.1 percent and Tunisia at 1.8 percent, the
only other countries with data.

High spending in the region reflects both the prevalence of conflict, or the threat of
it, plus the use of the military and the defense establishment to generate employment.
High spending on the military has made the defense sector a powerful economic enclave
that owns property, productive assets, and financial institutions—and a sector that can
negotiate foreign and domestic loans and contracts.

Source: Data from International Monetary Fund 2003.

it. But for the index of public accountability, oil-reliant countries sys-
tematically score far below the nonoil countries.”

The presence of mineral wealth in a country may not cause a gover-
nance deficit but could make it more difficult for good governance insti-
tutions to emerge. Some resource-rich countries have high-quality gov-
ernance institutions and have turned mineral resources into productive
assets—Botswana and Norway are among them (box 1.14). In most
MENA countries, the inflows of oil and gas revenues accruing directly to
the government preceded the development of strong governance institu-
tions—and raised the stakes for those already in power to hold on to it.
Contrast that situation with Europe, where resource extraction and bu-
reaucratic regulation went hand in hand as nation-building proceeded—
and natural resources never dominated government revenues.

Nation-building in MENA has been discontinuous.!” As in many de-
veloping countries, there were bloated bureaucracies with weak regula-
tory and technical capacity and with ineffective mechanisms to voice col-
lective interests and to hold leaders accountable. Add to those
characteristics big inflows suddenly going directly to the government.
This combination of abundant resources and institutional deficiencies
helps explain the persistence of the governance gap in the MENA region
over the past two decades.
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FIGURE 1.11

For MENA’s Oil-Dependent Countries, the Public Accountability Gap Is Even Wider

Non-MENA
developing

MENA
nonoil

MENA oil

-2.00 -1.00 0 1.00 2.00

Index of quality of administration

Non-MENA
developing

MENA
nonoil

MENA oil

-2.00 -1.00 0 1.00 2.00

Index of public accountability

Notes: MENA oil includes Algeria, Bahrain, the Islamic Republic of Iran, Kuwait, Oman, Qatar, the Republic of Yemen, Saudi Arabia, the Syrian Arab
Republic, and the United Arab Emirates. MENA nonoil includes the Arab Republic of Egypt, Jordan, Lebanon, Morocco, and Tunisia. Data are in-
sufficient to include Djibouti, Iraq, Libya, and the West Bank and Gaza.

Source: Authors’ calculations, which are based on the indexes of quality of administration and public accountability, covering 173 countries
worldwide.



72

Better Governance for Development in the Middle East and North Africa

BOX 1.14

Botswana’s Good Governance Helps Overcome the Resource Curse

A small, agricultural, predominantly tropical, land-locked nation, Botswana is very rich
in natural resource wealth, with more than 40 percent of GDP from diamond revenues.
Three things make the country special. First, unlike other African countries with abun-
dant natural resources—such as Angola, the Democratic Republic of Congo, Sierra
Leone, and Nigeria—it has had no civil war or intense infighting to control the revenues
from diamonds. Second, despite its high dependence on mineral wealth, it has controlled
corruption, thereby exhibiting the best African score on the Groningen Corruption Per-
ception Index. And third, it has avoided the resource “curse.” Botswana has had the
world’s highest growth rate since 1965: per capita income in Botswana grew at 7.7 per-
cent annually between 1965 and 1998.

What explains the country’s economic success? Good policies obviously, but those
policies came from an underlying set of governance institutions that encouraged socially
efficient resource exploitation, investment, and economic development. When institu-
tions limit the powers of rulers and the range of distortionary policies they can pursue,
good policies are more likely to arise. Effective restraints on political elites also reduce
the likelihood of internal conflict, making it less attractive to fight to take control of the
state apparatus.

"The underpinnings of good governance can be traced to several factors:

* Botswana’s precolonial tribal institutions encouraged broad-based participation and
placed restraints on political elites. For example, political institutions such as kgotla
ensured some accountability of political elites.

¢ Limited British colonial rule allowed the precolonial institutions to survive to the in-
dependence era.

* The political and economic security of the elites after independence was to some de-
gree an outcome of the strong governance institutions that Botswana inherited from
its precolonial period. The constraints those institutions placed on elites help explain
why they did not use their political power to appropriate the revenue from diamonds
starting in the 1970s.

* Postindependence political leaders built a relatively effective bureaucracy, relying in
part on foreign experts and in part on the deep sense of public accountability.

* By the time the diamonds came on stream, the country had already consolidated a rel-
atively participatory and accountable polity that supported efficient public institu-
tions.

Source: Acemoglu, Johnson, and Robinson 2003.
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Notes

1. There are other definitions of accountability. “Accountability has
two dimensions: answerability, the obligation of public officials to inform
about and to explain what they are doing; and enforcement, the capacity
of accounting agencies to impose sanctions on power builders who have
violated their public duties.” (Schedler 1999). This definition is closely
related to the one used in this book.

2. An ethic of service to the public and in the public interest also
helps ensure good governance by putting a premium on good perform-
ance—irrespective of accountability mechanisms.

3. 'This section and the following one borrow extensively from the recent
work on MENA judiciaries and parliaments by Brown 2001a and 2001b.

4. Brown 2001a notes that some problems that have arisen in other so-
cieties have not arisen in MENA. For instance, in some countries, judges lack
independence because strong social pressures are put on them. Such social
pressure can arise in MENA (for instance, with honor crimes) but it is less
likely than in other settings (such as Latin America or even North America).

5. See, for example, background paper, Khouri 2003, p. 23; background
paper, Salem 2003, p. 11; background paper, Mahiou 2003, p. 8; background
paper, Charfi 2003, p. 25.

6. Figure 1.3 could also be read the other way. The MENA region,
on average, enjoys an income “premium,” with incomes higher than
would be predicted by its low quality of governance, with much of this
income derived from natural resource rents rather than from a produc-
tive investment and business climate created by good governance. (See
remainder of chapter 1, plus chapter 2.)

7. Because of the diversity in the IQA within MENA, the average
difference between the region and other developing countries as a group
is statistically significant only at a confidence level of 75 percent.

8. This gap in the IPA between MENA countries as a group and
other countries is always statistically significant, ranging from 95 percent
to 99 percent confidence levels, and depending on the comparator group.

9. This difference in the IPA between oil and nonoil countries in
MENA is statistically significant, with a confidence level of 95 percent.
Both groups are below the scores for other developing countries as a
group, with confidence levels of 95 percent and 99 percent for nonoil
and oil countries, respectively.

10. An account of the diverse experiences of state-building processes in
MENA countries and the different institutional legacies of transnational ide-
ologies, colonialism and postcolonialism falls outside the scope of this chap-
ter. See, among others, Anderson 1991; Ayubi 1995; Chaudhry 1996; Vande-
walle 1998; Bellin 1994; Crystal 1995; and Richards and Waterbury 1996.






CHAPTER 2

Better Governance for
Economic Development

“Although Europe is geographically near, in time and money terms for
exporting my goods, I am farther away than an Asian firm,” a Maghrebi
businessman lamented recently (World Bank 2000a). His disappoint-
ment at being unable to reach his potential is reflected in the voices and
attitudes of many of his peers in the region. They feel, despite the great
strides over the past four decades, that the distance between potential
and reality, and between MENA countries and their comparators, has
been increasing.

That potential for development is sizable. Most countries in the re-
gion enjoy a strategic geographical location, a rich natural resource base,
a demographic gift of an expanding pool of educated labor, and a dy-
namic and entrepreneurial population. And on the policy front, MENA
governments have achieved macroeconomic stabilization. Fiscal and cur-
rent account deficits have been reduced. Exchange rates are being cor-
rected. And inflation has been brought under control. Substantial public
investments in infrastructure and social services have, for the first time,
brought roads, water, and health services to tens of millions of people in
the region.

But there have also been disappointments in economic development
(reflected in incomes and employment) and in human development (ed-
ucation, health, and other major aspects of quality of life). People in
MENA countries today have incomes significantly higher than those in
earlier decades—yet GDP per capita for the region has fallen by 0.8 per-
cent a year since 1970. Tunisia’s per capita growth of 3 percent during
this period just matched that of Sri Lanka and barely exceeded the
growth of Chile and the Dominican Republic. Tunisia’s per capita
growth was far behind the rates for, say, Malaysia (4.2 percent) or In-
donesia (4.1 percent). And the Islamic Republic of Iran, Saudi Arabia,
and the United Arab Emirates saw declines in their per capita growth, as
population growth surged beyond increases in national incomes.! By the
1990s, unemployment had soared—almost a fifth of the male labor force
in Egypt and a fifth of all laborers in Morocco, were unemployed.?
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Similarly, great achievements in human development have been ac-
companied by grave letdowns. Although 90 percent of the population in
Jordan is literate today, more than a third of Tunisian women and two-
thirds of Moroccan women still do not know how to read or write. Just
in the 1990s, infant mortality rates improved in the region by more than
20 percent—but they are still considerably higher than in Latin Amer-
ica, East Asia, and Central Europe. Access to water and sanitation is
among the highest for developing countries, but the share of children
under 12 months who receive DPT (diphtheria, pertussis, and tetanus)
immunization is significantly lower than in other middle-income coun-
tries or in Latin America.

A key to economic development is economic growth, which has been
elusive in MENA. This chapter tells the story of growth in MENA, par-
ticularly the link between growth and good governance. Chapter 3 in-
cludes a discussion of how public services, including those critically af-
fecting social and institutional development, have been affected by
governance in the region.

The Governance Gap and Development

Opver the past two decades, the region has suffered from slow and volatile
growth, a pattern common to both oil and nonoil economies. Why? A
major reason is the governance gap, which has left a poor environment for
businesses. So, for MENA to realize its growth potential fully, countries
in the region have to redouble their efforts to offer better business envi-
ronments, ones that encourage firms—large and small, domestic and for-
eign—to establish, to expand, and to operate with greater productivity.

These efforts entail action in each of the three main arenas of the
business environment: the overall policy environment, the bureaucratic
and administrative environment, and the commercial environment. And
in each of these arenas, better governance can support growth by bol-
stering accountability and inclusiveness—growth caused directly by at-
tracting new private investment and indirectly by improving the produc-
tivity of existing investments.

Numerous studies, for MENA as for other countries in the world,
have documented the relationship between governance and private sec-
tor activity.? The influence of the quality of governance on growth works
primarily through its effect on private businesses, which is the primary
impetus for investment in today’s world (figure 2.1). Businesses react to
incentives, costs, and constraints—often summarized as the business en-
vironment or, more narrowly, as the investment climate. Those reactions
are, in turn, influenced by the actions of the government in shaping and
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FIGURE 2.1
Governance Improves Growth by Improving the Business Environment
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implementing policies. What matters is the presence of good policies
and the good administration of these policies. One without the other
would still lead to ineffectiveness.

The twin facets of the quality of governance delineated in chapter 1—
public accountability and the quality of administration in the public sec-
tor—are major influences on the quality of policy formulation and im-
plementation. Weaknesses in both have constrained the quality and
quantity of investments and, thus, growth in MENA.

* Better governance reduces the scope for arbitrary government policymaking.
Although good governance does not always and in every case lead to
good economic policies, it does provide mechanisms that help coun-
tries minimize the persistence of policy distortions. By ensuring pub-
lic accountability of politicians and bureaucrats, better governance
also contributes to the effective implementation of economic policies
that are conducive to growth.

* Better governance improves bureaucratic performance and predictability, veduc-
ing uncertainty and the costs of doing business, which, in turn, inbibit private
investment or channel it into less-productive activities. Better governance
makes it easier to start new businesses and to run and expand existing
businesses. It lowers transaction costs (entry, operation, and exit), re-
duces information asymmetries between business and governments, and
lowers uncertainties and unpredictability. It does so by protecting and
enforcing property rights, curbing burdensome administrative and judi-
cial rulings, ensuring good regulatory quality, and improving access to
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affordable and reliable recourse to dispute resolution. By helping ensure
more orderly public accountability processes, better governance also re-
duces political risk, which deters private investment.

* Better governance contributes to the effective delivery of public goods that are
necessary for productive businesses. Businesses operate in a commercial
environment that depends on many key public goods. And better gov-
ernance helps ensure that such goods are available in a timely, equi-
table, and cost-efficient manner. Public goods that are essential for a
good business environment include appropriately regulated public
utilities (telecommunications, electricity, gas, water), a stable and pru-
dently regulated financial system, and good quality health and educa-
tion for an effective labor force.* Effective delivery of these goods
boosts the productivity of investment and leads to faster growth.

The region’s experience varies in these three areas. In many dimen-
sions of bureaucratic performance and delivery of public services, several
MENA countries are on par with countries at similar incomes (see the
section on measuring governance in chapter 1 and the section on service
delivery in MENA in chapter 3) but are below par in comparison with
the better-performing economies of Asia, Eastern Europe, and Latin
America. As chapter 1 has argued, public accountability is relatively weak
in MENA, and that weakness has helped deter productive investment
and thus growth.

The negative effects of the governance gap on growth are visible and
quantifiable. But there are other costs as well, some of them difficult to
quantify. Weak governance means that citizens’ basic rights are re-
stricted. That restriction weakens citizens’ sense of civic engagement and
their sense of control over their own destinies. That reaction, in turn,
can breed apathy or, worse, cynicism, which can be destructive. Disen-
franchisement, which comes with weak governance, generally means that
the services of government, however limited, are not shared fully among
those left out of the process. Although the full effects of the governance
gap in MENA cannot be easily isolated, it has a negative impact on eco-
nomic activity—and a negative impact on overall welfare.

Governance Deficiencies Are at the Root of Slow Growth
in MENA

The MENA region benefited immensely from the sharp increase in oil
prices that began in the 1970s and that continued until the mid-1980s. The
oil windfalls and their spillovers led to an explosion of investment.’
Growth in the oil-exporting countries was echoed in other parts of the re-
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gion and was reflected in a sharp rise in worker remittances and in trade
and capital flows. That rise led to a remarkable improvement in living
standards. In addition, financial assets were accumulated abroad as national
savings exceeded investment, especially in the oil-producing countries.

But as oil prices and production softened, the boom period soon
faded, thus prompting a slowdown and, in many cases, a decline in
growth rates in the 1980s. That slowdown left governments, which had
also grown considerably in the previous decade, burdened with deficits
and debt. Internationally, MENA countries have been confronted with
an inability to compete in a globalizing world. Domestically, they have
been contending with more youthful populations, high unemployment,
collapsing productivity, and low levels of nonoil exports.

During 1985-2000, per capita growth in MENA averaged just 0.5 per-
cent a year, a quarter of the average during 1960-84. East Asian
economies, by contrast, have enjoyed sustained annual growth of 5 per-
cent or more over the past 40 years (figure 2.2). Moreover, the growth in
MENA has been unstable and volatile, more than five times more volatile
than in East Asia (figure 2.3). Why has growth been so disappointing, par-
ticularly when compared with the East Asian economies? One major
cause is the weaker governance environment in MENA countries.

FIGURE 2.2
MENA versus East Asia Shows Divergent Per Capita Growth

Per capita GDP growth,
percent per year
8

o EAG = MENA12
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Notes: East Asian countries (EA6) include Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam. MENA12 includes Algeria, the
Arab Republic of Egypt, Bahrain, the Islamic Republic of Iran, Jordan, Kuwait, Morocco, Oman, Saudi Arabia, the Syrian Arab Republic, Tunisia,and
the United Arab Emirates.

Source: Authors’ calculations from World Bank data.
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FIGURE 2.3

A 20-Year Growth Slowdown ... and a Record of Volatility

Annual GDP per capita growth (percent)
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Notes: MENA9 oil includes Algeria, Bahrain, the Islamic Republic of Iran, Kuwait, Oman, the Republic of Yemen, Saudi Arabia, the Syrian Arab Re-
public,and the United Arab Emirates. MENA4 nonoil includes the Arab Republic of Egypt, Jordan, Morocco, and Tunisia. MENA13 includes all the

above.

Source: Authors’ calculations from World Bank data.

The Link Between Good Governance and Growth

Good governance establishes an incentive structure that reduces uncer-
tainty and promotes efficiency, thereby contributing to growth. Without
the creation, protection, and enforcement of property rights, the scope
for market transactions is limited. Inadequate regulatory regimes under-
mine investment prospects. Corruption subverts the goals of policy and
undermines the legitimacy of the public institutions that support mar-
kets. Without effective restraints on and incentives for public officials so
they act on behalf of the public interest, the government’s ability to pro-
vide growth-promoting institutions is severely hampered.

Empirical studies, including the one done for chapter 1, reveal a high
positive correlation between good governance and economic perform-
ance.® But this finding is a weak basis for deciding policy, because corre-
lations do not shed light on the direction of causality or on whether any
other factor is a cause.

But more recent evidence has identified large causal effects running
from governance to per capita incomes (Acemoglu, Johnson, and Robin-
son 2001; Hall and Jones 1999; Easterly and Levine 2002; Rodrik, Sub-
ramanian, and Trebbi 2002). Those studies reveal that the causal link
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running from governance to growth is stronger than the other way
around. And the causal effect running from better governance to better
economic performance seems to hold at the micro’ and macro levels.®
These findings have two implications. First, good governance matters
for growth. Second, higher incomes do not necessarily lead to better
governance. Good governance is not a luxury good that accrues auto-
matically as countries become richer. (Appendix E has a more complete
review of the analytical and empirical work on this issue.)

Growth in MENA: Sluggish, with Low Private Investment and
Productivity

Economic growth in MENA countries has been slowing over the past
two decades, while staying highly volatile (figure 2.3). How did the gov-
ernance environment affect growth? First, the higher per capita incomes
were the result of substantial oil and gas revenues and of indirect in-
comes through trade and remittance relationships with oil-rich coun-
tries. They were accompanied by high investment rates in MENA, but a
lower payoff in growth than in the 1960s. Public investments still played
a large part in total investment, unlike the situation in the rest of the
world—partly because the governance environment did not encourage
private investors. And these investments, especially public ones, were
mostly inefficient—again for reasons of governance—and did not always
yield better economic performance.

Investment rates in MENA were around 25 percent of GDP by the
end of the 1990s (figure 2.4). That rate is higher than in Sub-Saharan
Africa (18 percent of GDP in 1999) and Latin America (20 percent) and
is on par with South Asia and with Eastern Europe and Central Asia. But
it is behind the 30 percent seen in the fast-growing economies of East
Asia. And it is much higher than in the 1960s, when the region enjoyed
much higher growth rates. Clearly, the volume of investment was not
paying off in sustained economic growth.

Private investment stands out. Private-to-public investment ratios in
MENA have remained below world trends. For the region as a whole,
the ratio has oscillated around 1.8 (figure 2.5). Although the reforms of
the 1990s moved the MENA economies toward greater private invest-
ment, the overall private-to-public ratio remains well below the East
Asian high-performing countries, which (with the exception of China)
have about five times as much private investment as public investment.

Foreign investment has also been low. During the past two decades,
foreign direct investment (FDI) in the MENA region accounted for only
0.8 percent of the total net flow of global FDI to developing countries.
By contrast, FDI in the East Asia and Pacific region accounted for 59
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FIGURE 2.4
High but Declining Investment Rates
Average total investment rates,
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Source: Authors’ calculations from World Bank data.

FIGURE 2.5
The Share of Private Investment Is Low
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percent of total inflows to developing countries, on average. FDI flows
also account for only a small percentage of gross capital formation in the
region, about 5 percent in 2000. Compare that with Singapore, where
FDI flows accounted for 26 percent.

The productivity of investment has been low as well, resulting partly
from the low reliance on private and foreign investment and partly from
the inefficiencies in public investment. Despite major public investments
in telecommunications, the proportion of unsuccessful telephone calls is
35 percent in Tunisia, 50 percent in Lebanon, 57 percent in Morocco,
and 60 percent in Jordan. And despite large public sector investments in
building up the infrastructure in electricity, power distribution systems
in MENA have losses equivalent to 13 percent of output, compared with
just 5 percent in East Asian countries (Sala-i-Martin and Artadi 2002).
And over the past three decades, MENA's overall productivity (measured
by total factor productivity) has been declining (World Bank 2003e).

The Governance Gap Slowed Growth in MENA

Growth in MENA countries has been affected by many factors—partic-
ular policy environments, initial levels of development, and, most im-
portant, natural resource exports. But the pattern, level, and quality of
investment have affected growth in MENA countries and have, in turn,
been affected by governance.

In MENA, as indicated in chapter 1, the association between the qual-
ity of administration (measured by the IQA) and income appears strong
and robust—countries with better public administration are exactly the
ones with higher incomes. But the association between public accounta-
bility (measured by the IPA) and income is much less clear, a pattern that
is consistent with worldwide trends (figure 2.6).

By encouraging investment and improving the effectiveness of the in-
vestment, the quality of administration has a direct effect on growth.
Public accountability mechanisms, however, tend to interact with growth
indirectly through their effect on the behavior of public and private
agents in choosing the quality of investment and the public—private mix.?
But overall, weak governance in the region is a cause of the sluggish
growth, thereby hampering the public sector’s ability to ensure a sound
environment for investment and production. If one controls for income
and natural resource rents, institutional quality has a strong and signifi-
cant effect on GDP growth.!?

Weaker governance in MENA costs 1.0 to 1.5 percentage points in
forgone annual GDP growth. On average, improving the quality of in-
stitutions by one standard deviation—approximately equivalent to rais-
ing the average institutional quality in MENA to the average institu-
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FIGURE 2.6

Incomes Are Positively Correlated with Governance Quality in the World and MENA
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Notes: LIC is lower-income countries.LMIC is lower-middle-income countries. UMIC is upper-middle-income countries. HIC is high-income coun-
tries.
Source: Calculations for index of governance quality constructed for this book.
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tional quality in a group of East Asian countries—would have resulted in
an increase of almost 1 percentage point in average annual GDP growth
for the region as a whole (figure 2.7).!! This figure would rise to a 1.5
percentage point difference for the group of MENA countries with sub-
stantial oil and gas revenues. These findings are consistent with other an-
alytical work on the subject.!?

But governance does more than contribute to faster growth. It also
sustains growth by making economies more flexible to adverse shocks. A
good governance environment—securing and enforcing property rights,
managing conflicts, and aligning economic incentives with social costs
and benefits—is the foundation of long-term growth. And growth in a
weak governance environment has proved either fragile (as in post-1997
Indonesia) or incapable of delivering higher-quality investments.

One lesson from the East Asian financial crisis is that good gover-
nance is critical in managing the adverse consequences of the initial
shock. When governance is weak, the economic costs of external eco-
nomic shocks are magnified by the distributional conflicts they trigger.
Indonesia, lacking broad-based participation and accountability mecha-
nisms, plus having relatively fewer developed systems of internal ac-

FIGURE 2.7

Better Governance Brings Added Growth
(1985 real per capita GDP = 100)
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Notes: MENA7 (MENA) shows projected incomes for MENA7 countries with MENA's average level of governance. MENA7 (EA6) shows projected
incomes for MENA7 countries if they had had EA6's average level of governance. MENA7 includes Algeria, the Arab Republic of Egypt, the Islamic
Republic of Iran, Jordan, Morocco, the Syrian Arab Republic, and Tunisia. East Asia countries (EA6) include Indonesia, Malaysia, the Philippines,

Singapore, Thailand, and Vietnam.
Source: Authors’ calculations (refer to appendix C).
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countability and administrative quality, eventually descended into chaos.
But Malaysia’s and Thailand’s greater public accountability and their
better-developed bureaucratic quality and internal accountability mech-
anisms proved much more flexible in coping with the shocks. They re-
covered much faster (Rodrik 1999). The responsiveness of growth to
governance was smaller for MENA countries with higher-quality public
administration (figure 2.8).

FIGURE 2.8

Better Administration Speeds Economic Recovery in East Asia and in MENA
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The results raise an important question: If governance matters,
through which channels does governance affect economic growth? Re-
cent studies reveal that the quality of governance can affect growth
through its effects on the level and quality of investments (Kaufmann,
Kraay, and Zoido-Lobaton 2002; Page and Van Gelder 1998). Gover-
nance quality is positively and significantly associated with private in-
vestment. More important, the studies find a strong positive association
between governance quality and investment productivity. Even control-
ling for relevant factors, governance quality remains positively and sig-
nificantly associated with investment productivity.

Better Governance Improves the Environment for
Productive Investment

Across MENA, the lower quality of governance affects growth because
of the way it influences the behavior of business people and potential in-
vestors, both domestic and foreign. Investment climate surveys reveal
that potential investors in many MENA countries face obstacles to entry
and competition (cumbersome licensing processes, complex regulations,
and opaque bidding procedures). Because the clients of international rat-
ing agencies—mainly foreign investors—pay for this information to help
make their investment decisions, higher scores in governance quality in-
dicators are expected to be associated with higher flows of foreign direct
investment in those countries (World Bank 2003b; Banerji and McLiesh
2002; Sewell 2001).

In a recent survey in Morocco, about half the firms said that they had
to hire intermediaries or to maintain full-time workers to deal with the
bureaucracy (World Bank 2000a). In Jordan, an investor interested in
registering a new firm has to wait three months, with half that time spent
on a single procedure: inspection by the ministry concerned (World
Bank 2003c¢). Increasing the cost and risk to business people, such prob-
lems lower the quantity of new investment and the quality and efficiency
of the investments already made. They thus lower growth.

Better Governance Reduces the Scope for Arbitrary Government
Policies

For business people, the economic policy environment obviously mat-
ters. But because businesses aim to operate over a longer period of time,
what also matters is the process for making policies—so that everyone
can anticipate the policy environment in the years to come, or at least
can understand the rules of the game changing this environment. And
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just as important, businesses need to be able to understand the extent to
which they can affect the course of the change because they are able to
directly lobby and influence the process.

Research across countries has shown, on average, that more account-
able regimes give rise to better policies. For trade and labor policies,
more accountable governance systems create policies that are more in-
clusive. The trading systems benefit not only producers but also con-
sumers and labor markets that allow new entrants to find jobs rather than
just protecting the interests of insiders.!?

In such situations, better policies persist for two broad reasons, as
elaborated in chapter 1. First, the better availability of information
(transparency) allows the private sector and social actors at large to mon-
itor not just the policies themselves, but also the effects of the policies.
Second, the private sector’ ability to hold accountable those policymak-
ers who make unfair or ineffective policies (contestability) deters policy-
makers from making policies that they know are bad, because they know
they can be replaced with others who promise to reform those policies.
In addition, public accountability can hold policymakers responsible for
any failures in implementation. Still, good governance does not neces-
sarily guarantee good policies (box 2.1).

BOX 2.1

Governance, Policies, and Growth—a Complex Link

Policies and the quality of governance interact in complex ways, making it difficult to
identify their individual contributions to growth. Policy reforms can lead to improve-
ments in governance quality. Some evidence suggests that greater openness to trade is
conducive to better governance. For example, the European Union (EU) accession
process may have contributed to stronger governance for countries in Central Europe.
International trade agreements that promote openness may also encourage governance
reforms by increasing the payoffs of transparency and by reducing internal barriers to
starting new firms.

Causality can also run in the other direction—from governance to policies. Good
governance, by providing mechanisms that reduce government’s discretion in policy-
making, lowers the likelihood of adopting persistently bad policies. Even when good
policies are implemented, weak governance may undermine their positive effects on
growth. For example, when financial regulation and supervision are weak, liberalization
may encourage domestic banks to build up excessive risk.

Source: Appendix E.
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In MENA, the problem is not just a lack of accountable processes—of
complete and transparent information and of contestability. Businesses in
many countries in the region also face the problem of a perceived lack of in-
clusiveness in access to systems for policymaking and for dispute resolution.
In particular, small firms often feel disadvantaged relative to larger ones. A
recent survey in the Arab Republic of Egypt, Bahrain, Jordan, Lebanon,
and the Syrian Arab Republic found that small firms are at a disadvantage
compared with large firms; the small firms in these countries complain that
the regulatory and institutional framework lacks transparency and is incon-
sistent and inefficient (Mansour 2002). Large firms can alleviate some of
these obstacles by producing needed services internally, but small ones do
not have the organizational capacity or resources to cope with the obstacles.

Another recent survey of small entrepreneurs in the Republic of
Yemen found that fewer than one in six firms believed it had any influ-
ence over the policy formulation. And well over half those surveyed
thought that the major influences were social and tribal influences, key
private players, or both (Banerji and McLiesh 2002). Larger firms
thought that they had more influence than smaller ones. When they
exist, such inequalities serve as a disincentive for smaller, less-influential
investors to enter business. Given that smaller businesses have been the
dynamo for growth in most countries outside the region in the 1980s and
1990s—from Poland to Malaysia—the bias toward large firms may have
contributed to lowering MENA’s growth below its potential.

Evidence on perceptions about grand corruption in the region suggest
that large private businesses and wealthy individuals play a dispropor-
tionately large role in manipulating the system for their personal gain, a
phenomenon often labeled as “state capture” (World Economic Forum
2002). This manipulation, or state capture, may range from the persist-
ent awarding of large public sector contracts to a few well-connected
groups, to actual change in laws and regulations that lower the costs or
increase the profitability of such groups.

Such state capture lowers the effectiveness of investments (because
the most efficient investors do not necessarily undertake key economic
activities). State capture also deters new investors, including foreign in-
vestors, from entering the economies, because they are aware that the
rules of the game are both unclear and biased. The situation particularly
hurts small firms, because they cannot afford to buy favorable decisions.

State capture is attractive for some private and public entrepreneurs
who can create effective networks to coordinate their interests. The lack
of inclusiveness creates incentives for the excluded firms either to use
bribes to bypass the restrictions—or to resort to informal businesses.
Companies outside the corrupt network are hurt, because they cannot
stop the network’s practices.
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But improvements in governance can help break exclusionary net-
works or can allow new, more inclusive ones to emerge (box 2.2). In Al-
geria, a rural development project that is government financed has en-
couraged the use of competitive procedures to allow for greater
participation by small firms in public contracts (World Bank 2002a).
Thresholds were kept low to encourage the use of small procurement
lots, thus allowing small firms with limited means to compete for work.
As a result, private sector involvement in the project, which ran at only
20 percent in the first year, rose to more than two-thirds of the cumula-
tive financial volume by the fourth year. The greater involvement of
smaller firms improved productivity through better activity design and
lower unit costs.

BOX 2.2

Better Processes for Public Procurement Counter State Capture

The decision to purchase—Mar del Plata and public referendums

In public procurement, the purchasing decision is usually made in isolation from civil
society but often in close cooperation with important business. This closed-door prac-
tice and lack of citizen involvement gives interested politicians leeway for making im-
portant purchasing decisions without considering the efficiency of spending. The only
retributions they fear are the impacts that large scandals might have on elections or
public opinion.

Mar del Plata, a city in Argentina, introduced a novel approach to important pur-
chasing decisions: making the final decision binding on citizen approval. In 1995, the
newly elected mayor called for a referendum on the construction of the 26 public works
that would significantly improve infrastructure—a vital asset for a city dependent on
tourism. Citizens could review the projects and then vote on them, along with an ear-
marked tax to be paid over four years for project implementation. The vote turned out
positive, the project went ahead, and all 26 works were finished in time—months before
the mayor was up for re-election, which he won overwhelmingly.

The tender documents—NMoron and public bearings

The elaboration of tender documents is often another closed-door process. Interested
companies and citizens generally are presented only with the final document, in which
the specifications have been drafted in conjunction with the one company meant to win,
making successful bids impossible for any other company. In Argentina, the waste col-
lection tender is the largest tender awarded by municipalities. The waste collection in-
dustry is generally known as being a very strong and closed club that is extremely diffi-
cult to join and has secret ties between the companies and the mayor’ office.
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BOX 2.2 (continued)

"To break this practice, the government of Morén, a municipality in the province of
Buenos Aires, called for a public hearing to discuss the tender conditions on its draft
waste collection contract. The draft tender required companies to show five years of ex-
istence to be eligible to bid. Many companies argued that this approach left out most
companies. In the new tender, the requirement was lowered, allowing new companies to
participate, including the one that ended up winning the award. The labor union de-
manded that whichever company won the contract should be obliged to keep the work-
ers under contract at that time, a request that was taken into account in the final tender
document. Expert advice established that the tender should be based on required specific
outputs, not on inputs. Again, the suggestion was incorporated.

The results: stunning. The new company that was awarded the contract, and that was
hardly known in Argentina, was operating in only two other municipalities. And the total
contract value over four years was $13 million less than the previous contract, saving
about 30 percent. The second lowest bid, from the former contracting company, was
some $17 million higher than the winning offer. These savings show the benefits of
breaking old, established networks and clubs.

The tendering process—using the Internet to deliver information

Difficult and scarce access to information on public procurement opportunities and to
the relevant tender documents inhibits the participation of many companies in the pub-
lic procurement process. The information tends to be highly disaggregated, in a great
number of publications, making it difficult for interested companies to find it. And most
information is incomplete and published too late. In Buenos Aires, tenders are an-
nounced, on average, only five working days before the closing date. The tender docu-
ments have to be obtained at the purchasing office, which can be far away.

A Gallup survey on the public procurement process in Argentina revealed that the
majority of companies were interested in selling their goods and services to the Argen-
tine government, but that most of them were not participating in the public procurement
process. Why? Because the relevant information is not available in a timely and reliable
way—and because the application process is often very tedious and costly. Companies
also perceived closed access to contracts, which are awarded to a select group.

Experiences in Mexico and Chile, among others, are powerful examples of how the
Internet can increase participation and lower prices in public procurement by providing
timely and easy access to information on tenders, including the corresponding docu-
ments. In Canada, the number of suppliers has been increased 2.5-fold, and the prices
fell 10-15 percent over the course of only three years; savings are likely to be higher in
countries where corruption is more serious.

Source: Moreno Ocampo 2001.
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Better Governance Reduces Uncertainty and Costs of
Doing Business

Three main factors relating to the quality of public administration affect
the quantity and quality of private investment. First, because investors
are making long-term decisions, they need assurance that the rule of law
will prevail, that just recourse is available for disputes, and that govern-
ment policies are predictably decided and implemented. Second, al-
though government regulation of many aspects of private business activ-
ity is reasonable and well warranted (in order to protect consumers,
workers, and the general public), overregulation, long delays, high costs,
and discriminatory treatment in implementing good regulations can
deter investors from business activity. Third, the arbitrary application of
the rule of law and overregulation can lead to bribery and extortion by
the bureaucracy, thereby offering a further cost and disincentive for in-
vestment.

Rule of Law. Although many aspects of the business environment matter
for investment, the security of property rights is probably the most im-
portant. No investors—domestic or foreign—are likely to risk assets if
there is a high probability that they cannot be protected against arbitrary
seizure and predation. So, investors demand a governance process that
preserves—without discrimination—the right to private property, that
ensures the equitable and consistent rule of law in protecting this right,
and that incorporates external and internal accountability mechanisms
against the use of the state authority to confiscate.

The formal establishment of property rights will have little effect on
investment without effective incentives to respect and enforce them. A
high-quality and reliable judiciary reduces transaction costs for busi-
nesses and sends positive signals to investors that the rule of law will be
equitably and consistently protected and enforced. In a competitiveness
survey in MENA, 70 percent of respondent firms indicated that “unpre-
dictability of the judiciary presents a major problem” for their business
operations and that “it is never, seldom, or only sometimes true that, in
the case of changes in laws or policies affecting my business operation,
the government takes into account concerns voiced either by me or my
business association” (Fawzi 2002). The responses make it clear that pri-
vate entrepreneurs in the region feel that laws and regulations—and the
process of making, changing, enforcing, and applying them—are unfa-
vorable for successful business operations.

The predictability of rules and regulations is also key for businesses,
both in deciding whether to make new investments and in determining
the returns on existing investment. Private businesses in MENA com-
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plain about the arbitrariness in the determination of taxable profits by tax
administrators: “The central problem is that the criteria for tax assess-
ment are ambiguous, and tax collectors enjoy unlimited powers.” In
Egypt, a survey found that the major obstacles to business reported by
the respondent firms were the multiplicity of laws, the frequent changes
in those laws, and their inconsistent application (Nugent 2002).

