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Dedication and Recognition

This book is dedicated to the Lao people, who have displayed remarkable patience and understanding over the years of preparation of the Nam Theun 2 project.

Many individuals around the globe worked tirelessly to make the NT2 project happen and their contributions merit special recognition.
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Foreword

 

The Nam Theun 2 (NT2) Hydroelectric Project emerged from a special confluence of circumstances. The Government of the Lao People’s Democratic Republic (PDR) saw that the project could provide an opportunity to make great strides toward its development goals to help lift its people out of poverty. The developers saw an occasion to demonstrate that a large, complex infrastructure project could be undertaken successfully in a small, poor country despite the enormousness of the obstacles presented. And the World Bank Group and other development partners endeavored to meet the challenge of supporting the country’s and the developers’ efforts through engagement on a set of related interventions—including infrastructure development, support for a range of environmental and social programs and policies, and strengthening of public financial management—to ensure that the project was well prepared and embedded in a strong national development strategy.

To turn the opportunities into achievements, enormous effort has been put forth over many years by all parties engaged. From the World Bank Group perspective, several elements have been key to the achievements to date. The Government of Lao PDR considers the project a national priority and an integral element of its long-term development vision—and has sustained the commitment needed to undertake the preparatory work and longer-term reforms necessary to pave the way for the project to achieve the desired development objectives. The developers have also been committed to making the project a success for Lao PDR by ensuring that the obligations, project standards, and environmental and social safeguards are met. Support for the broader NT2 program (including related interventions) has enabled a more holistic, cross-sectoral approach to sustainable infrastructure development, which has broadened the impact of the project. Over the years, the dialogue on NT2 and related matters has facilitated a deepening of relationships between the Government and the World Bank (as well as other involved donors and the developers). Furthermore, strong partnerships have been forged and maintained among a large number of international financial institutions involved in the project, providing a cohesive and complementary package of support for Lao PDR’s efforts and the project financing. Finally, stakeholder participation in this project has been notable, as has been the availability of public information. Local consultations and international workshops have been undertaken to an unprecedented degree for Lao PDR, and the availability of public information has been considerable, providing a level of transparency that has enabled all interested parties to readily track project progress.

NT2 is now in commercial operation and contributing significant revenues to Government. The East Asia and Pacific Region of the World Bank, under my stewardship, will continue to be closely involved with the project, particularly in regard to safeguards and revenue management issues. I must also recognize the remarkable contribution made by my predecessor, Jemal-ud-din Kassum, to the oversight needed to bring this transformational project to fruition.

As with any complex, large undertaking, there are important lessons to be learned—and NT2 is no exception. This book gathers a body of thoughts and findings, from a broad range of experience, expertise, and perspective of persons, mobilized to this end by the editors, who themselves are World Bank alumni with a long and close association with the project. Because of the special circumstances surrounding NT2, not all of the experiences and lessons will be relevant for other countries and other hydropower projects. But I am confident that the story of NT2 described in this publication will help spur further efforts by the community of development practitioners to do dams even better in the future.



James W. Adams
Vice President
East Asia and Pacific Region
The World Bank



November 2010


Preface

 

The purpose of this book is to share with development practitioners the experiences gained and lessons learned during the preparation of the $1.45 billion Nam Theun 2 (NT2) hydroelectric power project in the Lao People’s Democratic Republic. This book focuses on the project preparation exercise. It also provides a brief assessment of implementation experience so far, a subject that deserves more thorough treatment after some more years of commercial operations.

The book is a reflection of a World Bank—led exercise to extract and disseminate lessons learned during project preparation. To deepen the value of that exercise, the authors have also gained fresh perspectives and insights through exchanges of views with a broad range of project participants. The resulting candid and varied collection of perspectives is purposefully retained, unfettered by attempts to promote consistency among the views of the different authors. And, as such, the opinions expressed in this book do not represent the official views of the World Bank Group.

Maximizing the development impact of a hydroelectric dam is a journey, not a destination. As the journey continues, more knowledge will be gained, more lessons will be learned and applied, and new solutions will be defined and shaped to address the evolving challenges of “doing a dam better.” It is hoped that the World Bank Group will continue to facilitate the exchange of views with its partners and other stakeholders on the experiences gained, not only through project preparation but also during project implementation.

We are deeply grateful to a large number of development practitioners—too many to name individually—who graciously shared their time and knowledge. At the institutional level, we owe a deep debt of gratitude to the Government of Lao PDR; the Royal Thai Government; the World Bank’s financial partners, both public and private, including the international financial institutions supporting the project; the Nam Theun 2 Power Company (NTPC); and a number of civil society organizations. We are also grateful to the contributions of many World Bank staff and consultants. We especially want to recognize the chapter authors: Nazir Ahmad, Rosa Alonso i Terme, Mara T. Baranson, Ram Chopra, Patchamuthu Illangovan, Homi Kharas, Mark Segal, Teresa Serra, Peter Stephens, and the Duke Center for International Development. This book would not have been possible without their expertise, insights, and deep understanding of the development process.

We would also like to thank James D. Wolfensohn, Shengman Zhang, Jemal-ud-din Kassum, Ngozi Okonjo-Iweala, Callisto Madavo, Jean-Michel Severino, and Rajat Nag for providing the leadership needed at the World Bank and its development partners to help bring NT2 to fruition. Furthermore, considerable appreciation is extended to the external, independent advisory panels such as the Environmental and Social Panel of Experts, the International Advisory Group, and the Dam Safety Review Panel for their guidance over the years. Finally, we would like to thank our developmental editors, Mark Feige and Mara T. Baranson, the World Bank Office of the Publisher’s Patricia Katayama and Aziz Gökdemir, and Barbara Karni for their advice and support.

Ian C. Porter
Jayasankar Shivakumar
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CHAPTER 1

Overview

Ian Porter and Jayasankar Shivakumar

Preparation of the $1.45 billion1 Nam Theun 2 (NT2) project in the Lao People’s Democratic Republic (Lao PDR) represented an important milestone for the government, the developers, international partners, and other stakeholders. The story of its preparation and implementation is an important one, because it provides valuable insights and lessons that can be applied in future projects of similar size, scope, and complexity.

Projects this size are always complex. NT2 was particularly complicated, however, because it was prepared during the challenging times that included the dam debate of the 1990s, which culminated in the World Commission on Dams, the Asian financial crisis of 1997, the strengthening of environmental and social safeguard policies and practices at the World Bank and other financial institutions, and the greater scrutiny of governance arrangements for the transparent use of natural resource rents by countries. This book covers those times and focuses on the widely differing perspectives of NT2’s diverse stakeholders, the unique political economy of Lao PDR, the heated international debate on dams, the rapidly changing state of the art regarding poverty and safeguard interventions, the shifting signals within the World Bank, and the collective efforts of many different partners and stakeholders to ensure that NT2 met the high and appropriate standards.

NT2 has had a major impact on the government of Lao PDR, the hydropower industry, the World Bank and other financial institutions, civil society groups, and others closely following hydropower development. It is important for five main reasons:


	It is a cornerstone of the growth and poverty reduction strategy of a poor country that is rich in natural resources.


	It reflects a shift in the mindset of the political leadership and government of Lao PDR, which undertook bold reforms and at the same time signaled the desire to engage more closely with the global community and to open up space for dialogue at home.


	It represents the first time a truly diverse set of large investors from all over the world participated in a project in Lao PDR.


	It provides strong evidence of the World Bank’s reengagement in the hydropower sector.


	It demonstrates that hydropower projects can be designed and implemented to deliver sustainable outcomes through state-of-the-art environmental and social practices and strengthened public financial management systems, but this takes a long time.




