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MEMORANDUM TO THE EXECUTIVE DIRECTORS AND THE PRESIDENT 

SUBJECT: 2003 Annual Review of Development Effectiveness 
The Effectiveness of Bank Support for Policy Reform 

Over the years, the Bank’s strategy has broadened i t s  focus beyond physical 
investments to policies and institutions. Policy reform and institutional development are 
seen not as ends in themselves, but rather as necessary to creating an environment that i s  
- based on the Bank’s and others’ analysis o f  development experience - conducive to 
pro-poor growth and widespread, sustainable poverty reduction. Recognizing the 
inherently political character o f  policy reform and the diversity o f  country contexts, the 
Bank espouses an approach to policy reform that i s  grounded in country leadership and 
ownership o f  development agenda, wi th Bank support customized to country 
circumstances. 

ARDE 2003 examines the effectiveness o f  Bank support to borrower countries to 
help them put in place policies conducive to sustainable poverty reduction. The Review 
focuses primarily on the years f rom 1999 through 2003, which may have been an 
unusually favorable period for reform due to the large number o f  countries coming out o f  
crisis or advancing with transition. This period i s  chosen to facilitate the juxtaposition o f  
recent evaluation evidence concerning the Bank’s support for policy reform with trends 
in a number o f  policy indicators. 

Findings 

0 Two thirds o f  developing countries - both l ow  and middle-income - have 
improved their development policies as reflected by trends in a number o f  pol icy 
indicators. Policies improved in most policy areas. The most widespread increases 
occurred in policies related to Gender, Financial Stability, Efficiency o f  Resource 
Mobilization, and Quality o f  Budget and Financial Management. 

0 Policy reform paid off. Countries whose policies improved grew in per capita 
terms on average at more than twice the rate o f  those that did not. 

0 Bank lending, both overall and on a per capita basis, was concentrated in 
countries that had “relatively good” policy environments. Bank support was also 
linked to improvements in policy at both the country and project levels, and to 
higher levels o f  indicators related to Millennium Development Goals. 
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The Bank was less successful in linking its support to policy reform in countries 
wi th  n o  or weak track records, or in countries where the environment for reform 
was fluid or highly uncertain. The instruments the Bank uses to link lending to 
pol icy performance - CAS triggers and conditionality - which pre-specify Bank 
responses to borrower performance -have not resulted in good outcomes in 
highly uncertain situations. In such situations, large scale lending should normally 
be undertaken only when there are clear signals that policy reform i s  underway. 

Outcomes o f  Bank country assistance have been moderately satisfactory or better 
about 70 percent o f  the time. Good results have been obtained with very different 
policies and institutions, supported by  different combinations o f  Bank instruments 
and thematichectoral mixes, with the m ix  tailored to the country situation and 
country preferences, and usually evolving over time. However, a number o f  
factors appear to play an important role in determining outcomes o f  Bank 
assistance. 

Economic and Sector Work i s  critical for good outcomes. I t  informs the country 
assistance strategy, contributes to the policy dialogue, and shapes the design o f  
Bank operations. The Bank should, normally, not engage in lending before 
Economic and Sector Work has established an adequate base o f  country and 
sector knowledge. 

The amount and terms o f  financing o f  development assistance need to be 
calibrated carefully to countries’ debt carrying capacity. The Bank’s Debt 
Sustainability Analysis needs to be upgraded through more critical examination o f  
the realism o f  assumptions, and examination o f  the sensitivity o f  the analysis to 
key assumptions. This should be done prior to any change in lending policies, 
such as removing ceilings on adjustment lending or efforts to ramp up IBRD 
infrastructure lending that could result in increased lending levels. 

The knowledge content o f  Bank products needs to be adapted to country 
circumstances. The Bank i s  perceived to have been too narrowly focused in the 
analyses and “best practices” that i t  presents, with insufficient attention to  
alternative perspectives or to individual country circumstances. Networks and 
Regions should strengthen their respective procedures in the capture, validation, 
and application o f  lessons learned and good practices. The search for “generic 
best practices” should be altered in favor o f  intensified efforts to customize and 
adapt knowledge to specific localized problems - often done best in collaboration 
with in-country expertise. 

Implications 

To support countries’ efforts to deepen reforms, the Bank may need to adapt i t s  
processes and instruments - particularly those for managing the r i sks  associated wi th  
policy reform. One possibility for doing so would be to experiment wi th approaches that 
would complement intermediate indicators such as the CPIA, CAS triggers, and 
conditions with indicators o f  direct poverty reduction results or other outcome-related 
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indicators in Bank programming decisions. There has, to date, been only limited 
experience with this type o f  approach. That experience has been promising, but has also 
revealed a number of  practical problems, including lack o f  timely availability o f  data. 
The Bank should promote further piloting and experimentation with outcomes based 
lending and other approaches to strengthening country leadership, ownership, and results 
orientation in wi l l ing countries. 
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Executive Summary 

1. 
development assistance, the Bank’s strategy has broadened i t s  focus beyond physical 
investments to policies and institutions. Pol icy reform and institutional development are 
seen not as ends in themselves, but rather as necessary to creating an environment 
conducive to pro-poor growth and widespread, sustainable poverty reduction. ARDE 
2003 examines the effectiveness o f  Bank support to borrower countries to help them put 
in place such policies. The Review focuses primarily, although not exclusively, on the 
years from 1999 through 2003. This i s  done to facilitate the juxtaposition o f  recent 
evaluation evidence with trends in policy indicators. 

Over the years, as more has been learned about the conditions for successful 

2. Policy reform entails a high degree o f  uncertainty since i t  depends not only on the 
pol icy sciences, but also on politics. Uncertainty, unpredictability, and surprise have been 
a central part o f  the challenge o f  development since the early days o f  aid, when 
development strategies focused on seemingly simple project investments. What i s  
different about pol icy reform i s  that the uncertainties can be even greater, and prior 
analysis and contingency planning generally have limited power to reduce them. 

Recent Trends in Developing Countries’ Policies 

3. 
o f  various dimensions o f  pol icy and institutional performance compiled by four 
organizations agree that developing countries’ policies have, on average, improved 
modestly. Improvement i s  seen in all regions and among both low and middle-income 
countries. And recent reforms have touched most areas o f  development policy. In most 
countries that accomplished strong reform over the period 1999-2003, change was driven 
by necessity or opportunities such as transition f rom socialism, economic crisis, 
European Union accession, and change o f  government. Development research suggests 
that such factors tend to galvanize support for change and thus make the politics o f  pol icy 
reform easier. 

Developing countries have improved their policies in the last few years. Indicators 

4. Such circumstances occurred often during the 1990s. Twenty-one countries 
emerged from crises, and 26 countries in Europe and Central Asia were in various stages 
o f  transition to a market economy. Moreover, as aggregate aid flows shrank and donors 
emphasized development performance over foreign pol icy in allocating aid, recipient 
countries faced strengthened incentives to reform. These trends may account for the fact 
that - despite the difficulties o f  pol icy reform - fairly widespread progress seems to have 
been made. 

5. Policy reform paid off in terms o f  higher growth. Countries whose policies 
improved over the period 1999-03 tended to grow on average at more than twice the rate 
o f  those that did not. 
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Linkage of Bank Support to Policy Reform 

6. 
environments during the period covered by this Review. IBRD/IDA lending over the 
period 1999-2003, both overall and on a per capita basis, was concentrated in countries 
that had “relatively good” pol icy environments. 

The Bank was successful in linking i t s  support with good and/or improving pol icy 

7. Evaluation evidence l i n k s  Bank support to recent improvements in policy. 
Countries with good or improving policies as reflected in pol icy indicators were also 
countries where Bank assistance - as evaluated by OED -has contributed to good 
outcomes. Countries with satisfactory Bank assistance outcomes and improving policies 
also scored higher on indicators related to the Millennium Development Goals than did 
countries with unsatisfactory outcomes and deteriorating policies. At the project level, 
too, good country pol icy ratings tend to be associated with good evaluation ratings on 
project outcomes . The Bank was less successful in linking i t s  support to pol icy reform in 
countries with no or weak track records or with deteriorating pol icy environments. 
Triggers and conditionality have helped keep lending support aligned with reform 
performance in the cases where the environment for reform was stable - either favorable 
or unfavorable. But when the environment for reform is influx, and especially when i t  is 
deteriorating, triggers and conditions have been less effective. 

8. 
postpone lending before there are clear signals that reform i s  under way. Assistance 
programs for these countries should init ial ly emphasize analytical work, dialogue and 
technical assistance, and should modulate lending carefully. Premature lending may not 
only be wasted, but counterproductive. I t  weakens the linkage between sound policies 
and access to development finance. I t  adds to the country’s debt burden without a strong 
likelihood o f  development payoff. This would suggest a gradual approach to lending re- 
engagement in countries in which the Bank starts a new relationship or re-activates a 
program after a long hiatus. I n  non-crisishon-emergency situations, adjustment lending 
should be provided only when a solid track record of reform implementation has been 
established. 

In countries with poor pol icy environments, therefore, the Bank should limit or 

9. 
support i s  aligned with country priorities that have been set and validated through 
country-led, inclusive political processes. A start has been made in this direction in some 
cases in the development o f  country-owned programs through the Poverty Reduction 
Strategy (PRSP) process. The PRSP’spotential as a vehicle for fostering country 
leadership and ownership is undermined, according to some borrowing countries, by its 
role as condition for access to external financial assistance. 

The uncertainties associated with pol icy reform are reduced when the Bank’s 

Adapting Bank Support to Country Conditions 

10. H o w  effective i s  the Bank in customizing i t s  support to country conditions? The 
outcomes o f  Bank country assistance as rated by OED in Country Assistance Evaluations 
(CAEs) are moderately satisfactory or better about 70 percent o f  the time. There i s  thus 
room for improvement. An important aspect o f  success i s  tailoring the pace and 
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instruments o f  reform to country policy-making processes. Even when country ownership 
o f  reform i s  strong, a mismatch between Bank strategy and country conditions creates 
tensions and can result in poor outcomes o f  Bank assistance. 

1 1. 
contributes to the pol icy dialogue, and shapes the design o f  Bank operations. In countries 
where recent outcomes o f  Bank assistance were evaluated as satisfactory, high quality, 
relevant, and timely, ES W generally made a substantial contribution. Where outcomes 
were not satisfactory, deficiencies o f  ESW in one or more o f  these dimensions was’a 
contributing factor. The Bank should not normally engage in lending before ESW has 
established an adequate base of county and sector knowledge. 

ESW i s  critical for good outcomes. I t  informs the country assistance strategy, 

12. 
adaptation to specific country contexts and dissemination. The Bank should ensure that 
adequate resources and managerial attention are devoted to realizing this potential. The 
Bank has also not been effective in giving operational value to i t s  various knowledge 
initiatives in country contexts nor in sector strategies. There i s  inadequate oversight and 
quality assurance o f  the process by which possibilities suggested by new approaches 
become “best practices”. These inadequacies limit the effectiveness o f  the Networks and 
their interactions with the Regions, and represent a reputational risk to the Bank. This risk 
i s  potentially most serious in those areas - such as competitive supply o f  infrastructure 
services and governance - where thinking on pol icy i s  evolving very rapidly. Networks 
and Regions should strengthen their respective procedures in the capture, validation, and 
application of lessons learned and good practices. The development of generic “best 
practice ’’ should be augmented, and where necessa y replaced, by development of 
knowledge adapted to local problems generated in collaboration with local expertise. 

There i s  considerable unexploited potential for applying ESW through better 

13. 
macroeconomic framework that includes a sustainable debt burden. The Bank and i t s  
donor partners have not always calibrated the size and financing o f  their assistance to 
recipients’ debt carrying capacity. The Bank’s Debt Sustainability Analysis (DSA) needs 
to be upgraded through more critical examination of the realism of assumptions, and of 
the sensitivity of the analysis to key assumptions. In addition, the Bank’s monitoring 
indicators and CAS triggers should call for reconsideration and recalibration o f  the 
Bank’s assistance as necessary to ensure progress toward or maintenance o f  debt 
sustainability. This should be done prior to any change in lending policies that could 
result in increased lending levels. 

A properly customized country assistance program requires a medium- t e r m  

Implications for the Future 

14. 
to the large number o f  countries coming out o f  crisis or advancing with transition. To 
support the deeper and wider reforms needed to maintain recent trends w i l l  require the 
Bank to further adapt its processes and instruments -particularly those for managing the 
uncertainties associated with policy reform. 

The recent environment for pol icy reform may have been unusually favorable due 
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15. Evaluations o f  early experience with CDF processes and pol icy research on 
development effectiveness identify three obstacles to doing so. First, as noted above, 
some borrower countries consider that the PRSP’s multiple roles are incompatible. 
Second, there i s  a potential tension between triggers and conditionality - particularly 
when these are not aligned with country-owned objectives - and the development o f  
country ownership. And third, the use o f  pol icy indicators that appraise countries’ 
policies against uniform criteria may discourage the customization o f  policies to  country 
circumstances. Good outcomes can be fostered by a range of policy and institutional 
options, which can di@er across countries based on their institutional history, norms and 
cultural attributes. 

16. 
example, endeavoring to align CASs and operational conditionality with country-owned 
programs, and supporting those programs through programmatic lending instruments. I t  
also aims to strengthen the country focus by using differentiated approaches for countries 
at different stages o f  development (e.g., initiatives for LICUS countries, Middle Income 
Countries), decentralization o f  operations, and doing joint analytical work. I t  applies the 
CPIA flexibly in programming decisions. There i s  as yet not enough experience, 
however, to determine whether these efforts are paying o f f  in terms o f  improved 
development effectiveness. 

Many o f  these tensions are addressed by current Bank processes. The Bank is, for 

17. 
achievement o f  results. These include new lending instruments such as APLs  and PRSCs 
as well as ongoing efforts to ground triggers and conditionality in country- owned 
programs. In these mechanisms, support i s  usually linked to completion o f  intermediate 
steps such as legal and regulatory changes, organizational improvements and expenditure 
or other input targets. This linkage to intermediate steps - while relatively practical to 
monitor - has one main weakness: i t  does not address the “qualitative” dimensions - “due 
diligence” or “best effort” in implementation in pursuit o f  the objectives o f  the 
development program. W h i l e  strong county ownership would mitigate this problem, i t  
would not eliminate it. 

The Bank also has a number o f  mechanisms designed to link i t s  support to the 

18. 
more direct linkage between i t s  support and results in terms o f  poverty reduction or other 
Mil lennium Development Goals. Such a link would be added to or blended with existing 
mechanisms, in order to help sharpen the results focus, provide countries latitude during 
implementation in pursuing their objectives, and help take account o f  the uncertainties 
inherent in associated with pol icy reform. There are practical problems to be addressed to 
link aid to results operationally, notably the dif f iculty o f  obtaining timely data. To find 
solutions to these problems, the Bank should promote pilots in willing countries with the 
potential to increase aid effectiveness. The challenge facing the Bank remains to 
continually re-examine and modify i ts approaches for to delivering development support 
so as to yield the better results in terms o f  sustainable poverty reduction. 

The Bank could begin to experiment with additional mechanisms to introduce a 



1. Development Policy Reform 
Today’s World Bank Group is very different from the institution thatfirst opened 
its doors at the end of World War I1 I n  those early days, the Bank ...fo cused very 
much on the reconstruction of war-torn Europe. As the immediate postwar 
reconstruction needs subsided, the Bank’s focus shifted to financing infrastructure 
projects in Europe, Latin America, and Asia, in line with then-current thinkng 
about development gaps and constraints. Over the years, as more was learned 
about the necessary conditions for successful development and poverty reduction, 
the paradigm for development assistance changed-to focus less on bricks and 
mortar, and more on policies and institutions, country ownership of the 
development process, the role of the private sector, partnerships, knowledge, and 
learning. The Bank’s approach and instruments evolved along with this 
paradigm. 