Of particular concern for businesses are the costs associated with liti-
gation, as well as the long time it takes to resolve a dispute through the
formal judicial system (figure 2.9). According to a study in Egypt, the
clearance rate of commercial cases taken to the formal court system was
only 36 percent, compared with 80 percent in Japan and 88 percent in
Belgium (Galal 1996). At the same time, the average time needed for the
minority of cases that were settled had increased from 2 years in the
1970s to more than 6 years in the early 1990s. Another study found the
average commercial case takes 2 to 2.5 years to complete in Jordan and
Lebanon—countries that have some of the best judicial systems and
judges in the region (Anderson and Martinez 1996). Naturally, the
longer it takes to resolve cases and the lower the resolution rate, the
higher the firms’ transaction costs.

Another problem is the inconsistent outcome of dispute resolution,
which again increases risk and uncertainty for businesses and increases
transaction costs. The higher such costs become, the more suppliers will

FIGURE 2.9

Some Court Systems in MENA Are Especially Slow
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attempt to pass them on to their customers by increasing prices. In many
cases, this increase may raise the price so much that sales fall signifi-
cantly, causing producers to exit the industry and preventing firms from
entering.

Regulatory Quality. Overregulation can deter investment by raising the
cost for starting up and operating businesses. Some procedures can be
beneficial, but having numerous and cumbersome procedures can be un-
necessarily costly for investors, both actual and potential. In several
countries in the region, port and customs processing times impose im-
portant constraints on the competitiveness of firms that trade interna-
tionally (box 2.3), but there are some signs of improvement. Streamlin-
ing customs and port procedures has benefited domestic businesses in
Morocco. In 1999, Moroccan firms spent fewer than two days on aver-

BOX 2.3

Reducing Red Tape in Lebanon

A good first step: veduce the costs of doing business

Registration, documentation, and customs procedures in Lebanon have been stream-
lined and simplified through computerization. The new procedures make importing
much easier. Only three or four steps and four to five days are needed to release goods
from customs. The procedures have been implemented at the Port of Beirut and the
Beirut International Airport, which covers about 85 percent of the volume of goods that
pass through customs. Many goods, about 41 percent, go through customs without being
inspected at all.

The next step: strengthen internal accountability mechanisms

The reforms have reduced the discretion of officials, but poor incentive schemes for em-
ployees and weak oversight continue to result in corrupt behavior. Importers are as-
signed to a vérificatenr and a chief inspector, who inspect the goods and assign appropri-
ate tariffs. Problems arise because the importer lacks the ability to request another
vérificatenr or chief inspector in cases of dispute. If there is a dispute, the importer can
use an expert to assess the value of a good. Importers often avoid doing so because the
expert (often a competitor), can request a large fee for assessing the good, can delay the
release of the good, or can increase the value of the good, thus resulting in higher tariffs.
This system gives the vérificateur and the chief inspector enormous power over the im-
porter and makes the customs procedures in Lebanon highly prone to corruption.

Source: Fawzi 2002.
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age (the median is one day) to process their exports of finished goods
through ports and customs. And it took three days on average to process
imports through ports and customs (the median is two days). This per-
formance compares very favorably with East Asian countries (box 2.4).
MENA entrepreneurs find that registering a business is a long proce-
dure that involves too many administrations and is often very costly. In
the Arab Republic of Egypt, as in much of MENA, a major obstacle for
new investors and existing businesses is the cost of registering a business
and enforcing contracts (figure 2.10). To avoid the registration fees and

BOX 2.4

Improved Regulatory Framework for Investment in Morocco

The streamlining of customs and port procedures seems to have benefited exports as well
as imports of raw materials. Moroccan firms spent less than two days (median is one day)
on average in 1999 to process their exports of finished goods through ports and customs.
It took on average three days to process imports through ports and customs (median is
two days). These performances compare very favorably with East Asian countries.

The overwhelming majority of manufacturers (82 percent) import inputs themselves
rather than going through intermediaries. Labor regulations do not seem to be a burden
on firms’ activity. Three-quarters of respondents to a survey were happy with their cur-
rent employment level. Only 25 percent of firms would reduce their staffing if there were
no firing restrictions at all, so overstaffing caused by distorted labor market regulations
does not seem to be a key problem. The state of law and order appears satisfactory. Re-
course to legal institutions in case of breach of contract is frequent: close to half the firms
surveyed went to court to deal with a recent contractual dispute with a client or supplier.
One-third also use arbitration.

Exporting firms were asked whether they face difficulties exporting, either with cus-
toms or with harbor authorities. The overwhelming majority saw no or little difficulty.
"This result is a dramatic change in investors’ perceptions. In March 1999, a survey of 556
exporting firms found that 31 percent perceived customs procedures as the most bind-
ing constraint on their activity, and 23 percent identified port procedures as their most
important constraint. In March 2001, customs and ports procedures remained a serious
difficulty for only 2 percent to 3 percent of firms and were a moderate difficulty for 5
percent to 6 percent of firms.

These findings suggest that inside Moroccan harbors, things are working very well,
and measures are applied fairly. Contrary to findings in most developing countries, nei-
ther large nor foreign firms receive special treatment.

Source: World Bank 2000a.
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FIGURE 2.10

Challenges for Business in MENA Shown by Lengthy and Costly Registration and
Contract Enforcement
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the complexity of administrative procedures, many private businesses
have to bear extra costs so they can pay experienced intermediaries. And
many businesses, particularly small ones, have no choice but to operate
informally—missing out on the benefits of formal registration, such as
better access to credit or government support services.
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Control of Corruption. Corruption increases the costs of public invest-
ments, which reduces their productivity and lowers growth (Tanzi and
Davoodi 1997). High levels of corruption are also associated with lower
expenditures on operations and maintenance and with lower-quality
public infrastructure. For private investors, corruption can increase in-
vestment and operating costs, as well as increase uncertainties about the
timing and effect of the application of government regulations.

There are two broad classes of corruption in the public sector: “high-
level” or “grand” corruption, where top-level policymakers subvert the
governance process for financial gain (often by distorting the policy en-
vironment), and “low-level” or bureaucratic corruption. Both result from
a failure of accountability structures, and both, as implied in figure 2.1,
can worsen the business environment and growth.

High-level corruption is usually associated with a lack of transparency,
insufficient contestability of the executive branch of the government, and
inadequate checks and balances by the parliament and judiciary. In most
MENA countries, a dearth of public accountability mechanisms make it
possible to create policies that benefit only a small fraction of the popu-
lation. This situation leads to a preference for personalized and often in-
efficient allocations of public resources (Keefer and Khemani 2003).

Low-level or bureaucratic corruption has its roots in inefficient pub-
lic sector employment policies and in the lack of strong internal ac-
countability mechanisms to improve the performance of public employ-
ees. Traditionally, MENA countries have had public sector employment
policies that stress hiring and discourage firing. Public hiring practices
may also have an element of informal relationships and nepotism, which
weaken any internal accountability mechanisms that may exist.

Evidence on corruption (and tax evasion, which is often associated
with corrupt bureaucracies)!* suggests a considerable variance across
MENA (figure 2.11). Greater transparency and effective sanctions (con-
testability) would reduce the scope for discretionary behavior, because
they would provide open access to information and the legal means for
holding politicians, bureaucrats, and private agents alike to account for
their actions (Tanzi and Davoodi 1997).

In sum, by increasing the transparency of policy formulation and im-
plementation, better governance will help improve the predictability of
the design and application of rules and regulations. Better governance
also involves better accountability—by providing opportunities for pri-
vate investors to participate in the process, by ensuring standards of be-
havior of bureaucrats, and by expanding public oversight of administra-
tive and regulatory performance. Better governance will also help reduce
the costs of doing business, especially those costs arising from cumber-
some regulations and procedures, from inconsistent or discretionary ad-
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FIGURE 2.11

Large Variation in Corruption Exists in MENA
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ministrative practices, and from inadequate mechanisms of conflict res-
olution (box 2.5).

Better Governance Ensures Effective Public Services for
Businesses

Productivity growth, and thus economic growth, will also depend on
how well governments can ensure an economic environment in which
the delivery of services that are essential for businesses is reliable and
effective. These services include an adequate infrastructure for trade
and transportation, a set of appropriately regulated public utilities, a
stable and prudently regulated financial system, and a healthy and ed-
ucated labor force. Governments do not have to provide these services
themselves. But they do need to ensure that the provider—whether a
public official or a private investor—is doing so efficiently and inclu-
sively.
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BOX 2.5

Corruption—Not a Synonym but a Symptom of Bad Governance

In the 1980s, when it was sometimes difficult for international observers to speak openly
about corruption, the term “bad governance” was often used as a euphemism. Although
“corruption” has now entered the lexicon of development, some confusion persists about
the link between corruption and governance.

This book argues that governance is about the process of the exercise of authority. In
that sense, corruption is among the manifestations of bad governance, not equivalent to
the inadequate process itself. Corruption occurs, for example, when accountability
mechanisms (foundations of good governance) are insufficient. But poor accountability
mechanisms, implying bad governance, can also give rise to other unfortunate conse-
quences—such as bureaucratic sloth and inefficiency, or sustained ineffective policies.
But those consequences are not corruption.

There are two broad classes of corruption in the public sector. In high-level or grand
corruption, top-level policymakers subvert the governance process for financial gain
(often by distorting the policy environment). In low-level or bureaucratic corruption,
bureaucrats demand personal payments or favors to ensure normal public service deliv-
ery. Both occur from a failure of accountability structures—and both can worsen the
business environment and can hinder growth.

"The specific accountability structures that can control each class of corruption are dif-
ferent. For high-level corruption, the best check is public (external) accountability
through transparency and contestability (as measured in part by the index of public ac-
countability). Some forms of internal accountability structures, such as empowered par-
liaments, judiciaries, or independent audit organizations, can also provide a check. In the
typical MENA country, both types of structures are weak.

For administrative corruption, the best check is strong internal accountability struc-
tures (included in the index of quality of administration, or IQA). But here, too, ac-
countability requires contestability—or a credible capacity of accounting agencies to im-
pose sanctions. Again, in many MENA countries, such sanctions on the bureaucracy are
weak—because employment policies in the public sector stress hiring and discourage fir-
ing, and because public hiring practices may have an element of informal relationships
and nepotism.

Infrastructure. Better governance clearly increases the returns on exist-
ing investment in infrastructure. Recent studies show that greater ac-
cessibility to information, effective contestability mechanisms, and
more direct user involvement will increase the rates of return of invest-
ments in physical infrastructure and human capital (Isham, Kaufmann,
and Pritchett 1997).
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Private entrepreneurs in the region complain about electricity supply
and quality. In the Republic of Yemen, the number of days of power dis-
ruption averages 75 a year. In Morocco, the average is about 16 days a
year. Algeria averages about 16 outages a year, 70 percent of them last-
ing up to five days. The problems are particularly severe for smaller firms
(figure 2.12). In such instances, the lack of adequate and reliable infra-
structure substantially increases the cost structures of firms, because it
makes them diversify the sources they use for key inputs—such as buy-
ing generators to ensure against electricity blackouts or wells to mitigate
an unreliable water supply.

FIGURE 2.12

Poor Public Infrastructure Forces Businesses to Spend on Private Alternatives
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Source: World Bank 2000a; World Bank 2003b.
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Human Capital. Private entrepreneurs face another important constraint
on investing and expanding their businesses in MENA—the mismatch in
skills between what is demanded by investors and what is available. If in-
vestors cannot hire a highly qualified and trained labor force, their in-
vestments will not be productive—and growth will suffer.

Migration traditionally addressed this problem. But as labor markets
in the region have become flooded with new entrants, there is political
pressure to provide jobs for the domestic laborers and to lower the re-
liance on foreign workers.!> To meet this challenge, MENA countries
have to gear up their educational systems both to improve basic educa-
tional attributes and to equip the labor force with skills appropriate for
the modern world.

As chapter 3 will discuss, countries that have weak governance—espe-
cially underdeveloped accountability structures—are less likely to have
effective, efficient, and inclusive delivery of public goods and services
that are so essential for productive businesses and, thus, economic
growth.

Notes

1. Authors’ calculations from World Bank data 1970-2000.

2. Unemployment data in Egypt are from 1990 to 1998 and were in
the 1998 Egypt Labor Market Survey. Unemployment data in Morocco
are from 1995 to 1999 and were in the 1999 Morocco Living Standards
Survey.

3. For the effect of the rule of law—and more specifically the secu-
rity of property rights—on investment, see North 1981; Knack and
Keefer 1995; Calder6n and Chong 2000; Easterly and Levine 2002; and
Rodrik, Subramanian, and Trebbi 2002. See also Jimenez 1984 for the
effect of titling on investment. The effect of the rule of law on economic
performance is the one that is best documented and supported by the
empirical evidence. Causality problems cloud estimates of corruption
and bureaucratic capacity on development; see Keefer 2003. Similarly,
although the effect of participation (through greater inclusiveness) has
been the subject of substantial attention, analysis has suffered from a lack
of theoretical and empirical precision that clouds interpretation. This
shortcoming is particularly true for the democracy and development lit-
erature (see De Haan and Siermann 1996; Prszeworski and others 2000).

4. 'This list of public goods includes some goods that do not fit the
strict definition of goods that are nonrivalrous (the use by one does not
decrease the ability of others to use them) and nonexclusive (people can-
not be prevented from using them). Some goods—Ilike telecommunica-
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tions—can also be delivered by the private sector. But for reasons of mo-
nopoly, governments have long provided them, a trend that is changing
in the Middle East and North Africa, as elsewhere. (See also box 3.1.)

5. Increases in public investment reached more than 90 percent in
the 1970s (Page 1998).

6. Kaufmann, Kraay, and Zoido-Lobaton 2002 reflect the breadth of
the concept of governance in their efforts to devise systematic measures
of governance. From 17 sources, the authors take some 194 different
measures of governance, and divide them into 6 categories: voice and ac-
countability, political stability, government effectiveness, regulatory
quality, rule of law, and control of corruption. Yet, in their subsequent
paper (Kaufmann, Kraay, and Mastruzzi 2003), they highlight the diffi-
culty of aggregating these governance measures because good perform-
ance on some dimensions does not imply good performance on others.
Recognizing this problem, in their analysis of the effect of governance on
growth, they focus only on the rule of the law, which is strongly associ-
ated with growth.

7. See Langseth 1997 on public service delivery in Uganda and Yao
2001 on the effects of civil service reform in Shunde, China. Norton
1998 finds that countries scoring high on security of property rights fare
better on longevity, literacy, child nutrition, and access to health services.
Narayan 1999 shows that participating in local and national decisions
helps improve the welfare of women and their children.

8. The research of La Porta and others 1999; Kaufmann, Kraay, and
Ziodo-Lobaton 2002; Acemoglu, Johnson, and Robinson 2001; Engel-
man and Sokoloff 2002; Easterly and Levine 2002; and Rodrik, Subra-
manian, and Trebbi 2002, show the importance of governance quality for
growth.

9. It may also partly reflect the shortcomings in the available empir-
ical measures of public accountability, which are imperfect proxies of the
dimension of governance that they try to measure.

10. Note that although “governance” here is proxied by measures of
institutional quality derived from the dataset of Sachs and Warner 1997,
they do not exactly match the indexes developed in chapter 1 of this
book. However, they have a large overlap with the index of quality of ad-
ministration (IQA), including some elements that measure internal ac-
countability. In fact, to the extent that the analysis does not include broad
measures of external accountability (for which MENA countries usually
have low scores), it can be argued that the calculated growth effect of
better governance may be even larger than shown.

11. The set of MENA countries used in this analysis excludes the
Gulf Cooperation Council (GCC) countries, for which data were not
available. However, when data are adjusted for incomes, GCC countries
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have similar administrative quality (measured by the IQA) as the other
countries, on average, so their absence from the sample is unlikely to bias
the results.

12. For example, a recent empirical study (Elbadawi 2002) compared
several MENA countries with those of East Asia and found that a key
reason for the difference in growth rates is the quality of administration.
The higher quality of administration in East Asia countries (Hong Kong
[China], Indonesia, Malaysia, the Republic of Korea, Singapore, and
Thailand)—controlling for all other factors—contributed to a growth
rate about 1.2 percentage points higher than that of five diverse MENA
economies (the Arab Republic of Egypt, Jordan, Lebanon, Morocco, the
Syrian Arab Republic, and Tunisia) and almost 1 percentage point higher
than that of the oil-exporting economies (Bahrain, Kuwait, Libya,
Oman, Qatar, Saudi Arabia, and the United Arab Emirates).

13. See, for instance, Banerji and Ghanem 1997 on the effect of po-
litical regimes on trade and labor policies. For a cross-section of coun-
tries, regimes that were more democratically accountable had, on aver-
age, more open economies with more flexible labor markets that did not
favor insiders. Other research has posited the opposite view—especially
as it relates to growth-friendly policies. A good summary of the classic
literature is Landell-Mills and Serageldin 1992.

14. Tax evasion is corrupt behavior by private agents and thus is not
strictly a case of public agents “using public resources for private gain,”
the common definition of corruption. However, to the extent that brib-
ing public employees (for example, tax inspectors) facilitates such behav-
ior, it is an aspect of corruption.

15. A more detailed analysis of labor market issues is in World Bank
2003e.






CHAPTER 3

Better Governance for
Social Development

More than economic growth, development revolves around improve-
ments in overall human well-being beyond increases in income. Human
development itself has many dimensions—ranging from enjoyment of
basic human rights to better access to key social goods, such as education
and health. Most governments in MENA, in line with their constitu-
tions, provide a broad range of social and other public goods—in
essence, so they can promote social development.

In this arena, there have been some astonishing rates of improvement:

* In Oman, gross enrollments in primary schools increased from just 3
percent in 1970 to 72 percent in 2000.

¢ In Lebanon, almost no children under 12 had DPT (diphtheria, per-
tussis, and tetanus) immunizations in 1980, but 93 percent were im-
munized by 1993.

¢ In Tunisia, there was about one phone line for every 25 people in
1990, but 1 in 5 people have a phone line today.

* Between 1990 and 1999, the Arab Republic of Egypt built more than
18,000 kilometers of roads and the Republic of Yemen built almost
16,000 kilometers.

MENA countries have also had successes when compared with coun-
tries that are outside the region and that are at the same level of develop-
ment. Dropout rates and class sizes in primary school are comparable, if
not better. The provision of water and sanitation is also comparable, which
is remarkable given the overwhelming scarcity of water in the region.

Against these successes, however, stand many examples of lagging
performance. Even after large investments in education, 50 percent of
the adults in Morocco and more than 40 percent in Egypt were still illit-
erate in 2001. Indeed, with the exception of Jordan and Lebanon, illiter-
acy rates remain disquietingly high in the region, even among youths
who should have received schooling in recent years. In Saudi Arabia,
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which has a GDP per capita of more than $8,000, infant mortality was
still 23 per 1,000 live births in 2001, worse than in countries at similar
per capita incomes, such as Malaysia and Argentina, and even in poorer
countries such as Sri Lanka.

Infrastructure is also disappointing. In Cairo, a resident who applies for
a fixed telephone line from the state-owned telephone monopoly may have
to wait more than a year to get the service installed. For those residing in
other parts of Egypt, the wait may be four to five years. In Tunisia, despite
huge strides in telecommunications in the past 10 years, there were only
96 Internet hosts in 2001—one for every 100,000 Tunisians, a drop in the
bucket compared with the 64,000 hosts in Malaysia.

"This unevenness in the delivery of public services in MENA is puz-
zling—both within sectors, such as health, and across sectors, such as
health and education or telecommunications and water and sanitation.
Why have MENA governments done well in some areas of human de-
velopment and not so well in others? What are the key deficiencies? And
why have some countries done systematically better than others?

"This chapter addresses those questions. At the core of the discussion
is the basic tenet that social development is a challenge of governance,
because the performance of the public sector—so important in ensuring
social goods—depends fundamentally on the quality of governance. And
the quality of governance depends in large part on having governance
structures matched to the varied requirements for delivering different
types of public goods. It is in the mismatch between structures and re-
quirements that the solution to the puzzle can be found.

A related issue is the appropriate role for the state (box 3.1). What
goods and services should the state be providing? And what criteria
should be used in making that determination? Once it is decided that the
public sector should intervene, the resulting challenge is one of gover-
nance: how to design and maintain systems that deliver many services in
the best way possible.

"This chapter focuses on four important groups of public services: ed-
ucation, health, telecommunications, and water and sanitation. The
main messages are as follows:

* As elsewhere, MENA countries have done well in delivering stan-
dardized services, but poorly in delivering more complicated services
for which outcomes are more difficult to monitor.

* Contrary to common perceptions, the weaknesses in service delivery
stem more from problems in governance than from technical weak-
nesses in capacity. In particular, weak accountability mechanisms per-
mit weak performance, especially as the public good or service gets
more complex.



Better Governance for Social Development

107

BOX 3.1

Deciding When Government Action Is Needed

Economic theory offers a decision tree for assessing whether and how governments
should intervene in economic and social affairs. These decisions also determine the na-
ture of key governance issues in these interventions, notably the delivery of public goods.

The first decision is whether the problem is actually one that governments should
seek to solve—that is, whether the question involves provision of public goods or re-
flects the presence of other problems requiring government authority, such as external-
ities, incomplete markets, asymmetric information, or the regulation of natural mo-
nopolies. For example, when a farmer withdraws water from a stream or aquifer in an
arid area, there will be less water for other users, which is a negative externality. Food
processing companies always have more information about ingredients than do those
who buy the goods, thereby creating information asymmetries that governments can
remedy. Citizens acting individually cannot provide national defense, thus making it a
public good.

In the realm of problems requiring government intervention, public goods merit spe-
cial attention so that decisions on government intervention are based on sound analysis.
Pure public goods have the unique characteristics of nonrivalry in consumption and non-
excludability in supply. The property of nonrivalry ensures that the consumption by one
citizen of the public good will not decrease the consumption level for any other citizen.
Radio broadcasts or ensurance of clean air are examples of non-rivalrous public goods.

The property of nonexcludability means that, in providing a good to one consumer, it
is impossible or impractical to exclude another consumer from securing its benefits as
well. Thus, it is impractical to allow consumption by some and to exclude others. Most
public roads are an example, as is the control of epidemiological diseases.

Other services—most important among them being those for basic health and educa-
tion—are not public goods (they are neither nonrivalrous or nonexcludable), but soci-
eties may decide to have government provide these services anyway. The logic is often
that of externalities and of market failure—if it is agreed that healthy and educated indi-
viduals benefit society collectively (that is, there are positive externalities beyond the
benefits accruing to the individual)—or that of equity. Only with government interven-
tion would everyone have equal access to basic health care and education.

Once it is agreed that government intervention is appropriate, the next decision is
whether intervention requires the use of public resources—or simply the issuance and
implementation of regulations that influence private action. To illustrate, a government
may adopt regulations that require private insurance companies to cover all applicants ir-
respective of risk, thus inevitably raising the premiums paid by those who are good risks.
Or it may instead fund a government insurance scheme or a social safety net for the unin-

surable, as in the Islamic Republic of Iran.
(Box continues on the following page.)
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BOX 3.1 (continued)

When government spending is decided to be the appropriate intervention, the next
decision is whether the government administration should provide the public good di-
rectly—or whether it should simply finance the provision of the public good by non-
governmental service providers. Road maintenance is a typical public good, especially
where it is difficult to organize all road users themselves (for example, through toll roads)
to take on that responsibility. Governments traditionally fund road departments, which
handle maintenance through a force account. Increasingly, however, governments are fi-
nancing nongovernmental contractors to do this work. In education, the choice between
publicly funded government schools and cash vouchers that allow parents and students
to attend nongovernment schools is another example.

The decision at each stage determines the type of governance arrangement required
to optimize delivery of the public good.

Sources: Stiglitz 1998; McNutt 1999.

* Addressing these deficiencies will require more effective accountabil-
ity mechanisms for each of the major players in service delivery—be-
tween the policymakers and the service providers (stronger internal
accountability), between the providers and their clients (more direct,
external accountability through wider choice and direct participation
by clients), and between the citizens and the policymakers (stronger
external accountability).

Overall Outcomes Show Improvement over Time ...

In areas ranging from education to health care, as well as from water and
sanitation to broader infrastructure services, the MENA region has pro-
gressed tremendously over the past decades.

In education, the average number of schooling years has increased
significantly, for both girls and boys (figure 3.1). Net enrollment rates for
primary schools increased by almost 10 percentage points in the past two
decades, reaching an average of 82 percent in 2000 (World Bank data).
Youth illiteracy rates in the region came down by almost 20 percentage
points between 1980 and 2000 (figure 3.2).

In health, infant mortality rates have declined from an average of 94
deaths per 1,000 live births in 1980 to 37 in 2000 (figure 3.3), outstrip-
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FIGURE 3.1

Years of Schooling Are Up Significantly
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Source: Authors’ calculations from Barro and Lee 2000b.

ping the average for middle-income countries around the world. There
has also been a rapid expansion in immunization rates, especially in the
1980s (figure 3.4).

The story is much the same for water, all the more remarkable be-
cause the region is the most water-scarce in the world. In 2000, on aver-
age, almost 90 percent of the urban population and 71 percent of the
rural population in MENA countries had access to an improved water
source. The access to improved sanitation facilities is even better, at 96
percent in urban areas and 73 percent in rural areas. The improvements
have been remarkable (for example, the proportion of Egypt’s rural pop-
ulation that has access to improved sanitation facilities rose from 79 per-
cent in 1990 to 96 percent just 10 years later) (World Bank data).

In infrastructure services, there has also been considerable progress.
Perhaps the greatest recent achievements were in promoting competitive
mobile phone services. In 1990, not a single country in the region of-
fered competition among mobile phone providers. By 2001, competitive
mobile services were offered in many countries: from Egypt and Mo-
rocco to Jordan, Lebanon, Oman, the Republic of Yemen, and Saudi
Arabia.! The change for fixed phone lines has been less dramatic, but
there has still been good progress. The Islamic Republic of Iran, Mo-
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FIGURE 3.2

Youth llliteracy Is Down by 20 Points
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Source: Authors’ calculations from World Bank data.

rocco, Oman, and Tunisia more than quadrupled the number of their
phone mainlines over the past two decades. In the Islamic Republic of
Iran, for instance, there were 23 phone mainlines for every 1,000 people
in 1980 but 149 in 2000. On average, MENA countries had twice as
many phone mainlines in 2000 as in 1980.

... Because of a Strong Commitment by Governments

Governments in the region have all identified the delivery of basic public
services as priorities in their development agendas. The priority is also ev-
ident in the large amount of resources spent on financing those services.

For example, education for all has been regarded as a fundamental
right of citizenship by all governments after independence, with com-
mitments making their way into laws and constitutions (table 3.1). Pub-
lic provision of free education has been widespread, and most countries
in the region provide basic education to children. Primary education is
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FIGURE 3.3

Infant Mortality Is Down by Almost Two-Thirds
(infant mortality rates, per 1,000 live births)
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Notes: Figures show the population-weighted averages for those countries with available data. Similar patterns are found for simple averages.
Middle-income countries (MIC) include all middle-income countries for which data are available. Latin American countries (LA6) include Ar-
gentina, Brazil, Chile, Mexico, Republica Bolivariana de Venezuela, and Uruguay. Central European countries (CE6) include Bulgaria, the Czech Re-
public, Hungary, Poland, Romania, and the Slovak Republic. East Asian countries (EA6) include Indonesia, Malaysia, the Philippines, Singapore,
Thailand, and Vietnam. MENA includes Algeria, the Arab Republic of Egypt, Bahrain, the Islamic Republic of Iran, Jordan, Kuwait, Lebanon, Mo-
rocco, Oman, Qatar, the Republic of Yemen, Saudi Arabia, the Syrian Arab Republic, and the United Arab Emirates.

Source: Authors’ calculations from World Bank data.

compulsory everywhere, and lower secondary education is compulsory in
six countries (Algeria, Egypt, the Islamic Republic of Iran, Jordan, the
Republic of Yemen, and the West Bank and Gaza) (World Bank 1999b).

Some countries of the region have made major efforts to promote
girls’ education in rural and poor areas, as is the case in Egypt, the Is-
lamic Republic of Iran, Morocco, the Republic of Yemen, and Tunisia.
Community schools are targeting girls’ education in remote areas, fos-
tering critical thinking and creativity, and improving skills as the basis for
lifelong learning (box 3.2) (World Bank 2002¢).

The new wave of education reforms in MENA goes beyond increas-
ing its quantity to emphasizing improvements in curricula and teacher
training. Jordan, for instance, is developing the Educational Reform
Program to improve the quality of basic and secondary education—not
only through building schools and hiring educational staff, but also
through helping develop students’ cognitive skills. The goal is to give the
country the skills and knowledge-intensive work force it needs for its in-
creasingly complex economy (World Bank 2002b).
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FIGURE 3.4

Immunizations Are Expanding Rapidly

(DPT, percentage of children under 12 months)
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Notes: Figures show the population-weighted averages for those countries with available data. Similar patterns are found for simple averages.
Middle-income countries (MIC) include all middle-income countries for which data are available. Latin American countries (LA6) include Ar-
gentina, Brazil, Chile, Mexico, Republica Bolivariana de Venezuela, and Uruguay.East Asian countries (EA6) include Indonesia, Malaysia, the Philip-
pines, Singapore, Thailand, and Vietnam. MENA includes Algeria, the Arab Republic of Egypt, Bahrain, Jordan, Kuwait, Lebanon, Morocco, Oman,
Qatar, the Republic of Yemen, Saudi Arabia, the Syrian Arab Republic, and the United Arab Emirates.

Source: Authors’ calculations from World Bank data.

Governments have also committed to improving health services, con-
trolling communicable diseases, and making water and sanitation available
to much of the population, if not all of it. For example, the first phase of
Egypts Comprehensive Health Reform Program commits the govern-
ment to improve primary health care. This program is being implemented
by introducing cost-effective primary health care services—as well as nec-
essary emergency and basic curative care services—across the country.

The strong commitment to providing public goods is evident in the
public subsidies to consumer staples. MENA governments spend a sub-
stantial share of budgetary resources on subsidies. For food subsidies
alone, the spending has, in some cases, reached almost 4.5 percent of
GDP (table 3.2).

In many countries worldwide, policies and proclamations remain just
that—nice-sounding words on paper. But as the food subsidies suggest, in
the MENA region those words have been backed up by substantial fund-
ing, thus reflecting governments’ commitments to service delivery. On
average, countries in the region spend almost $117 per capita on health
services, the third highest among the low- and middle-income regions,
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TABLE 3.1

Constitutional and Legal Provisions for Education in MENA

Country Constitution Law/act
Algeria November 28,1996 1976 laws on educational reform
+ Education is a right + 9years of basic education are compulsory and free
+ Basic education is compulsory
- State provides free instruction at all levels
Egypt, Arab May 22,1980 Law No.233/1988
Rep. of + Education is a right + 8years of basic education are compulsory
+ Primary education is compulsory
- State provides free instruction at all levels
Iran, Islamic October 24,1979, amended July 28,1989
Rep. of + Obliges the government to pursue free primary
and secondary education for all, and to facilitate
and expand higher education
Jordan As amended through January 8,1984 1994 Law of Education and Instruction
+ Elementary education is compulsory and free in + 10 years of education are compulsory and free
government schools
Lebanon No statement in the 1926 constitution, as amended 1998 Law
in 1990 + Elementary education is compulsory
+ 6 years of basic education are compulsory
+ Public education is free at all levels
Morocco Revised 1996
+ Education is a right
Syrian Arab Rep| March 13,1973
+ Education is a right
+ 6 years of primary education is compulsory
+ Public education is free at all levels
Tunisia No statement in constitution as amended in 1998 Education Reform Law in 1991
- Basic education defined as 9 years
Yemen, Rep.of | November 1994 1992 Education Law
+ Education is a right - Defines compulsory education as 9 years, but because of
+ Primary education is compulsory present financial constraints, only 6 years of basic education
are currently compulsory

Source: World Bank 1999b.

just after Latin America, Eastern Europe, and Central Asia (World Bank
2002e¢). In relation to GDP, health expenditures in the MENA region are
similar to the average for middle-income countries worldwide: 2.7 per-
cent in 2000 (figure 3.5). For education, MENA countries have allocated
almost 5 percent of spending in 1998, higher even than the amount in

some of the world’s leading middle-income countries (figure 3.6).>

Most countries in the region have a wide array of other social safety net

programs—for family and school allowances, public works, cash transfers,

unemployment insurance, utility subsidies, and school nutrition (van
Eeghen and Soman 1998).
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BOX 3.2

Community Schools in Upper Egypt—Bringing Education to Girls

In Upper Egypt, a particularly deprived region of the country, poor families who cannot
afford to educate all their children favor their sons. In many hamlets, fewer than 15 per-
cent of the girls attend school. In 1992, the Ministry of Education and UNICEF intro-
duced girl-friendly community schools, expanding educational choices and fostering dif-
ferent attitudes toward girls’ education. Now 200 community schools operate in some of
the most conservative parts of Egypt, with girls making up 70 percent of the students.

The model relies on active learning. Contents of the government curriculum are
transformed into activities, such as cards and games, and are enhanced with subjects
suited to local interest, such as health, environment, agriculture, and local history. Using
stones for counting, toothbrushes for painting, and so on, children are encouraged in
self-directed activities and in learning-by-doing in small groups.

The results are very encouraging. The pupils of the first four community schools took
the ministry‘s standardized third-year exam, and they all passed with flying colors. The
child who scored highest in one of the districts (Manfalout) was a girl from a community
school. Within communities, more profound changes are seen: 12-year-olds are con-
vincing their parents that the girls should postpone their marriages until they graduate.
Slowly, girls are gaining a voice in areas far from the city walls.

Source: Zaalouk 2001.

Food Subsidies, 1995
Egypt, Arab | Iran, Islamic Yemen,
Country Algeria Rep. of Rep. of Jordan Morocco Tunisia Rep. of
Percent of government budget 29 46 95 38 55 45 16.3
Percent of GDP 09 13 29 14 1.7 17 49

Source: World Bank 1999a.

A Mixed Record in Public Services Delivery

"The significant achievements of MENA countries, as well as the consid-
erable efforts and resources devoted to the provision of public goods and
services, are marred by continuing disparities in delivery:

* First, there is uneven performance across different types of services—
with successes in health, for example, but shortcomings in education.

* Second, there are enduring gaps with other middle-income countries—
in literacy rates, for instance, or in the quality of infrastructure regulation.
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FIGURE 3.5

Health Spending Is on Par with Other Middle-Income Countries
(public spending on health, 2000, percentage of GDP)
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Notes: Figures show the population-weighted averages for those countries with available data. Similar patterns are found for simple averages.
East Asian countries (EA6) include Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam. MENA includes Algeria, the Arab Re-
public of Egypt, the Islamic Republic of Iran, Jordan, Kuwait, Morocco, Oman, Saudi Arabia, and the Syrian Arab Republic. Middle-income coun-
tries (MIC) include all middle-income countries for which data are available. Latin American countries (LA6) include Argentina, Brazil, Chile, Mex-
ico, Republica Bolivariana de Venezuela, and Uruguay. Central European countries (CE6) include Bulgaria, the Czech Republic, Hungary, Poland,
Romania, and the Slovak Republic.

Source: Authors’ calculations from World Bank data.

® Third, there is differential access to services within countries—
marked, for instance, by inequalities in telephone lines or, more
broadly, by poverty rates between rural and urban areas.

Consider the differential performance of MENA countries in deliver-
ing health and educational services. In health services, many of the coun-
tries have generally been more effective than their peers elsewhere in the
developing world. On an efficiency index, they score more than 80 per-
cent on average (of the maximum potential), while other middle-income
countries score only 70-75 percent on average.?