Background of the NT2 Project

More than three decades ago, what is now the Secretariat of the Mekong River Commission developed an indicative plan for developing hydropower in the Mekong basin.2 The plan included a long list of promising hydropower projects, including three large sites in the lower Mekong basin along the Nam Theun River. Following additional feasibility studies, the middle site, NT2, emerged as the best option for development. In 1993 an exclusive mandate was granted to begin development of NT2 as a private sector investment project (in which the government would hold a 25 percent equity share), primarily for the export of power to Thailand.

NT2 is located in the central part of Lao PDR, with a geographic footprint that touches three provinces (primarily Khammouane Province, with some features located in Bolikhamxay and Savannaket provinces). The site’s unique topography is extremely favorable to the production of hydropower. The site is also located near the watershed for the river—the Nakai Nam Theun National Protected Area, a 4,013-square-kilometer area with world-class biodiversity surrounding the source of the river. (See NT2 map, inside front cover.)

NT2 is a trans-basin-diversion project affecting two rivers (figure 1.1; box 1.1). Water from the Nam Theun River is dammed to form a reservoir on the Nakai plateau; a small flow continues into the Nam Theun River downstream of the dam. Most of the water from the reservoir travels through an intake structure into a headrace tunnel and then to a vertical pressure shaft that goes down through the rock escarpment—dropping an average of about 348 meters in elevation from the reservoir—through a horizontal pressure tunnel to reach the power station. The significant head (the change in elevation from the top to the bottom of a column of water) allows NT2 to make optimum use of the pressure of falling water, enabling the scheme to include a much lower dam than would otherwise be needed for comparable hydropower output. The water passing through the power plant exits into a tailrace channel leading to a regulating pond and regulating dam, which then directs water into a 27-kilometer-long downstream channel that flows into the Xe Bang Fai River, which eventually joins the Mekong River downstream of the Nam Theun River.

Figure 1.1 Schematic of the Nam Theun 2 Project

[image: ]

Source: Data provided by Nam Theun 2 Power Company (www.namtheun2.com).
Note: kV = kilovolt.


Box 1.1
Features of the NT2 Project

NT2 is on the Nam Theun River, a tributary of the Mekong. Key features of the project include the following:

• A 39-meter-high, 436-meter-long concrete gravity dam with integrated spillway

• A 450-square-kilometer reservoir and 3,530-million-cubic-meter active storage area

• A 4,039-square-kilometer catchment area

• An average net head of water of 348 meters

• A powerhouse comprising 4 × 250 MW Francis turbines (for supply of power to EGAT) and 2 × 37.5 MW Pelton turbines (for supply of power to EDL)

• A 115 kV double-circuit transmission line to Mahaxai, in Lao PDR.

• A 500 kV double-circuit transmission line to the Thai border.a

Source: Nam Theun 2 Power Company Web site (www.namtheun2.com).

a. In addition, a 500 kV double-circuit transmission line runs from the Thai border to Roi Et (built and funded by EGAT).



The NT2 project that was approved by the World Bank in 2005 has a development objective of generating revenues, through the environmentally and socially sustainable development of NT2’s hydropower potential, that will be used to finance priority poverty reduction and environmental management programs. The project has been developed as a build-own-operate-transfer scheme, with the government granting a 25-year concession to the developers to build, own, and operate the power station, after which full ownership of the NT2 assets transfers to the government, at no cost. The project includes three main components:


	Development, construction, and operation of a 1,070 MW power plant and related facilities, which will export about 995 MW of generating capacity and electrical energy to Thailand and supply 75 MW to Electricité du Laos (EDL) for domestic consumption


	Management of the project’s environmental and social impacts on the Nakai plateau, in the NT2 watershed, and in the downstream areas of the Nam Theun and Xe Bang Fai rivers


	Monitoring and evaluation designed to meet sound engineering practices, fiduciary responsibilities, and the oversight requirements of the participating financial institutions in a timely and cost-effective manner.




Lao PDR and the Case for NT2

Lao PDR is a small, landlocked, sparsely populated, and poor country. It covers an area of 236,800 square kilometers and shares borders with Cambodia, China, Myanmar, Thailand, and Vietnam, situating it in the center of the dynamic Mekong region. It has a population of about 6.0 million and had an estimated per capita income of about $740 in 2008, making it one of the poorest countries in East Asia. Lao PDR is also a country with extensive natural resources of water (used for hydroelectricity generation); tropical forests (covering 47 percent of its land area); and minerals (including copper, gold, gemstones, and gypsum).

Economic Development in Lao PDR

In the 1990s and early 2000s, Lao PDR’s economy grew at an annual average rate of 6.3 percent. Per capita income rose from $270 in 1993 to $450 in 2005 (World Development Indicators). There was also a significant decline in the incidence of poverty, which fell from 45 percent of the population in 1992/93 to 39 percent in 1997/98 and 33 percent in 2002/03 (using the national poverty line) and from 59 percent in 1992/93 to 49 percent in 1997/98 and 44 per-cent in 2002/03 based on the World Bank’s new $1.25-a-day 2005 purchasing power parity measure. Lao PDR has also been making progress toward meeting some of the Millennium Development Goals (MDGs), although it is off track for meeting others. The under-five mortality rate plummeted from 163 per 1,000 in 1990 to 70 per 1,000 in 2007, for example, but the prevalence of malnourished children under the age of five held constant, at 40 percent.

The generally positive economic and social progress of recent years has been encouraged by the economic reforms pursued by the government. The New Economic Mechanism (NEM) for national development introduced by the government in 1986 began the transition from a centrally planned to a market-oriented economy, while maintaining a single-party political system. Subsequent plans have endeavored to continue with the reform process. The 2004 National Growth and Poverty Eradication Strategy (NGPES) reinforced the importance of further macroeconomic measures and structural reforms while emphasizing that natural resource development, especially hydropower and mining, will be integral to the development strategy for sustaining past growth rates and achieving the MDGs.

The NGPES included an annual growth target of 7–8 percent over the next decade.3 Continued growth of the agriculture, manufacturing, and services sectors is expected to yield growth of about 5–6 percent a year. Developing mining and hydropower—which together are projected to add 2–3 percentage points of GDP growth a year—should help Lao PDR meet the NGPES goal. But developing these sectors in a sound manner from an environmental and social as well as technical and financial perspective will be a major challenge. The country also faces other challenges as it continues to move toward a market-oriented system, including limited capacity in the central and provincial governments, lack of infrastructure, a fledgling private sector, and the limited engagement of stakeholders in the development debate.

Strategic Role of NT2 in Lao PDR

The NGPES identified the power sector as one of the potential drivers of growth. The sector serves two national priorities. First, it promotes economic and social advancement by providing a reliable, affordable, and sustainable domestic source of electricity. Second, it mobilizes foreign exchange and budgetary revenues to finance poverty reduction and environmental and social programs.

The domestic power system is still at an early stage of development in Lao PDR. The system consists of four networks, none of which are interconnected. Although access to the network has increased significantly in recent years, only about 61 percent of households had access to electricity by the end of 2008, and per capita electricity consumption is among the lowest in Asia. Domestic consumption currently accounts for about 85 percent of total production.