“SUPPORTING COUNTRY DEVELOPMENT: 
WORLD BANK ROLE AND INSTRUMENTS IN 

DEVELOPMENT COMMITTEE MEETING 
SEPTEMBER 8,2000 

LOW- AND MIDDLE-INCOME COUNTRIES” 

ARDE 2003 

1.1 
help them put in place policies that are conducive to sustainable poverty reduction. The 
Bank views pol icy reform not as an end in itself, but rather as necessary for creating an 
environment that i s  conducive to pro-poor growth and widespread sustainable poverty 
reduction. I ts concept o f  these policies i s  based on i t s  distillation o f  a substantial body o f  
research and evaluation evidence. I t  focuses on policies to improve the climate for 
investment and growth (e.g., fiscal and monetary policies conducive to macroeconomic 
stability, trade policies conducive to integration into the global economy, policies 
conducive to the development o f  a stable and efficient financial system and supporting 
infrastructure services), to promote social inclusion in growth and development (e.g., 
access o f  the poor to quality basic services in health and education, gender equity), to 
promote environmental sustainability (e.g., environmental standards and regulations), and 
to improve governance (e.g., policies with respect to c iv i l  service, information 
disclosure). 

ARDE 2003 examines the effectiveness o f  Bank support to borrower countries’ to 

1.2 The report focuses primarily, although not exclusively, o n  the years f i om 1999 
through 2003. This is done to facilitate the juxtaposition o f  recent evaluation evidence 

’ The Review does not examine Bank initiatives with regard to developed country policy reform, which 
includes the Bank’s efforts to promote more access to developed country markets and increases in 
development finance, except insofar as reflected in OED’s recent evaluation o f  the implementation of CDF 
principles (OED 2003j). This aspect of the Bank’s strategy i s  omitted because o f  the absence o f  evaluation 
evidence. 
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concerning the Bank’s support for pol icy reform with trends in independently produced 
pol icy indicators that are available on a roughly consistent basis for this period. The 
report does not distinguish between “policies” and “institutions”, which are distinct - but 
not distinguishable in the data over the short period considered here. Many institutions 
change much more slowly than do policies, so the data examined here -whi le  they 
contain institutional components - primarily reflect pol icy developments. 

1.3 The report addresses the following questions: 

0 

0 

0 

0 

What distinguishes support for pol icy reform from support for investments? 
Have developing countries been making progress in reforming their policies? 
Has the Bank been effective in targeting i t s  support to countries that are 
improving their policies? 
Has the Bank been effective in tailoring i t s  support to country conditions? 

1.4 This chapter briefly considers the challenge posed by supporting pol icy reforms 
(as opposed to physical investments), and recent trends in developing countries’ 
economic and social policies, as reflected by a number o f  pol icy indicators. In general, 
the indicator data show recent improvements in most developing countries’ policies, 
although this trend i s  by no means universal. The chapter also brief ly reviews the Bank’s 
rationale for the emphasis i t  places on policy reform. 

POLICY REFORM I S  DIFFICULT BUSINESS 

1.5 Policy reform generally entails a very high degree o f  uncertainty since it, 
inevitably and appropriately, depends not only on the pol icy sciences, but most crucially 
on politics. Policy reform attempts can and frequently do set o f f  an unpredictable cascade 
o f  political, social and economic consequences. In al l  but the most monolithic o f  political 
environments, it is frequently impossible to foresee how the process wil l unfold, or where 
and when i t  wil l end. 

1.6 
determines whether incentives really change and costs and benefits actually flow. The 
various interests must thus continue to struggle to control the administrative regulations 
and processes that govern implementation, which ultimately determine how policies wil l 
impinge on them. The timing and nature o f  the outcomes - there may be several, and they 
may change over time - are also unpredictable. Indeed, this second act - implementation 
-has no natural end as long as a pol icy i s  in force. 

The process does not end when a pol icy i s  adopted. Policy implementation 

1.7 
about the most appropriate pol icy package for any given situation. This hrther 
complicates the process o f  reform. There are, to be sure, many broad pol icy areas in 
which there are many points o f  substantial professional consensus. However, taking into 
account the myriad options available for implementation (e.g., timing, sequence o f  
related policies), there are few universally accepted “engineering blueprints” that can be 
relied upon to focus and limit the scope o f  debate and discussion. 

Another dimension o f  uncertainty that comes into play i s  expert disagreement 
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1.8 Uncertainty, unpredictability, and surprise have been a central part o f  the 
challenge o f  development since the early days o f  aid, when development strategies were 
focused on seemingly simple project investmenk2 What i s  different about pol icy reform 
i s  that the uncertainties can be even greater and prior analysis and contingency planning 
have limited power to reduce many o f  them. 

1.9 
reform depend upon the particular kind o f  pol icy at issue. The challenge to effective 
support for pol icy reform i s  achieving the proper balance, given these uncertainties, 
between prior analysis o f  the likelihoods o f  different possible outcomes and planning for 
contingencies (e.g., the pol icy outcomes o f  a country’s political processes, the social or 
environmental effects o f  alternative proposed changes in policies), and monitoring o f  
outcomes and adjustment o f  policies and their implementation as events unfold. 

The degree o f  “policy science” and political uncertainty associated with pol icy 

1.10 
allocative and distributive outcomes o f  a tax r e f ~ r m ) ~  can be costly, and i t s  predictions 
are subject to error. This raises the question o f  whether the benefits o f  such analysis - in 
terms o f  i t s  utility in improving the outcomes o f  policies - outweigh the costs o f  
conducting the analysis. In general, the greater the uncertainty, and the more limited the 
power o f  prior analysis and contingency planning to reduce it, the greater the emphasis 
that needs to be given to monitoring and midcourse adjustment o f  policies. 

Prior analysis (e.g., use o f  a computable general equilibrium model to analyze the 

HAVE DEVELOPING COUNTRIES’ POLICIES BEEN IMPROVING? 

1.1 1 
reflected in four pol icy indicators that are widely used to appraise - inter alia - countries’ 
economic prospects (Box 1.1) W h i l e  there are overlaps in coverage, each indicator also 
captures some unique elements o f  countries’ pol icy environments, and the criteria and 
weights used to arrive at countries’ scores differ. All - no matter how comprehensive - 
give only partial and stylized assessments o f  policy. In-depth case studies suggest that the 
specific features o f  the policies and institutions that have driven growth over sustained 
periods - while embodying certain underlying common features - are highly country 
specific and are not easily captured in any simple set o f  cross-country  indicator^.^ For 
example, China’s early strategic pol icy o f  permitting market incentives to operate for a 
relatively small number o f  transactions and maintaining most transactions through the 

This section briefly reviews recent trends in developing countries’ policies as 

In his analysis o f  a set o f  the Bank’s early investment projects in infrastructure and industry (Development 
Projects Observed), Albert Hirschman argued that even simple investment projects frequently have bo th  
unexpected problems and - in successful projects - unexpected solutions to those problems. 

The Bank has issued guidelines to  assist Bank staff in identifying appropriate tools for analyzing the 
poverty and social impacts o f  development interventions (Wor ld  Bank 2003d). 

The four indicators are the Bank’s internal Country Policy and Institutional Assessment (CPIA), the 
Heritage F o u n d a t i o f l a l l  Street Journal’s Index o f  Economic Freedom (HFOIWSJ), the Economist 
Intelligence Unit’s Index o f  Country Risk (CRS), and the Polit ical Risk Services Group’s International 
Country Risk Guide (ICRG). A more complete description o f  these indicators i s  contained in Annex A. 

4 

Dan i  Rodnk  (ed.) (2003b). 
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“command-and-control” system probably  would have received l o w  scores on some 
dimensions o f  these indicators. To ensure rough  inter-temporal comparabil ity, the focus 
here i s  on the  p e r i o d  since 1999, w h e n  the CPIA underwent i t s  most  recent m a j o r  
revision.6 

Box 1.1: Indicators o f  Country Policies 

World Bank Country Policy and Institutional Assessment. The Country Policy and 
Institutional Assessment (CPIA) assesses borrower countries’ policy and institutional frameworks 
annually with regard to their capacity to foster poverty reduction, sustainable growth and the 
effective use o f  development assistance. The CPIA evaluates 20 dimensions (each with the same 
weight in the overall rating) o f  policy encompassing economic management, private and financial 
sector development, social inclusion and equity, and public sector management and institutions. 

Heritage Foundation Index o f  Economic Freedom. The Heritage Foundation has produced the 
Index o f  Economic Freedom annually since 1995. The Heritage F o u n d a t i o f l a l l  Street Journal 
2003 Index o f  Economic Freedom measures 161 developed and developing countries’ 
performance with respect to 50 policy dimensions, divided into 10 broad factors o f  economic 
freedom: trade policy, fiscal burden o f  government, government intervention in the economy, 
monetary policy, capital f lows and foreign investment, banking and finance, wages and prices, 
property rights, regulation, and black market. 

International Country Risk Guide. The I C R G  Risk Rating System i s  a proprietary service that 
rates the r isks faced by investors in a country. I t  i s  used primarily by businesses as a predictive 
tool to analyze investment options. The system assigns a numerical value (risk points) to a set o f  
risk components, according to a preset weighted scale, for each country covered by the system. 
I C R G  rates countries monthly on risk o f  polit ical instability, economic vulnerability, and ability 
to meet financial obligations. 

Economist Intelligence Unit Country Risk Service. The EIU CRS i s  a proprietary service that 
rates r i sks  faced by investors in a country. I t  i s  designed for commercial bankers, institutional 
investors and corporate executives who invest in emerging markets. The service measures 
political, economic policy, economic structure and liquidity r isks  as wel l  as currency, sovereign 
debt and banlung sector. This service monitors and rates r i sks  in 100 countries, including 
political, economic policy, economic structure and liquidity risks as wel l  as currency, sovereign 
debt and banlung sector r isks. Countries are rated monthly. 
Source: Annex A. 

OED, in the context o f  i t s  evaluation o f  the Bank’s implementation o f  IDA, evaluated the CPIA  and the 
role i t  plays in IDA’S Performance Based Allocation system (OED 2 0 0 1 ~ ) .  Although the number o f  criteria 
(20) and general coverage o f  most have remained the same since the 1999 CPIA  ratings, there have been 
changes in the details o f  some criteria that could affect the inter-temporal comparability o f  CPIA  ratings. 
These changes are no t  considered significant enough to  affect the val idity o f  the conclusions presented here 
for two reasons. First, examination o f  detailed year-to-year changes for each o f  the 20 CPLA criteria does 
not  show any systematic patterns that might be reflective o f  these changes in criteria. Second, at the 
aggregate level, as shown in the text, the other indicators examined (Heritage Foundat iodWal l  Street 
Journal, Economist Intelligence Unit-Country Risk Service, and International Country Risk Guide), which 
were compiled according to  an unchanging set o f  criteria over the period examined, show similar patterns 
o f  improvement and reasonable agreement with the CPIA. 
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Developing countries ’policies have been gradually improving 

1.12 Even though a country enters difficult terrain when i t  undertakes to improve i t s  
policies, the last few years have in general seen progress on reform. Indicators o f  various 
dimensions o f  pol icy and institutional performance compiled by several organizations 
agree that developing countries’ policies have, on average, improved modestly. 
Improvement i s  seen at both low and middle income levels (Figure 1.1). Although there 
are some distinctive regional patterns, average CPIA ratings for every one o f  the Bank’s 
regions improved - a pattem typical o f  the three other indicators, as well, as shown in 
Figure 1.2. 

Figure 1.1: Developing Countries Have Made Gradual But Definite Progress in 
Improving their Policies 

All rated IBRD and IDA Countries 
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Notes: CPIA  = Wor ld  Bank Country Policy and Institutional Assessment, Overall Rating; Heritage = 
Heritage FoundatiodWall Street Journal Composite Index o f  Economic Freedom; ICRG = International 
Country Risk Guide Composite Index o f  Country Risk; EIU = Economist Intelligence Unit Country Risk 
Service Composite Country Risk. All indices rescaled to range between 0 (lowest value) and 100 (highest 
value). Note that different indices cover different sets o f  countries, with the CPIA, wh ich  covers 134 
countries in both 1999 and 2003, being the most inclusive. Sixty-seven countries are common to  a l l  three 
indicators. See also Annex A. 

1.13 The average improvement in al l  four indicators i s  quite small in relation to 
plausible margins o f  variation in the judgments made in applying rating criteria. Can we 
be confident that these modest increases reflect real improvements, or are they mere 
statistical artifacts? 

1.14 
increases reflect real improvements. First, al l  four indicators point in the same direction 

Three additional observations tend to support the conclusion that the observed 
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even though they are based on different   rite ria.^ Second, the modest scale o f  the 
improvements i s  plausible because the indicators are based on variables that tend to 
change slowly. Third, significantly more countries’ ratings increased than decreased.’ 

Figure 1.2: Policies Improved in all Regions 
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The strongest and most consistent indications of reform are associated with transition 
countries 

1.15 
above, some countries stand out (Figure 1.3).’ The countries with improving policies are 
mostly transition countries (primarily in Europe and Central Asia, along with Nicaragua). 
These countries generally started the reform effort from a considerably lower base than 
the average, and many indeed were in crisis in the early to mid 1990s. Five are countries 
that aspire to EU accession, and are striving to close the gap between their present 
policies and those required for accession. Three are countries that, in addition to the 
reforms they have undertaken, have received a substantial macroeconomic boost from the 
increase in o i l  prices since 1999. 

Although improvements have, in general, been widespread and small as noted 

’ Rank correlations o f  changes in ratings vary depending upon indicators, but 6 o f  the 6 possible pairs are 
positive, and 3 o f  the 6 are statistically significant at the 5% level or better. See Annex By Technical Note 
1.1. 

Annex B, Technical Note 1.2. 

Countries shown as improv ing their policies in Figure 1.3 are those in the top quinti le o f  increases o n  (i) 
at least 3 o f  the 4 indicators, with at most 1 bot tom quintile ranking; o r  (ii) 2 o f  the 4 indicators with n o  
bottom quintile rankings. Countries shown as having deteriorating policies are identif ied correspondingly. 

8 
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1.16 Countries whose ratings have deteriorated are more diverse, although several have 
been characterized by vacillation or backtracking on policy reform over extended periods 
o f  time. Argentina's ratings are clearly related to the economic and political crisis that 
has gripped the country since 2001. Five o f  the ten countries (including Argentina) are in 
Lat in America or the Caribbean, which has been hit by several crises and has grown very 
slowly over the last several years (1 999-2003). 

Figure 1.3: Countries with Relatively Large and Consistent Recent Changes in 
Policy Indicators ( 1999 - 2003) 

Improvement of Policies Deterioration of Policies 
Azerbaijan Argentina 

Dominican Republic Croatia 
Estonia Lebanon Kazakhstan 
Lithuania Malawi 
Nicaragua Panama 
Romania Trinidad & Tobago 
Russian Federation Uruguay 
Slovak Republic 
Ukraine 
Yemen, Republic of Zimbabwe 
Note: Based on concordance of two or more indicators, as per footnote 9. 

Brazil Egypt 

Zambia 

The strongest reform occurred in conducive environments 

1.17 
were conducive to change, driven by necessity (e.g., transition and/or crisis) and/or 
opportunity (e.g., EU accession, new regime). Development research" suggests that these 
kinds o f  factors are frequently associated with episodes o f  pol icy reform (Box 1.2). They 
tend to galvanize support for change and thus make the politics o f  pol icy reform easier. 

Most o f  the cases o f  strong reform in Figure 1.3 occurred in environments that 

1.18 The environment for pol icy reform in the 1990s may have been unique in some 
respects. A number o f  countries had been or were afflicted by crises (conflict, natural 
disaster, and/or financial" and 26 countries in Europe and Central Asia were in various 
stages o f  transition to a market economy. l2 With greater competition for diminishing aid 
flows and the disappearance o f  cold-war motivated flows, these factors may in part 

lo Devarajan, Dollar, and Holmgren, (2001). 