One can also compare infant survival rates (the inverse of infant mor-
tality) and public health expenditures. Most MENA countries— Egypt,
Lebanon, Oman, Syria, and Tunisia, and, to a lesser degree, Bahrain, the
Islamic Republic of Iran, and Morocco—are more efficient than their
peers in the rest of the developing world. They have managed with lower
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FIGURE 3.6

Education Spending Is Even Higher than in Some Leading Middle-Income Countries

(public spending on education, 1998, percentage of GDP)
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Notes: Figures show the population-weighted averages for those countries with available data. Similar patterns are found for simple averages.
Latin American countries (LA6) include Argentina, Brazil, Chile, Mexico, Republica Bolivariana de Venezuela, and Uruguay. East Asian countries
(EA6) include Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam. Middle-income countries (MIC) include all middle-income
countries for which data are available. Central European countries (CE6) include Bulgaria, the Czech Republic, Hungary, Poland, Romania, and the
Slovak Republic. MENA includes Bahrain, the Islamic Republic of Iran, Jordan, Lebanon, Morocco, Oman, Saudi Arabia, the Syrian Arab Republic,
Tunisia, and the United Arab Emirates.

Source: Authors' calculations from World Bank data.

spending to achieve infant survival rates at or above what would be ex-
pected for countries at their incomes (figure 3.7). Most MENA countries
in the sample are in the northwest or northeast quadrants and are effi-
cient or overachievers. Only two countries, Djibouti and Saudi Arabia,
appear to have spent more and gotten less.

Spending on public education, by contrast, appears to be less efficient.
Spending for primary education is relatively high, yet by such measures
as the illiteracy rate, MENA countries are not doing as well as their
comparators. Only two countries, Jordan and Lebanon, have literacy
rates above what would be expected at their income. The remaining
MENA countries either have underachieved (spent less and achieved
less—Bahrain, Oman, Qatar, the Syrian Arab Republic, and the United
Arab Emirates) or, even worse, have been inefficient (spent more but
achieved less—Algeria, Egypt, Kuwait, Morocco, Saudi Arabia, the Re-
public of Yemen, and Tunisia). Of countries in the sample, only Lebanon
can be classified as efficient—achieving more with less (figure 3.8).
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FIGURE 3.7

In Health Spending, Most MENA Countries Are Efficient ...
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Notes: The x-axis measures differences between actual public expenditures on health and predicted expenditures. Predicted rates are derived
from world trends.They represent the public expenditure rates that would have been predicted given countries’income levels. Similarly, the y-
axis measures the difference between actual infant survival rates and predicted rates. The distance from the country point to each one of the
axes measures the size of these differences. Accordingly, the northwest quadrant reflects the “zone of greatest efficiency,”followed by the north-

east, then the southwest, and finally the southeast quadrant—the “zone of greatest inefficiency.”

Source: Authors’ calculations from World Bank data. Data are insufficient to include Djibouti, Iraq, Libya, and the West Bank and Gaza.

Part of the explanation for this pattern lies in the strong emphasis on
higher education, which is much more costly per student in general and
noticeably more costly in MENA countries, therefore consuming a sub-
stantial share of the education budget. But the fact remains that unit costs
of educating elementary and secondary school students in MENA coun-
tries tend to be significantly higher than in other countries. Spending by
the government on each secondary school pupil in MENA countries is,
on average, roughly twice as high as in other middle-income countries—
nearly $700 PPP-adjusted 1985 international dollars, compared with
about $350 in other developing countries. And it is about a third higher
for each primary school pupil (calculated from Barro and Lee 2000b).

Similar observations apply to welfare services. Governments spend
enormous amounts on food subsidies, which serve as social safety nets to
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FIGURE 3.8

... But in Education, MENA Countries Are Either Inefficient or Underachievers
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Notes: The x-axis measures differences between actual public expenditures on education and predicted expenditures. Predicted rates are de-
rived from world trends. They represent the public expenditure rates that would have been predicted given countries’income levels. Similarly,
the y-axis measures the difference between actual adult literacy rates and predicted rates. The distance from the country point to each one of
the axes measures the size of these differences. Accordingly, the northwest quadrant reflects the “zone of greatest efficiency,” followed by the
northeast, then the southwest, and finally the southeast quadrant—the “zone of greatest inefficiency.”

Source: Authors’ calculations from World Bank data. Data are insufficient to include Djibouti, Iraq, Libya, and the West Bank and Gaza.

ensure that minimum food consumption is available to a typical house-
hold (table 3.2). Yet, in some MENA countries, malnutrition among chil-
dren remains fairly widespread. Several MENA countries have had diffi-
culty identifying the needy and targeting the necessary services. That
difficulty has led to expensive programs that are not fully effective and
that deprive the government of the resources to deliver better services in
other areas (van Eeghen and Soman 1998; World Bank 1999a and 2002¢).

Reviews of the social safety net programs typically indicate large leak-
ages. The most needy are often excluded. And some programs, such as
utility or fuel subsidies in the Islamic Republic of Iran are regressive in
their distributional consequences—the rich get the most benefits be-
cause they are the largest consumers of subsidized goods (World Bank
2003d). Some programs are more effectively targeted, such as cash trans-
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fers to unemployed poor in Jordan and the public works programs in
Morocco and Tunisia.

The regulation of private activities, rather than directly providing or
financing public intervention, is a public good—and one that is poorly
developed in most MENA countries. Rather than relying on private
providers that operate within a regulated environment, governments
have typically financed and provided services directly through public
agencies. And few governments have emphasized regulation that pro-
tects certain areas of public interest, such as competition policy or envi-
ronmental and consumer protection. When regulation is pursued in the
public interest, it is most often in the social arena, especially through
labor laws to protect workers in the “formal” sector (which usually ben-
efit employed workers at the expense of unemployed workers and small
business owners).

"This limited experience with regulatory arrangements has led to mul-
tiple problems, each impeding growth (see chapter 2). Poorly designed
regulations permit excessive bureaucratic discretion and corruption.
Weak regulatory laws do not ensure that regulatory agencies can func-
tion independent of outside interference—either from the government
or from certain elites. The technical capacity for sound regulation is lim-
ited. Those weaknesses partly reflect governance problems, including
poor transparency (to foster dialogue) and insufficient accountability
structures (to minimize capture by the social, political, or business elite).

It comes as little surprise that, in regulation, MENA countries lag be-
hind countries with comparable incomes. This lag is nowhere more evi-
dent than in the private provision of infrastructure services, a situation
that demands capable and independent regulators. Despite the achieve-
ments in mobile telephony, the number of mobile telephones per capita
in MENA countries—at one line for every 10 people—lags significantly
behind that in comparator countries. As the experience in other countries
suggests, private markets can provide mobile phone systems much more
easily than fixed phone lines, if a minimally effective regulatory regime
can facilitate entry and operation, including interconnections (Koshi and
Kretschmer 2002). The lethargic growth of mobile telephony in MENA
countries points to weak regulatory frameworks and institutions, al-
though some countries have begun a process of reform (box 3.3).

Governance Matters for Public Service Delivery

Why do MENA countries seem to do better in some services than oth-
ers? What accounts for the uneven quality and costs across public ser-
vices? Can institutional reforms improve the delivery of services that
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BOX 3.3

Regulating Telecommunications in MENA

The Arab countries that are implementing reforms in telecommunications have taken
steps to restructure (and often privatize) the incumbent operators, to introduce compe-
tition in some market segments, and to update regulatory frameworks. The leaders—Al-
geria, the Arab Republic of Egypt, Jordan, Mauritania, Morocco, and Saudi Arabia—
have set up independent regulatory authorities. Oman and Tunisia have decided to
establish such authorities, and Bahrain and Lebanon are considering doing so.

Despite fairly strong legal foundations, the new authorities face big challenges as they
struggle to establish their credibility and to exert their authority. The problems include
the lack of a clear mandate to enforce decisions free of political interference, the scarcity
of professional and financial resources to ensure sufficient capacity, and the limited adop-
tion of transparent regulatory processes including consultation with operators and users.
In this long process, Egypt, Jordan, and Morocco have already updated their laws in a sec-
ond round, so that they refine the structures and functions of their regulatory authorities.

Source: Mustafa 2002.

now are of poor quality or are provided at high cost? The answers lie in
the institutional arrangements governing relationships among those in
the delivery chain of public services.

An Accountability Framework for Governance and Public Service
Delivery

Public service delivery involves complex interactions among three parties:

* Politicians, policymakers, and others who formulate public policies—
the president or king, the parliament or cabinet.

* Service providers—both the public administrative bureaucracy that
implements policies and the frontline providers, such as teachers, po-
lice officers, doctors, and road workers.

* Clients as beneficiaries of services and citizens as the ultimate reposi-
tory of state authority.

The relationships and interactions among these three sets of actors
constitute three critical dimensions of governance: between citizens and
politicians, between politicians as policymakers and service providers,
and between service providers and citizens as clients (figure 3.9).*
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FIGURE 3.9

Multiple Channels of Accountability
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The arrows show accountability relationships: policymakers hold service providers internally
accountable (upper left-hand arrow); and citizens, and clients, exert external accountabilities on
both service providers and politicians, either directly or intermediated by civil society organizations
(the other arrows).

In an ideal world, service providers respond adequately and promptly
to the needs of citizens, who are the clients of the service. But in reality,
some providers do not—especially when citizens have weak leverage
over them and thus have difficulty holding them accountable for their
performance. This problem is the same in MENA as in the rest of the
world. Enhancing accountability for performance is, thus, a fundamental
governance issue in the delivery of all public services. And solutions vary
depending on where accountability is weak in the relationship chain.
The two principles underpinning accountability—transparency and con-
testability (or competition)—are tools that governments and the people
can use to improve accountability.

"Typically, accountability for good service delivery remains an internal
issue for governments. Even if policymakers are responsive to citizen de-
mands, they do not actually provide the services. Instead, they rely on a
wide array of service agencies and staff—units of government ministries,
semiautonomous agencies linked to ministries, local government units, or
private contractors and firms. Policymakers might lay out policies and the
guidelines for implementing them, but will need others to actually handle
the implementation, just as lawmakers need courts, judges, and police to
ensure that laws are enforced. Policymakers thus confront the complex
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problem of properly motivating service agencies to deliver services effec-
tively, to make sure there is a real effect, and to do so efficiently and at rel-
atively low cost (see the arrow in the upper left segment of figure 3.9).

Citizen leverage—external accountability—can supplement and rein-
force internal accountability mechanisms. That leverage is partly indi-
rect; it comes through real or potential pressures that citizens can exert
on policymakers, who in theory should be accountable to the citizens for
making sure that government performs (see the two arrows in the bot-
tom half of figure 3.9). But the pressures that citizens can exert through
policymakers put them at least two steps away from service agents in the
accountability chain. This route depends on the effectiveness of internal
accountability mechanisms that are within government and that link pol-
icymakers to the service agencies (the upper left arrow).

Citizens can also exercise leverage directly on service providers (see
the two arrows in the upper right segment of figure 3.9). Although it puts
the citizen just one step away from the provider (a shorter route than the
political one), that leverage requires greater transparency and good
mechanisms for contestability (or competition). The leverage could be
achieved through an effective feedback mechanism, which typically de-
pends on the initiative of the service agency to establish a system for
finding out what clients think about service quality. Or it could involve a
choice of service agencies—if clients can send their children to private
schools, can visit private clinics, or can subscribe to private mobile phone
carriers. By establishing systems that improve the accountability link be-
tween citizens and service agencies, policymakers can use this external
accountability system to strengthen internal accountability systems.

The quality of the accountability links depends on the information
gaps between the various actors. For example, the quality of elections de-
pends on how much the voters know—and thus on the quality of infor-
mation and debate in the public domain. Even without elections, in-
formed citizens are better able to build a case and to apply pressure to
hold government and policymakers accountable. Information also en-
ables citizens to articulate their needs and concerns to governments.
When information is restricted, information gaps deter citizens from
communicating with policymakers. And, even when information is
widely available, its effective use typically requires groups that interme-
diate between citizens and the government.

Intermediation is vital in the accountability chain between citizens,
politicians, and service agencies. (This intermediation is represented in
figure 3.9 by the arrows passing through the rectangle representing civil-
society organizations.) Citizen leverage will inevitably depend on the work
of the media and organized civil-society organizations, such as non-
governmental organizations (NGOs), interest groups, and religious or-
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ganizations. Those groups can monitor government performance, organ-
ize complaints, and advocate on behalf of citizens. For example, the Insti-
tute for Democracy in South Africa’s Budget Information Service helps
build the capacity of citizens to participate in budget analysis. Advocating
pro-poor budgeting, the institute has been a pioneer in launching chil-
dren’s and women’s budget initiatives that have been replicated worldwide.

But forming such groups and linking them in powerful coalitions
must deal with collective action problems when interests are not wholly
convergent (Olson 1965). Moreover, effective intermediation requires an
enabling legal environment that secures the ability to advocate, share in-
formation, and carry out activities. Where organized accountability
mechanisms are lacking, when civil organizations are discouraged, and
when public information is tightly managed, some citizens may feel they
have no option other than to express their voice through demonstrations,
which in extremes can degenerate into violence. This approach is not an
acceptable accountability mechanismy; it reflects weaknesses in alterna-
tive, more civil mechanisms.

The Link Between the Politicians or Policymakers and the
Service Agencies

Explaining the Link. Structuring an effective arrangement of internal ac-
countability that governs the relationship between policymakers and ser-
vice agencies is a challenge. Systematizing and regularizing implementa-
tion requires laws, rules, and procedures to structure and guide the
relationship between policymakers and providers. These laws, rules, and
procedures (sometimes called institutional arrangements) define the ac-
countability arrangements between the two parties. Their effectiveness
depends on the establishment of a system that will allow policymakers to
monitor the performance of service agencies.

Monitoring is easier when clients and the services they require are
simple, standardized, easily observed, and homogenous. And monitoring
can be achieved centrally, as with immunizations, primary school classes,
and electricity generation. But it is more difficult and costly when ser-
vices are tailored to each client, involve individual and discretionary
transactions with each client, and have no precise link between service
delivery and effect. For those services, it is hard to formulate simple in-
dicators of effectiveness (such as whether means-tested food subsidies
went to the poorest, whether a patient in a rural clinic actually received
the right care and medicine, whether a fourth grader can read at the level
expected, or whether a police officer effectively patrols a neighborhood).

So, the effectiveness of internal accountability mechanisms depends
not only on the effort and capacity of the policymaker but also on the na-
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ture of the service (World Bank 2003h). As illustrated earlier in this
chapter, health outcomes in MENA are generally better than education
outcomes because results in education are typically more difficult to
measure and, thus, to monitor than are those in health. For similar rea-
sons, outcomes in telecommunications have tended to be poorer than in
water and sanitation.

Because internal monitoring is inherently difficult and expensive, es-
pecially when performance indicators are tough to define precisely, gov-
ernments often enlist the help of citizens. Governments may ask con-
sumers to rate agencies through feedback surveys. Or they may require
that agency budgets and performance records be publicized. These tac-
tics combine both internal and external accountability mechanisms to
strengthen the capacity of policymakers and to hold providers account-
able for their performance.

Examining the Link in MIENA. Given the important role of government
in delivering public services, a key question is whether the internal ac-
countability arrangements (the rules, procedures, requirements, re-
straints, and the like) enhance or impede actual service delivery. Because
of data constraints, it is difficult to assess the effect of these arrangements
on service delivery. And in the MENA region, data on agency perform-
ance are typically less available than in other countries. So the effective-
ness of internal accountability must be, in part, inferred by examining in-
ternal arrangements, especially as they relate to the people who govern
budget formulation and execution.

Because budgets translate policymakers’ priorities into policies, pro-
grams, and projects, an analysis of the institutional arrangements that
govern the budget process opens a window onto the accountability link
between policymakers and service agencies. Indexes that measure the ef-
fectiveness of budgetary arrangements show that good budget manage-
ment correlates highly with good governance overall, both in MENA
and in key comparator countries (box 3.4). The causality runs in both di-
rections. More effective budgetary arrangements contribute to better
quality governance. And the better the overall quality of governance, the
more likely that accountability arrangements related to the budget
process will be effective.

Worldwide, countries that score higher on the quality of public ad-
ministration (a reasonable indicator of the overall quality of public sec-
tor governance) will tend to perform better in service delivery outcomes.
The better the quality of public administration, the better the service de-
livery outcomes: lower infant and maternal mortality, higher immuniza-
tion rates, higher life expectancy, higher youth literacy, and better access
to telecommunications (figures 3.10 and 3.11). For instance, countries
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BOX 3.4

Quantifying the Effectiveness of Institutional Arrangements in the Budget
Process

The effectiveness of institutional arrangements promoting the allocative and operational
efficiency of a budgeting system can be assessed by experts, responding to standard ques-
tions. Allocative efficiency refers to the alignment of budgetary allocations with the
strategic priorities of the country. Roughly speaking, it addresses the following question:
Are budgetary resources being allocated to the “right” things (“right” being based on
strategic priorities)? Operational efficiency refers to the cost-effectiveness of service de-
livery: Given the resources allocated to a service, is the service being provided at a rea-
sonable quality and cost? A good budgeting system promotes both allocative and opera-
tional efficiency.

The overall assessment relies on several categories of institutional arrangements, in-
cluding those that tighten the link between planning and budgeting, enhance cost-ben-
efit analysis, emphasize performance in agency management, ensure predictability in
budgetary flows to agencies, and strengthen budgetary and financial accountability (of
line agencies to policymakers).

Performance orientation covers arrangements such as merit-based recruitment and
promotion, autonomy of line agencies, and competitiveness of salaries. Accountability
structures include ex post reconciliation of budgets and spending, competitiveness in
public procurement, auditing, performance measurement, public availability of informa-
tion on spending, and explicit sanctions for misuse of funds. Each of these arrangements
is evaluated by experts and assigned a score, usually normalized from zero (not effective)
to one (highly effective). The effectiveness index for performance orientation is the av-
erage of the scores for each of these arrangements. The average of the indexes for each
of these performance categories constitutes the overall effectiveness index for allocative
efficiency. For operational efficiency, a similar process of evaluating effectiveness along
several dimensions and then averaging the scores across categories is used.

"The results can be used to compare governments on their relative effectiveness in budg-
etary management and to identify weaknesses within a government’s budgetary system.

Sources: See Campos and Pradhan 1997; Esfahani 2000.

that have public administration of a quality above the world average tend
to have, on average, youth literacy rates 15 percentage points higher than
do countries with lower quality. Similarly, the approximate number of
months that applicants must wait for a telephone line goes as low as 7
months for countries with above-average quality of public administra-
tion, compared with about 55 months for those with below-average qual-
ity.> When countries in MENA are divided into those with an index of
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Good Governance Matters for Health ...

100

90

80

70

60

50

40

30

20

10

239 [J Below-average IQA
[ Above-average IQA

Life expectancy Immunization, DPT Maternal mortality Infant mortality
(percentage of children  ratio (per 100,000 rate (per 1,000
under 12 months) live births) live births)

Notes: Figures show the simple averages for those countries with available data. Below- or above-average IQA is the average of countries scor-
ing lower or higher than the overall MENA average on the index of quality of administration.
Source: Authors’ calculations from World Bank data.

the quality of administration (IQA) in the public sector below the re-
gion’s average and those above, the same relationships prevail.® Not sur-
prisingly, good governance matters to public sector performance.

In short, while many facets of good governance account for this posi-
tive relationship, one of the key mechanisms is an effective budgeting sys-
tem. Better budgeting systems make for better service delivery outcomes.

How well do the budgeting systems in MENA countries function?
Some insights can be gleaned by comparing several MENA countries
with Brazil, Indonesia, and the Republic of Korea. MENA countries com-
pare well in linking planning and budgeting, using cost-benefit analysis,
and managing budgetary flows. But they score considerably lower in the
performance orientation of budgeting and the strength of internal ac-
countability (figure 3.12). These weaknesses result in inadequate atten-
tion to and monitoring of program implementation—and, consequently,
in service delivery performance that is only average. Within MENA,
countries that have an above-average IQA tend to have better perform-
ance and internal accountability systems, and those that have a below-
average IQA have worse systems. Countries that have an above-average
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... And for Education and Infrastructure Services
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IQA are 10 percent more effective on performance orientation and 5 per-
cent more effective on internal accountability within their budgetary sys-
tems, compared with those that have a below-average IQA.

The budgeting system may be a central mechanism for ensuring in-
ternal accountability, but it is only as effective as the civil service that ad-
ministers it. Countries around the world face the problem of motivating
civil servants to perform. So, the quality of the civil service, the degree
to which it is managed to maximize performance, and the degree to
which it respects an ethic of stewardship and public service will enhance
or weaken the budgetary system. The problems are typically com-
pounded when civil services are large. For MENA countries, the stereo-
typical civil service is overstaffed and undermanaged, a legacy of using
government employment as a reward and as a solution to weak employ-
ment opportunities in the private sector—and of assuming wide-ranging
responsibilities to deliver public services.
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FIGURE 3.12
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Source: Authors’ calculations from Esfahani 2000.

Strengthening the Link. Governments around the world have sought to
strengthen internal accountability mechanisms, and the rich bureaucratic
history in the MENA region shows it to be no different. Typically, how-
ever, efforts to strengthen accountability have focused on increasing
levers of control, aiming to minimize poor behavior rather than reward
good performance. But over the past 30 years, the art of performance-
oriented budgeting—to strengthen internal accountability through the
budget process—has been developed and tried in several countries,
mostly in the Organisation for Economic Co-operation and Develop-
ment (OECD). And many developing countries have introduced ele-
ments of such systems (box 3.5).

Performance-oriented budgeting builds on traditional mechanisms of
accountability, including competent internal accounting and auditing de-
partments, independent financial audit and oversight agencies, access to
government information on budgets and bureaucratic performance, and
strong (and public) parliamentary debate. But it takes these further by
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BOX 3.5

The Move to Performance Budgeting

"To improve the efficiency and stability of their budgets, countries around the world are
implementing medium-term performance budgeting, which incorporates the notions of
managing the budget according to given medium-term objectives, with a greater flexi-
bility, an increased transparency, and a greater accountability for outcomes. Performance
budgeting, at its core, infuses budget formulation and execution with more accountabil-
ity (making budget managers responsible for the performance of their organizations),
more transparency (tracking both the use of funds and their effects), and contestability
(making subsequent budgets dependent on achieving results and tying managerial in-
centives to performance).

Elements of medium-term program-based budgeting were included in budget sys-
tems in OECD countries in the 1960s. Among the first to attempt this type of budget-
ing was the United States, with its Planning, Programming, and Budgeting System
(PPBS). Back then, performance in budgeting—as it is known today—was still very
much in the background. By the 1980s, however, performance in budgeting had come to
the forefront. The most prominent examples, which explicitly brought together many
components of what constitutes performance budgeting today, were the budget man-
agement systems of Australia and New Zealand.

In Australia in the early 1980s, budget reform was a response to an emerging fiscal cri-
sis—and to perceived inadequacies in the links between policies, programs, and the re-
sources allocated to their implementation. The budget reform had three parts: explicitly
incorporating the existing medium-term framework of “forward estimates”; using a high-
level committee—the Expenditure Review Committee—to manage the annual budget
process; and introducing a “running costs“ system for line managers, which gave them
substantial autonomy and flexibility in managing their budgets. By the end of the 1980s,
the deficit of 4 percent had been converted to a surplus of 2 percent. The government had
significantly reoriented expenditure to reflect its core strategic priorities, and the incen-
tives for efficient and effective use of resources had been considerably strengthened.

Among developing countries, some elements of a performance-based system were in-
troduced in Malaysia as early as 1969. And several African countries have launched sim-
ilar, if less well-advanced, programs (Ghana, South Africa, and Benin, among others).
But the major changes came only with the introduction of total quality management in
the late 1980s and early 1990s, which transformed the work and performance manage-
ment culture in the public sector—and, in 1989, with the introduction of a performance
budgeting system popularly known as the modified budgeting system. That system lets
managers manage flexibly in producing mandated outputs and matches this flexibility
and authority with greater accountability.

(Box continues on the following page.)
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BOX 3.5 (continued)

As a result of this system, fiscal and financial discipline in Malaysia has improved, even
compared with the tight, detailed control by the treasury and other central agencies that
existed before the reform.

These innovations take several years to implement and should be considered part of
a systemic process. Their implementation works best when policymakers search for syn-
ergies between budget reform and other institutional reforms in government (such as
civil service management, decentralization, or devolution).

Governments also have to pay attention to the reform of complementary financial
management institutions that are essential to the success of budget reforms. Such re-
forms include budget classification and accounting systems, transparent public procure-
ment rules, capacity for internal and independent external audits, and capacity and trans-
parency in monitoring and evaluation. Implementing these reforms requires new
administrative capacities, but the nature of these reforms, which focus on increased ac-
countability, also provide incentives to managers for building this capacity.

Sources: Rasappan 1999; Hofman 1998; World Bank 2003f.

focusing on obtaining value for money and on obtaining results, rather
than focusing mostly on probity in spending money.

This wave of interest in more modern budget management tech-
niques has not bypassed the MENA region, even if the experience is
more recent and limited. Several Gulf countries—notably Bahrain and
Qatar—are working on the design of a performance-oriented budget
system. The Islamic Republic of Iran is in the middle of a multiyear
budget reform program that aims to put in place the fundamental budget
mechanisms needed for a performance-oriented system and to introduce
a performance orientation in budget preparation and execution. Other
governments—including those in the Arab Republic of Egypt, Jordan,
and Morocco—have expressed interest in such systems, though all are in
the early stages of conception and reform.

Irrespective of the quality of public budgeting, it is the actual expen-
diture of funds that ultimately determines the effectiveness of the budget
programs—expenditures on both goods and services procured from out-
side government and civil service staff. One of the ways that govern-
ments in other regions have sought to increase efficiency and to reduce
fraud in procurement is through the use of information technology—
e-procurement. These systems help increase competitive bidding and
transparency in the process, to lower transaction costs, and to save gov-
ernments substantial sums (box 3.6).
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BOX 3.6

Greater Accountability in Procurement

Public procurement is traditionally an area where lack of transparency, poor competi-
tion, and inefficient public processes are legend—around the world. In short, public pro-
curement is a governance challenge.

Many governments have sought to strengthen governance in their procurement
through the use of information and communication technologies. For example, both
Chile and the Philippines began to pilot e-procurement systems in 1999-2000. In both
cases, the electronic system posts public tenders online, automatically notifies all com-
panies registered to bid on the specific goods or services, provides them instant access to
relevant bidding information and documents from the agencies, and publicizes the re-
sults, including the winning bid, rationale, and amount of the award.

In the first year of operation, both systems posted impressive results in terms of in-
creased transparency, lower transaction costs, better cooperation between government
and the private sector, and less corruption. Both governments intend to extend the sys-
tem to all public agencies. In Chile, the government expects to save as much as 5 percent
annually in its procurement, which in MENA countries would translate into as much as
0.5 percent of GDP. The gains are the result of greater transparency and greater com-

petition in the process governing public procurement.

Sources: Orrego, Osorio, and Mardones 2000; Granados and Masilungan 2001.

If performance-oriented budgeting provides a framework for better
governance, the functioning of the civil service will determine how much
of the potential “good governance dividend” (in better development out-
comes) can be realized. One of the most difficult of all areas of public sec-
tor reform, improvement in civil service administration stands out as a key
element in improving internal accountability mechanisms (box 3.7).

Several MENA countries are in the midst of major programs of civil
service reform, even if progress is limited (as it is many countries world-
wide). The programs in the Republic of Yemen, and to a lesser degree in
Jordan, illustrate how such reforms aim to improve the accountability of
the civil service by making recruitment more competitive, by linking
promotion and grading to some assessment of performance, and by im-
proving training opportunities.

In the mid-1990s, Morocco initiated a comprehensive review of its
public administration, aiming to improve efficiency while also making its
public wage bill more sustainable. The reform has focused on modifica-
tions of staffing profiles (redefining jobs, aligning recruitment and mak-
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BOX 3.7

Public Administration Reform

Public administration reform aims to improve the efficiency of managing public re-
sources. It is generally driven by a mix of economic imperatives (cost reduction) or
human resource management (better service delivery). The shape of reform depends on
the more pressing of these imperatives. In the developing world, the initial push toward
administration reform measures was economic—in Africa in the 1980s and early 1990s,
for example. In recent times, more effort has been placed on improving human resource
management and improving service delivery. Malaysia, Botswana, and Singapore stand
out as examples of making human resource management an integral part of reforms.

Experience in the MENA region (in Jordan, Morocco, the Republic of Yemen,
"Tunisia, and other members of the Gulf Cooperation Council) is widespread but remains
in the early stages of implementation. Because the region’s wage bill is the highest in the
world, saving public funds should provide an important incentive for reform.

But the social nature of much public sector employment in the region puts a strong
emphasis on human resource considerations. Thus, rather than focusing on downsizing,
program design typically focuses on simplifying service procedures, introducing per-
formance measures into personnel management, strengthening training and career plan-
ning, developing codes of conduct, and improving records management.

International experience indicates that the success of public administration reform
depends very much on six factors:

* High-level political commitment to reforms

* A coherent long-term vision shared by civil servants
* Selectivity and phasing of reforms

* Measures to help those hurt by the reforms

* Stamina to carry out long-term reforms

* Technical capacity to implement the reforms.

Sources: Commonwealth Secretariat 2002; Schiavo-Campo and Sundaram 2000; World Bank staff.

ing it more transparent, and improving in-service training), management
flexibility, staff mobility, performance-oriented evaluations and promo-
tions, and simplification of pay systems. Despite the decade of reflection,
most reforms remain to be designed and implemented, a process that
may take another decade.

Reducing the size of the civil service may be necessary for fiscal rea-
sons. That reduction could improve the overall working environment for
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those who remain. But reduction is unlikely, in itself, to improve per-
formance unless part of a policy of making it easier to reduce the tenure
of nonperforming civil servants.

An important complementary strategy to strengthening accountabil-
ity is building a strong ethic of public service for the civil service. A peer-
based value system that places a high premium on and that measures
one’s value to and respectability within the group—in terms of serving
the public interest—can create strong incentives for civil servants to
focus on delivering socially desired outcomes. This system not only re-
duces the cost of monitoring but also may be an indispensable adjunct to
any sanctions-based system of performance management (which is a typ-
ical element of most civil service reforms).

To illustrate the power of a strong public service ethic, the state of
Ceara in Brazil was faced with a very serious fiscal crisis in 1987 that led
to a significant deterioration of services. To address this problem, the state
government infused a sense of mission in some key programs and their
workers. Publicity campaigns were launched, and awards and recognition
were introduced for well-performing civil servants. The community was
tapped to help push this effort. The result: dramatic improvements in the
quality and coverage of the services throughout the state.

The Link Between Service Agencies and Client-Citizens

Internal government accountability systems, no matter how effectively
designed and implemented, can never ensure adequate accountability be-
cause the people are excluded from that linkage. So, one of the most ef-
fective ways for policymakers to increase the accountability of service
agencies is to rely more extensively on external accountability mecha-
nisms, notably by empowering clients to demand better services. This
philosophy follows from a key tenet of modern management theory: the
customer is always right.” Successful organizations are the ones most at-
tentive to what their clients want and need. Not only are citizens best
able to judge the effectiveness of most public services—especially those
in the economic and social domain—but also they are at the interface
with the service agency and, thus, in an immediate position to assess.

Explaining the Link. Policymakers can empower clients by giving special
weight to clients’ views in monitoring and evaluating service agencies, by
giving them a more direct role in managing the service provider, and by
giving them wider choices among service agencies. For example, gov-
ernments can survey citizens who use a public service to gauge their sat-
isfaction. Governments can establish agency oversight or management
committees that include users of the agency’s services. They can also fa-
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cilitate the emergence of competing agencies and can give vouchers to
citizens allowing them to choose among those agencies.

Even when policymakers do not actively enlist citizens in ensuring
agency accountability, citizens—individually, but more commonly
through civil-society organizations—can take the initiative independ-
ently to lobby for better or different performance from a service agency.

Examining the Link in MENA. In MENA, the move toward stronger,
more direct accountability of providers to their clients has only begun.
That condition reflects the generally weak climate of overall public ac-
countability in most countries in the region, the highly centralized gov-
ernments based on a powerful executive branch, the tradition of central
planning and a strong socialist ethic that government should provide for
the people, and the limitations on more active civil-society organiza-
tions.® Governments have typically not sought to enlist citizens in en-
suring better agency performance.

Even so, experimentation to strengthen the link between clients and
providers has begun across a limited array of services and countries—
with a limited array of techniques. The king of Jordan, disguised as a
commoner to allow him to experience public services as Jordanian citi-
zens do, is but one famous illustration. But many of these experiments
have been initiated from the top, rather than from civil society, mainly
because the latter’s maneuvering room and capacity are more limited.

Accountability for public service delivery rests ultimately with the
government—central or local—regardless of whether others are con-
tracted to deliver services. Countries throughout the world have been
decentralizing service delivery responsibilities to local governments in
the past couple of decades in order to tighten the accountability link be-
tween government and citizens—and to deliver services that better re-
flect local needs and preferences. In MENA, this move toward decen-
tralization has been slower than in most other regions. But efforts are
under way to move service delivery closer to people through political de-
centralization (involving local elections) or deconcentration (empower-
ing regional representatives of the central government, or “administra-
tive decentralization”). With political decentralization, accountability
shifts from the service provider—central government link to the service
provider—local government-citizen link. In either case, service delivery
can be improved if accountability is clear and based on performance.

Some central governments have made openings toward local elec-
tions, as in the Islamic Republic of Iran and Lebanon. Although still shy
of decentralizing authority for key public services, several countries, such
as Morocco, are moving toward greater administrative deconcentration,
which puts the management of centrally controlled services closer to the
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clients. Greater administrative decentralization is also well under way in
the Republic of Yemen. Some municipal governments have been given
additional latitude to improve the delivery of some public services.

Client feedback surveys are rare, although some countries in MENA
have begun to experiment with them, including Jordan, Morocco, the
Republic of Yemen, and the West Bank and Gaza. Regardless of the
complex set of intergovernmental relations that determine the precise
nature of decentralization or deconcentration, client feedback surveys
have enough scope to improve accountability among governments, ser-
vice providers, and citizens—and the quality of service delivery.

Most countries in the region have launched e-government initiatives,
which are designed primarily to improve the interface between the gov-
ernment as a service provider and the citizen as a client. Those countries
have the highest rates of Internet subsidy in the world and fairly high
scores on global indexes of e-government efforts. But as one translates
those initiatives into better service delivery, two key ingredients seem to
be missing: Little attention has been paid to client services, and govern-
ment transparency is generally weak. The region seems caught in a low-
level equilibrium. Without action to improve the overall governance en-
vironment, it is unlikely that e-government, as a technological tool, will
live up to its potential to further improve accountability, despite subsidies.

Strengthening the Link. More governments in the developing world are
attempting to solve the accountability problem in service delivery by re-
lying more extensively on external mechanisms for the links between
client—citizens and service providers. New forms of interaction establish
a more direct and stronger accountability link between the two. These
new forms can be classified into three categories:

* More regular, reliable, and cost-effective information flows.

¢ Increased competition in service provision to give clients more
choice.

* Increased involvement of citizens directly in the management of pub-
lic service delivery systems, say, through participatory processes.

IMPROVING THE FLOW OF INFORMATION. First, the flow of information
between citizens and policymakers will enable citizens to articulate their
needs and concerns so that service agencies can better respond to them.
The past decade has seen the flowering of innovative approaches to gen-
erate information that agencies need to improve their service—or that
policymakers need to enhance their oversight of agencies.

The main tool has been surveys, which can be categorized as report
card or citizen-based surveys, surveys of business enterprises, or public
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expenditure tracking surveys. Report cards enable citizens to rate the
quality of services received, thus enabling providers to elicit regular feed-
back from the users of their service (listening to their “voice”). Such sur-
veys provide a fairly independent and inexpensive way to monitor the
general effect of the services they offer. They have been used effectively
in a number of countries worldwide (box 3.8).”

A key lesson from client surveys is that they function best when there
is (1) high-level commitment by government officials to act on the sur-
veys and (2) widespread publicity of results. They rarely solve the service
problems, but by objectively highlighting problems from the client’s per-
spective, they open the door to dialogue. And by shining a public spot-
light on agency performance (often relative to other agencies), they in-
crease the incentives for agency managers to act. In Latvia, the local
housing authority received a favorable rating of roughly 10 percent,
compared with the 30 percent favorable rating of the social benefits of-
fice. Both ratings were poor, but the local housing authority should have
been particularly embarrassed.