Unlocking the potential of hydropower in Lao PDR is particularly significant, given that the East Asia geographic region has the lowest percentage of exploited hydropower of any region in the world. The abundance of its hydropower resources and its central location in a rapidly growing region provide Lao PDR with a strategic advantage as power markets in the region move toward closer integration. Lao PDR is a member of the Mekong River Commission, which seeks to develop and adopt an integrated approach to river basin management in the subregion; and it has been working with other countries in the Greater Mekong subregion in developing an integrated power market.4 Lao PDR has also been a key participant in the development of bilateral power trade, signing memoranda of understanding with Thailand (for 7,000 MW) and with Vietnam (for 5,000 MW) to export hydroelectric power. NT2 is the third dam built in Lao PDR mainly to serve the Thai market, following Nam Ngum 1 (150 MW), commissioned between 1971 and 1984, and Theun Hinboun (210 MW), commissioned in 1998. Power exports accounted for about 30 percent of total export earnings in Lao PDR in 2003. They have declined in recent years, to about 10 percent in 2007, but are expected to increase significantly after 2010, when NT2 and other large power projects come on stream, returning to about 30 percent by 2013.

Rewards and Risks for Lao PDR

The NT2 project offers a broad range of rewards, provided risks are well managed. The principal benefit of the NT2 project for Lao PDR will be the $1.95 billion (in nominal terms) of government revenues the project is expected to generate over the 25-year concession period (2009–34).5 Mobilization of these revenues is an important part of a package of policy, administrative and developmental measures needed to increase revenue yields over the medium to long term.

The project is expected to benefit Lao PDR in many other ways as well:


	It supports the government’s strategy for promoting growth and reducing poverty through private sector development, regional integration, and sound environmental and social management of the country’s natural resources.


	It is helping stimulate a process of closer engagement of Lao PDR with the global community as well as an opening up of the dialogue at home.


	It is promoting familiarity with Lao PDR among a large and diverse group of investors, thereby expanding opportunities for future investments geared toward sustainable development and increasing its access to international financial markets.


	It will further integrate the country into the regional power network, as part of a broader process of regional economic integration within the framework of Lao PDR’s membership in the Association of Southeast Asian Nations (ASEAN) and the ASEAN Free Trade Area (AFTA).


	It provides an opportunity to develop policies and tools that will strengthen the government’s capacity to manage the country’s natural resources in a sustainable manner, promote biodiversity, and protect ethnic minorities.


	With its large geographic footprint and multiple impacts, it constitutes a test case for project-specific environmental and social protection policies that have the potential to be broadly replicated throughout the country. It can also provide impetus for the development of irrigation in and around the project area.


	If successfully implemented in concert with the international community, it will demonstrate the government’s commitment to sustainable development and its willingness to engage with the local population in designing and implementing a program of shared benefits at the national, regional, and local levels.




But the NT2 project also faces many development risks. Some risks arise from Lao PDR’s broader development challenges. Despite the progress made in recent years, the country is still one of the poorest in East Asia, with major capacity, infrastructure, and other constraints. A big risk relates to managing project revenues. The government’s share of equity in previous projects has been held by EDL, which has used part of the dividends to subsidize its operations, thereby reducing the level of government revenues.

The area of social and environmental impacts also poses severe and perhaps the most visible risks. In past projects, inadequate upfront assessment of impacts, limited resources for implementation of environmental and social mitigation activities, and insufficient monitoring and oversight have meant that the environmental and social impacts of hydropower development have often been neglected.

A further challenge is the country’s limited capacity to implement sound environmental and social policies and programs beyond the hydropower sector; and in this context, whether NT2 will be seen as a project that could not be replicated due to the high standards adopted or as capable of providing approaches and solutions that contribute more broadly to the country’s efforts to manage its natural resources in an environmentally and socially sustainable manner.

Engagement of the World Bank and Other Partners and Stakeholders in NT2

The long process of preparing NT2 was accompanied by a steady expansion in the range of partners and stakeholders involved. As one component of an indicative plan for developing hydropower in the Mekong basin, the project was included from its early days in discussions among neighboring countries of the Mekong River Commission and eventually in the broader discussions among the countries of the Greater Mekong subregion on the development of an integrated power market. In 1993 the partnership expanded to include the private sector and subsequently international financing entities, including export credit agencies and commercial banks, and bilateral and multilateral donors. Sometime later, international civil society and people directly affected by the project made their voices heard. The steady expansion in the range of partners and stakeholders was also accompanied by a broadening in the scope of the project, from a domestic energy project to an electricity export project and from a project severely deficient with respect to the handling of its social and environmental impacts and the management of its revenues to one with a strong emphasis on environmental and social sustainability as well as the efficient use of the revenues generated by the project.

Early Days: 1970s–1994

Although in one form or another the idea of a hydropower facility on the Nam Theun River had been raised in discussions about the development of the Mekong basin since the early 1970s, a specific project was not proposed until the 1980s. Originally, the project was conceived to provide domestic energy. In early 1988 a World Bank mission recommended that the government select NT2 for a full feasibility study. As discussions continued, the purpose of NT2 shifted from a hydropower project supplying energy to the domestic market to one that would export energy to neighboring countries.

The World Bank sent several missions to Lao PDR in the early 1990s to explore the feasibility of the project. As the potential magnitude and size of the project came to be recognized, these missions began to focus more intensively on the environmental and social aspects of NT2, including its impacts on the catchment area, the people living on the plateau, who would need to be resettled, and on downstream consequences for communities and the environment.

Second Phase: 1994–97

The developers initially sought financing from commercial banks. However, because of the risks associated with dam construction and uncertainties about the political commitment and governance capacities of the government, few were willing to consider the requests without some type of guarantee from an international financial institution. The Asian Development Bank (ADB) initially decided not to participate, because of potential overexposure in Lao PDR and in hydropower projects in general. The developers and the government were reluctant to approach the World Bank, believing that its stringent requirements and conditions would slow progress and make the project financially infeasible. Without another source of international support, however, after more than 11 months of deliberation, the developers and the government decided to approach the World Bank in 1994.

In 1995 the World Bank conducted a major technical review of NT2. This mission appreciated the technical strengths of the project but identified serious financial, environmental, and social issues that the government and the developers would have to address in order to make the project acceptable for approval. The following year, several studies were conducted to explore these issues and their implications. The firm of Lahmeyer and Worley studied alternatives to NT2 for hydropower. Louis Berger International conducted an economic impact study, and the International Union for Conservation of Nature (IUCN), together with the Wildlife Conservation Society, developed an environmental and social action plan for the watershed and corridor areas.

Because of what it thought were costly delays in obtaining needed international guarantees for the project, the original lead developer (Transfield) withdrew from the project in 1996. It sold its shares to Electricité de France (EdF), which became the new lead developer, and to the Electricity Generating Public Company of Thailand (EGCO). Two other Thai companies that had initially been members of the consortium also sold their shares to EGCO.

Setbacks: 1997–2001

An unforeseen complication in the late 1990s set back progress on NT2. The financial crisis that spread through Asia in 1997 led to declining demand for power in Thailand and liquidity problems at several Lao companies. As a result, the viability of the project once again came into question. The Asian financial crisis made it difficult to move ahead until financial uncertainties could be assessed, but the World Bank continued low-level participation through small bridging activities.

At the same time, the IUCN and the World Bank supported the formation of an independent body, the World Commission on Dams (WCD), to review the impacts, particularly on the poor, and risks associated with large infrastructure projects such as NT2. The WCD, an international, multi-stakeholder entity, reviewed the complex and often controversial issues related to, and the development impacts of, large dams and examined alternative approaches for water resources and energy development. Its report, completed in 2000, became the reference point through which external stakeholders, especially environmental nongovernmental organizations and international civil society organizations, critiqued the NT2 project and the World Bank.