'' Twenty-one (21) o f  the 134 countries with CPIA ratings in both 1999 and 2003 either ended conflicts, 
experienced one or more serious natural disasters, and/or experienced a serious financial crisis during the 
period 1994-2000. O f  the 21, 13 registered increases in their CPIAs over the four year period, 5 registered a 
decrease, and 3 did not change. In this group o f  countries, the ratio o f  countries with increasing CPIAs to 
decreasing CPIAs was 2.5-to-1, w h c h  i s  hgher (but not significantly so at the 15 percent level) than the 
ratio o f  increases to decreases in the 113 non-crisis countries. 

The CPIA ratings for 22 o f  the 26 ECA transition countries increased, and ratings for 4 countries 
decreased, or a ratio o f  increases to decreases in this group o f  countries o f  over 6-to-1. Ths i s  significantly 
greater than the ratio for non-ECA transition countries o f  approximately 1.5-to-1 .O. 
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account for the fact that - despite the difficulties o f  policy reform - fairly widespread 
progress seems to have been made. 

i Box 1.2: Yemen Improved its Macroeconomic Policies after Emerging from Conflict I 
The Government o f  Yemen, subsequent to the achievement o f  polit ical stability after years o f  
c i v i l  war and exogenous shocks, embarked in the mid-1990s o n  an ambitious economic 
stabilization and structural reform program. I t  did exceptionally wel l  in stabilizing the economy, 
achieving relatively l o w  inflation and sustainable fiscal and external balances. The fiscal deficit 
was brought down from 17 percent o f  GDP in 1994 to 1 percent in 1997, interest rates were 
liberalized and the money supply was contained, and the currency was devaluated and a market 
exchange rate regime introduced. Efforts to stabilize the economy and resume growth were also 
successful, with inflation brought down to 6.3 percnet and real non-oil and overall GDP growth 
reaching 5.3 percent and 5.2 percent respectively in 1997. 
Yemen CAE (2001). 

Progress has been made on most dimensions ofpolicy 

1.19 
development pol icy as reflected in the various components o f  the CPIA (Figure 1.4). In 
1999, the highest rated pol icy areas were generally pol icy areas that had been o n  the 
Bank’s agenda for many years such as Macroeconomic Management, Goods and Factor 
Markets, Trade and Foreign Exchange, and Management o f  Public DebtI3 - areas long 
addressed by the Bank in i t s  support for stabilization and structural adjustment. Newer 
items on the agenda - such as Financial Stability, Transparency, Environment, Public 
Administration, and Property Rights and Govemance- had lower ratings. 

1 
Recent reform has also been fairly widespread across the different areas o f  

1.20 Rates o f  progress, however, differed between areas.14 Progress was most 
pronounced with regard to Gender, Financial Stability, Revenue Efficiency and 
Macroeconomic Management. The smallest increases were registered in Trade and 
Foreign Exchange - which remains the most highly rated pol icy area, Fiscal Policy, 
Property Rights and Rules Based Govemance, and Financial Sector Depth and Efficiency 
registered the smallest increases. Debt Management is the only indicator for which an 
absolute decrease was regi~tered.’~ 

l3 Annex A provides a b r ie f  explanation o f  each o f  these pol icy  areas. 

l4 Strictly speaking, the CPIA and each o f  i ts component indicators i s  best interpreted as reflecting relative 
rankings against the pertinent CPIA  criteria, rather than measures o f  some quantity. That is, one cannot 
conclude meaningfully that a country rated “4.0” on  some indicator has policies that are twice as good as a 
po l icy  rated “2.0”. The comparison o f  changes across indicators presented in Figure 1.4 i s  thus best 
interpreted as an indicator o f  the number o f  countries that have improved their policies relative to  the 
criteria for each CPIA dimension. 

l5 This decrease does no t  show in Figure 1.4 due to  the scaling o f  the figure. 
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Figure 1.4: Most Areas o f  Developing Country Policies Have Improved 
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Patterns of reform are time and country specific 

1.21 
others. Country factors explain by far the largest portion o f  the variation in changes in 
policy ratings. Pol icy area factors, while significant in a statistical sense, explain a 
smaller fraction o f  the variation in changes in policy ratings.16 

I t  i s  unusual for a country to improve in some areas o f  reform and regress in 

1.22 
within any country, and also change over time within any country. Over the period 
covered by our indicators, many E C A  countries, for example, had already made 
substantial progress on macroeconomic and trade policy, and were changing their 
pensions and social assistance policies to make them more affordable and improve 
targeting o f  the p00r.l~ The countries that were reforming in this area adopted different 
solutions. In the area o f  pension reform, for example, some chose to introduce funded 
systems or pillars within existing systems, and some opted for changes to existing non- 
hnded systems. 

Policy area patterns o f  reform differ between countries, differ between policies 

Recent improvements in policies were associated with faster growth 

1.23 Countries with better policies and/or policies that were improving grew more 
rapidly than did countries with weak policies and/or policies that were deteriorating. 
(Figure 1.5).18 Cumulative per capita growth (1998-2002) in countries that were 
improving their policies was two to six times greater than in countries with deteriorating 
policies. This was attributable both to the effect o f  pol icy o n  growth and to the greater 
effectiveness o f  aid in good and/or improving pol icy environments. 

l6 Annex B, Technical N o t e  1.3 

l7 OED 20034. 

l8 Annex B, Technical N o t e  1.4 
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Figure 1.5 Countries with BetterDmproving Policies Grew Faster 

CPlA < = 3.0 CPlA > 3.0 

CPlA in 1999 
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Box 1.3: Brazil’s Policies Were Highly Rated, but its Growth Was Disappointing 

The Brazilian growth literature indicates that Brazil’s disappointing growth performance has been 
fundamentally due to the lower growth o f  capital accumulation in the last two decades, and that 
this factor may explain as much as 70 percent o f  the decline in output growth rates after 1980. 
The growth studies also show that the structural reforms implemented in the 1990s actually 
generated significant productivity gains-total factor productivity (TFP) increased more in the 
1990s than in any other period and explains a large share o f  GDP growth in this period. The 
literature concludes that the reforms in the 1990s failed to restore high growth rates, not because 
they failed to generate productivity gains, but because they failed to raise the levels o f  investment 
to a significant degree. The 2001 energy crisis provides an example o f  how the insufficient level 
o f  investment in infrastructure has affected the country’s growth performance-the rationing o f  
energy in 2001 reduced GDP growth in that year alone by a full percentage point. 
Source: Brazil CAE (2003). 

1.24 But good policies - at least as they are reflected in broad pol icy indicators - do 
not guarantee that a country wil l do well (Box 1.3). Brazil’s policies, for example, were 
rated highly on a number o f  indicators yet i ts growth was only about average for Lat in 
America, and wel l  below the average for developing countries, during the period 1998- 
02. Statistical relationships linking pol icy indicators to growth typically explain only 
about 40-60 percent o f  the variation in countries’ growth rates over the very limited time 
period covered by the data examined here. Shocks and other factors also play a role. 
Those other factors could in some instances be elements o f  pol icy that may not be fully 
captured in broad pol icy indicators. For example, Brazil’s l o w  investment rate could have 



been a result o f  its relatively high cost o f  doing business - as reflected in the Bank’s new 
Cost o f  Doing Business indicators.” 

WHY AND H O W  DOES THE BANK SUPPORT POLICY REFORM? 

The Bank’s strategy for poverty reduction rests on three premises 

1.25 The Bank’s corporate strategy for poverty reduction emphasizes mutually 
reinforcing developed and developing country policy reforms and developing country-led 
partnerships as keys to scaling up development impact and attainment o f  the MDGs. This 
emphasis i s  based on the Bank’s distillation o f  a substantial and growing body o f  pol icy 
research and evaluation evidence. The fundamental premises o f  the Bank’s strategy are 
that: 

(9 

(ii) 

(iii) 

Aid i s  more effective in promoting poverty reduction and growth in good 
developed and developing country policy/institutional environments;20 

Aid i s  neither necessary nor sufficient for good policy. Formulation and 
implementation o f  policies are the result o f  complex uncertain risky 
political and administrative processes - i.e, the evolution o f  “ownership” - 
in adopting countries. Aid can complement and catalyze these processes 
by fostering and reinforcing the development o f  ownership, but aid per se 
i s  no substitute for ownership.21 

Good pol icy i s  context specific. All successful reforms align incentives to 
reward growth, but what works well in one country at a specific time to 
accomplish this alignment may be ineffective or counterproductive in 
another.22 Aid can help by making available knowledge based on 
experience. 

The statistical evidence relating policy and aid effectiveness is  not robust 

1.26 
notwithstanding the additional corroborating evidence presented here - has been 
challenged by a number o f   researcher^.^^ The challengers have shown that the empirical 
evidence relating pol icy to growth i s  not robust, and have argued that there are equally 
plausible, no less robust relationships between aid, growth and poverty absent pol icy 

The proposition that aid i s  more effective in good recipient pol icy environments - 

l 9  World Bank 2004. 

2o World Bank 1999. Bumside and Dollar (2000), Burnside and Dollar (2004). The Dollar-Burnside 
findings on aid-policy interactions are not robust wi th respect to data or specification and are the subject o f  
continuing debate in the development research literature. 

21Dollar and Svensson (1998), Ki l l i ck  (1998) and Mosley et a1 (1995). 

22 Evidence on this point i s  presented in Rod& (ed). (2003). 

23 Hansen and Tarp (2000, 2001), Easterly et al. (2003). 
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factors. Other research finds positive linkages that do not depend on pol icy between aid 
and improvements in non-income dimensions o f  welfare.24 

1.27 Given the numerous factors that potentially affect growth, the multiple ways in 
which each can be measured, and the possibility that growth relationships may change 
over time, empirical analysis cannot fully resolve these issues.25 Just as in health, certain 
factors seem to be associated with higher probabilities o f  good outcomes (e.g., people 
who don’t smoke have a lower probability o f  contracting certain diseases than people 
who do smoke), but there i s  also a wide range o f  outcomes (e.g., not al l  smokers contract 
these diseases, and not al l  non-smokers are spared them). In the case o f  growth, the 
evidence suggests that countries that maintain prudent fiscal balances, appropriate 
exchange rates, and reasonably open trade appear to have a higher probability o f  good 
growth outcomes than do countries that do not26. But these relationships do not hold for 
al l  times and al l  places. And the specific designs o f  policies and sequences o f  policies 
that countries implement to maintain fiscal balances, trade openness, and appropriate 
exchange rates typically are very different across countries. 

Country ownership is crucial 

1.28 
distribution o f  income and power) doesn’t happen unless a strong enough consensus for 
change can be forged among the various interests. In many recent successful reform 
cases, l i ke  the countries shown in Figure 1.3, there has been some event, predicament, or 
opportunity that sometimes unexpectedly shifted the center o f  political gravity in the 
direction o f  pol icy change. Whatever the cause, a consensus o f  sufficient cohesiveness to 
deliver and sustain change through the country’s political and administrative processes is 
a necessary condition for meaningful change to occur. This “sufficient consensus” for 
change i s  what i s  meant here by “ownership”. 

Meaningful pol icy change (Le., change that alters incentives and affects the 

Good policy i s  context speciflc 

1.29 The highly differentiated experiences o f  the most successful developing countries 
suggest that many policy approaches - different instruments and different sequences - are 
conducive to growth and poverty reduction. There i s  some degree o f  agreement on 
underlying common elements that may account for success - an incentive environment 
that rewards growth and poverty reduction, medium-tenn macroeconomic balance, and 
stability and predictability o f  property r ights  and the rule o f  law. There i s  much less 
agreement on the specific design o f  policies that wi l l  achieve these in any particular 

24 Lensink and White (2000) 

25 Empirical models of growth have been subjected by a number o f  researchers (e.g., Sala-i-Martin (1997), 
Hoover and Perez (2000), L e y  and Steel (1999), Florax, D e  Groot, and Heijungs (2003)) to formal tests o f  
robustness. While the results obtained depend on the specific methods employed, these studies have 
generally found that relatively few variables are robust and that these variables are, for the most part, no t  
variables that are affected by policies. 

26 Dan i  Rodrik (ed.) (2003). 
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country context at any point in time. The key to success i s  finding an approximately (not 
“the”) right country policy fit in view o f  the country’s institutions and politics, as argued 
in Box 1.4.27 

1 Box 1.4: Customizing Policies to Country Contexts I 
The principle that property rights should be protected implies very l itt le about what i s  the best 
way to do this under a society’s existing institutional preconditions. I t  certainly does not  imply 
that a system o f  private property rights and Anglo-American corporate governance i s  the right 
approach for a l l  countries at a l l  times. Look at the tremendous amount o f  investment and 
entrepreneurial activity that China has managed to elicit through a hybrid system o f  property 
rights and a legal regime that i s  as far f rom the Anglo-American system as one can imagine. 
Similarly, the principle that private incentives should be aligned with social costs and benefits 
hardly results in unconditional support for policies o f  trade liberalization, deregulation, and 
privatization. Finally, debt sustainability, fiscal prudence, and sound money are also obviously 
compatible with diverse institutional arrangements. 

I Source: Dani Rodrik (2003a). I 
Policy reform plays a critical role in the Bank’s strategy 

1.30 
capability o f  the recipient country’s policies and institutions to use aid effectively as 
embodied in i t s  system for performance based allocations. However, in practice, the 
Bank’s assistance strategies also typically emphasize not only the status o f  a country’s 
policies, but also possibilities for improvement o f  these policies with Bank assistance. 
Indeed, pol icy reform objectives figure prominently in almost al l  CASs - irrespective o f  
whether policy-based lending i s  planned - to promote better long te rm development 
outcomes. Virtually all planned Bank country operations - ESW, project lending, donor 
coordination, etc. - have pol icy reform objectives, and the Bank uses i t s  full range o f  
instruments shown in Figure 1.6 to support pol icy reform objectives. The CAS structure 
indeed is frequently conditional, through triggers that link Bank assistance to policy, on 
pol icy developments. 

Country assistance programs are calibrated to the Bank’s assessment o f  the 

27 Ths point i s  argued and illustrated in a number o f  case studies presented in Dan i  Rodrik (ed.) (2003b). 
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Figure 1.6 World Bank Operational Instruments 
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Annex C. 

1.3 1 
and policy reform in Bank client countries. Our data for doing so - examined in the 
following chapters - include recent evaluation and research evidence conceming the 
contribution o f  Bank support to pol icy formulation and implementation. 

In the next chapter, we examine more closely the linkage between Bank support 
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2. Ownership: Linking Bank Support to Policy Reform 

“We can do it with or without the Bank, but with you we can do it faster. ” 

Deng Xiaoping 
China CAE (2004). 

2.1 
enough consensus for change - “ownership” - i s  present or can be forged, and that the 
politics and outcomes o f  the consensus-forming processes underlying reform are 
uncertain. Pol icy reform i s  therefore high risk. The payoff i s  high too - improved 
prospects for growth and sustainable poverty reduction. 

Chapter 1 argued that meaningful policy reform happens only where a strong 

2.2 
highly uncertain environment. I t  shows that the Bank has, in general, been effective in 
directing i t s  lending support to countries that have been improving their policies. I t  also 
shows that evaluation evidence, in a number o f  cases, associates these improvements in 
part with Bank assistance. 

This chapter examines how the Bank l i n k s  i t s  support to pol icy reform in this 

I S  BANK SUPPORT LINKED TO POLICY REFORM? 

2.3 
indirectly to ownership o f  policy reform through several mechanisms: the CPIA, which i s  
a reflection o f  cumulative policy reform achievements; CAS triggers, which link Bank 
support to, inter alia, progress on the pol icy agenda; and conditions or covenants o f  
specific lending operations that link disbursements to satisfaction o f  specific conditions - 
often conditions related to policies. H o w  effectively have these instruments worked in 
focusing Bank support on countries that are improving their policies? 