Enterprise surveys target the business community and generally at-
tempt to obtain the community’s assessment of the general business en-
vironment and to identify barriers to investment and operations. Perhaps
the most extensive use of this tool has been in the Eastern and Central
European region. There, a comprehensive multicountry survey (the
Business Environment and Enterprise Performance Survey) helped
identify major governance impediments to private sector development—
such as bribery and inefficiency in customs and in tax administration, in-
efficiencies in regulation and infrastructure, and corruption in the judi-

BOX 3.8

Citizen Surveys in Bangalore

In 1994, a civil-society group introduced report cards that rated user experiences with
public services in Bangalore, Karnataka, a city that had failed to address low-quality and
corrupt services. Widely publicized by an active press, the report cards gradually opened
a dialogue between service agencies and user groups that eventually led to deeper mon-
itoring and corrective measures by the city. By 1999, the quality of some services had im-
proved substantially. The process is being replicated in other Indian cities, as well as in
other countries as diverse as the Philippines, Ukraine, and Vietham.

Sources: World Bank 2003h.
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BOX 3.9

Public Expenditure Tracking Surveys

In 1996, the Ministry of Finance in Uganda launched a public expenditure tracking sur-
vey to monitor the flow of budgeted per-student capitation grants from the central edu-
cation ministry budget to primary schools. Through the survey, the ministry discovered
that, in 1994, school districts got less than 20 percent of the nonwage budget that had
been allocated to them for primary education. Most of the leaked funds were embezzled
or used for purposes unrelated to education. The government began publishing in local
newspapers and on the radio the monthly budget transfers to school districts. School ad-
ministrations were required to post notices on all inflows of funds actually received.
Within five years, the share of grants actually received had risen to 80 percent, with the
greatest increase in school districts with the best access to newspapers.

True, the improvement coincided with a massive government commitment to primary
education and a large increase in overall public funding. But the power of public infor-
mation is evident. The campaign worked because the information enabled high-level
government officials to know when and where lower-level bureaucrats were shirking re-
sponsibility or engaging in malfeasance. Similar surveys have been launched in several

other countries in Africa.

Source: World Bank 2003h.

ciary.!? Those surveys can be fine-tuned for a particular country so that
more focused problem areas can be identified.

Surveys provide clients only with an opportunity to furnish informa-
tion. The initiative for action remains with the government agency. But
when the surveys are published and when the information fuels public
debate, governments often have little choice but to act on the informa-
tion. And outcomes can improve tremendously, as they did following the
public expenditure tracking surveys in Uganda (box 3.9).

Surveys give voice to citizens, but responsibility for initiating the sur-
veys and for acting on their results remains with the government. One
way of enhancing the flow of information about public services, while
monitoring citizen feedback, is the wider use of e-government. This
electronic approach is especially useful when government agencies pro-
vide regulatory or licensing services to citizens, such as registering vital
statistics and issuing permits and approvals. E-government helps reduce
corruption (by reducing the discretionary role of bureaucrats and by in-
creasing the transparency of the transactions), speeds up the services, and
generally enables the agency to become more responsive (box 3.10).
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BOX 3.10

Promoting VOICE in India—Online Delivery of Municipal Services

In Vijaywada, a city of 1 million in Andhra Pradesh, India, citizens (70 percent of whom
were literate) were facing many difficulties in dealing with the municipal government.
Obtaining a building permit or death and birth certificates required several trips to mu-
nicipal government offices. The issuance of certificates often was delayed, with the in-
tent to extract a bribe. But complaints about poor services could not be filed easily, and
officers were inaccessible.

Things changed after the federal, state, and municipal governments collaborated to
set up the Vijaywada Online Information Centers (VOICE) in 1998-99. Citizens can
now go to any of the five Internet-enabled kiosks that have been set up in different parts
of the city and get public services or information—or they can file grievances against
public officials. Those who have a private Internet connection can also connect to the
Web server and retrieve information.

There have been tangible benefits to the citizens and to the municipal government.
Corruption has been reduced. Services are quicker. And the municipality has become
more responsive. In just under a year, the system issued 15,000 birth and death certifi-
cates, 2,100 building approvals, and 224,000 demand notices for taxes. Nearly 7,700
grievances were registered, of which 97 percent were resolved. Nearly 700 suggestions
have been sent in by citizens.

The commissioner can view these statistics by ward and department, making moni-
toring more effective. All internal processing of applications is now screen-based, gener-
ating greater efficiency. For example, the rent calculation for billboards is automatic and
transparent. The system tracks advertising agencies that have not renewed contracts, and
those with outstanding debts are sent timely notices.

Source: Kumar and Bhatnagar 2001.

PROVIDING GREATER CHOICE AND COMPETITION. Second, the accounta-
bility of providers to clients can be enhanced through competition by
giving the clients the power to choose the best among alternative service
agencies. As in markets, greater competition generally leads to better
outcomes—lower costs and better quality. In Lebanon, public hospitals
were shunned for many years by the majority of the population, who pre-
ferred the better-equipped private clinics. This trend caused the
Lebanese government in recent years to invest more in bringing public
health care up to private hospital standards.

In education and health, several governments have experimented with
innovative ways of generating competition among service providers,
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even when the service remains funded by the government. One wide-
spread experiment is a voucher system. In this arrangement, the govern-
ment gives eligible clients vouchers, which they can then use to obtain a
particular service from any accredited provider—public or private.
Providers redeem the vouchers for cash. Through this system, users of a
service are given the opportunity to choose among several providers, and
the revenue of providers depends in part on how many vouchers they
earn. Therefore, a form of competition is infused among the providers.
In Colombia, a voucher program targeted to poor families increased the
supply of secondary education and, thus, the competition among
providers (box 3.11).

Often governments do not finance a public service—they simply reg-
ulate its provision because of various market failures or public interest

BOX 3.11

Colombia’s Targeted Voucher Program for Secondary Education

Voucher programs can increase the supply of education by enticing nontraditional
providers to cater to—and compete for—the “business” of the poor. In Colombia, the
government established a targeted voucher program for secondary school students.
Every year, vouchers were awarded to students through a lottery. A winner could use his
or her voucher to attend any of the private schools participating in the program, about
50 percent of the private schools in the targeted areas. The participating schools were
predominantly of average quality and charged low fees. Voucher recipients at those
schools typically came from the poorest students in the community.

The program has significantly improved outcomes. Voucher recipients now complete
more years of schooling than those who did not win vouchers and are less likely to re-
peat grades. They are 13—15 percentage points more likely than those without vouchers
to finish the eighth grade, primarily because of reduced repetition. This achievement
translates into a 25 percent increase in secondary school completion rates.

This type of targeted voucher scheme can be a cost-effective way to increase educa-
tional attainment and achievement in countries that have a weak public school system
and a well-developed private education sector. The program can improve outcomes by
enabling lottery winners to attend private schools (which may be better than public
schools) and by giving stronger incentives for voucher recipients to devote more effort
to school (because failing a grade disqualifies them from keeping the voucher). In
Colombia’s program, this incentive reduced work outside school, lowered repetition, and
raised attainment and achievement.

Source: Patrinos 2002.
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concerns, such as minimizing abuses in natural monopolies (utility com-
panies) or maximizing economies of scale. In such cases, good economic
regulation should maximize the overall benefits and gains to society,
while protecting consumers from potential abuses from monopolists and
protecting investors from political influence and interference. Good reg-
ulation has three key precepts:

* Independence from the operator and sector policy setter.

* Accountability through transparent decisionmaking, clear rules and
procedures, and consumer and investor participation in decisionmak-
ing and monitoring.

* Autonomy in financing, sanction power, and staff selection.

In MENA, more often than not, infrastructure services—for power,
water, telecommunications, and transport—are publicly owned monop-
olies whose accountability to consumers is small and whose performance
is inadequately regulated and monitored by independent public agencies.
Investment climate assessments in the region show service to be poor.
Businesses report long delays in establishing connections for power,
water, and telecommunications. The quality is often also poor with low
coverage, and brownouts are common in the power sector. Offsetting
these problems in many MENA countries are uneconomic tariffs that
encourage wasteful consumption and do not provide for investment re-
sources. Moreover, many MENA infrastructure providers are inefficient
users of scarce capital and labor resources. Urban water utilities typically
account for only half the water provided, and electricity distribution
losses are typically about 15 percent.

Expanding choice in this context typically means allowing multiple
providers of a service to compete with the state-owned company—within
a regulated environment that allows competition while protecting public
interest. Good regulation is a key in ensuring optimal economic effi-
ciency in the infrastructure sector.

In MENA, there are examples of emerging regulators. The Moroccan
telecommunications regulator was one of the earliest and most effective.
In 2002, the International Telecommunication Union observed that “it
was North Africa’s most independent regulator, which inspired confi-
dence in investors.” In Jordan, strong regulators are emerging in all the
main infrastructure sectors, with the telecommunications regulator the
most advanced. Most MENA countries have a telecommunications reg-
ulator, and about half have a power sector regulator. The key challenges
for virtually every MENA regulator are to establish independence, au-
tonomy, and accountability.
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ACHIEVING MORE DIRECT CLIENT PARTICIPATION IN PUBLIC SERVICE DE-
LIVERY. A third means to improve the accountability link between ser-
vice providers and citizens is to decentralize the delivery of public
goods—especially when quality depends on adapting the service to spe-
cific client needs and relying on immediate, localized monitoring, as is
the case with primary health and schooling. Locally elected officials
should have more and better information about the needs of their com-
munities and, thus, should be in a better position to shape services in
ways that better match those needs. And citizens are more likely to be
able to hold them accountable through both electoral and other ac-
countability mechanisms, including tribal or kinship relationships. The
dreadful experience of China with SARS (severe acute respiratory syn-
drome) in its early stages highlights the significance and necessity of
bringing decisionmaking authority and accountability down to the local
level (box 3.12).

Communities are better organized and prepared to take on responsi-
bilities for the management of some services. In the small village of Ait
Iktel in the High Atlas Mountains of Morocco, a community-based or-
ganization was established to promote the development needs of the vil-
lage. Over the span of a few years, the villagers built a water well, con-
structed a school and literacy center, bought an ambulance, and installed
electricity. Villagers contribute to the projects financially and in kind,
creating a “village work” bank for every family to contribute five labor
days a year. The Community-Managed School Program (EDUCO) in
El Salvador is a good example of parent participation in managing pri-
mary school programs (box 3.13).

Some local governments have taken the involvement of citizen—clients
further, by involving them directly in the process of setting budgetary
priorities and of preparing and implementing programs funded through
the local budget. Among the best known are the participatory budgeting
processes developed over the past decade in Latin America, especially in
Porto Alegre, Brazil (box 3.14).

The Link Between Citizens and Politicians

The link between citizens and politicians is fundamentally an issue of
public participation to ensure external accountability in the governance
process. Participation in this context consists of the range of activities
through which citizens seek to influence government actions, either di-
rectly by affecting the formulation and implementation of public policy,
or indirectly by affecting the selection of public officials (McClosky
1968, p. 252; Burns, Schlozman, and Verba 2001).
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BOX 3.12

China and SARS—the Need for External Accountability for Complex Public
Services

In the first half of 2003, China’s terrible experience with the epidemic spread of SARS
(severe acute respiratory syndrome) reinforced the movement there for political change.

Against the backdrop of more than 5,000 people infected with SARS, indications were
that, for the first time, there would be political competition for local legislatures, with
more than one candidate being allowed to compete. Meanwhile, the head of the emer-
gency ward of a major hospital in Qingshu, 270 miles southwest of Beijing, was told by
reporters that the cabinet had issued regulations mandating the treatment of all SARS
patients. His reaction was that the hospital already had set procedures for when and how
to prescribe medicine.

The link? The internal accountability mechanisms in China were insufficient, in the
initial months, to arrest the spread of SARS. In a country with little external accounta-
bility and client feedback, officials had little information about the disease and how to
control it.

For example, the propaganda ministry issued circulars that banned the circulation of
reports about how to handle the disease because the reports were perceived as being
“sensitive.” And mid-level officials responded to the crisis by providing only the sort of
information that they felt their superiors wanted to hear.

There is some hope that the government will establish a better-developed system of
external accountability through directly elected officials, to improve the reliable trans-
mission of information about complex and fast-changing situations. Giving the people
the right to choose among local officials is also intended to improve officials’ perform-
ance and responsiveness to the citizens they serve.

Sources: Adapted from Pomfret 2003a and 2003b.

Explaining the Link. An important dimension of such participation is po-
litical—reflecting the core definition of governance. Citizens have a
choice in choosing their leaders and the policies they implement. Or
viewed in the governance framework, they have a choice in forcing pol-
icymakers to compete for citizen approval. In democracies, the leverage
from contestability relies on regular elections and thus from the threat of
unseating incumbent presidents, parliamentarians, or council members
who pay too little attention to the quality and reach of public services.
Elections may be the premier participation instrument for exacting
accountability from the government. But they are also blunt accounta-
bility instruments, because they can be manipulated both legally and il-
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BOX 3.13

Community Management of Schools—the EDUCO Program in El Salvador

During the decade-long civil war in El Salvador, many poor communities established in-
formal community schools. With the termination of hostilities, the government decided
to build a formal community primary school program for poorer municipalities. The
program was dubbed EDUCO, which translates into “education through community
participation.”

Under this program, poor communities were required to establish an elected council
of parents. This council, governed by an elected committee of five members, was given
the responsibility for procuring classroom space, implementing the curriculum deter-
mined by the ministry of education, and maintaining schools and equipment, including
hiring, firing, and monitoring teachers. The government provides regular budgetary
support to councils, but, in exchange, parents are expected to contribute time, meals, and
labor for school improvements.

The program increased coverage of education in rural areas. Before EDUCO, only 2
percent of rural children attended school. After its introduction, enrollment rose to 10
percent, with preschool enrollment (ages 4-6) up as much as 22 percent. According to
test results for third graders, EDUCO students performed just as well as their counter-
parts in traditional schools. Because EDUCO caters to the poorer communities, the pro-
gram has been considered a success because EDUCO students are greatly disadvantaged.

Source: Jimenez and Sawada 2000.

legally, as is often the case in both MENA countries and the rest of the
world (Keefer 2003; Keefer and Khemani 2003). If elections are merely
ceremonial or predetermined, they cannot hold leaders accountable. And
public service issues are seldom central issues in political campaigns. In
the Philippines, popularity, rather than bad roads, has become the driv-
ing force behind elections (De Dios and Hutchcroft 2002). Many mem-
bers of parliament in Jordan are considered mainly as intermediaries to
the government; they help constituents obtain jobs, contracts, develop-
ment projects, and other resources (background, Khouri 2003, p. 6).
Even good elections may not adequately reflect the public interest if
there is insufficient or unreliable information on candidate views and ac-
tions. Effective competition depends on good information and, thus, on
public transparency.

So the process of participating in governance—of holding politicians
accountable—is much broader than elections. That process involves the
many mechanisms, formal and otherwise, through which citizens put
pressure on policymakers. Often, consultative mechanisms bring policy-
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BOX 3.14

Participatory Budgeting in Porto Alegre, Brazil

In 1989, the citizens of the municipality of Porto Alegre, Brazil (population 1.2 mil-
lion)—which was prosperous but had severe fiscal and governance problems—elected
the populist workers party. The new government began to foster citizen groups to or-
ganize an annual process of participatory budgeting, which would deal with the harsh re-
ality of a very limited budget and difficult choices available to improve the quality and
coverage of services.

During the first year, participation was extremely low, and the few hundred citizens
who took part in the process were skeptical. A decade later, nearly 100,000 citizens par-
ticipated directly in the budgeting process through neighborhood and citywide meetings
and forums.

One of the reasons for success is that the municipal government started a process of
institutional learning, taking into account lessons from practice and comments from the
public in redefining the participatory process. In addition, the municipality assisted the
citizen movement in introducing technical viability to the participatory process—essen-
tially a process of civic education in local governance.

Because the participatory budgeting approach of the Porto Allegre municipality is en-
tirely outside the formal representative structures of government, it has created a citizen-
led counterweight to formal structures of governance. Participatory budgeting made it
possible for local governance to work.

Source: World Bank staff.

makers and citizens together: town hall meetings in the West Bank and
Gaza are one example; congressional hearings in the United States are
another. Citizen watchdog and advocacy groups, as well as independent
analysts and journalists, intermediate between citizens and policymakers
by feeding the public debate on the performance of policymakers. The
surveys and advocacy by the Palestinian Center for Policy and Survey
Research were widely disseminated to raise the awareness of Palestinian
policymakers about the opinions of citizens on government perform-
ance. The tactic of “naming and shaming” public officials who betray
public trust can be a powerful accountability tool.

Many of the mechanisms for strengthening the participation of citi-
zens in holding service agencies accountable also strengthen citizens’
ability to hold policymakers accountable. It is often at the micro level—
at the interface of service agencies and clients—that issues coalesce and
citizen groups gather strength, thereby forming the basis for dialogues
with policymakers.
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Participation has more than instrumental value. It is a right in itself.
Even if internal accountability and effective interaction between clients
and service agencies could ensure good service delivery, broad citizen
participation in the political process of choosing leaders and defining
policies would have merit. Why? Because only the right of open public
participation by citizens can create and sustain an overall governance en-
vironment that enshrines inclusion and accountability, which are charac-
terized by greater public transparency and competition in the political
sphere. And only in such an environment will citizens be empowered to
demand better services and will service agencies feel fully accountable for
delivering them.

The importance of political participation rests on its role as an indis-
pensable element of accountability. But its role in creating the climate of
accountability may be even more compelling.

Examining the Link in MENA. In the MENA region, as demonstrated in
chapter 1, public accountability mechanisms stand out for their weakness
relative to the rest of the world. Competitive elections, when they occur,
are rare and not usually meaningful, whether for national leaders or for
legislatures. Lebanon and Algeria are the only two countries in the region
that have seen a change in national leaders through competitive elections.
Citizens can also hold the executive accountable through elected par-
liamentary representatives. National parliaments exist in most MENA
countries, with the authority to propose and enact legislation and to ex-
ercise fiscal oversight over the executive. But the concentrated power of
the executive branch in MENA (described in chapter 1) constrains the
ability of elected parliaments to exert accountability on behalf of citizens.
Still, some parliaments in MENA have sought to raise citizens’ awareness
of the importance of enhancing transparency and of fighting corruption.
Irrespective of elections, the relative secrecy within administrations,
the lack of information disclosure, and the restrictions on the media have
limited an informed public debate about the role of government, ac-
countability, and service delivery. However measured, the formal political
channels for citizens to express preferences and to demand accountability
for public services remain underdeveloped in all MENA countries.
Despite these constraints, there are some efforts by civil-society or-
ganizations in MENA to increase the information available to inform
citizen opinion. In Lebanon, several civil-society groups are helping pro-
mote transparency by empowering citizens with information and book-
lets on administrative procedures for using services. In the Arab Repub-
lic of Egypt, civil-society organizations are helping women obtain birth
certificates and identity cards by informing them of the numerous pro-
cedures involved in registration. In the Islamic Republic of Iran, where
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the interior ministry publishes detailed reports of election results, private
and government research institutions routinely engage in postvote poll
taking and in analysis of voters’ preferences between the elections.

The same groups can also apply pressure on government and can in-
fluence decisionmakers. For example, Moroccan civil-society groups,
particularly women’s organizations, have advocated for years the need to
reform the personal status code. Through their efforts, a royal commis-
sion was established in 2002 to review personal status laws. A concerted
campaign by organizations in Morocco targeting parliamentarians
brought about a new association law that was deemed more favorable,
but not ideal, by civil society.

Despite restrictions on media freedom, the media in many MENA
countries are monitoring the performance of politicians and informing
citizens of corruption in the public sector. In the Islamic Republic of
Iran, “newspapers and magazines ... have been instrumental in bringing
into the open improprieties, ... and [revealing] information about the
abuses of the system” (background, Farhi 2003, p. 27).

In addition, a variety of informal feedback mechanisms exist, includ-
ing the tradition of consultation within some communities. Where the
overall governance environment is good, those informal mechanisms are
an important adjunct to formal mechanisms. And by providing detailed
information to politicians and policymakers, they can reinforce messages
delivered through elections.

But where the overall governance environment is weak, those informal
channels are less likely to be a systematic and reliable means for trans-
mitting information from the public to the politicians and service
providers. And their effect is likely to be limited—such as lobbying by in-
terest groups, tribal constituencies, or a civil-society organization (box
3.15). They may get particular service delivered adequately to some
groups (for example, a clan or tribe) but poorly to the rest of the popula-
tion, thus leaving service delivery as a whole mediocre. Although rarer,
the occurrence of public demonstrations—which occasionally degenerate
into violence, as in Algeria’s Kabyle region in 2001—also provide feed-
back to the government about discontent with public services, and those
demonstrations may sometimes lead to improvements (Layachi 2001).

Strengthening the Link. Improving participation and accountability in the
political process requires action by both the government and the people.
The government has to accept the right of the people to wider, deeper
participation and has to help set up mechanisms for that to occur. Such
mechanisms include electoral processes for representatives, as well as for
expressing preferences for alternative public proposals. There must also
be other channels of consultation and feedback, such as surveys. Those
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BOX 3.15

Tribal Governance in Jordan—Then and Now

A rich historical legacy in Jordan is the wellspring of value systems that define most as-
pects of personal life and public decisionmaking—primarily collective or communal
identities such as family, clan, and tribe; religious or ethnic groups; or common racial,
cultural, or even geographic attributes. They are referred to broadly as “tribal” values,
because the tribe is the most important, widest spread, and oldest of the various collec-
tive identities.

Such tribal identities met most people’s real needs for security and well-being for gen-
eration after generation. They came to define how society worked, at both local and na-
tional levels. They were thus the governance system. They regulated the exercise of
power. They ensured the rights of individuals. They defined relationships among differ-
ent groups in society, simultaneously enforcing, in their own way, values now called par-
ticipation, accountability, predictability, justice, the rule of law, and transparency.

‘Tribalism endures as the predominant Jordanian cultural value mainly because of its
continuing efficacy. Tribal values, obligations, and relationships still provide Jordanians
with a vital combination of practical and intangible elements that they cannot yet obtain
elsewhere through any other single system.

The modern state, the monarchy, the private sector, religion, civil-society organiza-
tions, and other structures offer some of these elements. But none matches the capacity
of tribalism to offer them all consistently, reliably, and generation after generation.

Linkages of blood, culture, ethnicity, religion, and neighborliness always come first,
because they provide the security that has been the most basic need of human beings
throughout time. These communal identities remain the primary driving forces of deci-
sionmaking at the level of the individual, the community, and the state. The monarchy
and reforms for modernity both operate on top of this foundation of communal and col-
lective identity.

Source: Khouri 2003, background paper for this book.

mechanisms also include channels of direct participation, such as users’
associations, parent councils, and citizen advisory or oversight commit-
tees. Many of these mechanisms have been discussed and illustrated in
previous sections, and, as noted above, some countries in MENA have
already begun to put some of them in place.

The responsibility of the people is to participate in such mechanisms or
to demand that they be put in place where they do not yet exist. Citizen
participation typically transits through, or depends on, civil-society organ-
izatons, which can help process information to inform citizens better.
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Those organizations can aggregate and transmit citizen concerns to rele-
vant government agencies. They also can both empower citizens and act
on their behalf. A key step in strengthening the external accountability link
is, thus, to create an environment that recognizes the value of civil-society
organizations in the conduct of governance, that creates space for them to
function, and that integrates them more readily into governing processes.
Earlier sections have illustrated what role such organizations can play and
how governments can work with them more effectively. Not illustrated,
but highly important, are the actions that governments need to take to en-
courage the development of civil-society organizations.

The media are another vehicle for enhancing participation and ac-
countability, which they do by distilling and digesting information from
and on government, by offering a forum for more active public debate
on policy, and by engaging in investigations to increase transparency and
to demand accountability. Creating strong, responsible media is certainly
a question of training and capacity. But of first-order importance is hav-
ing a climate of media freedom and public expression, without which ca-
pacity has little value.

Challenges for the Future

Despite reasonably acceptable performance in some areas, public service
delivery in MENA countries has generally been handicapped by poor ac-
countability links. Global experience shows that better performance can
be attained by strengthening internal accountability arrangements and
by introducing a variety of stronger external accountability mecha-
nisms—with action at both the micro and the macro levels.
Strengthening internal accountability arrangements within govern-
ment means having procurement and contracting rules and systems that
are transparent and that promote competition, predictable financial flows
to service providers, stronger monitoring of actual agency performance,
budget and personnel management policies that give more weight to per-
formance, and independent audits of agency budgets, thereby imposing
sanctions for wrongdoing. Progress in this process will require more at-
tention to the ethic of integrity and service to the public within govern-
ment, especially where services are delivered by public agencies.
Strengthening external accountability means having clients partici-
pate more directly in the delivery of public services—from providing
feedback to policymakers, to actively participating in management of the
delivery mechanism. The scope for innovation in the region is wide—
regularly using client surveys, promoting competition among providers
to give citizens a wider choice, enlisting or allowing clients to monitor
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actual performance, decentralizing to local governments, and trying
other means to encourage users to participate in implementation.

The link between citizen—clients and politician—policymakers is per-
haps the most difficult link to address in the MENA region. It touches
directly on political accountability. It inevitably involves greater compe-
tition for politicians through greater transparency in government,
through more (and more unfettered) public dialogue and debate, and
through regular elections that are openly competitive.

Notes

1. In addition, Algeria and Tunisia had by then begun opening the
market to competition.

2. In many countries, this investment targets basic education. In Jor-
dan, for instance, 80 percent of total education spending goes toward
basic education (World Bank 1999b).

3. One measure of the performance of a country’s health system, an
outcome, is the disability-adjusted life expectancy. When this rate is
compared to a country’s total spending on health, it is possible to esti-
mate a (relative) efficiency index, which measures the extent to which
spending has achieved its potential maximum. See WHO 2000.

4. 'This framework is adapted from that in World Bank 2003h.

5. This link is also associated with income levels; richer countries
tend to have both better governance and better performance indicators
for service delivery. Causality in a strict sense is difficult to determine. In
fact, governance, income, and service performance are all interlinked,
but good governance is one powerful intermediation channel: good gov-
ernance helps translate the potential from higher income into better ser-
vice performance, and good governance helps ensure that the results of
good service performance are translated into higher growth.

6. For a description of the IQA, see chapter 1.

7. Note that in the case of regulation or any service involving the com-
pliance of citizens, such as tax collection, the customer need not always be
right, because in such cases the incentive of an individual is not to comply.

8. This point is made strongly in UNDP 2002a.

9. For example, Bangladesh, Bolivia, Cambodia, Ghana, India (Kar-
nataka, Andhra Pradesh), and Latvia.

10. These surveys were supported by the World Bank in cooperation
with the European Bank for Reconstruction and Development. See
World Bank 2002g.






CHAPTER 4

Pathways to
Better Governance

For the MENA region to gain from globalization and to keep up with
strong demographic pressures, its public administration needs to create
the best possible environment for investment and growth and to deliver
the best possible public services—on par with the better-performing
countries in the world. What those countries have done to strengthen
their business and growth environments and their public service delivery
should point the way to reforms for countries in the MENA region, as
some have already recognized.

The Urgency for Action—Development and
Governance Gaps

Population growth in MENA countries creates two pressures for social
services. First, for any service, such growth will increase the number of
places where the service needs to be provided—that is, the number of de-
livery nodes. Second, to the extent that it induces migration to the cities
(as in other countries), such growth will likely increase the heterogene-
ity of the client base. Both will increase the complexity of public service
delivery and will stretch the already thin monitoring and accountability
systems. So, the governance of public service delivery will become more
demanding and more difficult—and thus more complex.

But the gap is not just about growth and social services. Because of the
gap in economic opportunities, there is also an aspirations gap, which re-
flects burgeoning young populations in the MENA region and the in-
evitable comparisons with other countries, comparisons made possible
by the global revolution in information flows. The governance gap, both
in the quality of public administration and in public accountabilities, has
weakened the environment for efficient, productive private investment.
And government-led growth efforts have been unable to compensate—
as is the case worldwide. Just as the governance gap has weakened the
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provision of public services that private entrepreneurs need, so has the
growth gap reduced the capacity of MENA governments to provide the
public services that people expect.

People in the region are demanding more from their governments in
terms of economic opportunities and the jobs they create; in quality of pub-
lic services; and more broadly in equality, freedom, and participation. Peo-
ple are, in short, demanding development. Their demand for faster growth
and more jobs, for better services (both social and regulatory), and for bet-
ter governance will undoubtedly rise as the pace of globalization picks up.

The thesis of this book is that these gaps in economic and social devel-
opment and in aspirations are—to a substantial degree—the unfortunate
manifestations of an enduring gap in the quality of governance between
the countries in this region and the better-performing countries elsewhere
in the world. Weak governance only perpetuates the development gap.

The economic and social challenges that the region faces can be
viewed, then, as largely a governance challenge—even if better gover-
nance is not the only change needed to improve economic and social per-
formance in the MENA region. The governance challenge is to
strengthen the incentives, mechanisms, and capacities for more account-
able and inclusive public institutions and to expand the notions of equal-
ity and participation throughout society. Those good governance mecha-
nisms, which are recognized worldwide, are first steps in a process of
improving economic policies that themselves are instruments for improv-
ing the climate and incentives for efficient growth (Rodrick 1999; World
Bank 1997, 2002i). And they are the foundation of human rights and dig-
nity—the goal of human development.

So, the governance challenge is not one of prescribing economic or so-
cial policies, important as they are. Instead, it is to ensure that the process
for conceiving, debating, designing, adopting, and implementing such poli-
cies is one in which all the people—as both citizens and clients—have an
opportunity to express their preferences, to participate in the dialogue, to
choose their representatives to act on their behalf, and to hold the govern-
ment accountable for acting in their best interest. Good governance cannot
itself guarantee a particular set of “good” policies and leaders. Butitis a sine
qua non for minimizing the persistence of disappointing outcomes and in-
effective policies and leaders—and for moving toward better ones.

Overcoming the Governance Gap

Riches from hydrocarbons, instabilities caused by conflict or the threat
of it, and interference stemming from geopolitical interests have handi-
capped the emergence of institutions of good governance in the MENA
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region. Worse, they have reinforced behaviors and governing arrange-
ments that defy accountability and that put people at the mercy of gov-
ernment. Rising to the challenge of good governance will mean turning
those handicaps into opportunities, as well as acting through a wide array
of entry points that can eventually lead to better governance and, with it,
better economic, social, and human performance.

Rising to the challenge of better governance is not solely, or even
mainly, the responsibility of governments—because many in government
(as well as many outside government) may resist the move to be more in-
clusive and more accountable. Although it inevitably requires actions by
governments, better governance necessarily also requires more proactive
participation by the people. The governance challenge is, thus, a chal-
lenge for everyone in the region.

Governments and organizations outside the region also have a role in
helping the MENA countries meet their governance challenge. Many of
those external partners are themselves vigorous proponents of gover-
nance reforms, but they may not always align their actions with the ob-
jective of strengthening governance in the region. Sometimes, they
choose the maintenance of “stability” (in the guise of supporting a given
regime) over the promotion of better governance.

If they are to create the right environment for progress on governance
reforms, the region’s external partners will need to commit themselves to
act in specific ways. They should avoid countenancing bad governance
institutions and behaviors—tolerance that may, for example, be mani-
fested in self-interested aid or may result from particular alliances. They
also need to continue to work for a peaceful and equitable settlement to
the Arab—Israeli conflict, which has diverted the attention and resources
of the region from building better governance.

In some cases, the prospects of a deeper voluntary economic association
with some industrial countries and organizations, such as the European
Union, may reinforce a dynamic within a MENA country to improve gov-
ernance. Such agreements themselves can provide a lock-in device to help
shore up the credibility of new governance institutions. And outside part-
ners can reinforce efforts to enhance human and institutional capacity
within the region—both to monitor and to debate governance issues and
to build staff capability in institutions that underpin good governance
(such as supreme audit organizations, which are within governments, and
the media and citizen watchdog groups, which are outside governments).

Meeting the challenge is no simple matter, either technically or institu-
donally. Poor governance reflects the failure of institutions; yet the creation
of better institutions itself requires the development of other institutions.
One of the most important institutions is that of “tolerance—the willingness
of individuals to accept disparate political views and social attitudes; some-
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times to accept the profoundly important idea that there is no right answer,”
as well as an “attachment to the institutions which constitute civil society”
(Norton 1993, p. 211, and Shils 1991, p. 4, as cited in Kazemi 2002).

To illustrate the conundrums in the transition, many of the institu-
tions designed to ensure better representation of the people—in the face
of tradition and other institutions that limit inclusion—themselves con-
tain the seeds of poor governance. For example, representation of Copts
in the parliament of the Arab Republic of Egypt is ensured in part by
nomination and in part by election. In Morocco, a set number of parlia-
mentary seats is reserved for women. In Bahrain, when none of the
women candidates won seats in parliament, the emir created additional
seats and appointed women to them. None of those actions is the hall-
mark of contestable accountability to the people, but all help achieve it.

Nurturing an attachment to the participatory institutions that consti-
tute good governance requires time and tolerance. Time is needed to ac-
cumulate experience demonstrating that such institutions can function
credibly and fairly. And the constant danger exists that the inability of
fledgling participatory institutions to represent the people effectively
against existing authoritarian institutions—that “the very public con-
frontation between democratically elected institutions and nonelective
ones, duly reported by the fledgling and yet still vibrant print media”—
will “highlight how and by whom democratic processes are being
thwarted. The subsequent inability of democratically elected institutions
to overcome the opposition [to them] and the ineffectiveness of demo-
cratic institutions in challenging those [constitutional] improprieties [of
nonelected officials, risks] furthering the cynicism of the majority of the
populace who voted the reformists into office” (background paper, Farhi
2003, p. 19). Cynicism itself is an enemy of effective participatory gov-
ernance. These tensions reflect the fact that building governance is a
two-way street: opening the governance arena without already having
capable institutions can lead to chaos; capable institutions themselves
need such an opening—as well as stability—to emerge and to thrive.

But what should MENA countries do while those institutions of par-
ticipation gain capacity and respect? Among other things, countries (their
people and their governments) need to tolerate and promote continual
open dialogue (which will encourage and protect the emerging participa-
tory institutions) and to avoid scrapping the institutions if they yield out-
comes that some people do not like. This tolerance may mean accepting
second-best solutions, such as an agreement of major groups to share
power in order to minimize risks of instability or even civil strife, as in
Lebanon with its consociational democracy (Salem 2003). The transition
is, by its nature, uncharted. And it will vary by country. But a clear vision
of what good governance means can be a powerful navigational tool.
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As an example of governance reform, Latin America illustrates the var-
ied paths to increasing participation through decentralization. In Ar-
gentina, Brazil, Ecuador, Peru, and the Repiblica Bolivariana de
Venezuela, political decentralization, together with the transfer of re-
sources or fiscal autonomy, preceded the strengthening of local responsi-
bilities. This sequence of events led to economic and political crises in
some of them. Chile, by contrast, focused on administrative delegation
(or deconcentration) first, perhaps putting the country in a better position
to achieve successful political devolution (World Bank 2003h, box 10.4).

The analytical and empirical backbone supporting the discussion of
governance in this book helps define pathways for improving the process
of governance. These pathways can be defined in terms of those that
promote inclusiveness in governance and those that promote stronger
accountability. The latter can be further grouped into internal account-
ability mechanisms—roughly parallel to the index of the quality of ad-
ministration in the public sector—and external accountability mecha-
nisms—roughly parallel to the index of public accountability (figure 4.1).
The first is the initiative of governments, with impetus and pressure
from the people; the second is the initiative of the people, with accept-
ance and accommodation by governments.

FIGURE 4.1

Multiple Channels of Accountability
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citizen groups.

The citizen—politician
interaction can be inter-
mediated by various formal or
informal organizations in civil society
(such as tribes, NGOs, or the media).