By the start of the new millennium, the World Bank had undertaken a significant restructuring, putting more staff in the field and renewing its focus on poverty reduction. It had also renewed its emphasis on infrastructure for growth and poverty reduction, following almost a decade of disengagement in large-scale infrastructure projects. Under the new approach, which evolved into the new Water Resources Sector Strategy (2003), approval of large-scale infrastructure projects by the World Bank’s Board of Directors depends not only on assurances that the government can manage revenue effectively but also on other criteria, including the government’s capacity to reduce poverty, improve governance, and implement sound environmental and social safeguards. Preparation of NT2 and plans for its implementation, monitoring, and evaluation also had to satisfy an array of international civil society stakeholders that had become empowered by the World Bank’s commitment to engage with civil society.

Reengagement: 2001–05

The World Bank actively reentered the NT2 project in 2001, after the financial situation in most Asian countries stabilized. In order to meet the broader goals outlined above, it adopted a new business approach to NT2, formally embodied in the decision framework negotiated between the World Bank and the government of Lao PDR in 2001. This framework was subsequently embraced by other multilateral donors and financiers, including the ADB (which signified its interest in supporting the project in 2003), the Agence Française du Développement (AFD), the European Investment Bank (EIB), and the Nordic Investment Bank (NIB) as well as by private financiers and most other stakeholders.

The framework consisted of three pillars. Under its terms (a) the government was to implement a development strategy and program characterized by concrete performance on poverty reduction and environmental protection; (b) the project developer and the government were to ensure that the technical, financial, and economic aspects of the project and the design and implementation of safeguard policies were of a standard acceptable to the World Bank; and (c) the government was to obtain broad support from international donors and civil society for the country’s development strategy and the NT2 project itself. The framework included a sharper focus on the project’s potential to help reduce poverty and improve environmental management through efficient and transparent revenue management arrangements. Given that Lao PDR is one of the poorest countries in Southeast Asia, with weak human capacity, governance, institutions and physical infrastructure, meeting these goals represented a formidable challenge.

As the new business approach was launched, the World Bank Group stepped up its capacity to deliver NT2. Measures focused on improving team organization, enhancing communications, and strengthening oversight. A strong project team was mobilized within the World Bank, and a project oversight group was established at the Bank’s regional management level to guide the team. External independent expert oversight groups—including the International Advisory Group, which reported to the World Bank’s president as to how the organization was performing its role relating to the project, and the Environmental and Social Panel of Experts and the Dam Safety Review Panel, both of which advised the government—played active roles. In July 2003, the project suffered a serious setback, when the lead developer, EdF, withdrew from the project, primarily for internal reasons not related to the project’s viability. The governments of Lao PDR and Thailand coordinated efforts to lobby the French government to support EdF’s reengagement in the project. Following several months of delicate dialogue, including correspondence between heads of state, the Nam Theun 2 Power Company (NTPC) signed a power purchase agreement with the Electricity Generating Authority of Thailand (EGAT). NTPC, the public-private partnership consortium with shareholders comprising the developers (75 percent equity) and the government of Lao PDR (25 percent equity), then began to coordinate a project financing package, which ultimately depended on World Bank Group approval of the project and a loan guarantee.

By 2004 the government had completed its Poverty Reduction Strategy Paper, with support from the World Bank, the ADB, and the International Monetary Fund, and had made progress on reforming public finance management and other aspects of the first pillar of the decision framework. On the second pillar, much progress had also been made on ensuring that project standards, including standards for the environmental and social aspects of the project, were acceptable to the financing partners, although differences remained regarding the approach to various issues, for example the treatment of downstream impacts. To address the third pillar of the decision framework—obtaining broad support from international donors and civil society for the country’s development strategy and the NT2 project itself—the World Bank, other donors, the developers, and the government engaged in an intensive process of information sharing, discussion, and debate. This process culminated in a series of international workshops held in Bangkok, Paris, Tokyo, Washington, and Vientiane to provide major stakeholders with information on NT2 and to solicit the views of international civil society organizations on the project. The design and location of these workshops were driven by the dynamics of the dialogue about the project. In projects with a similar context, such workshops can be highly useful.

Project assessment was marked by debate, disagreement, and tension among the various partners and stakeholders. Some of the tension reflected substantive differences of view on the standards to be met by the project. For example, on the adequacy of local consultations in relation to the World Bank’s standard of “meaningful” consultations, the developers and government were satisfied with the initial set of meetings with local communities, whereas critics argued that they offered only one-way flows of information and were often misunderstood by the communities. Another key point of contention between the developers and the World Bank was the treatment of downstream impacts and the inclusion of mitigation measures in the project’s base budget. These tensions also reflected the different expectations that participants in the project had of the World Bank’s role. Developers and government officials, all of whom reluctantly sought international financial guarantees, knew that the World Bank would bear a heavier burden in terms of analytical work, but they looked to the World Bank Group as a deal maker. But in endeavoring to ensure that the government and developers met international standards in the design of the project, the assessment of its risks, and the implementation of policies for applying safeguards, the World Bank was often seen to be focusing on the deal breakers that would delay or prohibit its participation in NT2.

Project Approval and Financing, March/April 2005

Despite these difficulties, in 2005 the financing partners’ project appraisal for NT2 was completed, and the World Bank was satisfied that the government had met the decision framework objectives. The World Bank’s Board approved the NT2 project on March 31, 2005; ADB’s Board approved the project on April 4, 2005; and other partners also approved the project. Approval of NT2 confirmed the credibility of the new business approach and demonstrated the World Bank’s renewed interest in investing more heavily in large-scale infrastructure, including in the hydropower sector.

At $1.45 billion (including $200 million in contingent financing), the NT2 project represented a huge financing challenge, which was met through cooperative, complementary efforts tapping public and private resources. NT2 remains the largest foreign investment in Lao PDR to date. At the time, it represented the world’s largest private cross-border power financing; and it remains one of the largest internationally financed independent power projects in Asia since the financial crisis of the late 1990s. The financing process brought invaluable experience and exposure to Lao PDR, widening possibilities for more foreign direct investments.

The World Bank Group used a range of instruments to address the cross-sectoral complexities of the project and to support the new business approach. Three project instruments provided direct funding. A $20 million International Development Association (IDA) grant—the Nam Theun 2 Social and Environment Project (NTSEP)—helped fund a portion of the government’s equity in the NTPC and the management of the social and environmental impacts and independent monitoring and evaluation of the NT2 project. An IDA partial risk guarantee of $42 million covered a syndicated commercial loan to NTPC. Guarantees from the Multilateral Investment Guarantee Agency (MIGA) of about $90 million for a syndicated commercial loan as well as an equity investment in NTPC covered political risks in Thailand (the external buyer of NT2 electricity) and Lao PDR. Both strategy-level and technical staff dialogue on policies and institutional reform addressed the total package of outcomes expected from this mega-project, as reflected in the project’s legal framework.

In addition to the World Bank, many other institutions, including ADB and AFD, provided financial support for the project (table 1.1). ADB supported NT2 through a direct loan of $50 million, a political risk guarantee (covering $42 million of principal), and a public sector loan of $20 million to the government.