Since ownership i s  not directly observable, the Bank attempts to link its support 

Bank lending has been focused on countries with good and improvingpolicy 
environments 

2.4 
countries that had “relatively good” (Box 2.1) pol icy environments in 1999, and this 
concentration’’ increases when viewed in retrospect f i om the perspective o f  2003 ratings. 
Lending during the period thus tended to be associated with countries that were 
improving their development pol icy environments as captured by the CPIA and other 

A s  Figure 2.1 shows, Bank lending over the period 1999-03 was concentrated in 

28 As a share o f  commitments to countries rated in the CPIA exercise in bo th  1999 and 2003. 
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 indicator^.^' To some extent, this could have been a result o f  the general improvement in 
pol icy indicators that was taking place at this time. 

Figure 2.1 : Bank Lending I s  Concentrated in Countries with “Relatively Good” or  
Better Policy Environments 

FY99-03 Cumulative Total Bank Lending 

Y 

m“ 
c 
0 

1999 CPlA Rating 2003 CPlA Rating 

€d CPlA >= 3.5 ‘CPIA >= 3.0 

Note. Only the 134 countries rated in both the 1999 and 2003 CPIA ratings are included 

2.5 
perfonners holds when comparisons are done in terms o f  countries’ pol icy ranks. Using 
1999 CPIA ranks, 12 percent o f  the Bank’s FY1999-03 lending was to countries ranking 
in the top quintile, and 73 percent o f  Bank lending was to countries above the median 
CPIA rating. Using 2003 CPIA ranks, 23.5 percent o f  FY1999-03 lending was to 
countries ranked in the top quintile, and 79 percent to countries ranked above the median. 

This same pattern o f  increasing concentration o f  assistance on relatively good 

2.6 Bank lending is closely correlated with the pol icy environment, and much more 
so than overall development assistance. The level  o f  the CPIA i s  correlated positively and 
significantly with lending per capita, although there i s  a great deal o f  variability in this 
relationship - as would be expected given the other factors that affect Bank lending 
 decision^.^' Changes in lending per capita over the period are also correlated positively 

29 The fact that Bank lending i s  also concentrated o n  countries that are relatively h igh ly  rated by other 
indicators suggests that possible feedback effects f rom lending decisions to  ratings - i.e., that the Bank  
increases the ratings o f  countries i t  i s  lending to - i s  no t  an important factor in t h i s  association. 

30 The correlation coefficient between the average CPIA  over the period 1998-00 with average Bank 
lending per capita during the period FY1999 to FY2001 i s  0.24, which i s  significant at the 1% level o f  
significance. The correlation coefficient between the average CPIA  over the period 2000-2002 and average 
Bank lending per capita over the period FY2001-2003 i s  0.17, which i s  significant at the 2% level o f  
significance. The correlation coefficient between the change in the average C P I A  o f  the per iod 2000-2002 
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(although n o t  s igni f icant ly)  with changes in the CPIA. By way o f  comparison, average 
O f f i c i a l  Development  Assistance pe r  capita during this pe r iod  i s  correlated pos i t ive ly  
(but n o t  s igni f icant ly)  with the average CPIA.31 

Box 2.1 : What i s  a “Relatively Good” Policy Environment from the Bank’s 
Perspective 

The Bank defines relatively good policies for productive use o f  development assistance for 
poverty reduction as an overall score o f  at least 3.0 on the Bank’s Country Policy and 
Institutional Assessment index (CPIA). . .” Supporting Sound Policies with Adequate and 
Appropriate Financing (2003). Of  136 countries rated in 2003, 112 had CPIAs o f  3.0 or greater. 

A “3.0” rating on the CPIA rating scale indicates that there are deficiencies in one or more o f  the 
dimensions being rated, while a rating o f  “4.0” indicates that a country i s  dealing quite effectively 
with most issues in the policy area. 

For example: 

A “3.0” country on Macroeconomic Management i s  a country that “sporadically or partially 
attempts to correct major imbalances”; a “4.0” i s  a country that “applies measures to address 
major imbalances, but i t s  program i s  not  fully consistent”. 

On Environmental Policy, a “3.0” indicates that gaps “exist in the coverage o f  policies concerning 
pollution and natural resources. Funding levels are l o w  and not wel l  matched to environmental 
priorities. Capacity to implement and enforce policies i s  weak.” A “4.0” indicates that “Policies 
concerning pollution and natural resources are fairly broad, reasonably matched to environmental 
priorities and funded at minimal ly acceptable levels. Basic capacity to implement and enforce 
policies exists.” 
Source: World Bank 2003b. 

Good Bank county assistance outcomes and improving policies go together 

2.7 Countries with good pol ic ies - as ref lected in CPIA rat ings - tended to b e  
countries in w h i c h  C A E s  rated the outcome o f  Bank assistance as satisfactory. Recent 
C A E s  (i.e, CAEs issued after 1999, w h e n  the pract ice o f  rating country  assistance 
outcomes was init iated) have rated outcomes o f  a to ta l  o f  544 Bank “country assistance 
years”32 in 53 countries, o f  w h i c h  approximately 70 percent were  rated as Modera te l y  

and 1998-2000 and the change in average Bank lending per capita between FY2001-2003 and FY1999- 
2001 i s  0.09. This wou ld  be significant on ly  at the 15% level. 

31 The correlation coefficient between the average CPIA over the period 1998-2000 and average per capita 
ODA over the period 1999-2001 i s  0.05. This would be significant on ly  at about the 30% level. 

32 CAEs examine the Bank’s assistance over a specified period o f  time. CAEs distinguish between sub 
periods when the Bank’s strategy shifts andor  outcomes o f  Bank assistance change. Each year evaluated 
constitutes a “country assistance year”. 
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Satisfactory or better. Countries' CPIA ratings in the terminal year o f  C A E  evaluations 
are strongly correlated with CAE outcome ratings.33 

2.8 
assistance contributed to good development outcomes. Sixteen o f  the most recent 
evaluations rate Bank assistance outcomes for 2001 or later, the midpoint o f  the period 
covered by the CPIA indicator data examined here. O f  these, the outcomes o f  Bank 
assistance were judged to be Moderately Satisfactory or better in 13 cases, and 
Unsatisfactory in 3. In the former cases, the CPIA rating increased in 11 o f  13 countries; 
in the latter cases, 3 o f  4 CPIA ratings declined (Figure 2.2). 

Countries where policies are improving also tend to be countries where Bank 

Figure 2.2 Good Outcomes of Bank Country Program Support Are Associated with 
Progress in Policy Reform 

Outcome of Bank assistance 

Moderately Satisfactory 
Or Higher 

' Moderately Unsatisfactory 
i Or Lower ~ 

Policy rating increased 
Armenia 

Brazil 
Bulgaria 
China 

Croatia 
Lithuania 
Mongolia 
Russia 

Rwanda 
Tunisia 
Vietnam 

___ I__~_ ._ .  Policy rating decreased 
Guatemala 

Dominican Republic 

~- 

Haiti 
Zambia 

Zimbabwe 
Note: Based on CAEs that rate Bank assistance in 2001 or later, the mid-year of the period covered by the CPIA data 
used in this report. 

2.9 
(i.e., the upper-left-hand-quadrant o f  Figure 2.2) had better development outcomes than 
did countries with unsatisfactory outcomes and deteriorating policies (Le., the lower- 
right-hand-block). GDP growth over the period 1998-2002 averaged 5 percent annually 
in the former group, versus 0 percent in the latter; the poverty headcount in former 
averaged 30 percent, versus 75 percent in the latter. L i f e  expectancy in the former 
increased by about 1 year between 1998 and 2002, while l i f e  expectancy in the latter 
group declined by about 1 year. Annex D presents these data in more detail and 
summarizes the role played by Bank assistance - as analyzed in recent CAEs - in these 
countries. 

Countries with satisfactory Bank assistance outcomes and with improving policies 

33 Regressions o f  the rating for the latest year o f  assistance evaluated in a CAE - expressed o n  a scale o f  1 
(Highly Unsatisfactory) t o  6 (Highly Satisfactory) o n  the CPIA corresponding to that year explain about 
40% the variation in CAE ratings and are significant at the 1% level. 
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2.10 
illustrates at a micro level the linkage between effective Bank support and better sectoral 
outcomes. This analysis shows, on the basis o f  a careful specification o f  the results chain 
and examination o f  data collected specifically for the study, that Bank support has had a 
very substantial positive impact on education outcomes in Ghana (Box 2.2). Bank support 
increased access and resulted in improved educational outcomes. 

Box 2.2: Bank Support Contributed to Improved Educational Outcomes in Ghana 

OED studied how Bank-supported educational reforms introduced in Ghana affected educational 
outcomes, and how these changes were related to Bank-supported interventions. Over the last 
fifteen years, enrolments in basic education have increased by over 10 percent, and learning 
outcomes have increased substantially. These improvements are associated with higher income, 
better nutrition and reduced mortality. 

The gains in educational outputs can be attributed directly to better school quality, manifested in 
improved infrastructure and greater availability o f  school supplies. Today it i s  the norm to have 
one textbook per child for math and English, rather than one per class as was common before the 
reforms. Increased school quality can in tum be linked to the Bank’s support which has financed 
the construction o f  8,000 classroom blocks and provided 35 mi l l ion textbooks over the last 15 
years. In one community surveyed in which a new school had been built enrolments had risen 
f rom less than a quarter to 80 percent. Moreover Bank support helped sustain in i t ia l ly  unpopular 
reforms, demonstrating the efficacy o f  workmg in partnership with a government committed to a 
well-defined sectoral strategy. 

OED’s recent impact evaluation o f  the Bank’s support to education in Ghana 

I Source: OED 2004d. I 
Good policies and good project evaluation outcomes go together 

2.11 
results -with correlation coefficients o f  the order o f  about 0.5 -which i s  significant at 
the 1 percent percent level. This i s  even true for MDG-related projects, as was 
demonstrated in ARDE 2002, which examined the relationship between the overall-CPIA 
index and disbursement weighted project outcomes.34 Projects aimed at Education for 
All, Basic Health, and Environment, l ike al l  projects, were much more successful in 
medium and high CPIA countries than were comparable projects in l o w  CPIA countries. 
Irrespective o f  thematic focus, country factors are thus important determinants o f  
development e f fec t i~eness .~~  

CPIA ratings are relatively highly correlated with country level project evaluation 

Policy improvements are also linked to project outcomes 

2.12 No t  only are project outcomes better in good pol icy environments. Project 
outcomes tend to improve where policies are improving. To test this relationship, projects 
were assigned to thematic categories. The thematic categories were matched to  the 

34 ARDE 2002, pp. 28-29. 

35 Dollar and Svensson (1998). 
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components o f  the CPIA.36 Changes in thematic project evaluation outcome ratings 
between FY 1994-98 and FY 1999-2003 exits are fairly strongly correlated (correlation 
coefficient o f  roughly 0.5 wi th  20 observations) wi th changes in the corresponding 
mapped CPIA components between 1999 and 2003. (Figure 2.3). 

Figure 2.3: Improved Project Outcomes Are Associated with Improvements in 
Related Policies 
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How HAS THE BANK HANDLED THE “TOUGH CASES”? 

2.13 The Bank thus has done reasonably well in the aggregate in associating i t s  support 
with opportunities for pol icy reform. Bank assistance has been concentrated in reforming 
countries, and improved project performance i s  associated with pol icy improvements at 
both the country level and the policy theme level. This may, as noted in Chapter I, be due 
in part to the fact that the Bank has during these last several years been operating in an 
environment which has been favorable for reform. 

2.14 H o w  has the Bank handled country situations where there is no information on 
track record available or where the track record i s  very br ie f  (e.g., new borrowers), or 
where the track record is mixed or bad? Has it used triggers and conditionality 
effectively? 

Country assistance outcomes have been less good - at least initially - when there is no 
track record to guide engagement 

2.15 
the FSU and country realignments in Central and Eastem Europe. These countries had no 
established pol icy track record, and the Bank had little country knowledge - whether 

The Bank gained a number o f  new clients in the early 1990s with the breakup of 

36 Annex B: Technical Notes No te  2.1. 
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basic economic or practical country operational knowledge - to inform i t s  lending 
decisions. 

2.16 The Bank initially approved substantial volumes o f  adjustment lending to support 
ambitious programs o f  stabilization and structural reform - particularly in many o f  the 12 
Commonwealth o f  Independent States (CIS) transition countries. Total lending to CIS 
countries amounted to $16 bi l l ion between FY 1992 and FY 1998, equivalent to 12 
percent o f  total IDA and IB’RD lending. This stance was adopted at least in part in 
response to strong encouragement from G7 shareholders to build Bank programs quickly 
and to help ensure that the transition process was a success. Special allocations o f  IDA 
beyond those indicated by IDA’S system o f  performance-based allocations were made for 
the poorer CIS transition countries. 

2.17 The early results were not good in comparison with overall Bank averages. In six 
o f  ten countries (60 percent), the early outcomes o f  Bank assistance were unsatisfactory 
compared to a Bank average o f  30 percent. Institutional development impact was rated 
high or substantial in only three transition countries (modest in the others) and 
sustainability was rated likely in six cases and uncertain in four. 

2.18 Outcomes o f  Bank assistance to three have been rated as satisfactory in 
subsequent years. Performance in two others has not been evaluated by OED, but there 
has been a substantial improvement in the pol icy and outcome indicators for these 
countries. In each case, these improvements followed a shift by the Bank to more 
cautious lending stances. 

2.19 In Bulgaria, for example, in the year before the crisis in 1996, the Bank - 
foreseeing crisis and inadequate government action to forestall i t  - adopted a cautious 
stance and only gradually re-launched a full lending program in 1997. During this time, 
the Bank worked closely with the Fund, providing advice on the structural reform content 
o f  the Fund program. With growing evidence o f  government commitment and 
achievement o f  macroeconomic stabilization, the Bank began to support a broad reform 
program through a series o f  sectoral reform loans. 

Countries with poor track records: an opportunity to jump-start reform or another 
program that could fail in the making? 

2.20 The Bank i s  sometimes confronted with requests to initiate support for a reform 
program from countries with poor or mixed records on policy reform. These requests may 
be triggered by crisis or i t s  aftermath, a change o f  government, the opportunity to j o i n  a 
regional free trade agreement, the WTO, or the European Union, and perhaps, unusually 
well-coordinated donor pressure. The difficulty facing the Bank i s  in knowing whether 
ownership will be real and durable “this time”, as opposed to al l  those other times. The 
Bank has to balance the risk o f  lending that i s  not validated by subsequent reform 
performance with the opportunity to support reform that might otherwise fail. 
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2.21 
countries with a poor track record. For over two decades and over nine adjustment 
operations prior to the 1998 CAS, disappointing progress had been recorded in most 
Bank operations. The lending program in the base case in the 1998 CAS recognized the 
r isks to program implementation by starting the CAS period with a l ow  case lending 
program, and provided for gradual increases in lending from low  case levels if base case 
triggers were met. Early implementation under the 1998 CAS was promising, but was not 
sustained and did not h l l y  meet base case triggers. Nonetheless, the Bank scaled up 
lending to Base Case levels. This sent the wrong signal to the government concerning the 
importance the donors attach to reform in Kenya. 

2.22 In the Dominican Republic,38 in spite o f  a legacy o f  difficult relations, the Bank 
maintained an active and influential pol icy dialogue in the late 1980s, helping to shape 
the government’s “New Economic Program”, and i t s  ESW in the early 1990s identified 
an agenda for reform that would consolidate initial efforts. But unconvinced o f  the 
country’s ability to sustain the reform effort, the Bank operated without an official 
country assistance strategy from FY 1992 to FY 1995. I t  did not lend during a crucial 
period o f  successful economic reform and has since had dif f icult ly in re-establishing a 
dialogue with the g ~ v e r n m e n t . ~ ~  

The case o f  Kenya37 illustrates the difficulties the Bank faces in assisting 

2.23 
cautious enough. While each country situation must be addressed on i t s  merits, cases o f  a 
poor track record call for at least as much caution as cases o f  no track record. Unless the 
underlying political economy has changed, the odds are against success. In the cases o f  
the transition economies discussed above, the political economy o f  reform eventually 
changed, but this i s  not always the case. 