The arrows show accountability relationships: policymakers hold service providers internally
accountable (upper left-hand arrow); and citizens, and clients, exert external accountabilities on
both service providers and politicians, either directly or intermediated by civil society organizations
(the other arrows).
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A program to enhance governance must contain actionable measures
aimed at improving the overall environment and dealing with specific
constraints on greater inclusiveness and accountability. The measures
would target existing restrictions and rules that limit inclusiveness and
accountability, such as controls on the formation of citizen associations,
the high-level approval of candidate lists, or the restricted access to gov-
ernment information on, say, government spending. And they would set
up more active mechanisms to improve governance, such as legislating
against discriminatory practices in the public sector and setting up a
transparent—and preferably independent—monitoring (and recourse)
system to assess adherence to the new laws.

The form of these measures, as well as the balance between removing
restrictions and actively encouraging better governance, will depend on
the governance problems in each country and on the constellation of po-
litical and social forces that shape the governance structure. For example,
the explicit power-sharing arrangements among confessional groups in
Lebanon may not be needed in more homogeneous countries, where other
problems, such as promoting more public dialogue, might be more urgent.

Enhancing Inclusiveness

Inclusiveness, as noted earlier, is both a value in its own right—because
equality of participation and of treatment by government is a touchstone
of development—and an indispensable ingredient of better accountabil-
ity, especially external accountability. The first, fundamental step in
doing so is to adopt laws and regulations that widen and secure access to
widely accepted basic rights and freedoms (including the right to be rep-
resented in and consulted by governments) and to ensure more equitable
eligibility and treatment for public goods and services.

Many types of measures aim to secure equality in participation and
treatment: universal suffrage; broader public consultation on proposed
laws and regulations; fewer restrictions on the advocacy and community
empowerment roles of civil-society organizations (even creating part-
nerships with them); abolition of discriminatory laws and regulations;
and establishment of rules, mechanisms, and monitoring to ensure equal
treatment in the delivery of public services such as health and education,
as well as business registration and regulation. Often laws ensuring free-
doms or opposing discrimination already exist but may be little more
than a declaration of intentions.

So, the second fundamental step is to establish mechanisms that can en-
sure that such laws and regulations are respected—mechanisms of both in-
ternal and external accountability. For example, there needs to be explicit
monitoring of whether public agencies treat all citizens equitably. In some
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cases, where necessary and possible, it may be desirable to redress past ex-
clusionary action (for example, by using explicit quotas). An ombudsman
can give citizens recourse against discriminatory treatment, even when ac-
cess to the legal system remains insufficient or when the legal system itself
is discriminatory. Acceptance, even encouragement, of citizen watchdog
groups can pinpoint and spotlight lapses in inclusiveness.

Inclusiveness is also a state of mind—reflecting an ethic of tolerance
and of acting in the public interest—both by bureaucrats in government
and by citizens. For example, civil servants need to view their role as one
of serving the people and serving as stewards of public trust and re-
sources. Citizens need to conduct public discourse with honesty and tol-
erance—and with vigor. Instilling within both citizens and bureaucrats a
sense of civic responsibility, as well as fostering an ethic of action in the
public interest, is never easy. And it is more difficult in polarized societies
or those in which some groups have been consistently denied voice and
power. But the process of formulating, implementing, and monitoring a
national program to enhance governance can itself mirror the ethic of in-
clusiveness, tolerance, and public interest. Irrespective of the form, the
effort requires strong commitment from leaders in government and
among the citizenry.

Gaining Stronger Accountability

Internal and external accountability are not substitutes. They are rein-
forcing mechanisms. Stronger external accountability systems will reveal
weaknesses in internal accountability mechanisms, thus requiring action
by governments to be able to respond more effectively to external de-
mands. Stronger mechanisms and capacity for internal accountability are
needed to generate the information about what government is doing, in-
formation on which external accountability depends.

For example, allowing more public debate on the public budget (exter-
nal accountability) will inevitably lead governments to pay more attention
to monitoring and evaluating the spending performance (internal ac-
countability)—a phenomenon beginning to happen in the Islamic Repub-
lic of Iran and in Bahrain, for instance. Publication of reports by effective
government audit agencies (internal accountability) can fuel public debate
on corruption (external accountability). Popular election of parliaments
(external accountability) can strengthen the power of parliaments to pro-
vide checks and balances on the executive (internal accountability). So, any
action plan needs to include measures on both fronts.

Within each accountability arrangement, it is possible to distinguish
broadly between macro- and microgovernance actions. The macro gover-
nance issues typically focus on nationwide accountability arrangements—
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both internal and external—that define the overall governance environ-
ment, including the sharing of power (structure of government), the flow of
public information and scope for public debate, and the functioning of var-
ious external contestability mechanisms (including but not limited to com-
petitive elections). Microgovernance focuses more on the specific arrange-
ments that affect the incentives and performance of individuals, agencies,
and groups in the governance process. Those arrangements include ad-
ministrative measures to improve the internal budget and personnel man-
agement systems, such as controls and reporting, as well as the local, com-
munity arrangements to involve citizens in local government and service
delivery. Many governance measures, such as elections, consultations, and
citizen advocacy, apply equally at both national and local levels.

In a discussion of mechanisms to enhance accountabilities, it is useful
to recall the two main components of accountability in the governance
framework: transparency and contestability. Better governance is impos-
sible without greater public sector transparency; everyone needs to know
what government is doing, who in government is responsible, and how
citizens are expected to interact with government. And better gover-
nance is impossible without greater contestability in the choice of public
officials and policies; citizens need regular opportunities and well-
established channels to select, renew, and replace public officials and to
confirm or reject public policies. Thus, any efforts to improve gover-
nance must favor greater transparency and contestability.

Improving External Accountability—National Actions

Improving external accountability in MENA must be the foundation of
any program to enhance governance. Why? Because external accountabil-
ity is a fundamental right (deriving from the precept that authority to gov-
ern is granted by the people), and because it is critical in providing incen-
tives for governments to strengthen their structures of internal
accountability. External accountability is the linchpin for improved gover-
nance, and it is the especially weak external accountability to the public
that actually opens the governance gap between MENA and the rest of the
world. Actions on this level will determine whether a country’s overall in-
stitutional environment supports good governance or not. The actions will
determine how quickly the MENA region can close its governance gap.

Greater Public Disclosure, Freedom of Information, and Public Debate. Ac-
countability rests on transparency, and information is the currency of
transparency. Therefore, countries need to minimize government se-
crecy and to mandate the disclosure of what government is doing. En-
shrining in laws the public’s right to know is an important step, but is one
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that has to be complemented by mechanisms that permit citizens to ex-
ercise that right—including legal proceedings. Governments can choose
to become active in disclosing and communicating with the public. Many
governments in MENA have recognized the value of e-government,
even if their programs are still below their potential, compared with the
rest of the world (box 4.1).

Providing access to information is only the first half of transparency.
Citizens need to have the liberty to discuss and to conduct uncensored
(but responsible) public debate in the media and academic institutions—
debate on the performance of government officials and agencies and on

BOX 4.1

The Move to E-government in MENA Countries

E-government applies information and communication technologies to the delivery of
government services for citizens—clients, the private sector, and other government agen-
cies. It provides greater access to government information that can support citizen over-
sight and external accountability. Almost all governments, including most in MENA,
have launched e-government efforts.

E-government can be a powerful tool for better governance, but it takes more than
simply requiring computers or setting up Web sites. Improving the efficiency and cost-
effectiveness of public services, as well as increasing the transparency and accountability
of government agencies, requires planning, sustained effort, and clear political support
from the executive.

In an attempt to measure progress with e-government, the United Nations has cre-
ated an index that includes measures of technological infrastructure and its use by the
population, plus measures of overall economic and social development, transparency, and
urbanization. The index does not measure the effectiveness of e-government as much as
its potential. On this broad index, the MENA region scores slightly above the global me-
dian—not surprising, because government subsidies related to the Internet are the high-
est in the world. Indeed, Bahrain, Kuwait, Lebanon, and the United Arab Emirates rank
with Europe. But this potential is not being translated into better public service delivery
or broader access to information. Compared with countries in other regions, those in
MENA have the lowest scores on the transparency component of the index (consistent
with the region’s gap on the index of public accountability, as shown in chapter 1). They
also have the lowest percentage of Internet sites focused on citizen service delivery and
have among the lowest per capita ratios of Internet hosts.

Sources: InfoDev and the Center for Democracy and Technology 2002; United Nations Division for

Public Economics and Public Administration and American Society for Public Administration 2002.
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the merits of policies, even if the content is critical. Citizens also need
the freedom to collect additional information through, for example, in-
dependent research and public opinion polls. This ability is more likely
to exist where the press is free and the government actually solicits pub-
lic debate. It is unlikely where pollsters are systematically prohibited
from posing sensitive questions or where journalists are periodically, if
not systematically, harassed or jailed by governments. A few MENA
countries currently allow relatively unfettered debate on public affairs
and officials, notably Lebanon and Algeria. Others, such as Morocco, are
moving haltingly in the same direction.

Open, Fair, Regular Elections. Regular, competitive elections are typically
one of the most formal mechanisms of participation—a mechanism that
is underdeveloped in the region. Regular, open, and fairly conducted
elections are the ultimate competitive mechanism for executive leaders
and parliamentary representatives. They are the pinnacle of citizen par-
ticipation. But as experience in the region and elsewhere attests, holding
elections is no guarantee of effective participation. Achieving electoral
processes that efficiently and fairly reflect voter interests requires atten-
tion to additional governance issues, including the vetting of candidate
slates, the inclusiveness of voting rules, the role and financing of politi-
cal parties, and the independence of election monitors. So, even if elec-
tions are widely accepted as an accountability mechanism, countries need
to invest substantially in techniques to enhance their credibility. A place
to start is with more, and more credible, local elections—as experience
in the Islamic Republic of Iran and Lebanon show.

Even well-designed electoral processes provide only periodic partici-
pation; they must be supplemented with a variety of other forms of par-
ticipation, such as broad official consultations and hearings on govern-
ment policies, including citizen surveys and electronic feedback. Those
alternative participatory mechanisms lack the element of contestability.
And they typically leave the initiative for consulting, as well as for acting
on advice received, in the hands of the government and not the citizen
(although the publication of the consultations may force politicians to
accept what citizens say). These mechanisms are no substitute for elec-
tions, but as governments around the world have found, they are an in-
dispensable supplemental channel for participation. They are channels
that all levels of government can use more effectively.

Within the MENA region, the traditional consultative institutions,
such as the Shura councils in the Gulf states, offer one basis for building
more accessible consultation. Other governments have sought to create
new mechanisms for enhancing consultation, especially at a high level
with the executive, mechanisms such as the National Social and Eco-
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nomic Council in Algeria (box 4.2). The executive branches in Lebanon,
Morocco, and Tunisia have similar arrangements. Likewise, the active
involvement of citizens in local government decisions, as in Aden in the
Republic of Yemen and Alexandria and Qena in the Arab Republic of
Egypt, provide yet another model. One step, widely used in countries
with good governance, is for government to mandate that all public
agencies solicit, disclose, and respond to public reactions on all proposed
regulations before they are finalized.

Civil-Society Advocacy and Participation. With or without elections, civil-
society advocacy organizations are key intermediaries in ensuring ac-
countability in the citizen—politician link. Such organizations cannot be

BOX 4.2

Expanding Consultative Organisms—Algeria’s National Social and
Economic Council

Algeria has many national advisory organisms that monitor the government in a variety
of domains. One of them, the National Social and Economic Council, deserves particu-
lar attention. It allows the various economic, social, and cultural segments of Algerian so-
ciety to be represented, parallel to their representation through elected political bodies.
The council’s members are designated by the government, sometimes at the suggestion
of interest groups (unions, associations, public enterprises, and universities).

The council’s mission is to debate government policy and to give its opinion on the
situation of the country and on particular projects as the council puts special emphasis
on the social and economic effect on the citizenry. Because of its composition, which de-
pends on government authorities and favors the public sector, the expectation was that
the council would serve as a merely consultative organism, putting its seal of approval on
governmental action. But its dedication and the quality of its reports (the annual status
report in particular) have enabled it to do much in analyzing the social and economic sit-
uation of the country.

The council’s independence has at times led to tensions or conflicting relations with
government authorities, who seldom appreciate the critical assessments and concerns ex-
pressed, especially when the Algerian press—one of the freest in the Arab world—makes
them available to the public. In its last status report in December 2002, the council fo-
cused on the gap between the discourse of the government and the implementation of
policy reforms, on the lack of willingness to advance reforms, and on the absence of any
strategy or vision for the role of the state.

Source: Adapted from Mahiou 2003, background paper for this book.
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mandated, but their emergence does require an enabling legal environ-
ment in which they can work openly to mobilize citizens and to push
governments to perform effectively and without discrimination. It is
standard worldwide to require registration and approval of civil-society
organizations that seek fiscal exemptions allowed by law. But few MENA
countries, if any, openly welcome civil-society organizations as indispen-
sable participants in good governance. Still, the existence of thousands of
such organizations is testament to their growing importance in the re-
gion—and to governments’ need to accept them.

Better Monitoring and Data on the Quality of Governance. What stands out
in any analysis of governance in the MENA region is the relative paucity
of data, compared with other regions. Sources are limited, typically only
from external rating agencies, and both country and indicator coverage
is partial at best. The lack of data, especially from within the region, is
itself symptomatic of weak transparency and public debate in almost all
MENA countries. This lack of data hampers objective assessments and
the design of sensible action plans. A key step in fostering a dialogue on
improving governance is for governments to encourage the collection,
analysis, and publication of better governance data through surveys, in-
terviews, and studies. The experience of other countries described in
chapter 3 offers some guidance.

Independent, Responsible Media. The media play a key role in transparency,
both by demanding more and better information on government per-
formance (as in the Islamic Republic of Iran) and by helping to digest the
data and to shape them into issues for public debate. Plus, the media
offer a forum for citizen expression. They also play a role in contestabil-
ity as they help highlight and debate the strengths and weaknesses of
government officials and policies. For the media to be effective, they
need to be independent from government control and influence so the
media can have more freedom to debate and to criticize government of-
ficials and policies. People also need access to a wide array of competing
media organizations, which will ensure pluralism and avoid control by a
few private, vested-interest groups. At the same time, the media need to
respect standards of integrity and professionalism when reporting and
analyzing governance issues.

Improving External Accountability—Local Actions

"The macro environment supports accountability actions at the micro, or
local, level—actions that typically rest on greater citizen participation
(the citizen-service provider accountability link). As elsewhere, many
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local actions depend on the willingness of governments to accommodate
them by establishing participatory mechanisms, publishing information,
and abiding by the outcomes. Still, evidence worldwide shows that an ac-
tive, informed civil society can claim greater participation, especially at
the local level, as is illustrated by the example of women demanding
identity cards in Egypt. The objective is to put the initiative for partici-
pation in the hands of the citizens and to have government respond—
which for all governments in MENA would be a reversal of roles. But
micro-level accountability is not necessarily in opposition to govern-
ment. It can be an ally of governments seeking to improve their internal
accountabilities, because it provides better monitoring of public agencies
than internal accountability mechanisms alone (such as administrative
reporting requirements and inspectorate investigations).

More Reliable Information on Public Service Performance. "10 be responsive,
government agencies need to know what citizens want and how citizens
evaluate the quality of public services provided. Thus, they need trans-
parency. User surveys can be a powerful feedback tool, and they can be
implemented in a variety of ways (for example, by involving citizens and
businesses through e-government sites that are focused on specific issues
such as investment programming or customs clearance). In all cases,
their effectiveness increases when high-level policymakers are strongly
committed to listening to and using the results—and when the results are
widely published and debated. Client feedback surveys, as used in the
West Bank and Gaza (box 4.3) and in Jordan, are a powerful tool for im-
proving the quality of governance data. E-government is yet another
mechanism (box 4.1).

Increased Competition among Public Service Agencies. Allowing citizens to
choose among alternative public service providers minimizes the need
for centralized monitoring to ensure quality. Increasing competition re-
quires creativity. For social services, where government financing re-
mains significant, voucher schemes widen the choice of citizens among
eligible providers while still allowing government to finance the services.
For infrastructure services, increasing competition typically requires
carefully designed regulatory arrangements for providers who offer ser-
vices at market cost. The MENA region lags behind the rest of the world
in creating competitive mechanisms, although telecommunications reg-
ulation in Morocco is one of the more successful mechanisms in the re-
gion of this sort (see box 3.3). Foundations—such as the Imam Khome-
ini’s Emdad Committee in the Islamic Republic of Iran, which provides
the same social services as the government’s State Welfare Organiza-
tion—can also be a source of competition (Esfahani 2003).
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BOX 4.3

Service Delivery Surveys in the West Bank and Gaza

A 1998 service delivery survey in the West Bank and Gaza asked a representative sample
of beneficiaries about the provision of health and education services by the NGOs, the
private sector, and the Palestinian Authority. To evaluate the quality of the equipment
and service, specialists also carried out institutional reviews of education and health fa-
cilities. The findings show that beneficiaries often select a particular provider because of
easy access to the service or because of the provider’s quality—areas where NGOs and
private providers ranked higher than the government. The findings were presented at
dissemination workshops that were attended by ministers, senior civil servants, and sen-
ior representatives from NGOs and private organizations. How did the ministers of
health and education react? They used the findings to improve the quality of health and
education services across the board and to foster a better division of labor among the
government, the NGOs, and the private sector.

Source: World Bank 1999c, p. 38.

Stronger Local Governments. Devolving responsibility (and resources) to
local or municipal governments can improve accountability relationships
by putting leaders closer to the people, thus increasing the likelihood that
the people’s voices are heard. But devolution also brings risks. And
whether such devolution enhances governance depends on how local gov-
ernments are structured, how reliable local elections are, how much
power local governments actually have, and how great their administra-
tive capacities are. Nonetheless, local governments are a powerful chan-
nel for increasing accountability, and there are examples of how some
have substandally improved the participation of citizens and citizen
groups (for example, in setting budget priorities). The recent effort in the
Republic of Yemen to devolve more authority to local governments is il-
lustrated by advances in Aden, where efforts to enhance local administra-
tive capacity were intertwined with greater citizen involvement (box 4.4).

More Active Role for Community Empowerment Associations. Local external
accountability mechanisms are poorly developed in MENA, especially in
comparison with the innovative efforts worldwide (illustrated in chapter
3). All require stronger, community-level, civil-society organizations.
The macro environment sets the overall parameters for the emergence
and the functioning of such associations. But it is the micro, or local, en-
vironment that draws them actively into the governance process, notably
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BOX 4.4

Decentralizing Political Power—Local Economic Development in Aden

In 2000, the parliament of the Republic of Yemen approved an ambitious Local Au-
thorities Law that provides unprecedented powers to local governments over adminis-
trative and fiscal authority and functions. The law gives further support to a decen-
tralization process that began on a pilot basis in 1995 in the Ibb governorate,
grounding it institutionally in the legal framework and building on the strong histori-
cal tradition of local self-governance in the country. It also paved the way for the first
local elections in 2001.

But implementation of the law—particularly in transferring responsibilities to local
authorities—has been a slow-moving process, largely because of limited local capacity.
"To overcome this constraint, Aden, the country’s commercial capital, established a local
economic development department in 2002, with funding from the Cities Alliance and
the World Bank. It works at the local government level, with a city development strat-
egy team comprising representatives from the city’s private sector, universities, women’s
organizations, and other civic groups in a broad-based city-visioning exercise, and it is
carrying out complementary city revitalization investments.

Initial plans include revitalizing a pier and fish market that have tourism potential,
plus upgrading an industrial area to provide small businesses with needed infrastructure
services that will better enable them to respond to a growing demand for diversified ser-
vices at the port and free-zone facilities. Physical infrastructure in the city is being im-
proved to strengthen linkages among its key economic clusters.

In addition to improving the competitiveness of the city, local authorities in Aden are
implementing a wide range of local reforms and capacity-building initiatives—thus
streamlining local business regulatory processes, strengthening physical and investment
planning, and improving municipal asset management. In an effort to strengthen the re-
lationship between the newly elected local council and its constituents, a workshop was
organized in mid-2002 with local officials and city residents to encourage participatory
planning. This workshop improved the local planning process and strengthened ac-
countability between local government and its constituents.

The process of political decentralization (through local elections) fosters ownership
of development efforts at the local level, helps mobilize local talent, and improves the de-
sign and implementation of measures tailored to local needs. In addition, Aden’ local re-
form task force serves as an important voice in pressing for national reforms—including
proposed improvements in customs administration, land registration, and investment
promotion, all vital to Aden’s economic competitiveness regionally and globally.

Source: World Bank staff.
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in the oversight of the performance of public agencies in general and of
public service delivery agencies in particular—especially where each
transaction has to be tailored to the client. The challenge for govern-
ments is both to empower such organizations and to devise mechanisms
that capitalize on their capacity to contribute. This process is not absent
in the MENA region, as shown by recent efforts in Morocco to formal-
ize cooperation between the government and civil society (box 4.5).

Improving Internal Accountability—National Checks
and Balances

Improving internal accountability at the macro level is also about estab-
lishing an environment of accountability within government by increas-
ing the transparency and contestability within government, as well as by
fostering an ethic of and commitment to service in the public interest.
Strengthening national-level internal accountability is primarily, but not
only, a question of modifying the structure and organization of government
to increase separation of powers. Governments in the MENA region, al-

BOX 4.5

Cooperating with Civil Society

Morocco’s latest five-year development plan (2000-04) attempts to engage civil-society
organizations as a main actor in the development process: “Civil society has to be given
the opportunity to participate in the process of economic, social, and cultural develop-
ment. In fact, these groups are not just a venue to articulate the moral interest; they seek
to undertake initiatives, mobilize existing resources, and be actors in the field of devel-
opment.”

The plan highlights the need to improve the poverty focus of public policies and ex-
penditures to achieve equity and inclusion, including through the creation of a social
fund that works directly with civil-society organizations. It also stresses social develop-
ment and poverty eradication—thereby improving access to basic services, combating il-
literacy, integrating women and youth in the development process, and improving health
care. On decentralization, the plan calls for a clarification of roles at all levels of inter-
vention, as well as for the adoption of formal contracts between local government and
civil-society organizations to define the rights and duties of contracting parties. The plan
also calls for integrated and participatory rural development programs targeted at the
poorest rural areas.

Sources: Morocco 2000; World Bank 2002c.
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most without exception, concentrate authority in an executive branch (as
shown in chapter 1). Parliaments exist, but they seldom provide an inde-
pendent check on the executive; more often, they merely legitimize execu-
tive decisions. And when they do act independently, the parliaments can be
suspended to allow the executive greater latitude, as in Jordan in 2001. Even
if the judiciary fairly upholds the rule of law for citizens, in every country in
MENA, the judiciary has weak oversight over other branches of govern-
ment and lacks the prerogative to question the executive.

So a key governance-enhancing step is to ensure contestability in the
exercise of state authority, typically through a constitutional separation
of powers among the branches of government. A step that is especially
important is to make it difficult for a powerful executive to sidestep ac-
countability obligations. Of course, nearly all constitutions in the region
have enshrined the classic separation of powers of government, but they
have been unable to ensure that separation in practice. Constitutions can
be changed or their provisions ignored, as experience in the region
demonstrates. Still, strong provisions to empower the three branches of
government signal to those inside and outside the region that a country
is serious about governance structures. And when coupled with con-
testability mechanisms that make it harder to change constitutions and
that give stronger voice to citizens about such changes, constitutional
guarantees of separation of powers gain credibility. Even with constitu-
tional guarantees, implementation remains the key. And good technical
design of the structure of government can facilitate, or complicate, ef-
fective implementation.

Stronger Parliaments. Stronger parliaments depend on constitutional
safeguards, on popular support, and on their technical capacities. Legal
safeguards should protect parliaments from executive predation. For ex-
ample, executives should not have unchecked power to suspend parlia-
ments. Parliaments should have the power to initiate legislation or to
amend or reject what executives propose. Parliaments should have full
oversight over government spending and cabinets. When parliaments
are elected through fair and regular elections, executives that try to
weaken parliaments may face stronger resistance from both elected rep-
resentatives and the electorate.

Efforts to strengthen the capacity of parliamentarians to act independ-
ently (such as the Parliamentary Research Center in the Islamic Republic
of Iran) will enhance their ability to offer effective checks and balances.
Even though dominant executive authority remains the norm in MENA,
some countries have begun to redress the balance of power. The recent
creation of a parliament in Bahrain propelled the executive to begin to
consider new mechanisms to enhance the quality of its expenditure man-
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agement. Morocco adopted reforms in the 1990s to strengthen the power
and authority of its bicameral parliament (background paper, Filali-Ansari
2003). Since the victory of reform-minded candidates in the 2000 parlia-
mentary elections in the Islamic Republic of Iran, parliamentarians have
used their voice in an attempt to balance the power of the supreme leader,
with some, if halting, success (background paper, Farhi 2003).

A More Independent Judiciary. In a region with strong respect for the rule of
law, as in MENA, the judiciary should be able to play a powerful role in
maintaining an appropriate balance of power. But in the MENA region,
the judiciary is systematically shackled by executive dominance, is ignored,
or, worse, becomes an agency of the executive itself. To counteract execu-
tive pressures, the country needs a minimum standard of guarantees for
judges’ positions (such as their irremovability and security of employ-
ment). At least half of the organism in charge of appointing and supervis-
ing judges (such as the Higher Judiciary Council in Tunisia) should be
elected (by any of various mechanisms) (background paper, Charfi 2003).
There are some recent examples of judicial power, such as the overturning
of Egypt’s law limiting the freedom of citizens to form associations.

Empowerment of Other Independent Oversight Agencies. Within the govern-
ment broadly, other agencies may also provide checks and balances. Key
among them is an independent audit organization that is responsible for
examining the financial probity of executive spending. Some countries
(such as Algeria in box 4.6 and Tunisia in box 1.8) have also experimented
with an ombudsman as an alternative channel of recourse against abuse
of power, usually but not always by the executive.

Improving Internal Accountability—Administrative Measures

Even without constitutional reform to establish checks and balances,
even without elections and decentralized political power, and even with-
out freer press and public information, multiple administrative actions
can strengthen the accountability—within government—of agencies that
provide public services. Among the most powerful mechanisms devel-
oped elsewhere are those that focus on the management of public sector
performance.

Public Expenditure Management. The budget is the operational tool of
governments. So, the actions that link the process of budget formulation
and execution to tangible measures of performance—including value for
money as well as actual results—underpin accountability. A focus on
budget performance demands a definition and publication of tangible
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BOX 4.6

Toward External Accountability in Algeria: The National Ombudsman

Inspired by foreign experiences, Algeria recently attempted to add a new form of exter-
nal accountability to its existing institutions: the National Ombudsman (Médiateur de la
République). A presidential decree on March 23, 1996, instituted an ombudsman who re-
ports to the president and has the mission of promoting human rights and ensuring the
regular functioning of the public administration as the ombudsman pays special atten-
tion to the quality of the relationship between the administration and the citizens.

A subsequent decree on August 26, 1996, identified the prerogatives of the ombuds-
man, as well as the staff assisting him, at both the national and the local levels. The ini-
tiative bolstered the channels offered to citizens to defend themselves against the perpe-
trations of the administration, thereby strengthening the rule of law.

Before the effectiveness of the ombudsman’s mission could be assessed, the institution
was abolished on August 2, 1999. According to the press, an annual average of some
38,000 complaints had been brought to the ombudsman and his local deputies, under-
scoring its usefulness.

Government authorities reversed their position on March 25, 2001, putting in place
a National Commission for the Promotion and Protection of Human Rights to “under-
take mediation activities in the context of its mandate to improve the relationship be-
tween the administration and the citizens.” The commission’s mandate assumes, how-
ever, that it will have the judicial, human, and material means to implement such a
complex mission, which does not seem to be the case so far.

Source: Mahiou 2003, background paper for this book.

performance targets for government agencies, a more rigorous examina-
tion of spending decisions (for example, through cost-benefit analyses),
a workable information system for monitoring and evaluating agency
performance, and a system of rewards and sanctions for managers who
are in charge.

Instituting public expenditure management is a complex and long-
term process, as shown by experience in many industrial countries (such
as Sweden and the United States) and in some developing countries
(such as Malaysia in box 3.5). And governments typically adhere to the
process only in the face of strong public or external demand. But even
initial steps in this direction can foster a climate of greater internal ac-
countability. The Islamic Republic of Iran and Bahrain have perhaps
shown the greatest interest in adopting modern techniques of
performance-oriented budget management, and both remain at the very



170

Better Governance for Development in the Middle East and North Africa

initial stages. There is beginning to be some limited discussion of
performance-oriented budget management in some other countries,
such as Egypt, Jordan, and the Republic of Yemen.

These efforts must be complemented by actions to improve the flow
of information and the quality of debate and dialogue within the admin-
istration. The need for better information and debate underlines the im-
portance of having an overall governance environment that is supportive
of transparency and contestability. A strong parliament (or the prospect
of one), as well as a powerful independent audit organization, can en-
courage executive agencies to pay more attention to performance.

Finally, a stronger focus on government performance may depend as
much on instituting and adhering to an ethic of service to the public and
of stewardship of public resources as it depends on demanding account-
ability through various technical or political measures.

Civil Service Reform. Irrespective of government policy and financing, the
civil service sits at the interface of citizens and government. The chal-
lenge is to make the civil service more accountable for emphasizing re-
sults over bureaucratic action, for ensuring faithful implementation of
policies, and for treating all citizens fairly and competently. Human re-
source management practices that enshrine transparency and contesta-
bility are steps in this direction: more transparent hiring of civil servants
(as Jordan is attempting through electronic posting of openings and can-
didates), competitive entry exams, and meritocratic promotion provide
incentives for better performance. The Republic of Yemen has a major
civil service reform program under way, and Morocco has been engaged
in similar efforts for the past decade.

There are other ways to improve civil service performance besides re-
form of internal management. For example, instauration of a code of in-
tegrity, coupled with such concrete measures as declarations of assets and
similar fiduciary requirements, creates a climate inimical to corruption.
Instituting these measures is difficult in any civil service. It is more diffi-
cult when recruitment into the civil service is used to combat unemploy-
ment, as is the case in many MENA countries.

Alternatively, policymakers can strengthen internal accountability by
reducing the discretionary power of bureaucrats. When Algeria estab-
lished its Agency to Promote and to Monitor Investments (Agence de Pro-
motion et de Suivi des Investissements) in 1994, it stipulated that investors
had the right to a response within two months and that the failure of the
administration to honor that deadline automatically conferred approval
(background paper, Mahiou 2003).

Finally, although it is an internal affair, civil service management can
be strengthened by enlisting external accountability mechanisms—such
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as direct citizen feedback (for example, through surveys) and administra-
tive recourse mechanisms (for example, ombudsmen).

Deconcentration. Some governance problems in central governments can
be alleviated, in part, through greater deconcentration, which is an al-
ternative (or first step) in the decentralization and devolution of political
authority. The power of deconcentrating many functions of government
is that it brings central government agencies closer to users, who have
both a direct stake in performance (unlike a supervisory bureaucrat at the
center) and the information needed to assess agency performance.
Deconcentrating can also help strengthen internal oversight by creating,
in effect, a further separation of powers. The Moroccan government has
committed itself to greater deconcentration, (for example, by empower-
ing centrally appointed leaders at the regional level—the king selects the
governors, or walis—who have authority over ministerial officials in the
regions and who have been delegated decisions on behalf of their central
ministries).

Regulatory Independence. A key public service is proper regulation of pri-
vate activities that have important externalities or where there are mar-
ket failures. Such regulation fails its purpose when it is captured by ei-
ther private vested interests or officials within government who have a
political agenda. The challenge is to design such regulatory agencies to
preserve their independence, while holding them accountable for effec-
tive regulation. Some MENA governments have begun to establish such
agencies; the nascent experience with telecommunications regulation in
the region both shows the difficulties and points to lessons. Worldwide,
there is a rich experience to draw on.

An Ethic of Public Service. The sanctions that are part of contestability
mechanisms are powerful accountability incentives, but they depend on
effective enforcement, which itself requires strong administrative capac-
ity. The need for such enforcement is lowered when there is an ethic of
service to the public and of stewardship of public resources, which are
hallmarks of truly effective organizations of public service delivery. The
value system itself becomes self-enforcing because civil servants will tend
to judge the performance and reputation of themselves—and of others—
in terms of this ethic, thus lowering the costs of formal monitoring and
sanctions. Creating such an ethic requires vision and leadership from the
top; it also requires collaborative arrangements between citizens and staff
of public agencies to build trust and mutual recognition (Tendler 1999).
Many civil-society organizations, in MENA as elsewhere, that deliver so-
cial services often rely on the commitment of their staff to such ideals; in
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TABLE 4.1

certain cases, these civil-society organizations may be able to help gov-
ernments develop such values for their own agencies.

Moving the Governance Agenda Forward

One lesson of governance reform worldwide is that increasing inclusion
and accountability and broadening participation will take time, because the
process inevitably entails changing traditions and confronting privileged
interests. Universal suffrage was not common in industrial countries untl
the mid-20th century—nearly 200 years after being enshrined as a concept
in the American and French revolutions (table 4.1). Performance-oriented
budgeting was initiated as a way to increase the accountability of the gov-
ernment in the United States in the 1960s, and it is still not universally ad-
hered to. In the MENA region, external factors that have handicapped the
emergence of institutions for good governance are unlikely to disappear.
Their persistence makes the challenge in MENA countries perhaps even
greater than elsewhere, given the starting point.

Sdill, there are reasons for optimism. Governments in MENA remain,
by and large, strongly committed to providing citizens with good public
services. The debate on governance in the region, hampered though it may
be by government censure and limited information, is under way. There is
evidence of some progress on many fronts, however limited or timid.

Even the exogenous factors described in chapter 1—oil, conflict,
geopolitics—can be engines for change. Oil revenue provides the financial
wherewithal to prepare and introduce governance reforms while being a
highly visible symbol of why better governance is needed. The threat of
conflict, notably internal strife, can be (but seldom is) viewed in part as a
manifestation of weak governance. The enduring solution is not military—
itis greater political accountability and stronger government performance.

Global forces do not necessarily have to weaken governance in
MENA countries. Indeed, trade and other economic agreements—when
they reflect a genuine social consensus and are entered into voluntarily—

Modern Governance Institutions Took a Long Time to Develop

Majority (of
Institution/reform First industrial countries) Last United Kingdom | United States®
Universal male suffrage 1848 (France) 1907 1925 (Japan) 1918 1870/1965
Universal suffrage 1907 (New Zealand) 1946 1971 (Switzerland) 1928 1920/1965

a.The 1965 date reflects legislation to eliminate racial discrimination in voting.

Source: Chang 2002.
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offer opportunities that can be used to strengthen the movement for re-
forms in governance. They can also provide a brake on efforts to reverse
them, as in several Eastern European countries. And external partners
can play other positive roles in a country’s quest for better governance.

What are the grounds for optimism that a transition to better gover-
nance and to better growth and development is feasible? Look at the ex-
perience of other countries that have gradually strengthened governance
mechanisms without instability and with the reward of better economic
performance. The governance reforms in Eastern Europe were generally
better than those in the countries from the former Soviet Union because
of their more contestable political systems that favored the power and
growth of a wide array of citizen associations that voice support for re-
forms (box 4.7). Similarly, in Mexico, significant governance reforms that
expanded participation and increased external accountabilities were ac-
companied by a strong economy recovery (box 4.8).

BOX 4.7

Good Governance Can Improve Economic Policies—Lessons from the
Europe and Central Asia Transition

In the 10 years following the dissolution of the Soviet Union, countries in Eastern Eu-
rope typically managed the economic transition from command to market economy bet-
ter than countries emerging from the breakup of the Soviet Union. The first group
tended to have governments that “emerged from roundtable negotiations among broadly
representative popular fronts and a wide range of other organized interests.” The more
concentrated political regimes in the second group sought to preserve the narrow vested
interests they represented.

The “competitive democracies” in Central Europe focused more on promoting new
constituencies of winners from better policies—in part by welcoming the emergence of
entrepreneurial and other citizen associations that gave voice to citizens other than the
oligarchs. Amplifying the economic effect of reforms were generally strong public ad-
ministrations that improved the overall business environment, as well as the pull of ac-
cession to the European Union.