Table 1.1 NT2 Final Project Financing Plan



	 
	Amount of financing



	Source of financing

	Millions of dollars
	Millions of Thai baht
	Total financing (dollars at exchange rate of 40.1 baht per dollar)



	Export credit agency facility
	200.0
	 
	200.0



	 
	 
	 



	CoFACE (France)

	136.0
	 
	136.0



	EKN (Sweden)

	29.0
	 
	29.0



	GIEK (Norway)

	35.0
	 
	35.0



	IDA political risk guarantee facility

	42.0
	 
	42.0



	ADB ordinary capital resources facility

	50.0
	 
	50.0



	ADB political risk guarantee facility

	42.0
	 
	42.0



	MIGA political risk guarantee facility

	42.0
	 
	42.0



	AFD facility

	30.0
	 
	30.0



	NIB facility

	34.0
	 
	34.0



	Proparco facility

	30.0
	 
	30.0



	Thai Exim facility

	30.0
	 
	30.0



	Commercial bank facility

	 
	20,000.0
	500.0



	Total long-term debt

	500.0
	20,000.0
	1,000.0



	Tranche A

	450.0
	18,000.0
	900.0



	Tranche B

	50.0
	2,000.0
	100.0



	Total equity

	445.2
	190.5
	450.0



	Tranche A

	345.2
	190.5
	350.0



	Tranche B

	100.0
	 
	100.0



	Private equity

	332.7
	190.5
	337.5



	Government equitya

	112.5
	 
	112.5



	ADB loan

	16.1
	 
	 



	AFD grant

	6.2
	 
	 



	EIB loan

	41.0
	 
	 



	IDA grant

	20.0
	 
	 



	Government contribution

	29.2
	 
	 



	Total base and contingent financing

	945.2
	20,190.5
	1,450.0




Source: Joint World Bank—Asian Development Bank Update report, June 22, 2005.
a. Full loan amounts are slightly higher to cover interest during construction.

Five Years On, November 2010

Following approval, the project quickly broke ground in November 2005. The construction and electromechanical works are now complete, and generation of electricity has commenced. It is remarkable that the 54-month construction period faced only a small delay of four months. The environmental and social programs operate on a longer timeframe, and their implementation is ongoing. The two programs faced some start-up delays and implementation snags in the early days, but they are now on track. Both programs will continue to face many risks and challenges, which are inherent in these types of interventions. The important thing is that the government of Lao PDR, NTPC, and the World Bank and other international financing institutions are all committed to ensuring that the promised outcomes are realized over the concession period.

Introduction to the Chapters

The chapters that follow describe the process of project preparation and identify lessons learned from the project. They provide readers with perspective on the country development context, the scope and depth of project preparation activities, stakeholder objectives, the importance of partnerships and common goals, and progress on implementation.

Chapters 2-4 are structured around the three pillars of the decision framework underpinning the World Bank’s new business approach to NT2 project preparation. They describe how Lao PDR got ready for the project; how the project was prepared, taking the country context into account; and how stakeholders worked together during the preparation process. Chapter 5 provides some additional perspectives on the communications aspects of project preparation. Chapter 6 presents broader lessons from cross-cutting challenges encountered during project preparation that straddle more than one pillar of the decision framework. Chapter 7 provides a snapshot of project implementation. Chapter 8 provides an assessment from the field of NT2’s role in strengthening Lao PDR’s development prospects by acting as a driver of change.

Chapter 2: Lao PDR Gets Ready for NT2

Chapter 2 describes how the first pillar of the decision framework—getting Lao PDR ready for NT2—was implemented. Uncertainty surrounding the untested country environment meant that foreign investors needed not only the comfort of a World Bank guarantee but also an acceptable country framework that signaled that the country was ready for broader reform to achieve its growth and poverty reduction goals. Such a framework required that NT2 be embedded in a national poverty reduction strategy and used as a catalyst for sustainable economic reform and strengthened institutions. It was also essential that a program of time-bound economic reforms be developed and implemented to build credibility in the capacity of the government to implement structural change. The framework included a major focus on strengthening public institutions, especially those responsible for revenue management, in order to ensure that resources were allocated in line with poverty reduction priorities and to diminish the risk of corruption. In the case of NT2 revenues, the framework also included an innovative program for linking project revenues tightly to specific poverty reduction and environmental conservation programs.

Homi Kharas and Rosa Alonso i Terme, the chapter’s authors, argue that the World Bank’s development policy lending instrument served well as both an implementation and a monitoring tool for supporting the development of such a framework and measuring progress. This instrument was supported by high-quality analytical work that was owned by the government and most other stakeholders and strengthened by effective communications and consultations. The instrument helped ensure that the World Bank and other financiers judged the government’s commitment and capacity to deliver on policy reform and poverty reduction on the basis of its track record, with financiers prepared to walk away from support to the project if critical conditions were not fulfilled.

According to the authors, the World Bank rightly focused on principles of engagement, not specific policies, and provided enough space for flexibility and government ownership. Rather than trying to bypass local institutions and systems, the World Bank used the process of engagement for constructive support of strengthened country systems and processes, even when implementation was difficult because of limited domestic capacity. Performance fell short in identifying areas of weak capacity early on and designing a capacity-building strategy to address them. Neither financial nor technical support for capacity building was adequate for the challenge. The World Bank’s toolkit and professional resources for effectively supporting capacity building lacked depth, and it was difficult to persuade the government to seriously engage in capacity building until the Bank committed to supporting NT2, a commitment that took time to materialize.

Given the high visibility of the NT2 project, developing a certain level of trust and fostering stakeholder partnerships was essential to moving forward on strengthening the development framework. The World Bank team’s understanding of and sensitivity to the political and cultural context in Lao PDR helped it devise the right engagement strategy and behave in an appropriate manner. Sensitivity to the government decision-making process was a critical ingredient in the eventual development of a relationship of mutual trust between the World Bank and the government.

The authors note the importance of bringing on board a broad-based management team early on, engaging management at the highest level of the World Bank by employing the decision framework approach to report progress, and encouraging staff to show flexibility and willingness to take risks. They also note that the speed of project processing reflected the time needed for the World Bank to carry out due diligence, the government to deliver on its reform agenda, and stakeholders to establish trust.

Chapter 3: The Project Is Prepared

Chapter 3 examines the second pillar of the decision framework: getting the project ready for Lao PDR. As formidable as they were, the technical and engineering challenges of the project had more readily available and less controversial solutions than other aspects of preparation. The authors of Chapter 3—Teresa Serra, Mark Segal, and Ram Chopra—therefore examine the challenges involved in handling the more difficult aspects of the project, including social and environmental, economic, and financial issues.

Working closely with ADB and AFD and heeding the lessons of past dam projects, the World Bank conducted a thorough upfront assessment of environmental and social issues and drafted a robust implementation plan detailing the necessary institutional arrangements, budget oversight, and contingency measures for effective implementation of the environmental and social management plan. NT2 presented a unique opportunity for learning about and refining the World Bank’s and other partners’ approach to environmental and social safeguards in large infrastructure operations.

The large scale of the civil works meant that NT2 had widespread regional and cumulative environmental and social impacts. It triggered all 10 of the World Bank’s safeguard policies. Impact analysis and mitigation planning had to be comprehensive, including planning for the resettlement of about 6,200 people living on the plateau. High-quality information gathering and analysis followed by comprehensive and detailed plan formulation in consultation with all the stakeholders involved was critical. The government, NTPC, and other stakeholders initially balked at the demands placed on them, claiming that the World Bank and its partners were continuously expanding both the geographical scope and the thematic coverage of the analysis, “shifting the goalposts” without clearly defining an acceptable set of requirements. For their part, civil society organizations believed that the environmental and social analyses were insufficiently comprehensive and that some essential potential problems or groups of people who would be affected by the project were ignored.

Teresa Serra identifies several lessons on a number of substantive environmental and social issues: defining project boundaries and area of influence; ensuring income restoration and livelihood enhancement, with special attention to vulnerable groups; balancing biodiversity conservation, protection of wildlife habitats, and local development objectives; and addressing downstream risks. She then discusses lessons pertaining to cross-cutting and process issues: addressing uncertainty through budgets and legal instruments; establishing realistic and responsive institutional arrangements; engaging in participatory consultation and transparent communication throughout the project cycle; and engaging in internal and external project monitoring.