In the Dominican Republic, the Bank was probably too cautious; in Kenya, not 

Can triggers help link Bank support to reform? 

2.24 The Bank has long used program CAS “triggers”, as it did in Kenya, to adjust i t s  
country programs during CAS implementation to events as they unfold.40 These are 
intended to ensure that the volume and composition o f  Bank support provided during the 
CAS period adjust appropriately in view o f  developments in the‘borrowers’ internal and 
extemal circumstances. 

2.25 There i s  no quantitative evidence on the role played by triggers (as distinct from 
other instruments) in maintaining the aggregate linkage o f  Bank support to performance 

37 Kenya CAE Update (2003) 

38 Dominican Republic CAE (2003). The CAE was completed before the current crisis hit the country. 

39 The CAE also notes that factors other than perceived r isk  - particularly reorganization and turnover 
within the Bank - may have contributing to  the Bank’s very cautious stance during t h i s  period. 

40 The risks and uncertainties addressed through triggering are country-specific, but in many cases, triggers 
address creditworthiness and/or debt sustainability risks, uncertainties concerning the direction and pace o f  
pol icy reform, or uncertainties concerning the pace o f  progress in other dimensions (e.g., portfol io 
management) o f  implementation o f  the country program. 
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that i s  documented in Figure 2.1. A review o f  recent CAS progress reports suggests that 
triggers p lay  a constructive role in linking support to  po l i cy  re form at the country level 
when events evolve more or  less in l ine with the range o f  expectations at the t ime o f  CAS 
preparation. Demandcapacity factors also p lay  important roles in limiting support t o  
some countries whose po l i cy  performance meets triggers for higher lending levels. 

2.26 Experience in the few cases in which programs have not  been triggered 
effectively suggests that absence o f  provisions for  adjusting Bank support t o  evolving 
conditions can contribute to  l o w  effectiveness o f  Bank  assistance. In Peru, the 1997 CAS 
identif ied the r isks to  the reforms supported by the proposed country assistance program, 
but argued that calibrating the Bank’s lending program at that t ime was not  appropriate in 
v iew o f  the government’s strong track record and a planned halving o f  Bank lending to  
Peru. In effect, the CAS committed the Bank to  a single lending strategy irrespective o f  
progress in implementing pol icy  reforms. In the event, the environment for re form 
deteriorated sharply. The absence o f  triggers to  reduce lending and o f  an alternative 
strategy reduced the leverage and the margin o f  maneuver the Bank had in i t s  
negotiations with the Peruvian government once the downside r isks started to  materialize. 
As a result, the Bank was slow to adjust i t s  operations and committed considerable sums 
into a rap id ly  deteriorating po l i cy  environment. 

2.27 
plausible strategic option. But the FY96-99 period was characterized by repeated slippage 
in IMF-agreed programs, delays in k e y  structural reforms, and a halving o f  net ODA 
commitments, including the withholding o f  virtual ly a l l  balance o f  payments support 
f rom the international community. The Bank continued - indeed, increased modestly - i t s  
high-case lending (committing 5 percent more than original ly planned) whi le  
international support waned. The result was an under-implemented, under-financed 
program in which exceptional allocations o f  IDA helped to  service debt wh i le  net 
transfers for development were small. M i n i m a l  creditworthiness was maintained, but 
stabilization was complicated by inflationary measures to  service debt, and the 
development impact o f  Bank  assistance was unsatisfactory. 

In Zambia,41 the 1996 C A S  argued that a high case lending scenario was the on ly  

2.28 
respond adequately to  unforeseen events. The 1997 Braz i l  CAS did not  foresee the 
possible need for a substantial amount o f  adjustment lending in the period covered by the 
CAS.42 But the 1997 Asian crisis and the 1998 Russian crisis revealed the need for  a 
change in Brazil’s policies, and for  increased policy-based lending. The Bank submitted a 
Framework Paper that effectively constituted a n e w  CAS, approved by the Board in 
December 1998. 

Even where triggers have been specified, the Bank m a y  need to  override them to  

2.29 
in keeping support aligned to  performance. They are most useful in dealing with 
uncertainties and responses that are clear at the t ime o f  CAS preparation. They are less 

These cases underscore the important but l im i ted  ro le  that C A S  triggers can p lay  

41 Zambia CAE (2002). 

42 Brazil CAE (2003) 
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useful in cases where future developments and appropriate Bank responses are highly 
uncertain. The difficulty in detailing meaningful triggers in such situations may account 
for the lack o f  specificity in triggers found by the most recent CAS re t ro~pec t i ve~~ ,  which 
found that, while improving, about 30 percent o f  the CASs reviewed did an 
unsatisfactory job o f  mapping out alternative Bank responses to possible developments 
and outcomes during CAS implementation, and that roughly 40 percent o f  the 
macroeconomic triggers and 45 percent o f  the structural triggers reviewed were not 
sufficiently specific. 

2.30 
marginal adjustments that the Bank i s  certain it would want to make in all events. 
Changes not foreseen by the CAS or new information that suggests that the Bank’s 
response should be different from that envisaged in the CAS should normally call for a 
reconsideration o f  the Bank’s strategy. Where uncertainty i s  high at the time o f  CAS 
preparation, a short CAS horizon i s  an appropriate response. 

Pre-specified automatic program adjustments may be best suited to only a few 

Conditionality is  effective in linking support to reform only in certain circumstances 

2.3 1 Conditionality, in principle, provides “automatic” linkage o f  Bank action 
(disbursement under adjustment instruments, or in the case o f  covenants in investment 
loans, continuation o f  implementation o f  the loan) to borrower satisfaction o f  specified 
conditions. Policy research evidence i s  very strong in i t s  conclusion that, in practice, 
conditionalityper se has in general been ineffective in linking aid with reform.44 
Countries that do not want to reform don’t and can s t i l l  avoid any serious loss o f  
funding.45 Researchers who find conditionality ineffective in modulating aid flows trace 
this to incentives that make i t  difficult for donors to disengage when conditions are not 
met. (Box 2.3). Other factors cited are the difficulty o f  specifying clear and appropriate 
conditions with regard to reform given the uncertainties o f  meaningful pol icy reform 
processes, and the relative ease with which borrowers often can comply with the letter, 
but not the spirit o f  conditions. When countries do want to change their policies, 
conditionality may be useful in the early stages o f  reform in bolstering the position o f  
reform  supporter^^^. Researchers and practitioners alike also note, however, a tension 
between donor imposed conditionality and the development o f  country led partnerships 
and ownership o f  the reform agenda, particularly in the later stages o f  reform. 

43 W o r l d  Bank 2003a. 

44 Paul Coll ier (1 997) 

4s M. A. Thomas (2003). 

46 Deverajan, Dollar and Holmgren (2001) note that pol i t ical leaders and technocrats may  welcome 
conditionality in the early stages o f  re form as an instrument for  binding themselves to po l icy  change. They 
also note, however, that in order for conditionality t o  p lay this role, the conditions must b e  ones that the 
borrowing country truly supports. 
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Box 2.3: Conflicting Incentives Sometimes Make Conditionality Difficult to Enforce 

. . .Up to 1992, Ghana had been called the “star pupil” o f  the Bretton Woods Institutions, with an 
adjustment program that was proclaimed by the I M F  and the Wor ld  Bank as perhaps the most 
successful in A h c a  . . .. But in 1992, Ghana consummated i t s  transition to democracy and, in the 
process, the government gave in to pressures to grant enormous pay increases to c iv i l  servants 
and the military.. .As a result, the budgetary conditionality in the Wor ld  Bank’s then current 
Structural Adjustment Credit was violated, and the impending tranche release was suspended. 
Through i t s  own tranche, and through co- financing tied to it, the Wor ld  Bank found itself holding 
up as much as one eighth o f  the annual import bill o f  the country. 

One would think that holding one eighth o f  the annual import bill o f  a poor cash strapped 
economy would give enormous leverage to the Wor ld  Bank and the donors to dictate terms to the 
Ghanaians. In fact, . . . the Wor ld  Bank . . . came under pressure f rom several sources, some o f  
them quite surprising, to release the tranche with minimal attention to conditionality. 
Source: Ravi Kanbur (2000). 

2.32 
incentive and ambiguity problems with conditionality as i t  has usually been applied i s  to 
formulate conditions in terms o f  variables nearer the outcome end o f  the results chain 
rather than input or intermediate steps.47 These, properly formulated, could be less 
ambiguous (in the sense o f  being easier to determine objectively whether or not they have 
been met, not only by the Bank and the borrower, but also by the larger development 
community), and in principle they could provide more flexibility to the borrower to meet 
objectives in the best way under the  circumstance^.^^ 

2.33 
with promising early results, as shown in Box 2.4. The pi lot facilitated donor 
coordination in the context o f  Burkina Faso’s f i rs t  PRSP, and the monitoring and 
evaluation framework for the PRSP derives many elements from the test framework. The 
EU currently l i n k s  a portion o f  its support to progress as reflected in these indicators. 

One way that has been proposed to address some o f  the ownership, accountability, 

This approach was “pilot tested” by Burkina Faso and i t s  development partners49 

2.34 
suggested that the approach used to link disbursements to outcomes developed in the 
pi lot may need some refinement. The Government notes in i t s  PRSP progress reports that 
it i s  difficult to monitor and evaluate progress on the basis o f  outcome or impact 
indicators that change little on an annual basis and that are subject to factors outside the 
government’s control, and it is refining i t s  indicators in view o f  these problems. The 

Subsequent experience with the implementation o f  the Burkina Faso PRSP has 

47 Koeberle (2003). Experience with output based a id  i s  also relevant in t h i s  regard. 

48 The InterAmerican Development Bank has recently adopted an investment lending instrument - the 
“performance dnven loan” - that l inks disbursements to outcomes. This product will b e  pi loted in Costa 
Rica, at the request o f  the Government (IDB 2003). 

49 Participants included Belgium, Denmark, France, Germany, the IMF, Japan, The Netherlands, 
Switzerland, and the W o r l d  Bank, under leadership o f  the European Commission. 
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Bank’s support to the Government’s program i s  s t i l l  based primarily on implementation 
o f  agreed intermediate policy measures. 

Box 2.4: Outcomes Based Conditionality Shows Promise in a Pilot in Burkina Faso 

A pi lo t  exercise in Burkina Faso initiated by the European Commission and the Government 
demonstrated that outcomes based conditionality - conditions linked to borrower country 
development outcome objectives - could attenuate many o f  the problems o f  traditional 
conditionality. 

Shift the focus to results: Outcome indicators shift the focus o f  reforms to results, and 
change the nature o f  the government‘donor dialogue f rom negotiating specific reform 
measures to examining options to improve results. They also highlight areas where policies 
are not delivering. For example, in the pilot, despite 10 years o f  increasing sectoral budget 
allocations and donor support as well as new cost recovery schemes in the health sector, 
attendance rates at health centers had steadily decreased. 
Partnership - shared responsibilities: T h e  government pointed out that donors shared 
responsibility for poor results o f  policies they had imposed as conditions o f  past support. The 
pi lot  included few conditions on how the results were to be achieved. If the government i s  to 
be judged o n  i t s  results, it should have freedom to determine the scope and timing o f  pol icy 
changes without ‘micromanagement’ f rom donors. In areas where the government’s policy- 
making capacity requires strengthening, the donors’ responsibilities l i e  in providing advice 
should the government seek it. 
Ownership - a good start: The results-based approach enhanced ownership because there 
was increasing participation at the highest polit ical levels as the pi lot  progressed. The 
exercise changed the manner o f  thinlung within the ministries as the focus o n  results grew. 
Broad-based stakeholder involvement - still a difficult issue: The government was 
init ially reluctant to involve the c iv i l  society and make the outcome targets public. Progress 
was made, and there i s  fairly widespread dissemination o f  data and participation in 
monitoring under the PRSP process. 
Donor coordination - worth the logistical difficulties. Despite some logistical difficulties, 
donors were able to draw on each others’ sector expertise and to arrive at a common 
understanding o n  the direction and mechanisms to fo l low in the pilot. The govemment has 
particularly appreciated the jo in t  approach, because it has helped to free scarce capacity and 
ensure coherence in relations with various donors. 
Linking disbursements to outcomes: The p i lo t  identified a number o f  options calibrating 
disbursements to results as reflected in outcome indicators. 

Source: Adapted from Zongo et al. (2000) 
~~ 

2.35 
programmatic framework has also been suggested as a way to reduce the severity o f  some 
of the problems o f  traditional conditionality, and as a way to  retain some dimensions o f  
outcome based conditionality while attenuating some o f  the problems. There i s  evidence, 
reflected in rapid growth o f  the use o f  programmatic instruments, and in client surveys, 
that borrowers l ike programmatic lending. There is ,  however, l i t t le  research or evidence 
yet on the effectiveness o f  programmatic approaches, and some concern that conditions 

Conditionality based on completion o f  actions prior to disbursement within a 
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may not be as clearly linked to outcomes as they should be. OED’s recent evaluation o f  
the Bank’s assistance to Brazil” - which has made heavy use o f  programmatic lending 
over the last several years - found that programmatic lending in Brazi l  needed 
strengthening through closer linkages to real economic outcomes, quantified and time- 
bound benchmarks, and a framework for measuring results. 

2.36 These considerations raise a number o f  questions: “Why i s  traditional 
conditionality st i l l  so widely used?” “Are recent efforts to reform conditionality (e.g., 
grounding conditionality in country-owned programs, the shift to programmatic lending 
approaches that disburse on completed actions, reduction in number o f  conditions, 
provision o f  debt reduction options as an altemative to adjustment lending in highly 
indebted countries) making conditionality more effective than i t  has been”51? These 
questions deserve attention as the Bank moves forward to develop new and more flexible 
instruments and approaches to supporting pol icy reform. 

ARE PARTNERSHIP APPROACHES WORKING? 

2.37 
country priorities that have already (i.e., before Bank support) been set and validated 
through country led, inclusive political processes. This does not assure success - 
consensus is by i t s  very nature usually shifting and evolving -but i t  does link Bank 
assistance more closely to the pol icy process. While a good start has been made in this 
direction with the promotion o f  aid processes based on CDF principles, this i s  s t i l l  a work 
in process, with solid progress in some dimensions, and difficult going in some others. 

Uncertainty about ownership i s  reduced when the Bank’s support i s  aligned with 

2.38 
countries through the PRSP process. The CDF evaluation found that the strongest sense 
o f  ownership appears to have developed where a highly inclusive participatory process is 
conducted in tandem with and through the country’s normal political processes and 
institutions (Box 2.5). To foster ownership, the evaluation recommends broader 
participation where participation has been limited. Another factor noted by the evaluation 
is the need to lessen the tension between the PRSP’s roles as a process for building 
domestic consensus and ownership and the roles that i t s  plays with regard to debt rel ief 
and access to aid resources. 

Good progress has been made in the development o f  owned strategies in some 

2.39 Progress has been slower in the other dimensions o f  aid processes addressed by 
the CDF. Efforts to develop long-term holistic frameworks and to adopt a results 
orientation have been slowed by capacity constraints, continuing asymmetries in donor- 
recipient relationships, and the difficult politics o f  aid in many donor countries. 