One conclusion is that a very strong executive generally fails to stand up to en-
trenched, concentrated, vested interests. Another is that mobilizing a broader array of
constituent groups through greater political inclusion strengthens the hand of economic
reformers facing entrenched interests. The emergence and mobilization of this broad
range of constituent groups are more likely in “competitive democracies” than in con-
centrated political regimes.

Source: World Bank 2002h.
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BOX 4.8

Political Pluralism and Economic Recovery in Mexico

Like many MENA countries, Mexico is an oil-rich economy traditionally governed by a
dominant political party that allowed little open competition. Governance reforms
began as early as the 1980s, because the share of votes won by the dominant political
party had gradually fallen from more than 90 percent to about 50 percent. But it was only
in 1997 that political competition was significantly enhanced by having a parliament
controlled by opposition parties, substantially greater decentralization of governing au-
thority to local constituencies, and efforts to enhance internal oversight. For example,
the government’s internal audit agency’s installation of a telephone complaint system in
1997 tripled registered complaints from citizens.

Many factors other than political governance affect growth, including a free trade
agreement with the United States, which is itself a spur to governance reforms. But the
Mexican economy not only weathered the political opening but also flourished, despite
potentially destabilizing governance reforms.
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Sources: Giugale, Lafourcade, and Nguyen 2001; Diaz-Cayeros and Magaloni 2000; World Bank data.

It would be difficult, even ill-advised, to draft a single blueprint laying
out a sequence of specific actions to improve governance. But some
broad principles—as laid out in this book—should inform the choice and
design of actions. Inclusiveness and accountability are the portals
through which any program of enhancing governance must emerge. For
inclusiveness, the ensurance of basic rights—including the right to par-
ticipate fully in the governance process, the right to equality before the
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law, and the right to equal treatment by government agencies—needs to
be guaranteed in every element of the program. For accountability—
both internal and external—transparency and contestability should guide
the process of designing the program and deciding its content.

A panoply of important and feasible actions span the spectrum of gov-
ernment activity and citizen involvement with government, all of which
help countries move in the direction of better governance. Any good ac-
tion program needs to address all fronts, even if there is a wide menu of
appropriate measures for each. The elements of each national program
and the specific mechanisms for implementing the programs will be mat-
ters for individual societies to decide consensually through consultation
and debate. The immediate challenge that countries in the MENA re-
gion face is to forge a credible and solid commitment to raising the qual-
ity of governance to levels commensurate with their levels of develop-
ment and with the aspirations of their people.

The need to improve governance is urgent, pushed by the exigencies
of global pressures and opportunities and by a burgeoning, youthful
population whose aspirations fuel both despair and hope. The process is
continuous and long. But one lesson is certain—without action today,
governance will not improve tomorrow.

A Commitment for Action ...

The first action today would be clear commitment of governments to
strengthen governance generally, coupled with an invitation to all members
of civil society to join this process. That action would be a public commit-
ment to improve the inclusiveness and accountability of government, which
will increase transparency and contestability in the conduct of public affairs.
"This commitment should be a joint commitment—of government (in all
branches) and of the people (individually and through their civil-society ad-
vocacy and community empowerment organizations).

There are signs of such commitment in the region—of various
strength and breadth. The movement in Bahrain over the past half
decade to establish a parliament with some voice over the conduct of
government is evidence of evolution. Efforts in Morocco over the past
decade to establish and empower a parliament and to strengthen local
governments reflect an effort to introduce greater participation of citi-
zens in government (box 4.9). The Republic of Yemen has launched an
ambitious decentralization process that would make local, especially mu-
nicipal, governments more accountable to local communities and less to
the central government. Presidential and parliamentary elections in the
Islamic Republic of Iran have established a strong, popularly elected
voice alongside the powerful clergy, showing that some democratic prin-
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BOX 4.9

Toward Governance Reforms in Morocco

The Kingdom of Morocco adopted several institutional reforms in the 1990s. Among
the most significant were the following five:

* The Advisory Council of Human Rights on April 20, 1990

¢ Administrative Courts on September 10, 1993

® The Ministry in Charge of Human Rights, in 1993

* The Constitutional Council on February 25, 1994

* The Advisory Council for the Follow-Up of Social Dialogue on November 24, 1994.

In addition, the new Moroccan constitution contained several innovative governance
features, thus instituting a bicameral parliament with stronger oversight authority, insti-
tutionalizing the Economic and Social Council, and enshrining decentralization (cur-
rently interpreted mainly as deconcentration). The unwritten rule obliging the king to
appoint the prime minister from the majority party or coalition in parliament was not,
however, respected after the most recent elections.

Moreover, the preamble stipulates that “the Kingdom of Morocco is aware of the ne-
cessity to inscribe its action in the context of international organisms, of which he is an
active and dynamic member; the Kingdom subscribes to the principles, rights, and obli-
gations stemming from the charts of the aforementioned organisms and reaffirms its at-
tachment to human rights as they are recognized internationally.”

Sources: Filali-Ansari 2003, background paper for this book, with citation from Tozy 1999. See also
Morocco 1996.

ciples can be integrated with an Islamic theocratic government. The les-
son from the region: some ruling elites can commit themselves to im-
proving governance, and such commitments can be sustained despite
backtracking and setbacks.

Formal declarations by governments to broaden participation in the
governance process are too often empty efforts to appease some local and
foreign constituencies. But the declarations serve notice of new directions
in a visible—and, therefore, monitorable—way. Such declarations gain
credibility when they are formulated in a participatory process that gives
voice to citizen concerns, that models inclusiveness and transparency, and
that helps build a social consensus in which everyone has a stake.
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... And Formulation of a Program to Enhance Governance

The second action today would be engagement in a process to formulate
a program to enhance governance; the aim is to reach a consensus on a set
of key directions for enhancing governance, on a series of actions to en-
hance inclusiveness and accountability across a wide array of governance
issues and institutions, and on a definition of indicators that could be used
to chart progress and to progressively adapt the program. This process it-
self should set high standards by including all segments of society in the
consultation and debate, by making all deliberations public, by inviting
debate within the media to ensure maximum transparency, and by pro-
ceeding with strong civic buy-in and commitment. Responsibilities for re-
alizing the program, as well as for monitoring progress, could then be
shared widely among both government and civil-society organizations.

The program to enhance governance could be elaborated along five
pathways to good governance (figure 4.2):

* Enhanced inclusiveness.

* National actions to strengthen external accountabilities.

* National checks and balances to strengthen internal accountabilities.
* Local actions to strengthen external accountability.

* Administrative, internal accountability measures.

Although this book suggests actions that would lead to better gover-
nance along each pathway, these examples of possible actions are neither
exhaustive nor limiting. The suggested actions are intended to nourish the
work by people and governments in formulating a national program to en-
hance governance. Most of the measures focus on strengthening the triad
of accountability channels. But good governance also requires an overar-
ching commitment and an effort to ensure inclusiveness, both for its own
sake and because accountability mechanisms must themselves be inclusive
to be effective. Better accountability mechanisms are also one element in
ensuring enhanced inclusiveness. The priorities attached to each, their
phasing, and the details of their implementation would constitute the core
elements of a program that would enhance governance and would be for-
mulated by those MENA countries seeking to take their place among the
best-governed and most-developed countries of the world.
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FIGURE 4.2

A Program to Enhance Governance
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APPENDIX A

Construction of
Governance Indexes

Principal component analysis' (PCA) is performed on 22 indicators of
governance to derive three broad indexes:

1. index of public accountability (IPA), which aggregates 12 indicators
from the dataset

2. index of quality of administration (IQA), which aggregates 10 indica-
tors from the dataset

3. index of governance quality IGQ), which aggregates all 22 indicators.

The indexes are constructed using a sample of 173 countries from
all regions and all income levels. They are then linearly rescaled from
-2 to +2, with -2 reflecting the lowest score and +2 the highest. (In
some parts of the book, the scaling used is 0-100, with 100 being the
highest score.)

Index of Public Accountability

The IPA assesses four areas. First, the level of openness of political insti-
tutions in a country. Second, the extent to which free, fair, and compet-
itive political participation is exercised; civil liberties are assumed and re-
spected; and the press and voice are free from control, violation,
harassment, and censorship. Third, the degree of transparency and re-
sponsiveness of the government to its people. And fourth, the degree of
political accountability in the public sphere.

Twelve indicators are used: from Freedom House (FRH) 2002a and
2002b (political rights, civil liberties, and freedom of the press); Center
for International Development and Conflict Management (CIDCM)
2000 (polity score, regulation of executive recruitment, competitiveness
of executive recruitment, openness of executive recruitment, regulation
of participation, competitiveness of participation, and executive con-

Equal
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ACCOUNTABILITY

Transparency
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straints); Political Risk Services (PRS) 2001 (democratic accountability);
and the World Bank Country Policy and Institutional Assessment
(CPIA) 2001a (transparency and accountability).

FRH—Political Rights

This item addresses the following questions:

Is the head of state, head of government, or other chief authority
elected through free and fair elections?

Are the legislative representatives elected through free and fair elec-
tions?

Are there fair electoral laws?

Are the voters able to endow their freely elected representatives with
real power?

Do the people have the right to freely organize in different political
parties or other competitive political groupings of their choice, and is
the system open to the rise and fall of those competing parties or
groupings?

Are there a significant opposition vote, a de facto opposition power,
and a realistic possibility for the opposition to increase its support or
gain power through elections?

Are the people free from domination by the military, foreign powers,
totalitarian parties, religious hierarchies, economic oligarchies, or any
other powerful groups?

Do cultural, ethnic, religious, and other minority groups have rea-
sonable self-determination, self-government, autonomy, or participa-
tion through informal consensus in the decisionmaking process?

For traditional monarchies that have no parties or electoral process,
does the system provide for consultation with the people, encourage
discussion of policy, and allow the right to petition the ruler?

FRH—Civil Liberties

"This item addresses the following questions, among others:

Are there free and independent media, literature, and other forms of
cultural expressions?

Is there open public discussion and free private discussion?
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Is there freedom of assembly and demonstration?
* Is there freedom of political or quasi-political organization?

* Are citizens equal under the law; do they have access to an independ-
ent, nondiscriminatory judiciary; and are they respected by the secu-
rity forces?

¢ Is there protection from unjustified imprisonment, exile, or torture,
whether by groups that support or oppose the system? Is there free-
dom from war or insurgency situations?

* Are there free trade unions and peasant organizations or equivalents,
and is there effective collective bargaining?

* Are there free professional and other private organizations?
* Are there free businesses or cooperatives?

* Are there free religious institutions, and free private and public reli-
gious expressions?

* Are there personal social freedoms, which include aspects such as gen-
der equality, property rights, freedom of movement, choice of resi-
dence, and choice of marriage and size of family?

¢ Is there equality of opportunity—which includes freedom from ex-
ploitation by or dependency on landlords, employers, union leaders,
bureaucrats, or any other type of denigrating obstacle—to a share of
legitimate economic gains?

¢ Is there freedom from extreme government indifference and corruption?

FRH—Freedom of the Press
This item addresses the following questions, among others:

* What is the structure of the news delivery system; what influence do
the laws and administrative decisions have on the content of the news
media?

* What is the degree of political influence or control over the content
of the news systems?

* What economic influences are exerted on news content by either the
government or private entrepreneurs?

* What are the actual violations against the media, including murder,
physical attack, harassment, and censorship?
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CIDCM—Combined Polity Score

This item addresses the general openness of political institutions.

CIDCM—Regulation of Executive Recruitment

This item addresses the extent to which a polity has institutionalized
procedures for transferring executive power.

CIDCM—Competitiveness of Executive Recruitment

This item addresses the extent to which executives are chosen through
competitive elections.

CIDCM—Openness of Executive Recruitment

This item addresses whether recruitment of the chief executive is
“open,” to the extent that all the politically active population has an op-
portunity, in principle, to attain the position through a regularized
process.

CIDCM—Executive Constraints

This item refers to the extent of institutionalized constraints on the de-
cisionmaking powers of chief executives, whether individuals or collec-
tivities. Such limitations may be imposed by any “accountability groups.”

CIDCM—Regulation of Participation

This item addresses whether participation is regulated to the extent that
there are binding rules on when, whether, and how political preferences
are expressed. A higher score means relatively stable and enduring po-
litical groups regularly compete for political influence and positions
with little use of coercion. No significant groups, issues, or types of con-
ventional political action are regularly excluded from the political
process.

CIDCM—Competitiveness of Participation

"This item addresses the extent to which nonelites are able to access in-
stitutional structures for political expression, or the extent to which al-
ternative preferences for policy and leadership can be pursued in the po-
litical arena.
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PRS—Democratic Accountability

This item quantifies how responsive government is to its people, on the
basis that the less response there is, the more likely it is that the govern-
ment will fall, peacefully or violently. It includes not only whether free
and fair elections are in place, but also how likely the government is to
remain in power or remain popular.

CPIA—Transparency and Accountability

This item assesses the extent to which (1) the executive can be held ac-
countable for its use of funds and the results of its actions by the elec-
torate and by the legislature and judiciary, and (2) the public employees
within the executive are required to account for their use of resources,
administrative decisions, and results obtained. Both levels of accounta-
bility are enhanced by transparency in decisionmaking, public audit in-
stitutions, access to relevant and timely information, and public and
media scrutiny. A high degree of accountability and transparency dis-
courages corruption (the abuse of public office for private gain). Na-
tional and subnational governments should be appropriately weighted.

Index of Quality of Administration

The IQA assesses the risk and level of corruption and black market activ-
ity, the degree and extent to which certain rules and rights are protected
and enforced (such as property rights or business regulations and proce-
dures), the quality of the budgetary processes and public management,
the efficiency of revenue mobilization, the overall quality of the bureau-
cracy, and the independence of civil service from political pressure.

"Ten indicators are used: from Political Risk Services (PRS) 2001 (corrup-
tion, bureaucratic quality); the World Bank Country Policy and Institutional
Assessment (CPIA) 2001a (property rights and rule-based governance, qual-
ity of budgetary and financial management, efficiency of revenue mobiliza-
tion, quality of public administration); the Heritage Foundation/Wall Street
Fouwrnal (HWJ) 2002 (property rights, regulation, black market); and an ad-
ditional variable from Djankov and others 2000 (number of procedures).

PRS—Corruption

"This item is concerned with actual or potential corruption in the form of
excessive patronage, nepotism, job reservations, “favor-for-favors,” se-
cret party funding, and suspiciously close ties between politics and busi-
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ness. These insidious sorts of corruption potentially are thought to be of
much greater risk to foreign business in that they can lead to popular dis-
content, give rise to unrealistic and inefficient controls on the state
economy, and encourage the development of the black market.

PRS—Bureaucratic Quality

"This factor measures the institutional strength and quality of the civil ser-
vice, thereby assessing how much strength and expertise the bureaucrats
have and how able they are to manage political alternations without drastic
interruptions in government services or without policy changes. Good per-
formers have somewhat autonomous bureaucracies, which are free from po-
liical pressures, plus an established mechanism for recruitment and training.

HWJ—Property Rights

"This factor scores the degree to which private property rights are pro-
tected and the degree to which the government enforces laws that pro-
tect private property. It also accounts for the possibility that private
property will be expropriated. In addition, it analyzes the independence
of the judiciary, the existence of corruption within the judiciary, and the
ability of individuals and businesses to enforce contracts.

HWJ—Regulation

"This factor measures how easy or difficult it is to open and operate a busi-
ness. The more regulations that are imposed on a business, the harder it is
to establish one. The factor also examines the degree of corruption in gov-
ernment and whether regulations are applied uniformly to all businesses.

HWJ—Black Market

"This factor measures the extent to which black market activities occur in a
country. The larger the black market in a particular country, the lower the
level of economic freedom and the more prevalent black market activities
(smuggling, piracy of intellectual property, and agricultural production, man-
ufacturing, services, transportation, and labor supplied on the black market).

CPIA—Property Rights and Rule-Based Governance

"This item assesses the extent to which private economic activity is facili-
tated by an effective legal system and a rule-based governance structure
in which property and contract rights are reliably respected and enforced.
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CPIA—Quality of Budgetary and Financial Management

This item assesses the extent to which there are (1) a comprehensive and
credible budget, linked to policy priorities, which in turn are linked to a
poverty reduction strategy; (2) effective financial management systems to
ensure that incurred expenditures are consistent with the approved
budget, that budgeted revenues are achieved, and that aggregate fiscal
control is maintained; (3) timely and accurate fiscal reporting, including
timely and audited public accounts and effective arrangements for fol-
lowup; and (4) clear and balanced assignment of expenditures and rev-
enues to each level of government.

CPIA—Efficiency of Revenue Mobilization

This item evaluates the overall pattern of revenue mobilization—not
only the tax structure as it exists on paper, but also the revenues from all
sources as they are actually collected.

CPIA—Quality of Public Administration

This item assesses the extent to which civilian central government staffs
(including teachers, health workers, and police) are structured to design
and implement government policy and to deliver services effectively.
Civilian central government staffs include the central executive, together
with all other ministries and administrative departments, including au-
tonomous agencies. It excludes the armed forces, state-owned enter-
prises, and subnational government.

Djankov and Others (2000)—Number of Procedures

"This item indicates the number of all procedures that are required by law
to start a business. A separate step in the start-up process is a “procedure”
only if it requires that the entrepreneur interact with outside entities:
state and local government offices, lawyers, auditors, notaries, company
seal manufacturers, and so forth. Each office that the entrepreneur visits
counts as a separate procedure.

Index of Governance Quality

The IGQ is a composite index, constructed using all the indicators for
the IPA and the IQA together. It thus assesses the overall quality of gov-
ernance, giving equivalent weight to public accountability and to the
quality of administration in the public sector.
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Note

1. PCA is a widely used aggregation technique, designed to /inearly
transform a set of interrelated variables into a new set of uncorrelated com-
ponents, which account for 4/ of the variance in the original variables.
Usually only the first or the first two components are retained, because
they explain most of the variance in the dataset. For the purpose of this
exercise, all components are retained, and the governance indexes are
constructed as the weighted average of components, where weights are
variances of successive principal components.
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Governance and
Income Correlations

The empirical exercise tries to derive a fitted equation line that best por-
trays the relationship between governance quality, as measured by three
constructed indexes—index of governance quality (IGQ), index of public
accountability (IPA), and index of quality of administration (IQA)—and
the income levels, as measured by GDP per capita (in PPP terms, 2000).

"Thus, through the use of simple ordinary least squares (OLS), each of
the three governance indexes is regressed against the logarithm of per
capita income, in three separate equations:

(1)  IGQ = constant + A, x log of per capita income + error
(2)  IPA = constant + A, x log of per capita income + error
(3)  IQA = constant + A; x log of per capita income + error.

The equations are regressed on a cross-country sample of 154 coun-
tries.

The R? of the regressions is, respectively, 66 percent, 43 percent, and
69 percent.

All estimated A coefficients are positive and statistically significant.

A MENA dummy (a variable that takes a value of 1 if the country be-
longs to the MENA region,! and 0 otherwise) is added to each of the
three regressions. The MENA dummy captures the average variation
between MENA countries’ estimated governance levels and that of the
rest of the world:

@) IGQ = constant + A, X log of per capita income + B; x MENA
dummy + error

(5)  IPA = constant + 4, X log of per capita income + B, x MENA
dummy + error
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TABLE B.1

(6)  IQA = constant + A; x log of per capita income + B; x MENA
dummy + error.

The R? of the regressions is, respectively, 72 percent, 57 percent, and
70 percent.

All estimated A coefficients are positive and statistically significant.

All estimated B coefficients are negative and significant. These coef-
ficients show the extent to which MENA countries are clustered away
from the rest of the world.

The results of the six regressions are presented in table B.1 below.

Thus, two fitted lines are derived: a fitted line for the rest of the world,
when the MENA dummy is set to be equal to 0, and a MENA dummy line,
when the MENA dummy is set to be equal to 1. On an x-y scatter (x meas-
uring income levels and y measuring governance levels), the two lines have

Governance and Per Capita Incomes: Estimated Coefficients and t Values

Equation (1), Equation (4),
Index of governance quality (IGQ) n=154,R =066 n=154R2=072
Log of per capita income 0.70 0.72
(1634)™ 8™
Constant -6.0 -6.08
1617 =177
MENA dummy -0.80
(-564)"
Equation (2), Equation (5),
Index of political accountability (IPA) n=154,R2=043 n=154R=057
Log of per capita income 0.63 067
(10.84)™ (13.56)™
Constant -5.06 -5.20
(-1006)"" 1173
MENA dummy -143
77)™
Equation (3), Equation (6),
Index of quality of administration (IQA) n=154,R =069 n=154R2=070
Log of per capita income 0.65 0.65
737" asn™
Constant -5.55 -5.58
(-17.08) (1754
MENA dummy -0.35
27

** Significant at 99 percent.

Note: Numbers in parentheses are t-statistics.

Source: Authors’ calculations.
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the same slope, estimated A4, but different intercepts, the difference being
estimated B. (Since the estimated B is negative, the MENA dummy line is
located below the fitted line for the rest of the world).

The average MENA gap in governance is then measured as the verti-
cal distance between the two lines. It indicates the difference between the
average governance index as determined by the fitted line for the rest of
the world and the average governance index as determined by the
MENA dummy line, given the same per capita income level (figure B.1).
(The same scatters are derived for the two other governance indexes.)

Next, the same original regressions are run only for the sample of
MENA countries, and a fitted line is derived for each, thus portraying the
relationship between governance and incomes across MENA countries.

The adjusted R? of the regressions is, respectively, 34 percent, 0.7 per-
cent, and 39 percent.

All estimated A coefficients are positive, with only A, and A; being
significant (table B.2).

Keeping the same average MENA gap previously derived, the scatter
diagram is now illustrated in figure B.2. (The same scatters are derived
for the two other governance indexes.)

FIGURE B.1

Governance and Per Capita Incomes: Estimating the Average MENA Effect
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TABLE B.2

MENA’s Governance Gap: Estimated Coefficients and t Values

Index of governance quality (IGQ) Equation (1.1),n = 15,82 = 0.34
Log of per capita income 0.27
269"
Constant -29
(=337
Index of political accountability (IPA) Equation (2.1),n = 15,R? = 0,007
Log of per capita income 0.035
(0.29)
Constant -1.03
0.92)
Index of quality of administration (IQA) Equation (3.1),n =15,R2 = 0.39
Log of per capita income 0.36
294"
Constant -33
(-3.13)™

** Significant at 95 percent.

" Significant at 99 percent.

Note: Numbers in parentheses are t-statistics.
Source: Authors’ calculations.

FIGURE B.2

MENA's Governance Gap Compared with the Rest of the World
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Although the regressions performed above show simply that better
governance is associated with higher income levels, they do not address
the issue of causality. Because governance is not exogenously deter-
mined, a simple OLS estimating the effect of governance on incomes
would lead to inconsistent estimators. An instrumental variable with a
two-stage least-squares approach is thus used to correct for the endo-
geneity problem. The issue, however, becomes the choice of the appro-
priate instrument for the model, a variable that is highly correlated with
governance but that has no direct effect on income levels.

Three main instruments were considered. The first instrument was
the settler mortality index, developed by Acemoglu, Johnson, and
Robinson (2001). The authors used settler mortality in the 18th and 19th
centuries as instruments; they argued that colonial powers had weak in-
centives to establish the institutions of good governance in colonies
where a permanent European presence was unlikely to take root. One
caveat regarding this index pertains to its limited coverage (68 countries).

The second instrument that has been used in the governance litera-
ture is the percentage of a country’s population who speak one of the five
main Western languages (English, German, French, Portuguese, and
Spanish) as their mother tongue, developed by Hall and Jones (1999).
The authors argue that Western European influence brought about
stronger institutions in some countries.

Not only do the two indexes suffer from an ethnocentric bias, but also
their relevancy to MENA—a region where the colonial legacies led to
checkered state-building trajectories—is problematic.

The third instrument is the “index of political particularism,” devel-
oped by Wallack and others (2002), which is designed to measure the in-
centives that electoral laws create for politicians to adhere to party plat-
forms or build personal support bases. Panizza (2001) empirically
explores the links between this index and institutional quality, and finds
that intermediate levels of the index of political particularism are
strongly associated with higher institutional quality.

The major caveat is that being an electoral phenomenon, political
particularism—and thus its link to institutional quality—may not be well
defined or valid in a nondemocratic system. In particular, Panizza (2001)
finds that the correlation between government effectiveness (one of the
measures of governance used by Kaufmann, Kraay, and Zoido-Lobaton
2002) and political particularism completely disappears when nondemo-
cratic countries are dropped from the sample.

Given these caveats, it becomes difficult to find convincing examples
of instrumental variables. The difficulty of finding appropriate instru-
ments has not allowed the authors of this book to address empirically the
causal relationship between governance and income.
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Note

1. Four countries—Djibouti, Iraq, Libya and the West Bank and
Gaza—are excluded from the analysis because of lack of reliable data.



APPENDIX C

Estimating the Effect
of Governance
on Growth

The literature on the determinants of growth presents a wide array of
models, including Sachs and Warner (1997); Barro (1991); King and
Levine (1993); Mankiw, Romer, and Weil (1992); and De Long and
Summers (1991).

The estimations of the effects of governance on growth draw heavily
on those models and on a dataset compiled and used by Sachs and
Warner (1997).

Model 1: Based on Sachs and Warner (1997)

The growth rate of GDP is a function of domestic investment, degree of
openness, resource endowments, initial income levels, terms of trade
(TOT) growth, and a measure of institutional quality.

Growth = constant + A X investment + B x openness + C X resource
endowments + D X income + E x TOT growth + I x
institutional quality + error

¢ The growth rate of GDP is measured as the average annual rate of
growth of real GDP divided by the economically active population
between the years 1970 and 1990.

* Domestic investment is measured as the natural log of the ratio of real
gross domestic investment (public and private) to real GDP, averaged
over the period 1970-89.

* The degree of openness is the fraction of years during the period
1970-90 in which the country is rated as an open economy according
to the criteria in Sachs and Warner (1995b).

* The degree of resource endowments is measured as the share of exports
of primary products in the GNP in 1970. Primary products or natural
resource exports are exports of “fuels” and “nonfuel primary products.”
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¢ Initial income is measured as the natural log of real GDP divided by
the economically active population in 1970.

* The terms of trade growth is measured as the average annual growth
in the log of the external terms of trade between 1970 and 1990. The
external terms of trade is the ratio of an export price index to an im-
port price index.

* Institutional quality is measured as a weighted average! of three in-
dexes: rule of law, bureaucratic quality, and corruption. The rule of law
index reflects “the degree to which the citizens of a country are willing
to accept the established institutions to make and implement laws and
adjudicate disputes.” Bureaucratic quality and corruption indexes are
explained in detail in appendix A. The three indexes originate from the
International Country Risk Guide and are measured as of 1982.

It is important to note that the original model used by the authors
(Sachs and Warner 1997) included the rule of law index only as a meas-
ure of institutional quality. For this exercise—and to make it more com-
patible with the governance indexes constructed in the book, one should
add the two other measures of bureaucratic quality and corruption. The
optimal situation would be to add all remaining indicators that form the
IQA (index of quality of administration); however, those data are not
made available. Thus, the analysis below reflects very roughly the meas-
ure of the quality of administration adopted in the book.

The equation is regressed on a cross-country sample of 74 countries.

The estimated coefficient of institutional quality is positive and statis-
tically significant.

The R? of the regression is on the order of 76 percent. It is important
to note that without the institutional quality variable, the R’ is on the
order of 66 percent.

Moreover, when the variable is included in the regression, the coeffi-
cient of investment loses some explanatory power (becomes less signifi-
cant), hinting at the possibility of investment as one channel through
which governance (as proxied by institutional quality here) affects
growth.

Model 2: Based on Barro (1991)

The growth rate of GDP is a function of domestic investment, enroll-
ment in secondary education, enrollment in primary education, govern-
ment spending, revolutions and coups, assassinations, price distortions,
initial income levels, and the measure of institutional quality.
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Growth = constant + 4 X investment + B x secondary + C X primary +
D x government spending + E X revolutions and coups +
F X assassinations + G X price distortions + H X income +
I x institutional quality + error

* The growth rate of GDP is measured as the average annual rate of
growth of real GDP divided by the economically active population
between the years 1970 and 1990.

* Domestic investment is measured as the natural log of the ratio of real
gross domestic investment (public and private) to real GDP, averaged
over the period 1970-89.

* The primary and secondary school enrollment rates data are those re-
ported in Barro and Lee (1994).

* Government spending is measured as the ratio of real government
“consumption” spending, which is the net of spending on the military
and education, to real GDP (Barro and Lee 1994).

* Revolutions and coups refer to the number of revolutions and coups
per year, averaged over the period 1970-85.

* Assassinations refer to the number of assassinations per million pop-
ulation per year, averaged over the period 1970-85.

* Price distortions are measured as the deviation of the log of the price
level of investment relative to the United States from the cross-
country sample mean in 1970.

¢ Initial income is measured as the natural log of real GDP divided by
the economically active population in 1970.

* Institutional quality is measured as explained above.

The equation is regressed on a cross-country sample of 67 countries.

Adding the institutional quality variable to the regression increases R’
from 33 percent to 53 percent. The corresponding estimated coefficient
is positive and statistically significant.

Model 3: Based on King and Levine (1993)

The growth rate of GDP is a function of secondary education attainment, fi-
nancial depth, inidal income levels, and the measure of institutional quality.

Growth = constant + A x secondary attainment + B x financial
depth + C x income + D x institutional quality + error
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* The growth rate of GDP is measured as the average annual rate of
growth of real GDP divided by the economically active population
between the years 1970 and 1990.

* Secondary education attainment is measured as the log of years of sec-
ondary education in the population averaged over the period 1970-89.

* Financial depth is measured as the ratio of the liabilities of financial
intermediaries, plus currency in circulation, to GDP in 1970.

¢ Initial income is measured as the natural log of real GDP divided by
the economically active population in 1970.

* Institutional quality is measured as explained above.

The equation is regressed on a cross-country sample of 61 countries.

Adding the institutional quality variable to the regression increases R’
from 18 percent to 43 percent. The corresponding estimated coefficient
is positive and statistically significant.

Model 4: Based on Mankiw, Romer, and Weil (1992)

The growth rate of GDP is a function of domestic investment, population
growth, initial income levels, and the measure of institutional quality.

Growth = constant + A x investment + B x population growth +
C x income + D X institutional quality + error

* The growth rate of GDP is measured as the average annual rate of
growth of real GDP divided by the economically active population
between the years 1970 and 1990.

* Domestic investment is measured as the natural log of the ratio of real
gross domestic investment (public and private) to real GDP, averaged
over the period 1970-89.

* Population growth is measured per year during the period 1970-90.

* Initial income is measured as the natural log of real GDP divided by
the economically active population in 1970.

* Institutional quality is measured as explained above.

The equation is regressed on a cross-country sample of 75 countries.

Adding the institutional quality variable to the regression increases R’
from 32 percent to 45 percent. The corresponding estimated coefficient
is positive and statistically significant.
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Model 5: Based on De Long and Summers (1991)

The growth rate of GDP is a function of labor force growth, equipment
investment, nonequipment investment, initial income levels, and the
measure of institutional quality.

Growth = constant + A x labor force growth + B x equipment
investment + C X nonequipment investment + D X
income + I X institutional quality + error

* The growth rate of GDP is measured as the average annual rate of
growth of real GDP divided by the economically active population
between the years 1970 and 1990.

* Labor force growth is taken from De Long and Summers (1991).

* Investment spending on equipment is measured as a fraction of GDP,
averaged over the period 1970-85.

* Investment spending on structures and goods other than equipment
is measured as a fraction of GDP, averaged over the period 1970-85.

* Initial income is measured as the natural log of real GDP divided by
the economically active population in 1970.

* Institutional quality is measured as explained above.

The equation is regressed on a cross-country sample of 52 countries.

Adding the institutional quality variable to the regression increases R’
from 22 percent to 34 percent. The corresponding estimated coefficient
is positive and statistically significant.

Governance and Growth in MENA

"The analysis of the effects of governance on growth for the MENA region
relies on the first model (Sachs and Warner 1997), basically because it cap-
tures the effect of resource endowments relevant to the region and because
the MENA sample included in the analysis is the most comprehensive. It
includes Algeria, the Arab Republic of Egypt, the Islamic Republic of Iran,
Jordan, Morocco, the Syrian Arab Republic, and Tunisia. The rest of the
countries were excluded mainly because of lack of data (table C.1).

The estimated growth rate of the MENA region is on the order of
1.11 percent.

As one studies the effect of an improvement in the governance levels
on growth in the MENA region, the institutional quality level of MENA
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TABLE C.1

Estimating Growth

Estimated coefficients and t values

Real GDP growth rate n=74R=076
Log of real GDP per economically active population -182
(=7.09)***
Primary exports as share of GNP -800
(-6.16)***
Openness index 145
(4.15)%**
Log of domestic investment to real GDP 073
(2.5)%*
Terms of trade growth 0.13
(2.45)%*
Institutional quality index 057
(3.87)***
Constant 15.02
(6.86)***

** Significant at 95 percent.

*** Significant at 99 percent.

Note: Numbers in parentheses are t-statistics.

Source: Authors’ calculations based on data set compiled by Sachs and Warner (1997).

as an average is assigned the same average level of a sample of six Latin
American (LA6) countries (Argentina, Brazil, Chile, Mexico, Republica
Bolivariana de Venezuela, and Uruguay).

If one uses the same original coefficients from the regression equation
and holds all other variables constant, the calculated estimated growth
rate of the MENA region increases to 1.98 percent, an increase of 0.87
percentage points.

"This new estimated increase of the annual growth rate is what MENA
would have gained if only institutional quality were improved (to the
level of LAG).

The same exercise is repeated, this time assigning the same average
level of a sample of five East Asian (EAS) countries (Indonesia, Malaysia,
the Philippines, Singapore, and Thailand).

In this case, the calculated estimated growth rate of the MENA region
increases to 1.94 percent, an increase of 0.83 percentage point. This new
estimated increase of the annual growth rate is what MENA would have
gained if only institutional quality were improved (to the level of EAS).

Note

1. For consistency, principal component analysis is used as the ag-
gregation method.



APPENDIX D

Literature Review:
Examining Factors that Help
Explain the Governance

Gap in MENA

Mineral Wealth and Governance

The effect of mineral wealth and external rents on governance and insti-
tutional development has been widely researched over the past two
decades. Two main strands of the literature can be identified.

The Resource Curse School

The “resource curse” literature, led mainly by econometric research, has
traditionally focused on the effect of resource wealth on economic de-
velopment.! There are two main findings.

First, resource-abundant states tend to grow more slowly than their
resource-poor counterparts. The argument is that resource wealth is as-
sociated with economic hardships known as the Dutch Disease effects
that deter growth.” Despite its statistical validity, this argument remains
insufficient—because it does not explain why some governments are able
to offset the economic hardships associated with the Dutch Disease and
others are not.

Second, resource-rich countries are more likely to suffer from con-
flicts and civil wars.> Mineral wealth is often geographically concen-
trated. If that wealth happens to be concentrated in a region populated
by an ethnic or religious minority, the oil-as-spoils thesis maintains that
conflicts are likely to arise through two main channels: by presenting an
attractive set of spoils to potential rebels or state-breakers and by creat-
ing resentment over unequal distribution of oil rents. But the claim does
not explain why some ethnically diverse resource-rich countries, such as
Botswana, have managed to avoid conflict.
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More recent empirical studies take an interesting twist on the re-
source curse argument, thus showing that differences in governance
(measured by institutional quality) explain why some resource-rich coun-
tries have managed to grow while others have not.* The corollary is that
sustained improvements in governance quality can offset the economic
and sociopolitical hardships associated with resource abundance and can
allow them to achieve faster and equitable growth.

The Rentier State School

The rentier state literature—led mostly by political scientists—presents
a second claim: oil-reliant states tend to be more authoritarian.’ This
claim will be explored in more detail, because it is one of the common
explanations for the governance gap in the MENA region.