To be more effective, the author stresses that the World Bank needs to agree with the developer and the government early regarding the key elements of the approach to addressing the project’s environmental and social issues. It is also important to recognize that it is not possible to identify all requirements upfront and that flexibility to adapt to new information is essential. In this regard, the advice of respected independent outside experts, including the International Advisory Group, the Environmental and Social Panel of Experts, and the Dam Safety Review Panel, can be invaluable. The author also notes that, especially in the case of public-private partnerships, it is critical that the World Bank understand the extent to which the project can be called upon to address broader developmental issues that are associated with, but not directly linked to, the project. In this regard the use of parallel complementary operations (such as the Lao Environment and Social Project) is an approach that should be replicated in similar cases.

Four broad questions about project economics were raised during NT2 project preparation:


	Was the project needed by the proposed commissioning date (if at all)?


	Was the project consistent with the least-cost strategy for expanding Thailand’s power supply?


	Would there be enough value added from NT2’s power production to, at a minimum, compensate the project’s environmental and social impacts in Lao PDR?


	How likely was the project to remain economically viable over time?




In Chapter 3, Mark Segal explores those questions in some depth, reaching positive conclusions about all of them.

The chapter also discusses risk analysis. Even robust analytics may not fully incorporate the possible extent of some uncertainties: four years after the development of the major assumptions underlying this work, the world evolved in ways that no one dreamed of, let alone considered and dismissed as too improbable to analyze. Given this experience, the author asks: Are conventional views about reasonable boundaries of risk analysis adequate for analyzing a range of future outcomes? How useful is it to depend on forecasts, however elaborate and whatever the assumption ranges, for project evaluation?

With respect to the project’s financial package, Ram Chopra applauds the quality and sophistication of its design. He notes that the World Bank’s financial partners appreciated the professionalism and expertise of World Bank staff and the value of its environmental and social standards. In fact, with minor variations, they would like to see World Bank standards applied in future projects, even when the World Bank is not directly involved. They also appreciated that through the successful financial closure of NT2, the World Bank raised the creditworthiness of Lao PDR, making it possible for international lenders and private developers to seriously consider taking Lao risk for future private sector projects without guarantees from the World Bank (and in some cases without risk mitigation by other institutions).

On the negative side, partners criticized the World Bank for failing to understand the constraints under which the private sector operates. To address this concern, the World Bank needs to ensure that staff members are sensitive to the context within which the private sector operates.

Improving process efficiency is also critical. Early in the preparation process, the financial and other costs that have to be borne by the developers must be clearly spelled out and agreed to. The private sector needs more predictable budget and cost estimates up front; it has serious problems with open-ended commitments.

Coordination between multiple experts and missions needs improvement, so that different messages are not conveyed to partners. Ensuring the predictability of expectations and avoiding the perception of “shifting goalposts” is critical. The information flow, particularly among partners, must be well managed to provide timely information in a manner stakeholders can understand.

The World Bank needs to consider more carefully the balance between its financing role and the policy leverage it exercises, in recognition of the fact that its use of policy leverage imposes costs as well as benefits for borrower and developers. In all large, high-visibility, and contentious projects, the World Bank needs to strike a better balance between the need for continuous senior management oversight and the need to maintain the authority of the team manager with respect to both internal and external players.

Chapter 3 provides some useful suggestions on how to improve the World Bank’s business model. Detailed risk identification early in the project preparation cycle and development of risk-mitigation measures to cover all risks lead to a risk-avoidance strategy rather than an appropriate risk-management strategy. With that in mind, for all large infrastructure projects, the World Bank may wish to address risk management in a two-stage decision process. In the first stage, early in the project cycle, the World Bank would decide in principle whether or not to fund a project. This decision could be based on an up-front assessment of risks and rewards and the practicality of mitigating risks to an acceptable level. If positive, such a decision should be followed by a decision framework that includes a set of detailed (yet flexible) monitorable achievement targets, anchored in a two- to three-year work program, supported by donor and government budgets, with work-sharing arrangements with financiers and partners. Such a framework, if implemented to the satisfaction of the World Bank, would lead to the Bank’s ultimate decision on involvement in the project. This approach would signal interest by the World Bank earlier; establish transparent, measurable, and monitorable goalposts; and prompt the developer to commit resources to design safeguards sooner than was the case in NT2. It would also help create an environment in which the government would be more likely to agree to jump-start capacity building earlier, at both the national and the project levels. For the World Bank, such an approach would reduce the risks of providing signals on its ultimate involvement too early, without having completed its due diligence

From the World Bank’s point of view, NT2 is a good news/bad news story. The good news is that its hard work and high standards led to the successful introduction of Lao PDR to the private international markets and opened up possibilities for private developers to seriously consider large infrastructure projects in other low-income East Asian countries with weak creditworthiness. The bad news is that the World Bank is seen as a high-cost/high-hassle partner of last resort. There is therefore a critical need to reduce the costs the private sector incurs for doing business with the World Bank. Doing so will require the World Bank to better understand the constraints under which the private sector works.

Chapter 4: Working with Stakeholders

Chapter 4, by Nazir Ahmad, examines the challenges of engaging a varied and changing roster of stakeholders—including people affected by the project, the government, developers, and critics of the project—and draws lessons about stakeholder relations from the experiences of NT2 preparation. It first looks at the process of soliciting the views of people affected by the project through local consultations. Early efforts were one-way monologues that transmitted technical information but did little to elicit surfacing of uncomfortable questions or opinions. These shortcomings were addressed after 2003, when a new methodology elicited fuller and more unscripted feedback. To ensure that the consultation process was robust and meaningful, the international financial institutions engaged a well-respected international social anthropologist, with expertise on Lao PDR, to monitor the efforts. The consultation efforts successfully brought forward a broad array of opinions, which were incorporated into the project design and approach; however, the array of livelihood options (which were overwhelming to some resettlers) could have been simplified, and the findings of the consultations could have been more fully harvested by better cataloguing, using, and archiving the information collected.

The author stresses the importance of local consultations beginning early in the project development cycle, so that adequate baseline information can be collected. Consultation efforts should be tailored to the affected population to improve understanding and remove barriers to expression of opinions, with an independent monitor engaged to verify the robustness of the efforts. People affected by the project should be segmented (based on issues, characteristics, and concerns, for example), with clear ground rules put in place to prevent authority figures from dominating discussions or compromising candor.

Chapter 4 also examines the cultivation of meaningful engagement with the government. In the early years of project development, before 1999, the government’s role in NT2 was limited, with the developer leading the efforts and government relying heavily on external advisers. The government enjoyed a cordial relationship with the developer but was relatively unfamiliar with the World Bank. There was a lack of clear understanding of each party’s objectives, constraints, requirements, and expectations. As NT2 was recast as more of a development (rather than simply a stand-alone hydropower) project, the government took on a more active leadership role. Through preparation of the country’s poverty reduction strategy, appraisal of several related projects, and various other interactions, the World Bank and the government cultivated greater mutual trust and confidence over time.

Several strategic lessons emerge from this experience. To avoid tensions down the road, early assessment should be made to determine the fundamental objectives of all key stakeholders, as well as their organizational arrangements and capacity constraints. The government, the World Bank, and counterparts should seek common understanding about risks and rewards. To clarify expectations, they should discuss what requirements, provisions, and standards are nonnegotiable, and why, and develop a common, agreed-upon understanding of risks and rewards.

The relationship between the World Bank and the developer was strained at times, because of differing and sometimes conflicting interests. This was compounded by multiple points of contact with the World Bank that did not always present consistent messages and by exchanges of information that were not always as timely as desired. Closure was eventually reached, by diligently working through differences, but the process was at times contentious and some opportunities for capacity building may have been lost in the interest of staying on schedule.