50 Brazil CAE (2003). 

5 1  Tony Ki l l ick (2003). Data in the Bank’s conditionality data base (ALCID), however, show the average 
number o f  legally binding conditions per adjustment operation fluctuating between 24 and 34 between 
FY1998 and FY2001, and declining to 21 and 18 in FY2002 and FY2003 respectively. 
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2.40 
long-term assistance fo r  capacity building and predictable, transparent, and rel iable 
f inanc ing through budget support and/or sector p rog ram aid based on mutually agreed 
country  performance criteria. Successful implementat ion o f  CDF pr inc ip les wil l require 
both donors and recipient countries to  make  significant changes in thei r  behaviors and 
processes, changes that may b e  in conf l ic t  with the po l i t i ca l  environments o f  most  donors 
and with the incentives and development goals o f  b o t h  donors and recipient countries. 

Box 2.5: CDF Principles Foster Country Owned Strategies 

Toward Country-Led Development, the multi-stakeholder evaluation o f  the CDF, found that: 

F o r  coun t ry  owned  development f rameworks to work,  donors m u s t  p rov ide  both 

Change driven by domestic interests i s  usually more sustainable 'than change induced by 
external sources. 

The shift f rom Policy Framework Papers, designed by the IFIS, to PRSPs designed primarily 
by governments, with inputs from other domestic stakeholders, has promoted country 
ownership. 

Country ownership o f  strategy and reforms i s  more l ikely to be sustained when, consistent 
with the CDF country ownership principle, there i s  regular broad-based dialogue. Closest to 
good practice among case study countries i s  Uganda, where the Ministry o f  Finance, Planning 
and Economic Development has taken the lead owing to i t s  mandate to link the planning and 
budgeting functions. 

The mechanism the CDF uses to encourage country ownership i s  to give voice to diverse 
interest groups in a systematic manner. By itself ,  this tends to produce a lobby for increased 
spending rather than a process where tradeoffs are made within budget constraints. 
Representations o f  sectional interests will understate the priority o f  policies that produce 
diffused nationwide benefits such as trade liberalization and exchange rate reforms. 

Moreover, a participatory process can be captured by vested interests that use the opportunity 
to delay widely beneficial reforms. In such cases, the government needs to  in form and guide a 
participatory process, not simply listen. 

W h i l e  the shift f rom IF1 ownership o f  the reform process to  country ownership has been both 
considerable and beneficial, the attempt to broaden participation beyond government within 
society was perhaps insufficiently thought through. A strong reform process i s  indeed more 
l ikely to be sustained if the decisions for reform are seen as legitimate. 
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3. Country Fit: Adapting Bank Support to Country 
Conditions 

3.1 The preceding chapter showed that the Bank has been reasonably effective in the 
aggregate in supporting countries that are improving their pol icy environments. This 
chapter examines the Bank’s effectiveness in tailoring i t s  support to countries- focusing 
on the right priorities and using the right combination o f  instruments, with adequate space 
for political processes to evolve and the right knowledge for specific country contexts. It 
shows that the Bank’s performance has been mixed in this regard, hampered in some 
cases by inadequate country knowledge, in some instances by inadequate sensitivity to 
country policy-making styles, and in some instances by attempts to transplant policies 
and institutions - some o f  which “travel” more readily than others as argued in B o x  3.1 - 
without adequate analysis o f  the context5*. 

Do BANK COUNTRY STRATEGIES “FIT”? 

3.2 OED country assistance evaluations rate approximately 70 percent o f  the 
outcomes as moderately satisfactory or better. The Bank’s assistance strategies have 
generally been relevant in the large - at the broadest level o f  strategic focus and 
allocation o f  resource, the Bank has generally addressed the right issues. Where major 
issues were missed, in many cases i t  was because the Bank lacked knowledge about new 
borrowers. OED’s recent evaluation o f  the Bank’s support to Countries in Transition 
found, for example, that the Bank largely missed the poverty and governance problems in 
the E C A  Region until the later part o f  the decade53. 

3.3 
Brazi l  C A E  notes, for example, that earlier and increased Bank emphasis o n  fiscal 
measures to increase the national savings rate, financial sector reform to improve the 
efficiency o f  intermediation, and regulatory reform to improve the environment for 
investment in infrastructure could have helped Brazi l  achieve the higher investment rates 
it needed to achieve higher growth. The evaluation o f  Bank support to Economies in 
Transition54 notes that, in retrospect, i t i s  clear that the sequencing o f  reforms was often 
wrong. The Bank, along with other donors, should have tried harder to persuade 
borrowers to devote greater attention to improving the institutional framework for  
business and investment in parallel with promoting privatization. 

The record with regard to details o f  specific pol icy reforms i s  more mixed. The 

52 See, for example, paragraphs 3.3 and 3.36 - 3.41. 

53 OED 2004a. 

54 OED 2004a. 
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Box 3.1: The Uncertainties of Policy Reform Depend on the Policy Area 

Some reforms are grounded in well-established technical models, while there are multiple models 
for others. At one end o f  the spectrum o f  pol icy reforms are certain macroeconomic reforms, such 
as devaluation or interest rate adjustments, that are guided by an established analytical 
framework. They can be put into effect by a handful o f  high economic officials (with the backing 
o f  top polit ical authority), and they take effect rapidly. They require certain basic economic 
indicators, which are available in al l  but the least-sophisticated countries. Postponing action has 
high costs, affecting much o f  the population immediately and directly. 

Toward the center o f  the spectrum are reforms entailing organizational restructuring and legal 
changes, such as financial sector reforms. Broad principles o f  these reforms are fairly wel l  
established, but there i s  considerable room for debate and adjustment o f  design to specific 
country circumstances. A wider range o f  government and private sector actors must collaborate 
on the reforms and they are l ikely to take some months or years to put into effect. Such reforms 
also require considerable detailed information; mechanisms to collect and analyze that data often 
need to be created or upgraded. Postponing reforms implies direct and clear costs for some 
groups, but only indirect and/or delayed and often unrecognized costs for many others. 

At the other end o f  the spectrum are systemic reforms in education and health services and social 
protection. Multiple models are available, influenced by different national and regional histories. 
More important, there i s  only limited consensus among technical specialists regarding basic 
principles o f  reform. B o t h  ministr ies and legislatures at national, state, and local levels are usually 
involved. Despite widespread dissatisfaction with the status quo, there are n o  compelling costs to 
politicians o f  postponing action. Once launched, many social sector reforms require years to 
implement. 

Source: Adapted from Joan Nelson (2002). 

County f i t  -particularly f i t  with policy processes - matters 

3.4 Successful Bank strategies typically are well attuned to country pol icy processes 
(Box 3.2). Even when country ownership o f  reform i s  strong, a mismatch between Bank 
strategy and country policy-making styles creates tensions and can cause poor results o f  
Bank assistance. In U r ~ g u a y , ~ ’  for example, the Bank had sought prior to the 1997 CAS 
to support pol icy reform through heavily conditioned multi-tranche adjustment loans. The 
authorities were genuinely committed to reform and init ial ly shared the Bank’s 
enthusiasm for ambitious, detailed programs. It quickly became clear, however, that the 
Bank’s program was premised on a pace o f  reform more rapid than could be handled by 
the Uruguayan system, where a slow but steady pace o f  reform reflects a consensus style 
o f  policy making in a traditionally democratic society. In consequence, the pol icy 
dialogue deteriorated. 

55 Uruguay CAE (2000). 
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Box 3.2: Adapting Support to Policy Reform Styles in Tunisia 

Tunisian authorities have followed a gradualist, cautious approach to reform to ensure as broad a 
polit ical consensus as possible in sensitive areas. This has led to some delays, f rom the standpoint 
o f  the Bank, and it entails some risks, as the economy faces more competitive pressures. On the 
other hand, the gradual approach has allowed the Government to build the necessary consensus 
and has served the overall objective o f  reform well. Even when the authorities were themselves 
convinced o f  the reforms, they have chosen to continue to move prudently and deliberately to 
ensure that a l l  concerned were on board. 

In the words o f  an official: “We wait until things ripen and then we move, step-by-step. This i s  
why there has been n o  reversals or slippages in this phase. For example, after seven years o f  
partial trade liberalization and five years o f  hesitant privatization, both have now accelerated.” 
Source. Tunisia CAE (2004) 

3.5 
tranche adjustment operations that recognized pol icy achievements as and when they 
materialized. This strategy permitted the government to pursue agreed objectives at a 
pace and by the means dictated by the domestic pol icy process rather than as pre- 
specified by Bank lending operations. The C A E  finds this strategic switch to have been 
critical to the success o f  the Bank’s program. Such flexibility led to good results because 
the government assumed hll ownership o f  i t s  program. The lesson here i s  that the Bank 
and the government should agree on broad indicators o f  the effectiveness o f  development 
initiatives. But the government i t s e l f  should have greater scope to decide how best to 
achieve the agreed reform objectives. 

3.6 In Costa Rica,s6 the Bank’s phasing and design o f  i t s  program in i t s  1993 CAS 
jeopardized what had been a productive relationship. The lessons o f  experience at that 
time showed that Costa Rica has always been a slow reformer - with the pace o f  reform 
dictated by the complicated politics o f  consensus in a pluralistic, democratic political 
system. An adjustment loan taken to the Board with the 1993 CAS required the passage 
o f  legislation as a condition o f  loan effectiveness. This was a mistake. The Bank had to 
extend the effectiveness deadline six times while waiting for the required passage o f  
legislation, and ultimately had to cancel i t two years after Board approval. The pol icy 
dialogue deteriorated and affected negatively the overall lending and non-lending 
program o f  the 1993-99 period. 

Recognizing that the dialogue was bogging down, the Bank moved to single 

Goodpolicy reform results can be achieved with a variety of instrument mzkes 

3.7 Good results have been obtained with very different Bank instruments and 
thematichectoral mixes, with the mix tailored to the country situation and country 
preferences, and usually evolving over time. In China, the authorities prefer gradual and 
pragmatic reform and reject approaches based on conditionality. This preference led to 
Bank strategies for supporting reform based on “dialogue” and “example”, as described 

56 Costa Rica CAE (2000). 
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in Box 3.2, with a heavy focus o n  infrastructure. In fact, the B a n k  has made o n l y  one 
adjustment l oan  to  China, a single tranche loan  in the mid 1980s to support r u r a l  
development (Box  3.3). 

3.8 
he lp ing  Ch i l e  out o f  the mid-1980s crisis and in the economic t ransformat ion that 
fo l lowed.  The  Bank’s assistance evolved f r o m  a p rog ram based o n  heavy use o f  
adjustment lending to he lp  Ch i l e  re-establish access to international capital markets, to a 
program that inc luded investment loans fo r  infrastructure and agncul ture t o  reduce 
bottlenecks that were h inder ing economic g r o w t h  and the g r o w t h  o f  exports. With 
stability and g rowth  secured, and at Chi le ’s behest, the B a n k  emphasized social  wel fare 
and human resources development with loans fo r  education and heal th  increasing the i r  
share in B a n k  lending. 

In Chile, the B a n k  p layed  a k e y  supportive role, with lending and advice, in 

Box 3.3: Bank Support for Policy Reform in China Relies Primarily on Dialogue 
and Demonstration 

The China C A E  identi f ies four factors underlying the effectiveness o f  the Bank in supporting 
China’s policy reforms: 

Finding common ground through ESW, workshops, and other AAA activities was a key method. 
The target audience was mainly senior officials and their policy advisers, and the objective was to  
persuade them to implement top-down reforms. 

Dual-track approach o f  building t rus t  through lending while carrying the policy dialogue through 
sector work. Each project was intended to push the frontier o f  policy or institutional change, but 
the approach was gradualist and depended less on conditionality than persuasion. 

Working with willingpartners. The Bank worked with the power sector, which wanted access to  
the technology Bank lending could provide and which was receptive to pol icy suggestions. In 
contrast, the Bank withdrew from workmg in the coal sector because the Ministry was not  
interested in policy dialogue. In housing reform, the Bank worked with municipalities that were 
willing to introduce cost recovery pr ic ing and excluded areas such as Shanghai that were not. The 
Bank continued to work with Shanghai in other sectors, however, and Shanghai later introduced 
housing reforms on i t s  own. 

Experimentation and Demonstration. The Bank relied on the demonstration effect o f  successful 
project experience in introducing new technologies, management methods, or pol icy reforms to  
leverage the impact o f  project outcomes. This was largely a bottom-up process o f  diffusion by 
example, though China also uses pilots to test changes before they are rol led out nationwide 
through changes in national policy. 

One drawback o f  this pragmatic engagement strategy i s  that important issues may be omitted i f 
key actors on the government side are unwilling to engage. The dual track approach can also lead 
to overly modest project objectives, and accountability for the Bank’s performance can be 
diff icult to assess when pol icy issues are left to the uncertain timing and outcome o f  the pol icy  
dialogue track. 
Source: China CAE (2004). 
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3.9 
typ ica l ly  i n v o l v e  combinat ions o f  instruments. Ownership, B a n k  f lexibi l i ty ,  and 
responsiveness t o  adapt to country circumstances are also impor tant  factors contr ibut ing 
to  sectoral success (Box 3.4). 

As at the country  level, successful cases o f  B a n k  support for sector r e f o r m  also 

Box 3.4: Fostering Ownership of Education Reforms 

The Bank has supported successful reforms in the education sectors o f  Ghana and Uganda by 
working closely - and often compromising - with the authorities o n  the specific re form measures. 

In 1986, Ghana started to implement reforms first proposed in 1971 but shelved o n  account o f  
political opposition. The Bank supported the reforms by a combination o f  investment and 
adjustment financing. The Bank compromised on a number o f  issues. The government proposed 
an increase in the vocational element o f  the curriculum at al l  levels. Bank staff advised against 
this. In the end, the proposal was somewhat reduced, but remained substantially intact. Whi le  
subsidies to tertiary education were reduced, as recommended by the Bank, this happened with 
some delay and they were replaced with a subsidized student loan scheme. Bank staff, aware o f  
the polit ical sensitivities manifested in frequent student unrest, did not press the government for  
speedier action and did not ho ld up loan disbursements for  the technical violation o f  the condition 
relating to student subsidies. This accommodating position allowed the continuation o f  a close 
and productive relationship between Bank and government education staff. 

In Uganda, the Bank's rapid response through the Education Sector Adjustment Credit in 1998 
enabled the government to double primary school enrollments while averting a crisis in the 
education system. The Bank fostered country ownership by involv ing inter-ministerial workmg 
groups in project preparation to develop a country-owned sector strategic plan. I t s  subsequent 
support to a Sector-wide approach (SWAP) enabled the Ministry o f  Education to develop and 
take charge o f  consultative processes for ongoing policymaking, planning and budgeting in the 
sector. The Bank's role in the SWAP has been to support - rather than lead - other agencies whi le 
contributing high quality technical inputs in critical areas. This approach has supported Uganda in 
developing and agreeing on a national strategy for secondary education that accounts for a range 
of stakeholder interests and also benefits f rom strong technical analysis. 
Source: OED 2004d, OED 2004i 

Adjustment lending has provided effective support to reform in the right environment, 
but is not always associated with overall improved policy performance 

3.10 
fa i r l y  steadily since the mid 1990s as a result o f  steady increases in adjustment l end ing  
volumes alongside sharp declines in investment l end ing  volumes. Both the increase in 
adjustment lending and the decline in investment lending were concentrated in IBRD 
countries relative to IDA countries - adjustment l end ing  accounted for 5 1 percent o f  
IBRD commitments during FY99-03, almost double the FY94-98 commitments share o f  
27 percent. The  IDA share o f  adjustment commitments has remained re la t ive ly  f l a t  at 
about the 25 percent upper  limit set by the IDA replenishment agreements throughout th is  
period. 

Adjustment  lending has been account ing for a n  increasing share o f  Bank lend ing  

3.1 1 
in p o l i c y  performance as ref lected in recent p o l i c y  indicator evidence? T h e  answer i s  

I s  th is shift toward adjustment lending associated with the  observed improvement  



34 

C C N o > 9  57 . The increase in adjustment lending shares was driven primarily by 
macroeconomic crises in several large countries, in conjunction with a decline in 
investment lending. Some large crisis countries improved their policies during the period 
under review, but some did not. Several countries made fairly heavy use o f  adjustment 
lending - e.g. many o f  the poorer CIS countries during the mid 1990s - with mixed 
results with regard to policy reform but with substantial effects on indebtedness5*. 