Central to this discussion is the concept of “exogenous rents,” which
are revenues that a regime derives from sources external to society. The
rents can take the form of oil and gas paid directly to the government by
foreign companies or of economic aid that goes directly to the state
budget. Area specialists often describe most countries in the MENA re-
gion as rentier states, because governments derive a large fraction of
their revenues from external rents, mostly from the sale of oil and gas.®
Although external rents apply specifically to oil-reliant states in the re-
gion, they also accrue to some nonoil states.”

What are the main causal mechanisms that help explain how exoge-
nous rents that are derived from natural resource wealth make some
MENA governments, but not others, more authoritarian? "Two main ex-
planations are advanced in the literature: the “rentier state” effect
(through rent-led patronage) and the “repression” thesis (through rent-
financed coercive institutions).?

The Rentier State Thesis. This thesis argues that governments use oil rev-
enues to relieve social pressures that might otherwise lead to demands
for greater accountability. This relief of pressure can happen through
three main channels.

The first channel is the “taxation effect.” When governments derive
sufficient revenues from the sale of oil, they are likely to tax their popula-
tions less heavily. In turn, citizens will be less likely to demand accounta-
bility—and representation—from their government. But Waterbury
(1994) provides evidence that the MENA region has not been “under-
taxed” as is often claimed, when compared with other developing re-
gions.? According to the author, the crux of the argument of “no taxation,
no representation” and its link to the weak accountability in MENA is not
so much the tax burden as the nature of the taxes. Waterbury (1994) notes
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that in oil-rich MENA countries, governments rely more on oil rents
than on direct tax revenues, and the reliance on rents means that govern-
ments are not obliged to develop organic links to their citizens. The
greatest source of tax revenue is indirect (tariffs, excise and sales taxes).
Not only are direct taxes typically low, but also corporate profit taxes—
often generated by publicly owned enterprises such as petroleum compa-
nies—tend to outweigh income taxes by a considerable margin.

It is also argued that taxation encourages institutional development to
be able to respond to demand representation (Herb 2003). Historical ev-
idence suggests that, in MENA, this institutional development did not
occur.!? It seems plausible to contend that in MENA, rentier states, rul-
ing elites, and their supporters had little incentive to specify property
rights, to improve the legal and regulatory framework, or to enhance
state capacity to run their economies.

The second channel is through rent-led patronage (what Ross 2001
calls the “spending effect”). The argument here is that oil wealth may lead
to greater spending on patronage that minimizes pressure for reforms.
Civil servants and citizens alike turn into a rentier class so they can cap-
ture gains from rents without the need for strong institutions. In MENA,
there is enough evidence to suggest that in most oil-reliant countries,
state institutions became channels for distributive purposes, while their
already weak institutional frameworks remained underdeveloped.!!

The third channel is what Ross terms the “group formation” effect.
Here the contention is that when oil rents provide the government with
enough revenues, the government will use its largesse to prevent the for-
mation of social groups that are independent from the state. Yet, whether
these group formations are deliberate actions initiated by the govern-
ments or are simply byproducts of the rentier economies is a matter of
some disagreement, and the evidence in MENA countries is not conclu-
sive (Chaudry 1997; Vandewalle 1998; Bellin 1994).

The Repression Thesis. It is also argued that oil wealth and authoritarian-
ism are linked by “repression” (Ross 2001). Governments of oil-rich
countries may spend more on internal security and may have large mili-
tary apparatuses. In MENA, the rise of the military and national security
forces (mukbabarat) was consolidated by the prevalence of conflicts
within and between states. Oil wealth and authoritarianism in MENA
could be linked by the narrow coalitions that had emerged since inde-
pendence and that relied on highly coercive institutions.

Empirically, however, such links are found to be weak. In a recent
study, Ross (2001) finds an uncertain relationship between the presence
of oil wealth and an increase in military spending. Furthermore, no em-
pirical connection between military expenditure and repression has been
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established, which raises the question of whether many oil states might
invest in their militaries simply to protect themselves from perceived or
real external threats (as argued earlier).

Taking up the question of the “repressive argument,” Bellin (2001)
provides a compelling argument for the “robustness” of authoritarianism
in MENA. Despite growing fiscal challenges, the capacity of oil-rich au-
thoritarian regimes to survive is linked to a combination of factors—such
as the sufficient access to revenues, the low levels of popular mobiliza-
tion, and the strategic value of oil for international powers. Those fac-
tors were made manifest in the past through international support of in-
ternal coercive institutions or through smaller external pressures to
reform. Yet, the prospects for the end of authoritarianism in the region
are less gloomy when one looks at the declining oil reserves, the com-
mitment by multilateral organizations to support moves toward better
governance in the region, and the increasing levels of popular demand
for greater accountability and participation in most MENA countries.

Other Factors—Development, Culture, Religion, Regimes

The Economic Explanation: The Modernization Theory

Proponents of the modernization school argue that economic develop-
ment automatically propels societies toward more open and participatory
forms of governance (Lipset 1959; Inglehart 1997). Good governance is
a luxury good that automatically accrues as economies become richer.
Economic development brings about social and cultural changes that, in
turn, lead to more open and participatory forms of governance. Rising
education and communications levels produce a more articulate public
that is better equipped to organize and mobilize. And rising occupational
specialization produces a more autonomous work force with specialized
skills that enhance the public’s bargaining power with ruling elites.

In MENA, good records in certain socioeconomic indicators appear to
correlate with varying degrees of political opening in a few countries (such
as Jordan, Kuwait, and Lebanon, where literacy rates are more than 75 per-
cent and Internet use rates are relatively high). But evidence in other coun-
tries points out that access to the Internet has not led to governance
changes. In Syria, for example, itis illegal to use the Internet except through
government-controlled servers, which will block a wide assortment of Web
sites. Country evidence worldwide suggests that lower levels of both liter-
acy and Internet use have not blocked transitions toward more participatory
forms of governance in regions such as Africa and South Asia. Overall, em-
pirical studies on the validity of the modernization theory are inconclusive.
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The Cultural Explanation:“Neopatrimonialism” and
“Neoorientalism”

The first strand of thought is represented by the advocates of the role of
“patrimonialism and patriarchy” as the genesis of MENA political au-
thoritarianism (Sharabi 1988; Hammoudi 1997). Proponents contend
that the origins of authoritarianism are to be found in microstructures
endogenous to the MENA world—the tribe, the clan, and the patriar-
chal family, all of which provide the models of submission at the national
level. Yet, apart from the methodological weakness of the argument, ev-
idence outside the MENA region does not support this thesis. Norms of
hierarchical authority are also found in the Confucian and Roman
Catholic traditions. And some countries where these traditions predom-
inate (Portugal, the Republic of Korea, and Spain and some countries in
Latin America) have open and participatory political systems.

An alternative explanation for the persistence of the authoritarianism
in MENA is offered by the advocates of the “orientalist” argument. Ac-
cording to them, Islam is ill-suited for ensuring participatory forms of
governance (Huntington 1993, pp. 22-49; Hudson 1995). Thus, Islam’s
failure to distinguish the realms of Caesar and God; its insistence that
sovereignty rests with God and that the essence of the law is divinely re-
vealed and, therefore, beyond human emendation; and its religiously en-
shrined discriminatory treatment of women and non-Muslim minori-
ties—all appear quite inconsistent with inclusive and accountable
participatory forms of governance.

But the explanation is problematic in several respects. First, the ap-
proach assumes that there is a single, monolithic interpretation of Islam.
Yet, various strains exist, and within them are strong debates over the role
of political participation. Second, Islam, like all other great religions, em-
bodies elements that can be used instrumentally for both authoritarian and
participatory forms of governance. As Esposito and Voll (1996) posit, the
Islamic heritage contains broad concepts and traditions that provide the
foundation for the modern concepts of governance. The broader sense of
limited sovereignty of the ruler and the effective separation of powers
within the state are already part of the repertoire of political concepts that
are available to those participating in the political processes in contempo-
rary Islamic societies.!? The real question becomes how and under what
circumstances the elements in Islam that are favorable to participatory and
accountable forms of governance can be applied in the political realm.

Political Quietism in Islam. Other analysts have argued that Islamic polit-
ical culture promotes political quietism—citing a famous Islamic admo-
nition: “Better one hundred years of the Sultan’s tyranny than one year
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of people’s tyranny over each other” (Lewis 1993). As a result, the polit-
ical experience of the Middle East is one of unrelieved autocracy, in
which obedience to the sovereign was a religious as well as a political ob-
ligation, and in which disobedience was a sin as well as a crime (Lewis
1964). A related claim argues that the level of religiosity among the Mus-
lim population in the region has negatively affected attitudes toward po-
litical openness and participation. But recent empirical evidence reveals
that individuals’ support for political aspects of Islam and their levels of
mosque involvement have little influence on their attitudes toward polit-
ical participation (Tessler 2002).13

Political Radicalism in Islam. When the rise of religious fundamentalist
movements throughout the Islamic world during the late 1970s and
1980s appeared to belie the claim that Islam promoted political quietism,
a second argument gained currency. That argument contended that
Islam inhibits the emergence of participatory modes of governance by
encouraging resistance to political authority (Crone 2002). But the ar-
gument is questionable that the presence of radical Islamic groups helps
explain the authoritarianism of political regimes by providing govern-
ments with a pretext to rule with “an iron fist.” Variation in the political
and military strength of Islamist groups—both between and within
countries over time—does not appear to correlate closely with the level
of political and civil liberties permitted by MENA governments.

The Social Explanation: The Fluidity of Class Structure

Some analysts argue that weak associational life or civil society in MENA
accounts for the governance “deficit” in the region. They draw from the
work of Toqueville—and more recently Robert Putnam—that inde-
pendent, nongovernmental associations would help foster participatory
forms of governance. The lack of horizontal voluntary associations and
the persistence of strong clan, tribal, and kinship ties could help explain
the persistence of authoritarianism in the region. This argument suffers
from weaknesses similar to the cultural arguments delineated above.
Moreover, many scholars have documented the level and vitality of civil
society in MENA countries and have shown that it is not a new phe-
nomenon in the region (Norton and Kazemi 1996).14

The Political Explanation: The Type of Political Regime

It has also been argued that some political regimes are more prone to en-
gage in more open and participatory forms of governance than others
(Kamrava 1998, pp. 63-85; Anderson 1991c, pp. 53-77). Yet, reforms
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toward more participatory forms of governance in MENA have stalled
irrespective of the type of government regime—monarchy or sultanates
(Jordan, Morocco, Oman, Saudi Arabia), socialist (Syria, Iraq), Islamic
(the Islamic Republic of Iran), secular or nationalist (Algeria, Tunisia)—
and irrespective of whether they are single or multiparty systems (Van-
dewalle 1998; Lust-Okar and Jamal 2002).

Notes

1. See Sachs and Warner 1995a; Leite and Weidmann 1999; Ross
1999; Auty 2001.

2. In the early 1980s, the Dutch Disease looked like a promising ex-
planation for the ailments of resource-abundant states. It describes the
combined influence of two effects that commonly follow resource
booms. The first is the appreciation of a state’s real exchange rate caused
by the sharp rise in exports. The second is the tendency of a booming re-
source sector to draw capital and labor away from a country’s manufac-
turing and agricultural sectors, raising their production costs. Together,
those effects can lead to a decline in the export of agricultural and man-
ufactured goods and can inflate the costs of goods and services that can-
not be imported (the nontradable sector).

3. See Collier and Hoeffler 1998; deSoysa 2000.

4. These authors (Mehlum, Moene, and Torvik 2002; Herb 2002)
argue that the positive effects of rent wealth are canceled out by the neg-
ative effects of “rentierism” in MENA and elsewhere.

5. 'This claim has been empirically validated by Ross (2001). It has
also been made by most Middle East scholars, as they explain the preva-
lence of authoritarianism in MENA (Mahdavy 1970, p. 428; Luciani
1987). See also Crystal 1994; Vandewalle 1998; Bellin 1994; Chaudry
1997; Skocpol 1985; Gausse 1996.

6. Beblawi (1987) defines “rentier state” as one where the rents are
paid by foreign actors, where they accrue directly to the state, and where
“only a few are engaged in the generation of this rent (wealth), the ma-
jority being only involved in the distribution or utilization of it.”

7. 'The governments of the Arab Republic of Egypt, Jordan, and the
Syrian Arab Republic, earn large locational rents from payments for
pipeline crossings, transit fees, and passage through the Suez Canal. For-
eign aid flows may also be considered as a type of economic rent. Worker
remittances are external rents, but those go (at least initially) to private
actors, not the state.

8. For a detailed account of the arguments presented by the rentier
literature scholars, see Ross (2001).
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9. According to Waterbury (1994), “over the period 1975 to 1985,
tax revenues as a proportion of GNP averaged 25 percent for Middle
Eastern countries while Latin America averaged about 12 percent.... On
average, 19 percent of total tax revenues in the Middle East came from
corporate profit tax, while the corresponding figure for Africa was 20
percent, for Asia 19 percent, and for Latin America 10 percent” (p. 29).

10. See Luciani 1984. Crystal (1995) found that the discovery of oil
made the governments of Kuwait and Qatar less accountable to the tra-
ditional merchant class. Brand (1992) found that a drop in foreign aid in
the 1980s led to greater pressures for political representation in Jordan.
More recently, Ross (2003) tested whether the claim “taxation leads to
representation” was linked to a higher absolute tax burden or was a
higher tax burden relative to the services that the government provides.
Only the latter passes the empirical test.

11. Entelis (1976) argues that the Saudi Arabian government used its
oil wealth for populist spending programs that reduced pressures for re-
forms. Vandewalle (1998) makes a similar argument about the Libyan
government.

12. For a review of the concept of accountability in Islam, see Ander-
son (1991c¢).

13. See also Inglehart and Norris 2002; Moaddel 2002; Pettersson
2003.

14. See the original argument in Crystal (1994, pp. 26-89).



APPENDIX E

Governance and
Growth: Reviewing
the Evidence

A growing body of evidence points to governance failures as a root cause
of slow and unsustainable growth. The governance literature is largely
empirical. The successes and failures on the empirical side of the litera-
ture, however, are related to the clarity and precision of its theoretical
underpinnings. Clarity is inherently difficult to achieve with a concept as
heterogeneous as governance. It helps to consider two sets of governance
concepts separately: those related to government performance of its core
functions (quality of public institutions) and those related to the incen-
tives of government officials to act on behalf of the public interest (pub-
lic accountability).

Quality of Public Institutions and Growth

Evidence from cross-country statistical research amply supports the im-
portance of secure property rights, the rule of law, or the credibility of
government for growth (Knack and Keefer 1995; Acemoglu, Johnson,
and Robinson 2001; Rodrik, Subramanian, and Trebbi 2002) or per
capita incomes (Hall and Jones 1999). However, as Weyland (2003) ar-
gues, there are large potential econometric problems that emerge in this
literature. For example, the empirical governance measures are usually
subjective, introducing noise and, possibly, bias into the resulting esti-
mates. Nevertheless, they represent a quantum leap in the ability to
bring statistical analysis to bear on topics that were previously investi-
gated only in theory or case studies, a leap that can be measured in terms
of the sharp increase in research on governance-related topics that fol-
lowed the introduction of these measures into the literature. Some of this
literature is reviewed here.

The text of this appendix was adapted from Keefer 2003.
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Rule of Law

With respect to the issue of property rights or the rule of law, fairly ex-
haustive attempts have been made to control for empirical difficulties
ranging from endogeneity to measurement error. Results documenting
the importance of secure property rights for growth have been robust to
causality testing (Calderén and Chong 2000), to ingenious instruments
and historical investigation (Acemoglu, Johnson, and Robinson 2001),
and to the substitution of income for growth as the dependent variable
(Hall and Jones 1999). Although there is still room for skepticism, it is,
nevertheless, true that the influence of secure property rights has with-
stood an unusually large amount of scrutiny. The security of property
rights has also been linked to development phenomena other than eco-
nomic growth. Dollar and Kraay (2002) consider the effect of secure
property rights on inequality. They find that the security of property
rights raises the incomes of the rich and poor equally.

In a much different application, Deacon (1999) has found that the se-
curity of property rights is negatively related to rates of deforestation.
The hypothesis that secure property rights accelerate economic devel-
opment is supported by quantitative approaches other than those using
cross-country data. Natural experiments involving property rights in-
clude work by Feder (1993) on the consequences of land titling for farm-
ers in Thailand; by Jimenez (1984) on the effects of titling on investment
in and prices of homes in Manila; by Alston, Libecap, and Mueller (1999)
on the effects of property rights security on farm productivity and de-
forestation in the Brazilian Amazon; and by O’Rourke (1999) on the ef-
fects of land tenure insecurity on the adoption of efficient butter pro-
duction methods in Ireland when contrasted with Denmark.

Corruption and Bureaucratic Quality

The conclusions from the empirical work on corruption and bureau-
cratic quality are broadly similar to the work on property rights. In the
first and prototypical empirical contribution, Mauro (1995) shows that
corruption reduces growth, though Li, Xu, and Xou (2000) show that
taking inequality into account reduces the estimated effect of corruption.
Gupta, Davoodi, and Alonso-Terme (2002) present evidence that cor-
ruption exacerbates income inequality and poverty. Mo (2001) docu-
ments a causal chain linking higher corruption to lower growth through
reduced investment in human and private capital. Evans and Rauch
(2000) present quantitative evidence that supports the “embedded au-
tonomy” hypothesis of Evans and that controls for income, education,
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and ethnic and linguistic diversity. They find that some characteristics of
an “autonomous” bureaucracy (especially meritocratic recruitment) pre-
dict the assessments of property rights security and bureaucratic quality
used elsewhere in the literature.

It is, however, more difficult to draw firm conclusions about the effect
of corruption and bureaucratic quality on economic development. On
the one hand, in the cross-country work exemplified by Mauro (1995),
the corruption variables exhibit considerable overlap with the measures
used in the property rights literature. On the other hand, the more fun-
damental difficulty in drawing inferences about the effect of corruption
and bureaucratic quality on development is the greater vulnerability of
these two variables to causality problems. Both are sensitive to the polit-
ical leadership’s incentives, which are typically not controlled for in, for
example, corruption work and are sure to have a significant independent
effect on government performance and economic development.

Governments often put into place distortionary policies that directly
slow economic development while giving rise to corruption. Broadman
and Recanatini (2002) use evidence from surveys of business people in
transition countries regarding corruption and the effects of regulation to
show that high regulatory barriers to entry and soft budget constraints
on firms are both conducive to corruption. More optimistically, Cheng,
Haggard, and Kang (1998) argue that well-functioning bureaucracies in
the Republic of Korea and in Taiwan, China, were the result of conscious
decisions by political actors who, in turn, were motivated by a desire to
avert past crises or to deter the aggression of large neighbors.

Public Accountability and Growth

There are no agreed indicators of the concepts of “voice” and “account-
ability,” either in theory or in the empirical literature. The literature uses
proxies ranging from Freedom House indicators of political freedoms
and civil liberties (found by Scully 1988 to be predictors of growth), to
structural indicators of democracy (whether there are competitive elec-
tions and whether the executive is constrained by a legislature). With re-
spect to the Freedom House indicators, the empirical record is reason-
ably convincing that these variables are important for development. Like
governance itself, these variables are themselves multidimensional.
Their multidimensionality makes it difficult to determine which of the
concrete and objectively observable characteristics can be traced specifi-
cally to notions of voice and accountability, and which characteristics are
specifically responsible for observed changes in development outcomes.

The democracy literature, relying on more structural and objective
characteristics of polities, yields much more ambiguous results. One
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source of confusion is that democratic countries are both richer and bet-
ter performing. This observation naturally gives rise to the difficult ques-
tion: are countries better performing because they are rich or because
they are democratic? For example, as we would expect, corruption and
rent seeking are higher in countries that lack fully competitive elections,
as are the risks of expropriation. However, countries with competitive
elections are also substantially richer than other countries, even exclud-
ing the richest 20 democracies from the comparison. In part because of
this, a large literature that always controls for per capita incomes at the
beginning of the period finds only an ambiguous relationship between
democracy and growth. Many of the income gains that democracy gen-
erates may already be embedded in the higher initial per capita incomes
of democratic countries.

A number of investigations use more global indicators to test broader
notions of “governance” or “institutions” on economic development. As
they also engage the debate on the role of institutions versus geography
in economic development, Easterly and Levine (2002) use the global
governance index of Kaufmann, Kraay, and Zoido-Lobaton (2002)
rather than more narrow property rights and rule of law indicators. The
broad governance index has the advantage of including more dimensions
of a country’s institutions. However, the aggregate measure exacerbates
the problem of interpretation. Provided the coefficient estimates are sig-
nificant, one can say only that some factors related to governance are
positively associated with growth. One cannot say, however, which fac-
tors those are, nor even be sure that some other factors do not also have
a negative effect on growth.

Regardless of the endogeneity and causality issues that are preoccupa-
tons of the governance literature, the determinants of good governance—
of secure property rights, voice and accountability, or honest and efficient
bureaucratic behavior—are key issues in their own right. Intellectually,
those issues are some of the most challenging in the social sciences.
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Country Tables

Data Notes

Data in the country tables may differ from other data found in World
Bank publications because of differences in computation methodologies.
Information from non—World Bank sources, without either endorsement
or verification, is reported in the interest of providing a consolidated data
set of governance indicators that are widely used in global discussions of
governance.

Data Sources

¢ Sources include World Bank Data 1996-2002, Encyclopaedia Britan-
nica 2003, Central Intelligence Agency 2002, Freedom House 2002a
and 2002b, Political Risk Services 2001, Center for International De-
velopment and Conflict Management 2000, Heritage
Foundation/Wall Street fournal 2002, Djankov and others 2000, and
Inter-Parliamentary Union 2003.

¢ The index of public accountability is an aggregated index of 12 sub-
jective/perception measures: political rights, civil liberties, freedom of
the press (Freedom House), polity score, regulation of executive re-
cruitment, competitiveness of executive recruitment, openness of ex-
ecutive recruitment, regulation of participation, competitiveness of
participation, executive constraints (CIDCM), democratic accounta-
bility (International Country Risk Guide), and transparency and ac-
countability (World Bank data).

* The index of the quality of administration is an aggregated index of
10 subjective/perception measures: corruption, bureaucratic quality
(International Country Risk Guide), property rights and rule-based
governance, quality of budgetary and financial management, effi-
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ciency of revenue mobilization, quality of public administration
(World Bank data), property rights, regulation, black market (Her-
itage Foundation), and number of procedures (Djankov and others
2000).

* The index of governance quality is an aggregated index of all 22 sub-
jective/perception measures in the index of public accountability and
the index of the quality of administration.

* The method of aggregation used is principal component analysis.
(Refer to appendix A on the construction of the indexes and a detailed
description for each indicator used.)

* For illustrative purposes, the income index in the “governance and
development diamond” is calculated by dividing per capita gross na-
tional income (GNI) by 100. The infant survival index is calculated by
subtracting the infant mortality (per 1,000 live births) from 100, so
that the higher the infant survival index, the better.

* On the variable “measure of judicial efficiency,” the “number of pro-
cedures” covers all independent procedural actions that are mandated
by law or court regulation, and that demand interaction between the
parties or between them and the judge or court officer.

* LIC: low-income countries (GNI per capita, Atlas method, US$755
or less)
LMIC: lower-middle-income countries (GNI per capita, Atlas
method, US$756-2,995)
UMIC: upper-middle-income countries (GNI per capita, Atlas
method, US$2,996-9,265)
HIC: high-income countries (GNI per capita, Atlas method,
US$9,266 or more)
GNI: gross national income
GDP: gross domestic product

e MENALIS includes Algeria, the Arab Republic of Egypt, Bahrain, the
Islamic Republic of Iran, Jordan, Kuwait, Lebanon, Morocco, Oman,
Qatar, the Republic of Yemen, Saudi Arabia, the Syrian Arab Repub-
lic, Tunisia, and the United Arab Emirates.

* MENAI3 includes Algeria, Bahrain, Egypt, the Islamic Republic of
Iran, Jordan, Kuwait, Lebanon, Morocco, Oman, the Republic of
Yemen, Saudi Arabia, Syria, and Tunisia.

* MENA average in government expenditure (percent of GDP, 1999)
excludes Egypt and Saudi Arabia.
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MENA average in judicial efficiency (contract enforcement) excludes
Bahrain, Kuwait, and Oman.

MENA average in public spending on education (percent of GDP,
1998) excludes Algeria, Egypt, Kuwait, and the Republic of Yemen.

MENA average in ratio of girls to boys in primary and secondary ed-
ucation includes 1998 values for Jordan, Kuwait, Morocco, and the
Republic of Yemen.

MENA average in access to improved water (percent of population)
and access to improved sanitation (percent of population) excludes
Bahrain and Kuwait.

MENA average in roads, paved (percent of total roads, 1999) excludes
the Islamic Republic of Iran, Saudi Arabia, and Syria.
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ALGERIA
Key socioeconomic indicators (2000 or most recent)
Algeria MENA13 LMIC
Population, mid-year )
(millions, aggregate) 304 265 2140 Governance and Development Diamond
Population under 15 years (%) 36 36 27
Life expectancy at birth (years) 70 70 69 Il_’lcome
Urban population (%) 57 72 45 index Algeria
Population growth (a;/erage venner Lower-middie
annual, 1995-2001,%) 16 20 1.0 income
GNI per capita (PPP,USS) 5,840 5,198 4,500
GNI (PPP,USS billions, ..’ \,
aggregate) 177 1380 9,640
GDP per capita growth Quality of ra KX Public
(average annual, 1995-2001%) 2 25 . adT“('j”'Strat'O“ ‘\ ac?o(l; ntability
Exports of goods and Index LN ." Index
services (% GDP) 425 38 34 2 '.'
Net petroleum exports K ;'
(% GDP) 33 245 5
Government expenditure
(% GDP, ]999) 30 21 206 Infant survival
Military expenditures (% GDP) 35 6 26 index
Key sociopolitical indicators
Political structure Republic

Legal system
Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups

Circulation of daily newspapers, 1996

(copies printed per 1,000 people)
Internet users (%)

Socialist, based on French and Islamic law

Chief of state: President (elected by popular vote, most recent 1999)

Head of government: Prime minister (appointed by president, most recent appointment
2003)

Cabinet: Appointed by president

Elections: Universal suffrage, minimum voting age 18

Upper chamber: National People's Assembly, or Al-Majliss Ech-Chaabi Al-Watani (389 seats;
elected by popular vote, most recent 2002)

Lower chamber. Council of Nations (144 seats; one-third appointed by the president, two-
thirds elected by communal councils)

Supreme Court

48 provinces

2002

Multiseat constituencies by proportional representation

1962

6

0

July 5,1962, from France

November 19,1976, most recent revision 1996

Arab (80%), Kabyle (13%), other (7%)

Sunni Muslim (99%), other (1%)

27

0.16




Appendix F: Country Tables

Measures of public sector performance (2000 or most recent)

Algeria MENA13 LMIC
Number of procedures to start business 13
Judicial efficiency (contract enforcement)
Number of procedures 20 23 25
Number of days 387 284 311
Government expenditure (% GDP, 1999) 30 31 206
Public spending on education (% GDP, 1998) . 6.7 4.1
Public spending on health (% GDP, 1998) 35 29 26
Infant mortality (per 1,000 live births) 40 31 34
Maternal mortality (per 100,000 live births, 1995) 150 180 .
Illiteracy (% population age 15+) 33 28 15
Female illiteracy (% female population age 15+) 43 38 20.5
Ratio of girls to boys in primary and secondary education 98 93 .
Access to improved water (% population) 89 83 80
Access to improved sanitation (% population) 92 85 55
Roads, paved (% total roads, 1999) 69 65 53
Telephone mainlines (per 1,000 people) 58 123 120
Measures of governance quality
(0-100, higher is better) Algeria MENA15 LMIC
Index of public accountability (IPA) 313 32 54
Index of quality of administration (IQA) 41 47 41
Index of governance quality (IGQ) 32 37 413
Governance quality Quality of administration
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BAHRAIN

Key socioeconomic indicators (2000 or most recent)

Bahrain MENA13 UMIC
Population, mid-year Governance and Development Diamond
(millions, aggregate) 06 265 497
Population under 15 years (%) 29 36 29 Income
Life expectancy at birth (years) 73 70 71 index
Urban population (%) 92 72 72 Bahrain
Population growth (average - === Upper-middle
annual, 1995-2001 %) 24 20 13 income
GNI per capita (PPP,USS) 15,370 5,198 8,500 B
GNI (PPP,US$ billions,
b B . L S B Public
administration s o accountability
(average annual, 1995-2001,%) 30 25 27 index %, . index
Exports of goods and S
services (% GDP) 82 38 2
Net petroleum exports
(% GDP) 13 245 4.5
Government expenditure
(% GDP. 1999) 28 21 . Infant survival
Military expenditures (% GDP) 4 6 2.1 index

Key sociopolitical indicators

Political structure

Legal system

Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (% total)
Women at ministerial level (% total)
Independence
Constitutiona
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Constitutional hereditary monarchy
Based on English common law and Islamic law

Chief of state:King, or monarch

Head of government: Prime minister, appointed by monarch (most recent appointment
1971)

Cabinet: Appointed by monarch

Elections:None; monarchy is hereditary

Unicameral National Assembly dissolved in August 1975

Appointed Advisory Council established in December 1992

Bicameral legislature created in December 2000, approved by referendum in February
2001

High Civil Appeals Court

12 municipalities

2002

None

1973

6.25

August 15,1971, from the United Kingdom

Late December 2000

Arab (64%), Asian (30%), other (6%)

Shii Muslim (61%), Sunni Muslim (20%), other (19%)
12

6.1

a.Bahraini voters approved on February 13-14,2001, a referendum on legislative changes (revised constitution calls for a partially elected leg-
islature, a constitutional monarchy, and an independent judiciary) (Source: Central Intelligence Agency 2002).
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Measures of public sector performance (2000 or most recent)
Bahrain MENA13 UMIC
Number of procedures to start business 11
Judicial efficiency (contract enforcement)
Number of procedures 23 27
Number of days . 284 351
Government expenditure (% GDP, 1999) 28 31 .
Public spending on education (% GDP, 1998) 37 6.7 4.2
Public spending on health (% GDP, 1998) 35 29 35
Infant mortality (per 1,000 live births) 13 31 24
Maternal mortality (per 100,000 live births, 1995) 38 180 112
Illiteracy (% population age 15+) 125 28 9
Female illiteracy (% female population age 15+) 175 38 10
Ratio of girls to boys in primary and secondary education 103 93 101
Access to improved water (% population) 83 88
Access to improved sanitation (% population) . 85 79
Roads, paved (% total roads, 1999) 77 65 51
Telephone mainlines (per 1,000 people) 250 123 192
Measures of governance quality
(0-100, higher is better) Bahrain MENA15 UMIC
Index of public accountability (IPA) 315 32. 65
Index of quality of administration (IQA) 66 47 56
Index of governance quality (IGQ) 50 37 56
Governance quality Quality of administration
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ARAB REPUBLIC OF EGYPT

Key socioeconomic indicators (2000 op LOOT peYEVT)

Egypt  MENAI3 LMIC
Population, mid-year Governance and Development Diamond
(millions, aggregate) 64 265 2,140
Population under 15 years (%) 35 36 27 Income
Life expectancy at birth (years) 68 70 69 index
Urban population (%) 43 72 45 Egypt
Population growth (average ======LoOwer-middle
annual, 1995-2001,%) 19 20 10 income
GNI per capita (PPP,USS) 3,510 5,198 4,500 )
GNI (PPP.USS billions, o ’o,.
aggregate) 224 1,380 9,640 Quality of ‘." ’0.. public
GDP per capita growth administration % - accountability
(average annual, 1995-2001,%) 38 25 . index \‘ o index
Exports of goods and S/
services (% GDP) 16 38 34
Net petroleum exports )
(% GDP) 2 245 5
Government expenditure
(% GDP,1999) ) 21 206 Infant survival
Military expenditures (% GDP) 25 6 26 index
Key sociopolitical indicators
Political structure Republic

Legal system
Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

English common law, Islamic law, and Napoleonic codes

Chief of state: President of the Republic (nominated by the People’s Assembly, 1981/1999)
Head of government: Prime minister (appointed by president, most recent appointment
1999)

Cabinet: Appointed by president

Upper chamber: People's Assembly, or Majliss al-Sha'b (454 seats; 444 elected by popular
vote, 10 appointed by the president, most recent 2000)

Lower chamber. Advisory Council, or Majliss As Shura (264 seats; 176 elected by popular
vote, 88 appointed by the president, most recent 1995)

Elections: Universal and compulsory suffrage, minimum voting age 18

Supreme Constitutional Court

26 governorates

2002

National Democratic Party (88%), Independents (8%), Opposition (4%)

1956

24

6.1

February 28,1922, from the United Kingdom

September 11,1971

Arab (90%), Copts (10%)

Sunni Muslim (89%), Coptic Orthodox (10%), Protestant (1%)

31

0.7
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Measures of public sector performance (2000 or most recent)

Egypt MENA13 LMIC
Number of procedures to start business 15 . 13
Judicial efficiency (contract enforcement)
Number of procedures 19 23 25
Number of days 202 284 311
Government expenditure (% GDP, 1999) 31 206
Public spending on education (% GDP, 1998) . 6.7 4.1
Public spending on health (% GDP, 1998) 1.8 29 26
Infant mortality (per 1,000 live births) 37 31 34
Maternal mortality (per 100,000 live births, 1995) 170 180 .
Illiteracy (% population age 15+) 45 28 15
Female illiteracy (% female population age 15+) 56 38 20.5
Ratio of girls to boys in primary and secondary education 94 93 .
Access to improved water (% population) 97 83 80
Access to improved sanitation (% population) 98 85 55
Roads, paved (% total roads, 1999) 78 65 53
Telephone mainlines (per 1,000 people) 86 123 120
Measures of governance quality
(0-100, higher is better) Egypt MENA15 LMIC
Index of public accountability (IPA) 30 32 54
Index of quality of administration (IQA) 38 47 41
Index of governance quality (IGQ) 30 37 413
Governance quality Quality of administration
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ISLAMIC REPUBLIC OF IRAN

Key socioeconomic indicators (2000 op LOOT peYEVT)

Iran, Islamic
Rep.of MENA13 LMIC
Population, mid-year Governance and Development Diamond
(millions, aggregate) 63.7 265 2,140
Population under 15 years (%) 34 36 27 Income
Life expectancy at birth (years) 69 70 69 index iran
Urban population (%) 64 72 45 .
Population growth (average e :‘::;i:;m'ddle
annual, 1995-2001 %) 1.5 20 10
GNI per capita (PPP,USS) 5710 5,198 4,500 RN
GNI (PPP.USS billions, s ’0,.
aggregate) 364 1,380 9640  Quality of K e Public
GDP per capita growth administration . o accountability
(average annual, 1995-2001,%) 36 25 . index “.‘ '." index
Exports of goods and b il
services (% GDP) 25 38 34 Ko
Net petroleum exports
(% GDP) 21 245 5
Government expenditure Infant survival
(% GDP,1999) 256 21 206 index
Military expenditures (% GDP) 4 6 26

Key sociopolitical indicators

Political structure

Legal system

Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Theocratic republic
Islamic principles of government

Chief of state: Leader of Islamic Revolution (since 1989, appointed for life by Assembly of
Experts)

Head of government: President (elected by popular vote, 1997/2001)

Cabinet: Selected by president, with legislative approval

Elections: Universal suffrage, minimum voting age 15

Unicameral Islamic Consultative Assembly, or Majliss-e-Shura-ye-Eslami (290 seats; elected
by popular vote, most recent 2000)

Supreme Court

28 provinces

2003

Reformists (189), Conservatives (54), Independent (42) (last elections)

1963

4.1

94

April 1,1979, Islamic Republic of Iran proclaimed

December 2-3,1979, revised 1989

Persian (51%), Azeri (24%), other (25%)

Shii Muslim (94%), Sunni Muslim (6%)