From the beginning, NT2 was a lightning rod for criticism; the debate on dams and NT2 had a long and contentious history. The World Bank had to be on guard against reputational risk from misinformation. Over time, it came to use communications as a strategic lever to influence the debate on NT2. The author lauds as innovative and valuable the use of proactive and constructive communications to ensure that balanced and factual information was made available to all stakeholders, including critics of NT2. While acknowledging that many critics have deep-rooted views that were unlikely to be changed, he notes that some opportunities for constructive engagement with critics may have been missed because of misperceptions (for example, the belief that each party’s view was firm and unified internally, leaving no room for alternative views). He gives critics credit for offering a number of helpful insights, posing critical questions that helped identify issues that had not received adequate attention, and prompting deeper examination of the World Bank’s and the developer’s assumptions and predispositions, but he notes that maintaining constructive dialogue was difficult. In the future, the World Bank should place even greater emphasis on understanding the underlying concerns of its critics, even if the criticisms are based on ideological grounds.

On controversial projects, a proactive and two-way communications strategy should be in place from the start. That strategy should demonstrate transparency and offer meaningful, accurate, timely, and accessible information to all stakeholders. Views should be elicited from the full range of interested parties, striking a healthy balance between listening to issues and defending against incorrect information. Specific but flexible guidelines should be established for distinguishing legitimate concerns from efforts to stall or halt a project. A system should be in place to catalogue and evaluate criticisms and track responses. Negative press should be anticipated, internal efforts should manage expectations and reactions, and spokespeople should be trained to handle the range of issues. International workshops should be designed, on a case-by-case basis, so that views across a broad range of participants are elicited; information should be provided well ahead of the discussion, and independent moderators and facilitation techniques should be used to stimulate constructive dialogue. Following the workshops, evaluations should be undertaken to determine if the design was effective.

The government and developers found the World Bank’s decision-making mechanisms to be diffuse and unpredictable and its focus on risks excessive. They were frustrated, particularly over the perceived shifting of goalposts (for example, the number and scope of mandated analytical studies) as project preparation ensued. The author suggests that the World Bank clearly communicate its decision basis to all stakeholders and clarify priorities and requirements up front, based on transparent rationale. Having a small team on the developer side coordinate multiple studies based on an agreed and prioritized master list would help to better allocate resources; and more centralized project management on the World Bank side could have better facilitated and coordinated information requests across the various sectors.

Chapter 5: The Communications Challenge

Chapter 5 provides some further reflections on the communications challenge for NT2, with a particular focus on the role played by the World Bank. It describes the unusual role that communications played throughout the assessment, planning, and implementation of NT2. Coming after a spate of controversial—and sometimes failed or withdrawn—projects, NT2 was seen by many supporters and critics as a test case. It inherited legacy issues, including concerns that any major infrastructure project would be beset by external challenges to the point that the project team would be unable to perform its proper role.

According to Peter Stephens, the chapter’s author, several critical factors contributed to the success of the communications operation. Among them were the establishment of the communications function as a central component of the core project team, the inclusion of communications specialists in the core project team, agreement on messages and the need for the World Bank to be clear on its position at all times, a commitment to transparency from the earliest stages of project consideration, and the government’s embrace of quick and open communications from its own offices.

A particularly interesting aspect of the NT2 communications effort was the extent to which it differed from earlier projects in dealing with NGOs that were entrenched in their opposition to the project. Peter Stephens argues that the positions of such critics were well known and immovable. The World Bank scrutinized and responded to their questions—but it made sure it did not become sidetracked or allow itself to be defined by avowed opponents of the project.

The author concludes that the communications component of NT2 can and should be adapted to other complex infrastructure projects. Projects that undervalue the role of communications expose themselves to needless and expensive risks.

Chapter 6: Some Cross-Cutting Lessons

In Chapter 6, experts from the Duke Center for International Development (DCID) draw cross-cutting lessons for the World Bank—based largely on the findings of chapters 2-4—in six areas:


	Transforming NT2 into a social development and poverty reduction project


	Building government capacity and trust between the World Bank and the government


	Applying the World Bank’s environmental and social safeguard policies to the project


	Managing project financial risks


	Constructively engaging stakeholders


	Overseeing and managing NT2.




To help the country ready itself for NT2, the project had to be complemented by a program of broader development interventions—going well beyond a typical project. The World Bank helped the government improve transparency and accountability, thereby strengthening its institutions and processes. The authors endorse the adoption of the new business process under which NT2 project preparation was linked to the government’s progress on implementing plans and policies for reducing poverty and improving environmental management, concluding that this linkage was key to nurturing the growth of mutual trust and accountability that facilitated progress in all areas. The authors note that sensitivities to the cultural and political context of Lao PDR; an enhanced field presence by World Bank staff; and emphasis on openness, respect, and consistency of messages helped deepen trust over the years, as did symbolic and substantive signs of commitment by high levels in the government and the World Bank. Nevertheless, a fuller and earlier understanding of the constraints of all key stakeholders, with clear delineation of nonnegotiable requirements and standards, would have been beneficial, and capacity building could have been more comprehensive with earlier and better alignment of objectives, measurement of specifics skills required, and more customized training.

Application of the World Bank’s safeguard policies helped reduce the overall risk of the project while increasing the project’s credibility with stakeholders. The creative application of environmental set-asides to “offset” inundated areas is helping ensure long-term net benefits through protection of adjacent areas. The creation of a panel of experts has been instrumental in providing guidance on environmental and social aspects, including the impetus for developing comprehensive social and environmental management plans and undertaking extensive studies in support of impact identification. Meaningful and transparent consultations, which started at the early stage of resettlement planning and continued into implementation, have been critical for identifying solutions preferred by villagers. An innovative approach adopted for needs assessment, focusing on livelihoods and vulnerabilities, is helping to ensure that Indigenous Peoples affected by the project are provided with appropriate development options.

More could have been done, however, to avoid perceptions that the World Bank was moving goalposts when analysis demonstrated a legitimate need for additional safeguard studies. Further development of a preparation framework could have helped streamline application of the safeguards by clearly delineating roles and responsibilities for all parties. Such a framework could have served as the basis for developing an explicit and integrated decision process for determining requirements for analytical studies. Early screening and scoping of environmental and social issues, carried out with stakeholder consultation, would have helped identify key issues. Having a clear single point of contact for coordination of safeguards issues would have facilitated interactions with counterparts.

The authors give high marks to the treatment of the financial risk of NT2. Comprehensive and integrated risk assessment was conducted at the outset to identify key risks and devise appropriate mitigation strategies. Creativity and innovation were critical in designing the guarantee structure, funding the government’s equity in the project, and tailoring the financial package to fit the reward/risk profile of the diverse set of investors. To help mitigate criticisms and concerns, progress on governance matters needs to keep pace with project financing efforts. Sensitivity to cost considerations and burden sharing is also needed, with clear identification and agreement by all parties early in the process. The efficiency of the financing process could be improved by working with a smaller number of institutions, each carrying a larger share and being involved in the process and key decisions from early on.

Especially in the case of internationally sensitive projects, a clear strategy for effective engagement and communication (including consultations and disclosure) helps broaden understanding, enhance transparency and accountability, improve project design and implementation, and pave the way for more constructive criticism. It is also important to ensure the availability of easily accessible information that is accurate, balanced, timely, and comprehensible as a foundation for informed dialogue.