3.12 
instruments, o f  supporting pol icy reform in the right environment. In Armenia,59 for 
example, adjustment lending accounted for almost ha l f  o f  Bank lending over the period 
FY 1999-03. This lending, however, was linked to supporting investment lending, 
pursuing an agenda that had been mapped out previously by Bank analytical work. 

Adjustment lending can be an effective means, in conjunction with other Bank 

3.13 
illustrated by Chile and China. These cases underscore the point that it i s  the match o f  the 
instrument mix to the country context, not the choice o f  instrument per se, that i s  
paramount . 

But strong reform performance can be achieved without adjustment lending, as 

New “learning-friendly ” lending instruments are yielding promising early returns 

3.14 
to increase flexibility in implementation to improve country fit. The most important o f  
these are Adaptable Program Loans (APLs), Learning and Innovation Loans (LILs), 
Programmatic Structural Adjustment Loans (PSLs), and Poverty Reduction Support 
Credits (PRSCs). 

The Bank introduced several new instruments in the late 1990s that were intended 

3.15 
relatively rapidly, accounting for 16 percent o f  IDA and 17 percent o f  IBRD 
commitments over the period FY99-03. Increased APL and PRSC usage accounted for 
most o f  the new instrument growth among IDA borrowers, while PSLs and A P L s  
accounted for the largest shares o f  new instrument growth among IBRD and blend 
borrowers. 

Utilization o f  these instruments, particularly APLs, PSLs, and PRSCs, has grown 

3.16 
early ratings are very promising. Eighty-one percent o f  rated projects are rated as 
satisfactory, 65 percent are rated as having a substantial institutional development impact, 
and sustainability i s  rated as likely in 86 percent the cases. These ratings compare 
favorably with those for other recent exits, but the numbers are small and none has yet 

Forty one o f  these operations have closed and been evaluated by OED.60 The 

j7 There i s  no  significant statistical difference between the shares o f  lending accounted for by adjustment 
between the pol icy improvers and the pol icy  deterioraters shown in Figures 1.3 and 2.2. 

58 See also B o x  3.6. 

j9 Armenia CAE (2004). 

6o As o f  December 31, 2003, the cutoff date for evaluations reflected in this report. Source: Business 
Warehouse. 
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been subjected to  the more thorough evaluation entailed in the preparation o f  a Project 
Performance Assessment Report. 

Timely, well-focused country ES W contributes to better development assistance 
outcome and reduces risk 

3.17 The Bank’s strategy stresses the importance o f  country and sector knowledge to  
reduce uncertainty and r i sks  in the processes o f  country strategy design, dialogue and 
design o f  operations. (Box 3.5). Evaluation evidence corroborates the k e y  strategic ro le  
o f  E S W  in shaping the Bank’s country assistance strategies and ro le  in the po l i cy  
dialogue. A l though evaluations o f  the Bank’s use o f  E S W  have been m i x e d  overall, in 
countries where outcomes o f  Bank  assistance were evaluated as satisfactory, high quality, 
relevant, t imely  ESW frequently made a substantial contribution. Where outcomes were 
no t  satisfactory, deficiencies o f  ESW in one or more o f  these dimensions are frequently 
cited as a contributing factor. Out o f  34 countries,61 ESW had a satisfactory impact o n  15 
o f  the 23 countries where country outcomes were rated as satisfactory. Out o f  11 
countries where outcomes o f  Bank  assistance were rated as unsatisfactory, E S W  was 
found to  have had a satisfactory impact o n  the country dialogue in on ly  4 cases. Figure 
3.1 illustrates this contrast as captured in 6 recent CAEs. 

Box 3.5: Specific Count ry  Knowledge I s  Necessary for  Project  Success 

The OED Review of Social Development in Bank Activities (2004) finds that awareness o f  the 
socio-political realities in borrowing countries i s  crucial to effective social development 
assistance, and a lack o f  specific country knowledge hindered project success. For instance, most 
o f  the projects in the Water Resources portfolio involve analyses o f  technical institutions, 
systems, and local government institutions, but fail to analyze social and informal private 
institutions-an oversight that, in the case o f  watersheds and river basins, can result in the 
dominance o f  some power groups in key decisions. Many task managers lack important country 
knowledge o f  the warning s igns that a project i s  doing things that put cultural heritage at risk. 
Similarly, a lack o f  understanding o f  NGOs/CBOs and their relations with borrowers hindered 
project success and it recommended that the Bank “improve significantly,” in specific country 
contexts. The evaluation recommends that the Bank become more knowledgeable in country 
issues by conducting inventories, performing local institutional analyses, and developing good 
practices, among other things, in order to avoid blunders and improve performance. 
Source: OED 2004b. 

3.18 
example, traces the debt problem that emerged in Zimbabwe in the mid 1990s in part t o  
faulty sequencing o f  reforms under the country’s Economic Structural Adjustment 
Program, which the Bank supported with two SACS. Tax rates were reduced and interest 
rates were deregulated before expenditures were reduced. The effect was an immediate 
increase in govemment interest payments equivalent t o  5 percent o f  GDP, forc ing the 
govemment to  borrow more, and leading to  the rap id accumulation o f  additional debt. 

ESW can also help to  ident i fy  avoidable risks. The Zimbabwe CAE (2003), for  

61 ARDE 2001, Table 4.2. 
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The C A E  finds that, had the Bank’s analytical work been adequate at the time these 
reforms were being planned, the r isks in this sequencing could have been foreseen and 
the problem could largely have been avoided. 

3.19 The Zimbabwe case dramatizes the r isks that inadequate information can lead to 
costly errors. Analyses o f  the relationship between ESW and performance o f  Bank 
operations confirm the importance o f  an adequate information base to successful project 
designs. Research carried out at the Bank indicates that i t s  ESW has had a significant 
positive impact on various measures o f  quality o f  World Bank projects.62 

3.20 
Poverty Assessment, a Country Economic Memorandum or Development Policy Review, 
a Public Expenditure Review, a Country Financial Accountability Assessment, and a 
Country Procurement Assessment Report, or their functional equivalents, that i s  not more 
than five years old. In the case o f  IDA, the Bank undertook to meet this requirement by 
the end o f  FY2004. As o f  the end o f  FY2003, o f  the 87 active borrowers, a l l  five 
diagnostics had been completed for 19 countries, and four had been completed for an 
additional 28 countries.63 

In 2002, Bank Management undertook to require that al l  active countries have a 

3.21 Spending on and production o f  ESW outputs - al l  products -have increased 
sharply over the last several years. Spending on ESW products (on a direct cost basis) has 
doubled since FY 1998, up from $40 mi l l ion in that year to about $80 mi l l ion in FY2003. 
ESW product outputs delivered increased by about 80 percent, with a doubling o f  
deliveries o f  Core Diagnostic reports, a 50 percent increase in Country Advisory Reports, 
and a ten-fold increase in Policy Notedother Products.64 ESW has become increasingly 
participatory. Quality has improved across the board (QAG rated 94 percent o f  the 
FY2002 cohort - the most recent cohort evaluated - as satisfactory or better). The gap 
between quality on IBRD and IDA countries and new diagnostics o f  procurement and 
financial management and other ESW products found in earlier Q A G  reviews has been 
eliminated. QAG also assessed likely impact o f  FY02 products in terms o f  their stated 
objectives and found that 90 percent were satisfactory or better with regard to the 
likelihood o f  achieving their intended impact. Participatory products are rated particularly 
highly for quality and likely impact. 

62 Klaus Deininger et al. (1998). 

63 Active countries include those in which the Bank has an ongoing pol icy  dialogue and substantial lending 
program. Inactive countries include conflict affected and inactive borrowers. Individual Organization o f  
Eastern Caribbean States countries, in v iew o f  their small size, were also exempted f r o m  the requirement to  
have a l l  f ive diagnostic reports. 

64 Most  o f  the increase in the Pol icy  Notedother  Products category reflects the recent recognition o f  
additional ESW output types (e.g., workshopsiconferences and country dialogueiconsultations) as product 
deliveries. In FYI998 and previously, the outputs were generally coded as process tasks in the Bank’s 
management information system. 
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Figure 3.1: High Quality, Timely ESW Contributes to the Bank’s Impact on Policy 
Reform 

Satisfactory Outcomes 
Armenia. The Bank, in collaboration with the Fund, 
provided advice and technical assistance in 
macroeconomic management-a very successful 
aspect of the country’s performance. The Bank 
highlighted for the government the linkages between 
the large deficits in the enterprise and energy 
sectors and the country’s fiscal and quasi-fiscal 
deficits. Officials recall the relevance of informal 
analytical and technical support provided in the 
areas of macroeconomics, treasury functions, aid 
coordination, and the energy sector. 
Brazil. Government officials state that the Bank is 
the multilateral institution that the Government most 
resorts to for technical advice. They say that the 
Bank can play an important “pedagogical” role, 
informing Brazilian society about long-term structural 
issues, their potential solutions, and the trade-offs 
involved. To play this role effectively, however, the 
Bank must make a greater effort to disseminate its 
work among the several potential audiences and to 
the population at large. 
China. Macroeconomic advice in the early to mid- 
1990s and more recent work on pension reform were 
repeatedly cited in interviews as examples of highly 
relevant and effective work. Other areas cited of 
important Bank contributions to debate and policy 
change in the past decade included VAT reform, 
WTO entry, public utility reform, environmental 
policy, and preparation of the most recent Five Year 
Plan. 

. .. _. . .. . _. - -. .. ..... . - .. - . .. ... . .. 

__ _ _ _ ~ _ _  

Unsatisfactory Outcomes 
Croatia. Important components of the proposed 
ESW program could not be implemented through 
the 1990’s because of a lack of government 
agreement, and the impact of the work which was 
completed was low. Although much of this program 
was of high quality, some components such as the 
Fiscal Sustainability Study were not useful. From 
2000 on, both the overall quality and impact of the 
program was satisfactory. 

Zambia. Overall, the Bank’s analytic work in the 
second half of the 1990s is judged moderately 
satisfactory, reflecting substantial relevance, but 
only modest efficacy. The findings of analytic work in 
the mid-1990s were not fully incorporated in Bank 
strategy, nor were they sufficiently disseminated and 
discussed in order to shape public and international 
opinion and influence the government’s policies. 
Thereafter, no formal analytical work was finalized in 
the FY 1997-01 period. 
Zimbabwe. Substantive analytical work on some 
key issues either was not undertaken or was not 
timely. The public expenditure review (PER) in end- 
1995 came too late to highlight sequencing issues in 
the government’s fiscal program or to inform the 
design of the SACS. No substantive analytical work 
on poverty has been completed, and land reform 
was addressed only sporadically and not treated as 
a priority area until late in 1998. 

- -- __ ___ -. . __ 

3.22 
demand i s  also an important factor. The recent OED evaluation o f  private sector 
development in power found that the Bank’s ESW/AAA facilitated the reform process 
but that i t s  contribution at the country level vaned widely. Country case studies suggest 
that substantial ESW/AAA alone does not necessarily lead to better sector outcomes. 
Rather, i t  was a combination o f  “just-in-time” advice, leveraged by commitment f rom 
government and support from a broad spectrum o f  c iv i l  society that facilitated PSDE 
reforms. Another review o f  C A E  evidence o n  ESW quality found that the prospects for 
satisfactory impact on the country dialogue were less in low-income counties and in 
countries with relatively l ow  CPIAs - raising some question about the impact o f  ESW in 
LICUS environments. 

Evaluation evidence also shows, however, that ESW i s  not a panacea. Client 

3.23 
according to C A E S , ~ ~  QAG reviews,66 and OED’s recent knowledge e v a l ~ a t i o n . ~ ~  Clients 

Still, the potential o f  the Bank’s investment in ESW could be better realized, 

E.g., Russia CAE (2002), Transition (2004), Moldova CAE (2004). 

QAG, Quality o f  Economic Analysis FY02. 
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surveyed for the knowledge evaluation said that dissemination o f  the Bank’s knowledge 
at the country level needs improvement. Beyond central government personnel and a 
narrow circle o f  other well-informed persons, the reach o f  Bank knowledge i s  said to be 
limited. Two contributing factors that clients cited frequently are that Bank information i s  
easily accessible only by computer, and i s  not available in local languages. Clients 
indicate that there i s  also a “government bias” in disseminating information. 

3.24 Looking ahead, according to recent CAEs the Bank’s ESW r isks losing relevance 
for some clients. In China, for example, there i s  a widespread view that the Bank’s AAA, 
which was uniformly valued in the 1980s, in some instances declined in relevance and 
quality during the 1990s. Chinese officials and researchers fel t  the Bank was slow to 
recognize and take advantage o f  the growing knowledge and sophistication o f  Chinese 
counterparts in some areas. The Bank continued to provide generic advice68-a textbook 
approach-rather than discussing pol icy options relevant to China’s needs. As one 
researcher put it, the Bank’s glossy reports were thorough and competent, but “Where i s  
the value added?”. There was also a feeling that the Bank made too l i t t le  use o f  Chinese 
 collaborator^.^^ 
3.25 
to have substantial developmental impact in Mexico through i t s  advice and technical 
assistance. This prognosis reflects several factors: the deepening o f  the human capital 
available to the government and the gradual strengthening o f  central government 
institutions; the decentralization o f  many responsibilities to state and municipal 
governments, with which Bank staff engage less frequently; the emergence o f  alternative 
domestic and intemational sources o f  good analysis about the Mexican economy and 
pol icy alternatives; and also perhaps the nature o f  remaining reforms, which often require 
deep and complex changes in institutional behaviors for which the Bank’s expertise may 
be less relevant. 

The Mexico C A E  notes that i t wi l l  become increasingly challenging for the Bank 

Country debt sustainability analysis has been a problem 

3.26 
macroeconomic framework (Box 3.6). OED’s recent HIPC evaluation7’ found systematic 
over-optimism in the debt sustainability analysis underpinning HIPC programs, and 
questioned whether programs would meet debt sustainability objectives. IMF-IEO’s 

A fundamental dimension o f  “good country fit” i s  a sustainable medium term 

67 OED 2003h. 

This observation i s  not  unique to  Chma (see report by OED o n  knowledge services, OED 2003h). 

69 The Bank’s ESW has mult iple purposes, as we l l  as other audiences than Chinese officials and 
researchers, o f  course. ESW informs the Board, other donors, and the broader development community o f  
the Bank’s assessment o f  developments in China, and i t  provides the analytical underpinning for Bank 
strategy and lending. 

’ O  OED 2003a. 
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evaluation o f  f isca l  adjustment in IMF programs found debt sustainabil ity was n o t  b e i n g  
analyzed adequately in cal ibrat ing f iscal  adjustment in IMF funded programs.71 

Box 3.6: Inadequate Debt Sustainability Analysis Can Contribute to Excessive 
Accumulation o f  Debt 

As a result o f  a special arrangement with the Russian Federation that cancelled their debts, the 
low-income CIS countries - Armenia, Azerbaijan, Georgia, Kyrgyz Republic, Moldova, 
Tajilustan, and Uzbelustan - started the transition f rom plan to market with n o  debt in 1992. Over 
the balance o f  the 1990s, al l  but Azerbaijan rapidly accumulated external debt. By 2000, 
excluding Azerbaijan, the net present value o f  debt to exports ranged between 100 and 250 
percent o f  GDP, and between 500 and 700 percent o f  government revenues. All but Azerbaijan 
and Uzbelustan received substantial volumes o f  policy based lending support f rom the Bank and 
the Fund. In fact, debt to the Bank and the IMF accounts for a larger share o f  these countries’ 
debt than it does for HIPC countries. 