27
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Measures of public sector performance (2000 or most recent)
Iran, Islamic
Rep. of MENA13 LMIC
Number of procedures to start business 13
Judicial efficiency (contract enforcement)
Number of procedures 23 23 25
Number of days 150 284 311
Government expenditure (% GDP, 1999) 256 31 206
Public spending on education (% GDP, 1998) 45 6.7 4.1
Public spending on health (% GDP, 1998) 18 29 26
Infant mortality (per 1,000 live births) 36 31 34
Maternal mortality (per 100,000 live births, 1995) 130 180 .
Illiteracy (% population age 15+) 24 28 15
Female illiteracy (% female population age 15+) 31 38 205
Ratio of girls to boys in primary and secondary education 95 93 .
Access to improved water (% population) 92 83 80
Access to improved sanitation (% population) 83 85 55
Roads, paved (% total roads, 1999) . 65 53
Telephone mainlines (per 1,000 people) 149 123 120
Measures of governance quality
Iran, Islamic
(0-100, higher is better) Rep. of MENA15 LMIC
Index of public accountability (IPA) 44 32 54
Index of quality of administration (IQA) 29.7 47 4
Index of governance quality (IGQ) 30 37 413
Governance quality Quality of administration
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JORDAN

Key socioeconomic indicators (2000 or most recent)

Jordan MENA13 LMIC
Population, mid-year .
(millons aggregate) 49 265 2140 Governance and Development Diamond
Population under 15 years (%) 38 36 27
) . Income
Life expectancy at birth (years) 71 70 69 index
Urban population (%) 79 72 45 Jordan
Population growth (average wenee LOwer-middle
annual, 1995-2001,%) 31 20 1.0 income
GNI per capita (PPP,USS) 3,810 5,198 4,500
GNI (PPP,USS billions, ,'"‘.‘
aggregate) 186 1,380 9,640 _ ,
GDP per capita growth Quality of Al N Public
administration % X accountability
(average annual, 1995-2001,%) 04 25 . index “‘ .; index
Exports of goods and , s
services (% GDP) 4 38 34 Sl
Net petroleum exports Y
(% GDP) 0 245 5
Government expenditure
(% GDP, 1999) 31 21 206 Infant survival
Military expenditures (% GDP) 9 6 26 index

Key sociopolitical indicators

Political structure

Legal system

Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Constitutional monarchy
Islamic law and French codes

Chief of state:King, or monarch (since 1999)

Head of government: Prime minister (appointed by monarch, most recent appointment
2000)

Cabinet: Appointed by the prime minister in consultation with the monarch

Upper chamber: Senate, or Majliss al-Aayan (40 seats; appointed by the monarch)

Lower chamber: House of Representatives, or Majliss al-Nuwaab (80 seats; elected by popu-
lar vote, most recent 1997)

Elections: Universal suffrage, minimum voting age 20

Court of Cassation; Supreme Court

12 governorates

2003

National Constitutional Party (3), Ba'th Party (1), Independents (76)

1974

33

0

May 25, 1946, from British Mandate

January 8,1952

Arab (98%), other (2%)

Sunni Muslim (96%), Christian (4%)

75

26
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Measures of public sector performance (2000 or most recent)

Jordan MENA13 LMIC
Number of procedures to start business 13 13
Judicial efficiency (contract enforcement)
Number of procedures 32 23 25
Number of days 147 284 311
Government expenditure (% GDP, 1999) 31 31 206
Public spending on education (% GDP, 1998) 6.0 6.7 4.1
Public spending on health (% GDP, 1998) 50 29 26
Infant mortality (per 1,000 live births) 28 31 34
Maternal mortality (per 100,000 live births, 1995) 41 180 .
Illiteracy (% population age 15+) 10 28 15
Female illiteracy (% female population age 15+) 16 38 20.5
Ratio of girls to boys in primary and secondary education 101 93 .
Access to improved water (% population) 96 83 80
Access to improved sanitation (% population) 99 85 55
Roads, paved (% total roads, 1999) 100 65 53
Telephone mainlines (per 1,000 people) 123 123 120
Measures of governance quality
(0-100, higher is better) Jordan MENA15 LMIC
Index of public accountability (IPA) 45 32 54
Index of quality of administration (IQA) 50.7 47 41
Index of governance quality (IGQ) 44 37 413
Governance quality Quality of administration
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KUWAIT

Key socioeconomic indicators (2000 or most recent)

Kuwait MENA13  Non-OECDHIC
Population, mid-year i
(millions, aggregate) 19 265 503 Governance and Development Diamond
Population under 15 years (%) 33 36 23
Life expectancy at birth (years) 76 70 76 Inc(;)me
Urban population (%) 9 72 50 ndex Kuwait
Population growth (average «= === High income
annual, 1995-2001,%) 46 20 40
GNI per capita (PPP,USS) 22,290 5,198
GNI (PPP,USS billions,
aggregate) 442 1,380
GDP per capita growth ngli_ty of . Public o
(average annual, 1995-2001%) -2 25 , adminisraion %\ accountability
index 0 R4 index
Exports of goods and | A
services (% GDP) 59 38 90
Net petroleum exports
(% GDP) 50 245 10.2
Government expenditure
(% GDP,1999) 44 21 . Infant survival
Military expenditures (% GDP) 8 6 42 index

Key sociopolitical indicators

Political structure

Legal system

Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Nominal constitutional monarchy
Civil law system, Islamic law for personal matters

Chief of state: Emir, or monarch

Head of government: Prime minister and crown prince

Cabinet: Appointed by prime minister

Unicameral National Assembly, or Majliss al-Umma (50 seats; members elected by popular
vote, most recent 1999)

Elections: Limited suffrage (adult males who have been naturalized for 30 years or more or
who have resided in Kuwait since before 1920 and their male descendants at age 21)
High Court of Appeal

5 governorates

1999

None

Not recognized

0

0

June 19,1961, from the United Kingdom

November 11,1962

Kuwaiti (45%), other Arab (35%), other (20%)

Sunni Muslim (45%), Shii Muslim (30%), other (25%)

374

76
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Measures of public sector performance (2000 or most recent)

Kuwait MENA13 HIC
Number of procedures to start business 7
Judicial efficiency (contract enforcement)
Number of procedures 23 21
Number of days . 284 276
Government expenditure (% GDP, 1999) 44 31
Public spending on education (% GDP, 1998) . 6.7
Public spending on health (% GDP, 1998) 34 29 .
Infant mortality (per 1,000 live births) 9 31 6.3
Maternal mortality (per 100,000 live births, 1995) 25 180
Illiteracy (% population age 15+) 18 28
Female illiteracy (% female population age 15+) 20 38
Ratio of girls to boys in primary and secondary education 101 93
Access to improved water (% population) 83
Access to improved sanitation (% population) . 85 .
Roads, paved (% total roads, 1999) 81 65 100
Telephone mainlines (per 1,000 people) 244 123 506
Measures of governance quality
(0-100, higher is better) Kuwait MENA15 HIC
Index of public accountability (IPA) 44 32 74
Index of quality of administration (IQA) 56.6 47 65
Index of governance quality (IGQ) 485 37 68.5
Governance quality Quality of administration
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LEBANON

Key socioeconomic indicators (2000 or most recent)

Lebanon MENA13 UMIC
Population, mid-year Governance and Development Diamond
(millions, aggregate) 43 265 497
Population under 15 years (%) 32 36 29 Income
Life expectancy at birth (years) 70 70 71 index
Urban population (%) 90 57 72 Lebanon
Population growth (average ;' *, =====.Upper-middle
annual, 1995-2001,%) 16 20 13 income
GNI per capita (PPP.USS) 4380 5198 8,500
GNI (PPRUSS billions,
aggregate) 19 1380 4230 Quality of Public
GDP per capita growth administration '\‘ '.” accountability
(average annual, 1995-2001,%) 15 25 2.7 index I K index
Exports of goods and *, ./'
services (% GDP) 13 38 2
Net petroleum exports ‘\ '.“
(% GDP) 42 245 45 1
Government expenditure
(% GDP, 1999) 357 21 ) Infant survival
Military expenditures (% GDP) 54 6 2.1 index
Key sociopolitical indicators
Political structure Republic

Legal system
Structure of government
Executive branch

Legislative branch
Judicial branch

Administrative divisions

Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)

Women at ministerial level (%)
Independence

Constitution

Ethnic groups

Religious groups

Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Mixture of Ottoman law, canon law, Napoleonic code, and civil law

Chief of state: President of the Republic (elected by parliament, most recent 1998)

Head of government: Prime minister (appointed by president, most recent appointment
2000)

Cabinet: Chosen by prime minister

Unicameral National Assembly (128 seats; elected by popular vote, most recent 2000)
Elections: Universal suffrage, minimum voting age 21

5-person Court of Justice, 4 Courts of Appeal, Constitutional Council (half selected by ex-
ecutive, half by parliament), Supreme Council; executive controls judges' appointment

5 governorates, 26 districts

1998

Pre-established allotment of seats among religious groups

1952

23

0

November 22,1943, from French Mandate

May 23,1926, Taif Accord 1989

Arab (93%), Armenian (6%), Kurdish (1%)

Shii Muslim (34%), Sunni Muslim (21%), Catholic (19%), Druze (7%), Greek Orthodox (6%),
other (13%)

107

70
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Measures of public sector performance (2000 or most recent)

Lebanon MENA13 UMIC
Number of procedures to start business 8 11
Judicial efficiency (contract enforcement)
Number of procedures 27 23 27
Number of days 721 284 351
Government expenditure (% GDP, 1999) 357 31 .
Public spending on education (% GDP, 1998) 2.1 6.7 4.2
Public spending on health (% GDP, 1998) 25 29 35
Infant mortality (per 1,000 live births) 28 31 24
Maternal mortality (per 100,000 live births, 1995) 130 180 112
Illiteracy (% population age 15+) 14 28 9
Female illiteracy (% female population age 15+) 20 38 10
Ratio of girls to boys in primary and secondary education 102 93 101
Access to improved water (% population) 100 83 88
Access to improved sanitation (% population) 99 85 79
Roads, paved (% total roads, 1999) 85 65 51
Telephone mainlines (per 1,000 people) 195 123 192
Measures of governance quality
(0-100, higher is better) Lebanon MENA15 UMIC
Index of public accountability (IPA) 42 32 65
Index of quality of administration (IQA) 35 47 56
Index of governance quality (IGQ) 32 37 56
Governance quality Quality of administration
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MOROCCO
Key socioeconomic indicators (2000 or most recent)
Morocco MENA13 LMIC
Population, mid-year Governance and Development Diamond
(millions, aggregate) 28.7 265 2,140
Population under 15 years (%) 35 36 27
. ; Income
Life expectancy at birth (years) 67 70 69 index
Urban population (% total) 55 72 45 Morocco
Population growth (average ===== LOwer-middle
annual, 1995-2001 %) 1.7 20 1.0 income
GNI per capita (PPP,USS) 3,320 5,198 4,500
GNI (PPP,USS billions,
aggregate 954 1,380 9,640 ) Ve .
GD%gpe?capzita growth Qu?“.ty of A . Public s
administration % K accountability
(average annual, 1995-2001,%) 32 25 . index \‘ '; index
Exports of goods and % o
services (% GDP) 3 38 34
Net petroleum exports b
(% GDP) -0.6 245 5
Government expenditure
(% GDP.1999) 325 21 206 Infant survival
Military expenditures (% GDP) 4 6 26 index

Key sociopolitical indicators

Political structure

Legal system

Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Constitutional monarchy
Islamic law and French and Spanish civil law system

Chief of state:King, or monarch (since 1999)

Head of government: Prime minister (appointed by monarch, most recent appointment
2002)

Cabinet: Appointed by monarch

Upper chamber: Chamber of Counselors (270 seats; indirect vote)

Lower Chamber. Chamber of Representatives (325 seats; elected by popular vote, most re-
cent 2002)

Elections: Universal suffrage, minimum voting age 21

Supreme Court

37 provinces and 2 wilayas

1997

Multiple parties

1963

6

49

March 2, 1956, from France

March 10, 1972, amended 1996

Arab (60%), Berbers (40%)

Sunni Muslim (99%), other (1%)

28

0.7
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Measures of public sector performance (2000 or most recent)

Morocco MENA13 LMIC

Number of procedures to start business 13
Judicial efficiency (contract enforcement)

Number of procedures 17 23 25

Number of days 192 284 311
Government expenditure (% GDP, 1999) 32 31 206
Public spending on education (% GDP, 1998) 6.0 6.7 4.1
Public spending on health (% GDP, 1998) 14 29 26
Infant mortality (per 1,000 live births) 41 31 34
Maternal mortality (per 100,000 live births, 1995) 390 180 .
Illiteracy (% population age 15+) 51 28 15
Female illiteracy (% female population age 15+) 64 38 20.5
Ratio of girls to boys in primary and secondary education 81 93 .
Access to improved water (% population) 80 83 80
Access to improved sanitation (% population) 68 85 55
Roads, paved (% total roads, 1999) 56 65 53
Telephone mainlines (per 1,000 people) 50 123 120
Measures of governance quality
(0-100, higher is better) Morocco MENA15 LMIC
Index of public accountability (IPA) 39 32 54
Index of quality of administration (IQA) 516 47 41
Index of governance quality (IGQ) 42.7 37 413

Governance quality

Quality of administration

Per capitaincome

Public accountability
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OMAN

Key socioeconomic indicators (2000 or most recent)

Oman MENA13 UMIC
Population, mid-year Governance and Development Diamond
(millions, aggregate) 24 265 497
Population under 15 years (%) 44 36 29 Income
Life expectancy at birth (years) 73 70 71 index
Urban population (%) 76 72 72 Oman
Population growth (average = ===« Upper-middle
annual, 1995-2001,%) 25 20 13 income
GNI per capita (PPP,USS) 10,720 5,198 8,500 :' \‘
GNI (PPP,USS billions, '.' \‘
aggregate 258 1380 4230 ) / )
GD%gpergcapzita growth Qu?“-ty of Fi s Public P
administration N 5 accountability
(average annual, 1995-2001,%) 25 2.7 index . :' index
Exports of goods and Yol
services (% GDP) 58 38 2%
Net petroleum exports
(% GDP) 47 245 4.5
Government expenditure
(% GDP,1999) 31 21 . Infant survival
Military expenditures (% GDP) 106 6 2] index
Key sociopolitical indicators
Political structure Monarchy

Legal system
Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitutiona
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Based on English common law and Islamic law; ultimate appeal to the monarch

Chief of state: Sultan, or monarch, and prime minister

Head of government: Monarch, same as head of state

Cabinet: Appointed by monarch

Elections:None; monarchy is hereditary

Upper chamber: Majliss al-Dawla (48 seats; appointed by monarch)
Lower chamber. Consultative Council, or Majliss As Shura (83 seats; elected by limited suf-
frage for 3 years, most recent 2000)

Supreme Court

6 regions and 2 governorates

None

Not recognized

1650

None

Arab (74%), Indian (13%), other (13%)

Ibadiyah Muslim (74%), Sunni Muslim (14%), Hindu (7%), other (5%)
29

40

a.In 1996, the monarch or sultan issued a royal decree promulgating a new basic law that, among other things, clarifies the royal succession,
provides for a prime minister, bars ministers from holding interests in companies doing business with the government, establishes a bicameral
legislature, and guarantees basic civil liberties for Omani citizens (Source: Central Intelligence Agency 2002).
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Measures of public sector performance (2000 or most recent)

Oman MENA13 UMIC
Number of procedures to start business 11
Judicial efficiency (contract enforcement)
Number of procedures 23 27
Number of days . 284 351
Government expenditure (% GDP, 1999) 31 31 .
Public spending on education (% GDP, 1998) 4 6.7 4.2
Public spending on health (% GDP, 1998) 24 29 3.5
Infant mortality (per 1,000 live births) 12 31 24
Maternal mortality (per 100,000 live births, 1995) 120 180 112
Illiteracy (% population age 15+) 28 28 9
Female illiteracy (% female population age 15+) 38 38 10
Ratio of girls to boys in primary and secondary education 97 93 101
Access to improved water (% population) 39 83 88
Access to improved sanitation (% population) 90 85 79
Roads, paved (% total roads, 1999) 30 65 51
Telephone mainlines (per 1,000 people) 89 123 192
Measures of governance quality
(0-100, higher is better) Oman MENA15 UMIC
Index of public accountability (IPA) 266 32 65
Index of quality of administration (IQA) 53 47 56
Index of governance quality (IGQ) 39 37 56
Governance quality Quality of administration
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QATAR

Key socioeconomic indicators (2000 or most recent)

Qatar MENA13  Non-OECDHIC
Population, mid-year i
(millions, aggregate) 058 265 503 Governance and Development Diamond
Population under 15 years (%) 265 36 23
Life expectancy at birth (years) 75 70 76 l?:c(i)emxe
Urban population (% total) 93 72 50 Qatar
Population growth (average «===Highincome
annual, 1995-2001,%) 3 20 40
GNI per capita (PPP,USS) 5,198
GNI (PPP,USS billions,
aggregate) 1,380 . .
GDP per capita growth agrl;?rl:i?t:)afuon " g acsg:rzltcability
(average annual, 1995-2001,%) 25 . . S .
index K index
Exports of goods and . K
services (% GDP) 68 38 90
Net petroleum exports AN
(% GDP) 72 245 102
Government expenditure
(% GDP, 1999) 21 . Infant survival
Military expenditures (% GDP) 6 42 index

Key sociopolitical indicators

Political structure

Legal system

Structure of government
Executive branch

Legislative branch
Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Traditional monarchy

Discretionary system of law controlled by the emir; Islamic law dominates family and per-
sonal matters

Chief of state: Emir, or monarch

Head of government: Prime minister (brother of monarch)

Cabinet: Appointed by monarch

Elections:None; monarchy is hereditary

Unicameral Advisory Council, or Majliss As Shura (appointed by monarch)?
Court of Appeal

9 municipalities

2003

None

Not recognized

0

September 3,1971, from the United Kingdom

Provisional constitution enacted April 19,1972°

Arab (40%), Pakistani (18%), Indian (18%), Iranian (10%), other (14%)
Sunni Muslim (95%), other (5%)

175

5.1

a. The constitution calls for elections for part of this consultative body, but no elections have been held since 1970, when there were partial elec-
tions to the body; council members have had their terms extended every four years since (Source: Central Intelligence Agency 2002).
b.In July 1999, the emir issued a decree forming a committee to draft a permanent constitution (Source: Central Intelligence Agency 2002).
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Measures of public sector performance (2000 or most recent)

Qatar MENA13 HIC
Number of procedures to start business 7
Judicial efficiency (contract enforcement)
Number of procedures 23 21
Number of days 284 276
Government expenditure (% GDP, 1999) . 31
Public spending on education (% GDP, 1998) 36 6.7
Public spending on health (% GDP, 1998) 34 29 .
Infant mortality (per 1,000 live births) 12 31 6.3
Maternal mortality (per 100,000 live births, 1995) 41 180
Illiteracy (% population age 15+) 19 28
Female illiteracy (% female population age 15+) 17 38
Ratio of girls to boys in primary and secondary education 102 93
Access to improved water (% population) 83
Access to improved sanitation (% population) . 85 .
Roads, paved (% total roads, 1999) 90 65 100
Telephone mainlines (per 1,000 people) 263 123 506
Measures of governance quality
(0-100, higher is better) Qatar MENA15 HIC
Index of public accountability (IPA) 23 32 74
Index of quality of administration (IQA) 42 47 65
Index of governance quality (IGQ) 30 37 68.5
Governance quality Quality of administration
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SAUDI ARABIA

Key socioeconomic indicators (2000 or most recent)

Saudi Arabia  MENA13 UMIC
Population, mid-year i
(millions, aggregate) 0.7 %5 497 Governance and Development Diamond
Population under 15 years (%) 41 36 29
Life expectancy at birth (years) 72 70 71 Income
Urban population (%) 86 72 72 index Saudi Arabia
Population growth (average <= == Upper-middle
annual, 1995-2001,%) 26 20 13 income
GNI per capita (PPP,USS) 13,490 5,198 8,500 '.‘\
GNI (PPP, US$ billions,
aggregate) 280 1,380 4230
GDP per capita growth Quality of i ", Public
(average annual, 1995-2001%) 05 25 p7 ~administrafion %, accountability
index . 5 index
Exports of goods and ol
services (% GDP) 44 38 26 S
Net petroleum exports
(% GDP) 4 245 4.5
Government expenditure
(% GDP,1999) - 21 - Infant survival
Military expenditures (% GDP) 10.6 6 2.1 index
Key sociopolitical indicators
Political structure Monarchy

Legal system
Structure of government
Executive branch

Legislative branch
Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Based on Islamic law; introduction of some secular codes

Chief of state:King and prime minister; crown prince and first deputy prime minister (heir
since 1982)

Head of government: Monarch, same as head of state

Elections:None; monarchy is hereditary

Consultative Council, or Majliss As Shura (appointed by monarch)

Supreme Council of Justice

13 provinces

None

Not recognized

September 23, 1932, Unification of the Kingdom

Sharia (Islamic law); Basic Law 1993 (articulates government’s rights and responsibilities)
Arab (90%), Afro-Asian (10%)

Sunni Muslim (93%), Shii Muslim (3%), other (4%)

326

1.0
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Measures of public sector performance (2000 or most recent)

Saudi Arabia MENA13 UMIC
Number of procedures to start business 11
Judicial efficiency (contract enforcement)
Number of procedures 19 23 27
Number of days 195 284 351
Government expenditure (% GDP, 1999) . 31 .
Public spending on education (% GDP, 1998) 9.5 6.7 4.2
Public spending on health (% GDP, 1998) 45 29 35
Infant mortality (per 1,000 live births) 24 31 24
Maternal mortality (per 100,000 live births, 1995) 23 180 112
Illiteracy (% population age 15+) 24 28 9
Female illiteracy (% female population age 15+) 33 38 10
Ratio of girls to boys in primary and secondary education 94 93 101
Access to improved water (% population) 95 83 88
Access to improved sanitation (% population) 100 85 79
Roads, paved (% total roads, 1999) . 65 51
Telephone mainlines (per 1,000 people) 137 123 192
Measures of governance quality
(0-100, higher is better) Saudi Arabia MENA15 UMIC
Index of public accountability (IPA) 17 32 65
Index of quality of administration (IQA) 48 47 56
Index of governance quality (IGQ) 32 37 56
Governance quality Quality of administration
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SYRIAN ARAB REPUBLIC

Key socioeconomic indicators (2000 or most recent)

Syria MENA13 LMIC
Population, mid-year .
(millions, aggregate) 162 265 2,140 Governance and Development Diamond
Population under 15 years (%) 41 36 27
Life expectancy at birth (years) 70 70 69 ".”°°me
Urban population (%) 51 72 45 index Syria
Population growth (average v ae=e Lower-middle
annual, 1995-2001,%) 26 20 10 income
GNI per capita (PPP,USS) 3,130 5,198 4,500
GNI (PPP,USS billions, oo
aggregate) 50.7 1,380 9.640 ’." e,
GDP per capita growth ngli_ty of Rl T, Public .
(average annual, 1995-2001%) 1.8 25 . administration % accountability
index A B index
Exports of goods and o\ K
services (% GDP) 38 38 34
Net petroleum exports T
(% GDP) 21 245 5
Government expenditure
(% GDP.1999) 23 21 206 Infant survival
Military expenditures (% GDP) 55 6 26 index
Key sociopolitical indicators
Political structure Republic

Legal system
Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups

Circulation of daily newspapers, 1996

(copies printed per 1,000 people)
Internet users (%)

Islamic law and civil law system, special religious courts

Chief of state: President of the Republic (elected by popular vote, most recent 2000)
Head of government: Prime minister (appointed by president, most recent appointment
2000)

Cabinet: Appointed by president

Elections: Universal suffrage, minimum voting age 18

Unicameral People's Council, or Majliss al-shaab (250 seats; elected by popular vote, most
recent 2003)

Supreme Constitutional Court (justices appointed by the president); High Judicial Council;
Court of Cassation; State Security Courts

14 provinces

1999

National Patriotic Front (includes Ba'th party) 67%, Independents 33%

1949

12

1.1

April 17,1946, from French Mandate

March 13,1973

Arab (90%), Kurds and other (10%)

Sunni Muslim (74%), Shii Muslim (12%), other (14%)

20

02
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Measures of public sector performance (2000 or most recent)

Syria MENA13 LMIC
Number of procedures to start business 13
Judicial efficiency (contract enforcement)
Number of procedures 36 23 25
Number of days 596 284 311
Government expenditure (% GDP, 1999) 23 31 206
Public spending on education (% GDP, 1998) 36 6.7 4.1
Public spending on health (% GDP, 1998) 1.5 29 26
Infant mortality (per 1,000 live births) 24 31 34
Maternal mortality (per 100,000 live births, 1995) 200 180 .
Illiteracy (% population age 15+) 25 28 15
Female illiteracy (% female population age 15+) 40 38 20.5
Ratio of girls to boys in primary and secondary education 92 93 .
Access to improved water (% population) 80 83 80
Access to improved sanitation (% population) 90 85 55
Roads, paved (% total roads, 1999) . 65 53
Telephone mainlines (per 1,000 people) 103 123 120
Measures of governance quality
(0-100, higher is better) Syria MENA15 LMIC
Index of public accountability (IPA) 18 32 54
Index of quality of administration (IQA) 28 47 41
Index of governance quality (IGQ) 186 37 413
Governance quality Quality of administration
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TUNISIA

Key socioeconomic indicators (2000 or most recent)

Tunisia MENA13 LMIC
Population, mid-year .
(millions, aggregate) 95 265 2140 Governance and Development Diamond
Population under 15 years (%) 30 36 27
Life expectancy at birth (years) 72 70 69 I?ncgg)”l(e
Urban population (%) 65 72 45 Tunisia
Population growth (average v nens Lower-middle
annual, ]995—20(”,%) 13 20 1.0 income
GNI per capita (PPP,USS) 5,840 5198 4,500
GNI (PPP,USS billions, '.’ N
aggregate) 559 1380 9,640 _ _
GDP per capita growth ac?;?rzlit;{tgnon :' .‘:' acs(lJJLkl)rLItcability
(average annual, 1995-2001,%) 52 25 . index ‘.‘ '.' index
Exports of goods and *, L
services (% GDP) 44 38 34 s, K
Net petroleum exports e
(% GDP) 0 245 5
Government expenditure
(% GDP, 1999) 316 21 206 Infant survival
Military expenditures (% GDP) 17 6 26 index
Key sociopolitical indicators
Political structure Republic

Legal system
Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

French civil law system and Islamic law

Chief of state: President (elected by popular vote, 1987/1999)

Head of government: Prime minister (appointed by president, most recent appointment
1999)

Cabinet: Appointed by president

Elections: Universal suffrage, minimum voting age 20

Unicameral Chamber of Deputies, or Majliss al-Nuwaab (182 seats; elected by popular
vote, most recent 1999)

Court of Cassation

23 governorates

2000

Majority to Constitutional Democratic Rally Party (official ruling party)

1957

115

10

March 20,1956, from France

June 1,1959,amended 1988

Arab (98%), other (2%)

Sunni Muslim (99%), other (1%)

19

26
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Measures of public sector performance (2000 or most recent)

Tunisia MENA13 LMIC
Number of procedures to start business 13 13
Judicial efficiency (contract enforcement)
Number of procedures 14 23 25
Number of days 7 284 311
Government expenditure (% GDP, 1999) 316 31 206
Public spending on education (% GDP, 1998) 75 6.7 4.1
Public spending on health (% GDP, 1998) 28 29 26
Infant mortality (per 1,000 live births) 26 31 34
Maternal mortality (per 100,000 live births, 1995) 70 180 .
Illiteracy (% population age 15+) 29 28 15
Female illiteracy (% female population age 15+) 39 38 20.5
Ratio of girls to boys in primary and secondary education 100 93 .
Access to improved water (% population) 80 83 80
Access to improved sanitation (% population) 84 85 55
Roads, paved (% total roads, 1999) 64 65 53
Telephone mainlines (per 1,000 people) 99 123 120
Measures of governance quality
(0-100, higher is better) Tunisia MENA15 LMIC
Index of public accountability (IPA) 35 32 54
Index of quality of administration (IQA) 54 47 41
Index of governance quality (IGQ) 43 37 413
Governance quality Quality of administration
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UNITED ARAB EMIRATES

Key socioeconomic indicators (2000 or most recent)

United Arab Non-OECD
Emirates MENA13 HIC
Population, mid-year .
(millions, aggregate) 29 265 503 Governance and Development Diamond
Population under 15 years (%) 27 36 23
Life expectancy at birth (years) 75 70 76 I_ncome
Urban population (%) 87 72 50 index United Arab
Population growth (average Emirates
annual, 1995-2001,%) 44 20 40 =====:Highincome
GNI per capita (PPP,USS) 5,198
GNI (PPP,USS billions,
aggregate) 1,380
GDP per capita growth Qu_al_ity of Public .
(average annual, 1995-2001 %) 75 adr_mnlstratlon".\ :.' acc_:ountablllty
index “ B index
Exports of goods and s, K
services (% GDP) 71 38 90 KN .
Net petroleum exports “\ o
(% GDP) 38 245 102 K
Government expenditure
(% GDP, 1999) . 21 . Infant survival
Military expenditures (% GDP) 25 6 4.2 index
Key sociopolitical indicators
Political structure Federation

Legal system
Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Federal court system (1971), secular and Islamic law

Chief of state: President (elected by FSC®), Ruler of Capital Emirate or Abu Dhabi

Head of government: Prime minister (appointed by president, most recent appointment
1990), ruler of Dubai Emirate

Cabinet: Appointed by president

Elections:None

Unicameral Federal National Council, or Majliss al-Ittihad al-Watani (40 seats; members ap-
pointed by rulers of Emirates)

Union Supreme Court (judges appointed by the president)

7 emirates

None

Not recognized

0

December 2,1971, from the United Kingdom
December 2,1971

Asian (53%), Arab (25%), Iranian (17%), other (5%)
Sunni Muslim (80%), Shii Muslim (16%), other (4%)
156

26

a.The Federal Supreme Council (FSC) is composed of the seven emirate rulers.The FSC is the highest constitutional authority in the UAE; it es-
tablishes general policies and sanctions federal legislation. It meets four times a year (Source: Central Intelligence Agency 2002).
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Measures of public sector performance (2000 or most recent)

United Arab
Emirates MENA13 HIC
Number of procedures to start business 7
Judicial efficiency (contract enforcement)
Number of procedures 27 23 21
Number of days 559 284 276
Government expenditure (% GDP, 1999) . 31
Public spending on education (% GDP, 1998) 2 6.7
Public spending on health (% GDP, 1998) 32 29 .
Infant mortality (per 1,000 live births) 8 31 63
Maternal mortality (per 100,000 live births, 1995) 30 180
Illiteracy (% population age 15+) 24 28
Female illiteracy (% female population age 15+) 21 38
Ratio of girls to boys in primary and secondary education 105 93
Access to improved water (% population) 83
Access to improved sanitation (% population) . 85 .
Roads, paved (% total roads, 1999) 100 65 100
Telephone mainlines (per 1,000 people) 347 123 506
Measures of governance quality
United Arab
(0-100, higher is better) Emirates MENA15 HIC
Index of public accountability (IPA) 34 32 74
Index of quality of administration (IQA) 736 47 65
Index of governance quality (IGQ) 564 37 68.5
Governance quality Quality of administration
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REPUBLIC OF YEMEN

Key socioeconomic indicators (2000 or most recent)

Yemen MENA13 LIC
Piiﬁ;ﬁ:gﬁg;:e) 175 265 2460 Governance and Development Diamond
Population under 15 years (%) 46 36 37
Life expectancy at birth (years) 56 70 59 Iinncgg(e
Urban population (%) 25 72 30 Yemen
Population growth (average « v = High income
annual, 1995-2001,%) 29 20 19
GNI per capita (PPP,USS) 730 5198 2,110
GNI (PPP,USS billions,
aggregate) 12.8 1,380 5210 . RN .
GDP per capita growth Quality of B NN Public
administration Seo | e accountability
(average annual, 1995-2001,%) 2 25 . index w{e* index
Exports of goods and
services (% GDP) 437 38 29
Net petroleum exports
(% GDP) 33 245 4
Government expenditure
(% GDP, 1999) 27 21 18 Infant survival
Military expenditures (% GDP) 54 6 22 index
Key sociopolitical indicators
Political structure Republic

Legal system
Structure of government
Executive branch

Legislative branch

Judicial branch
Administrative divisions
Most recent local elections held
Political parties (seats in parliament)
Year women received right to vote
Women in parliament (%)
Women at ministerial level (%)
Independence
Constitution
Ethnic groups
Religious groups
Circulation of daily newspapers, 1996
(copies printed per 1,000 people)
Internet users (%)

Islamic law, Turkish law, English common law, and local tribal customary law

Chief of state: President (elected by popular vote, 1990/1999)

Head of government: Prime minister (appointed by president, most recent appointment
2001)

Cabinet: Appointed by president

Elections: Universal suffrage, minimum voting age 18

Upper chamber: Shura Council (111 seats; appointed by the president)

Lower chamber: House of Representatives (301 seats; members elected by popular vote,
most recent 2003)

Supreme Court

17 governorates

2001

General People’s Congress (238), Yemeni Congregation for Reform (46)

1967

0.7

May 22,1990, merger of South and North Yemen
May 16,1991,amended 1994 and 2001
Predominantly Arab

Sunni Muslim (99%), other (1%)

14.6

0.1
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Measures of public sector performance (2000 or most recent)

Yemen MENA13 LIC
Number of procedures to start business . . 11
Judicial efficiency (contract enforcement)
Number of procedures 27 23 25
Number of days 240 284 263
Government expenditure (% GDP, 1999) 27 31 18
Public spending on education (% GDP, 1998) . 6.7 27
Public spending on health (% GDP, 1998) 2.1 29 13
Infant mortality (per 1,000 live births) 85 31 81
Maternal mortality (per 100,000 live births, 1995) 850 180 .
Illiteracy (% population age 15+) 53 28 38
Female illiteracy (% female population age 15+) 75 38 47
Ratio of girls to boys in primary and secondary education 50 93 .
Access to improved water (% population) 69 83 76
Access to improved sanitation (% population) 38 85 44
Roads, paved (% total roads, 1999) 115 65 16
Telephone mainlines (per 1,000 people) 19 123 27
Measures of governance quality
(0-100, higher is better) Yemen MENA15 LIC
Index of public accountability (IPA) 19 32 38
Index of quality of administration (IQA) 335 47 30
Index of governance quality (IGQ) 225 37 28
Governance quality Quality of administration
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ood governance—in which public institutions function responsively, transparently, and accountably—
Gis essential to reducing poverty and stimulating growth. As numerous studies have shown, weak
governance translates into slower growth, less-than-effective public services, and missed opportunities

for human development because of the limited participation of citizens in shaping their future.

This book seeks to enhance the dialogue on good governance in the Middle East and North Africa
(MENA) region.To accomplish this goal, it marshals evidence showing that good governance matters,
both regionally and globally, and draws on the universal values of inclusiveness and accountability to
propose an analytical framework for discussing and measuring governance. While the MENA region’s
quality of administration is relatively strong, it lags behind in other key measures, notably public
accountability. The region’s legacy of limited public disclosure and transparency has, moreover,
hampered the debate on governance.

While recognizing that improving governance is no simple matter, this book challenges the region
to formulate and act on national programs that would enhance governance by strengthening inclusive-
ness and accountability mechanisms—and to do so in an open, participatory process. Such programs
could build on the debate and progress increasingly evident across the region, and lead to a strategy
for better governance that can simultaneously encourage growth and development and meet the
needs and aspirations of the region’s people in the decades ahead.

his book is part of a series, the MENA Development Reports, prepared on the occasion of the 2003
World Bank-International Monetary Fund Annual Meetings in Dubai, United Arab Emirates.
The series examines topics of importance to the Middle East and North Africa region: trade and
investment, governance, gender, and employment. It aims to provide a comprehensive review of the
challenges and opportunities the region faces as it strives to fashion a new development strategy to
meet the evolving needs of its people.
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