Having two separate but related projects (NT2 and the Nam Theun 2 Social and Environment Project [NTSEP]) enabled objectives to be tailored and operational flexibility to be maintained. Having a dedicated project team that included strong technical skills, keen awareness of the local political and cultural context, strong commitment to helping the country achieve its development objectives, and a good understanding of the World Bank bureaucracy was instrumental to carrying out the project preparation tasks successfully. An internal project oversight group helped the World Bank maintain an integrated and coordinated internal approach and demonstrate an institutional commitment. Nevertheless, NT2 was difficult and costly to prepare, given its various complexities and the level of due diligence undertaken. Intense involvement of senior management helped solidify internal consensus and mitigate institutional risk. But it also lengthened processing times, added to costs, and negatively affected the team’s sense of independence and authority (internal and external). There is scope for attaining a better balance internally while granting the team ample latitude and retaining sufficient oversight. Externally, it is important to ensure an appropriate division of labor among project partners, tapping relative strengths, to enhance effectiveness, reduce duplication, and share workloads fairly. Agreements should be sought early on regarding the reporting requirements of the developer and government, ensuring accountability without unnecessary burden. Missions by international financial institutions should be conducted jointly to reduce disruption.

Chapter 7: Reflections on Implementation

Chapter 7, by Mara Baranson, provides a brief overview of the progress on project implementation, including some preliminary reflections on what has been learned thus far. Although NT2 was unique in many ways, many of its lessons can be tailored and adapted to other applications.

Most of the risks that materialized during implementation were foreseen and have been satisfactorily addressed; the many challenges encountered, inevitable for a project of this size and complexity, have been met with varying degrees of success. The legal framework for the project has served well in documenting obligations, commitments, and means of recourse while clarifying roles and responsibilities. More systematic capacity building could have been accomplished, but progress has been made in many areas, albeit on a learning-by-doing basis. Aid effectiveness has been enhanced through development of strong partnerships between the international financial institutions and donors, which tap synergies through complementary support. Those relationships have also had positive implications for NT2 implementation, facilitating resolution of sticky issues and coordination among the large number of parties participating in efforts such as supervision activities. The multilayered monitoring arrangements have added value in supporting risk identification and providing guidance on finding and implementing solutions to complex issues and problems. There is, nevertheless, room for streamlining to reduce the burden of multiple visits on the implementing agencies.

Chapter 8: NT2: A Transformative Endeavor

Complementing the observations in Chapter 7, Patchamuthu Illangovan provides additional thoughts on the broader impact of NT2 in Chapter 8. He reveals how NT2 project goals are being realized on the ground and addresses some of the challenges ahead in four areas: the development context, the hydropower facility and related infrastructure, environmental and social programs, and international support.

Achieving financial closure on NT2 in 2005 buoyed the hydropower industry worldwide. It also gave credence to the notion that Lao PDR could tap its rich water resources to address the power needs of its neighbors and eventually become the “battery of South East Asia.” The project helped institutionalize public-private partnership as a business model in the country. Since the deal’s closure, interest in investing in Lao hydropower has swelled, with a “hydro rush” ensuing as dam builders and contractors, power utilities, and consultants descend on the country. Moving forward must be done in a methodical and careful way, based on a sector strategy and plans, so that opportunities are pursued on the basis of sustainability, affordability, and benefit sharing.

Path-breaking and wide-reaching reforms have been achieved in public financial management in Lao PDR; reform momentum has been sustained, supported by an authorizing political environment and significant strides in implementation capacity. The government’s commitment to reforms has been matched by development partners’ willingness to provide technical and financial support for reform implementation. Embedding the NT2 revenue-management arrangement in the broader Public Financial Management Strengthening Program has helped keep work largely on track. The priority programs eligible to receive NT2 revenues have been identified. The challenges going forward will be to track expenditures, monitor performance, audit expenses, and continue the impressive progress toward creation of a well-developed public financial management system, so that Lao PDR can transparently and productively use the revenues from NT2 to benefit its people.

Implementing the programs that address social and environmental impacts, which involves introducing behavioral and mindset changes, has taken longer than building the dam itself. After some bumpy starts and myriad changes and adjustments, the implementers now appear fully geared up to deliver longer-term results.

The use of local consultations in building empowerment among villagers is a noteworthy achievement of the project. The NT2 resettlement process serves as a model for other hydropower projects under consideration or construction; villagers from many affected communities of other projects have asked to see and learn from the NT2 experience, a request that has been accommodated through site visits. At the same time, the development of livelihoods for the resettlers remains a difficult challenge, which is being addressed through a multipronged approach that has evolved over time as “teething” issues are addressed through adaptive management with inputs from local consultations and technical experts.

Protection of the NT2 watershed is a work in progress. The establishment and staffing of the Watershed Management and Protection Authority provides a sound foundation, but enormous challenges remain in protecting such a vast area from those who want to pilfer its riches. The author cautions that the long-term protection of the NT2 watershed will require high-level political support from the government on a continuing basis.

The work undertaken as part of the NT2 project’s wildlife program—which tapped the expertise of various conservation groups and technical specialists to make important achievements in the areas of elephant management and wildlife rescue—serves as a benchmark for other hydropower projects to replicate. The activities undertaken by the developers with respect to salvage logging and biomass clearance went beyond what was originally agreed on during project design; those activities serve as a model for similar operations in other hydropower areas.

The first five years of implementation have provided a strong foundation for future efforts. Implementing the project’s social and environmental programs has proved as challenging as anticipated at the time of design, and many questions remain as implementation progresses. Some positive outcomes are already evident: the government has acquired significant capacity to implement social and environmental mitigation programs, and it has demonstrated its commitment and intervened at all levels to resolve problems as they have arisen. Tapping lessons from NT2, the government is recasting its overall approach to social and environmental impact assessment and monitoring (with a new agency and a decree). At the same time, the developer is credited for its steadfast commitment to ensuring that environmental and social obligations are fully met. The author stresses the importance of the developer continuing this commitment throughout the commercial operations period, resisting the temptation to declare victory too early.

International support for NT2 has been catalyzed through meaningful sharing of information. NT2 continues to garner international attention. The government and the developers remain committed to independent monitoring of the project as well as the maintenance of an open and transparent process of sharing information with stakeholders. A very complex and layered project monitoring structure evolved as preparation progressed and implementation ensued. Each entity provides valuable inputs and responds to its mandate, outlined in various legal agreements. There is, nevertheless, considerable scope to simplify the monitoring arrangements as the operating context has changed with the start of commercial operations. In an effort to keep stakeholders informed, the developer has supported knowledge exchange, transparency, and disclosure—through various modalities, including Web sites, workshops/forums, and peer-to-peer learning activities—that go well beyond requirements. Coordination across the large number of institutions working on NT2 has been facilitated by remarkably good and constructive collaboration and cooperation by the international financial institutions. Enhanced donor funding to implement the Lao socioeconomic development plans and multidonor efforts to support implementation of government reforms have also boosted international support. The government is reaping dividends—in the form of investment, trade, aid, and knowledge—from its engagement with the international community through NT2, as trust increases while the government demonstrates that it stands behind its commitments.

NT2 has helped transform Lao PDR through new institutions and policies. The country appears to be pointed in the right direction to achieve sustainable outcomes over the longer term. It is too soon to draw final conclusions on NT2, however, because the implementation process is still unfolding.

Notes

1. Project costs include the $1.25 billion base cost plus $200 million in contingency funding.

2. The Mekong River Commission Secretariat is the operational arm of the Mekong River Commission, established by an agreement signed by the governments of Cambodia, Lao PDR, Thailand, and Vietnam on April 5, 1995. The agreement set a new mandate for the organization to cooperate in the sustainable development, use, management, and conservation of the water and related resources of the Mekong River Basin. The Mekong River Commission evolved from the Mekong Committee, formed in the 1950s to conduct long-range planning for river basin development.
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