This rapid accumulation o f  debt was caused by several factors, including “bad luck” and lagging 
policy reform. However, research also indicates that inadequate analysis o f  the sensitivity o f  the 
macroeconomic frameworks underpinning these countries’ programs to uncertainties about in i t ia l  
levels o f  GDP, growth, the rate o f  policy implementation, and the supply response to pol icy 
reforms played a key role in the debt buildup problem. 
Source: Helbling, Mody and Sahay (2003). 

3.27 OED’s evaluat ion o f  the HIPC. in i t ia t ive found the Bank’s treatment o f  debt 
sustainabil ity analysis (DSA) want ing in a number  o f  respects. W h i l e  conceding the 
appropriateness o f  a l l ow ing  for some effect  o f  r e f o r m  on growth, the evaluat ion found 
that (a) growth assumptions in HIPC DSAs were opt imis t ic  (more than t w i c e  h is tor ica l  
averages); and (b) that the Init iative, as implemented, was n o t  underpinned by credible 
country strategies consistent with these assumed levels o f  growth.  In particular, w h i l e  
emphasiz ing macroeconomic stabi l i ty  and h u m a n  capi ta l  development, other factors 
important for g r o w t h  - e.g., the investment c l imate and infrastructure - have  received 
l i t t l e  at tent ion in mos t  HIPC countries. T h e  evaluat ion also f lagged inadequacies in DSA 
r i s k  analysis - Le., examinat ion o f  the sensi t iv i ty o f  projected results to deviations from 
baseline assumptions - par t icu lar ly  the inadequate treatment o f  export  vo la t i l i ty .  Finally, 
w h i l e  recommending increased focus on ini t iat ives to attract fore ign investment, the 
evaluation no ted  that growth will probably also requi re some element o f  addi t ional  
borrowing, and that debt and debt sustainabil ity would therefore need t o  b e  mon i to red  
closely. 

3.28 
1988 f o u n d  that IDA h a d  substantially increased i t s  portfolio exposure, sh i f t i ng  from 
be ing  one  o f  the smaller extemal  creditors to the p r inc ipa l  o f f i c i a l  extemal  creditor. T h e  
consequence was a m a j o r  increase in IDA’S exposure, a phenomenon w h i c h  was not 

A recent OED evaluat ion o f  the Bank’s p o l i c y  lending activit ies in Guinea72 since 

71 IEO 2003. 

72 OED 2003d. 
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adequately assessed and communicated to IDA Management and the Board in a timely 
manner. Despite i t s  rising exposure as an official extemal creditor, IDA did not give 
sufficient consideration to the likely sustainable extemal debt burden for the country. I t  
also did not discuss the implications o f  sending to the Board relatively large lending 
operations that were increasing the debt burden. IDA did not identify or formulate the 
“trigger” for an “exit” or the orderly reduction in i t s  risk exposure. This culminated in the 
country requiring access to HIPC debt relief. 

3.29 
mounting debt levels in many developing countries. The quality o f  countries’ Fiscal 
Policies has improved much less, as reflected in an increase in the average rating o f  this 
area o f  the CPIA o f  about 1/5 o f  the overall average increase. The average level o f  the 
Fiscal Policy CPIA rating i s  among the lowest. The quality o f  Debt Management actually 
deteriorated -the only CPIA component to register an absolute decrease relative to 1999 
levels - although i t s  level remains relatively high.73 This i s  true for both H P C  and IBRD 
countries. Outcome data reflect a general deterioration in the debt positions o f  developing 
countries. The IMF’s 2003 World Economic Outlook notes that public debt in emerging 
market economies has r isen sharply since the mid- 1990s to about 70 percent o f  GDP, 
more than reversing the decline that took place in the f i rs t  ha l f  o f  the 1990s. 

These shortcomings may be reflected in weak policy indicators and rapidly 

THE EFFECTIVENESS OF BANK SUPPORT I N  ADVANCING CORPORATE ADVOCACY 
PRIORITIES HAS BEEN MIXED 

3.30 
design o f  Bank assistance, the Bank has also identified a few areas - “corporate advocacy 
priorities” -where performance has been weak and which the Bank believes to be 
“under-represented” in many countries’ development agendas. Three o f  these are rated 
and were among the lowest rated dimensions o f  the CPIA in 1999 ( Gender, 
Environment, and Governance see Figure 1.4). 

While emphasizing the importance o f  country priorities and country fit in the 

3.31 
Two OED  evaluation^^^ found that the Bank had not acted as forcefully as i t  might in 
mainstreaming gender. The 2002 evaluation hr ther  found that while Bank assistance 
addressed women‘dgender issues in some countries in the human development sectors, 
particularly in countries where there i s  gender disparity in education enrollments, i t  did 
not address the problems o f  increasing the economic participation o f  women or o f  
strengthening the institutional framework for gender issues. These evaluations thus 
concluded that Bank carry-through on both the letter and spirit o f  the Bank’s Gender 
policy, and also the gender results achieved, were at best mixed. 

Recent evaluations o f  the Bank’s efforts to mainstream these priorities are mixed. 

73 The Fiscal Pol icy component o f  the CPIA assesses the size o f  the fiscal balance and the composition o f  
government revenue and spending to  determine their compatibil i ty with adequate provision o f  publ ic 
services for economic growth, favorable macroeconomic outcomes, and a sustainable path o f  publ ic debt. 
The Debt Management component assesses whether the country can manage its public debt, extemal and 
domestic, and service i t  n o w  and sustainably in to  the future. See Annex A. 

74 OED 2001a. OED 2002f. 
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3.32 
similarly critical o f  the Bank’s efforts. I t  noted that environmental sustainability was not 
adequately integrated into the Bank’s core objectives and country assistance strategies, 
that the linkages between macroeconomic policy, poverty alleviation, and environmental 
sustainability were not explicitly forged, and that the institution’s environmental efforts 
had not been consistent nor had they been held to uniform quality standards. The 
evaluation traced these shortcomings to fundamental differences o f  views among member 
countries about the Bank’s role, and to a lack o f  consistent management commitment to 
environmental issues. 

The 2002 evaluation o f  the Bank’s efforts to mainstream e n ~ i r o n m e n t ~ ~  was 

3.33 The OED evaluation o f  anti-corruption initiatives76 concluded that the Bank had 
rapidly integrated corruption concerns into operational activities and internal processes, 
and that understanding o f  the causes and dynamics o f  corruption in different country 
settings has improved. The Bank’s activities had addressed key factors affecting 
corruption, including state intervention, ru le  o f  law, greater transparency in public sector 
operations, and capacity building aimed at good government and a competent c iv i l  
service. By encouraging open debate, carrying out pol icy research, and disseminating 
good practice to member countries and international organizations, the Bank had helped 
to raise the profile o f  governance issues on the development agenda. At the country 
program level, the evaluation found that the Bank had supported highly relevant anti- 
corruption activities on the ground, but that only modest success had been achieved so 
far. There was a gap between relevance and efficacy because the Bank’s entry into this 
area i s  relatively recent, the task i s  complex, and the challenge i s  daunting. 

3.34 
Bank engagement in the area, noting that corruption i s  grounded in political contexts and 
social fragmentation over which the Bank has limited influence. Therefore, greater 
reliance in the fbture on development partners may be warranted provided, o f  course, that 
borrowers are receptive. 

The anti-comption evaluation was cautious about the prospects for effective 

3.35 Notwithstanding the Bank’s mixed performance in these areas, developing 
countries appear to have made progress on each since 1999. Gender has posted the largest 
increase in average o f  the 20 CPIA component indicators and now averages 3.7, the 
highest among social components o f  the CPIA. Transparency, Accountability and 
Corruption in the Public Sector registered the 4‘h largest, and Environment ranked 6th. 
The contribution o f  the Bank’s operational support to these positive developments, with 
the possible exception o f  anti-corruption, has probably been modest. The Bank’s 
advocacy per se may, however, have contributed to raising the profile o f  these issues, and 
thereby contributed to the progress that has occurred. 

75 OED 2002e. 

OED 2003f. 
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Best practice, goodfit, or fad? 

3.36 
development knowledge gained through the Bank’s research and worldwide operations in 
order to incorporate global state o f  the art knowledge in i t s  services. To this end, 
Networks are supposed to cull, on an ongoing basis, from the Bank’s experience 
concerning effective processes and designs for different contexts. These are disseminated 
in various ways, include Sector Strategy Papers,77 internal and external websites, and 
various knowledge management and learning activities. 

The Bank’s creation o f  networks in 1996 was intended, inter alia, to harness the 

3.37 
no routine practices for validating lessons learned and promising practices. Only a third 
o f  15 network and Regional units recently surveyed for OED’s Knowledge evaluation7’ 
reported having such practices in place. And only one o f  these units reported having a 
process for regularly eliminating outdated lessons or good practice cases; four units 
report that their materials have no time limits. This undercuts the ability o f  Network 
knowledge activities, including those o f  thematic groups, to serve as reliable sources o f  
community knowledge, and poses a risk that the Bank wil l  advocate, or be perceived to 
be advocating practices that may not turn out to be “best” or even “good” - at least in al l  
cases. (Box 3.7). 

The potential gains from this initiative have not yet been h l l y  realized. There are 

3.38 
been difficult, and where developed country policies (perhaps driven in part by new 
technology, as i s  the case in many infrastructure sectors) are evolving rapidly. They are 
also present in “frontier” areas in development thinking, such as governance and 
empowerment. 

These r i sks  appear to have been most pronounced in areas where the going has 

3.39 The Bank’s experience in supporting private sector development in power 
illustrates well some o f  the r isks involved. The Bank’s init ial  strategy called for a 
sequenced process o f  commercialization and corporatization o f  state-owned power 
companies, and then privatization, as a means to introduce competition and innovation. 
This orderly sequence o f  steps from public to private -which was based on experience in 
Chile, England, and Wales - proved unworkable in many developing country contexts. 
Commercialization turned out to be incompatible with political and social considerations, 
to which many governments gave higher priori ty than commercial success. 

77 Although i t  was envisaged that SSPs would contain such operational guidance, few in fact do. 

78 OED 2003h. 
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Box 3.7: New Paradigms - Private Sector Participation in Water and Sanitation 

Govemment-provided water and sanitation services proved a natural outlet for Wor ld  Bank 
lending to the sector, which began in the late 1960s and expanded rapidly in the 1970s. The 
Bank’s statutory requirement o f  sovereign guarantees was easily satisfied as long as service 
providers were government agencies. 

Lending to state providers, however, delivered poor development results and became increasingly 
diff icult in the 1980s as a result o f  the debt crisis. At the same time, the private sector alternative 
for provision o f  water and sanitation gained prominence following the privatization o f  these 
services in England and Wales under the Thatcher government. What had until then been a 
phenomenon limited to France and Spain became a model that was suddenly thought to be worth 
considering everywhere. 

Based on these developments, the Bank and others quickly adopted “private sector participation” 
(PSP) approaches to the sector as the preferred solution to the problems faced in developing 
countries in the sector. I t  took a number o f  PSP contracts that did not live up to  expectations to 
correct for this inappropriate use o f  excessive faith in the private sector as operator. 

As a consequence o f  these disappointments, governments, international lending agencies and 
among them the Bank, and the private sector have acquired a more nuanced view o f  PSP. I t  i s  not  
a panacea to deep-seated problems and cannot be expected to substitute for decisions - 
particularly about tariffs and service standards - that only governments have the power and 
obligation to make. PSP i s  better likened to a sharp tool. A capable govemment can use i t to great 
advantage to improve the water supply and sanitation situation, but an inept government can 
make matters worse through an injudicious use o f  PSP without providing clear quality and price 
regulation and lending strong and sustained support to PSP. 
Source: OED 2003b. 

3.40 
wel l  as private participation through management contracts) as a means for achieving 
commercialization. This model reflected rapid developments in power pol icy in the 
developed world that were reducing the role o f  regulation and increasing the role o f  
competition. The Bank’s privatization model - at least as it was widely perceived - began 
to advocate privatization strategies based on new developed country models that 
unbundled production, transmission, and distribution, and introduced private sector 
competition where possible. 

The Bank’s response was to rely increasingly in i t s  operations on privatization (as 

3.41 This strategy was effective in some contexts. In others, i t  was clearly a bad fit 
(Box 3.8), and may in some cases have retarded the development o f  the sector. OEDs 
evaluation concludes that despite widespread adoption o f  the many variants o f  this 
concept in a wide range o f  industrial and developing countries, i t remains a work in 
progress. 
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Box 3.8: Good Idea, Bad Fit 

The Bank has done a good job in aggregating knowledge, but has been less successful 
in fostering adaptation to country contexts 

3.42 The explosion o f  development knowledge that has resulted from the Bank’s and 
others efforts increases both the opportunity to accelerate development through use o f  
this knowledge, and the risk o f  making a mistake. I t  i s  often difficult to reach definitive 
judgments on what works, what doesn’t when where and why. In the PSDE area, for 
example, the OED evaluation notes that the continually evolving practices in PSDE make 
difficult the establishment o f  convincing theories about the optimal sequencing o f  
reforms, and that the catalogue o f  things to avoid continues to expand. 

3.43 
“best practice” in development. But there may be an inherent conflict between the 
achievement of this objective and the Bank’s efforts to improve the country-fit o f  i t s  
services. In a survey conducted for ”Sharing Knowledge: Innovations and Remaining 
Challenges”, 121 knowledgeable persons in five client countries rated highly the 
technical soundness o f  the Bank’s knowledge activities, but were less positive on i t s  
applicability in individual country circumstances. The majority o f  respondents from al l  
countries, professions, and sectors agreed that the information provided by the World 
Bank i s  o f  unquestionably high quality-as long as quality i s  defined strictly in terms o f  
technical soundness and sophistication. 

As noted above, the Bank’s networks are expected to synthesize and communicate 
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3.44 
focused in the analyses and "best practices" that i t  presents, with little or no attention to 
alternative perspectives or to individual country circumstances. Many respondents 
expressed frustration about the Bank's insistence that i t s  models and solutions represent 
the only viable approach to solving economic and social problems in their country. 
Several said that the Bank's insistence that i t s  approach i s  the only correct approach 
generates mistrust and suspicion o f  the Bank and substantially decreases receptivity to 
Bank information overall. Most respondents suggest that increased use o f  local expertise 
as well as more local involvement in generating knowledge would improve the alignment 
o f  Bank knowledge with country circumstances. 

But the majority o f  respondents also complained that the Bank i s  too narrowly 
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4. Conclusions 

THE BANK HAS BEEN REASONABLY GOOD AT ALIGNING ITS SUPPORT WITH 
COUNTRIES THAT ARE IMPROVING THEIR POLICIES 

4.1 
environments. And evaluation evidence suggests that the Bank’s support has in many 
cases contributed to these reforms. 

Recent Bank support has generally been associated with improving pol icy 

4.2 The environment for pol icy reform may have been unusually favorable over the 
last several years. There were a large number o f  countries in transition, some on the path 
to EU accession, and a large number o f  countries emerging from conflict or other crisis. 
This presented an environment that was favorable for change - particularly given the l ow  
starting points o f  many o f  these countries. The Bank recognized these opportunities and, 
in many cases, provided effective development assistance. 

4.3 Bank support for pol icy reform was less successful in countries where there was 
no favorable trend to reinforce. Triggers and conditionality helped keep support aligned 
with reform performance where the environment for reform was stable - whether 
favorable or unfavorable. These tools have been less effective when the environment for 
reform, after showing some promise, had begun to deteriorate. 

4.4 
environments, limited lending i s  appropriate before the Bank knows that reform i s  
underway. Country assistance programs in such countries initially could emphasize 
analytical work, dialogue and technical assistance, and modulate lending very carefully. 
Premature lending may not only lack development impact, but i t  can also weaken the 
linkage to policies conducive to productive use o f  resources and access to development 
finance. In non-crisishon-emergency situations, adjustment lending should be provided 
only after a solid track record o f  reform implementation has been established. 

The overall lesson that emerges i s  not new: in countries with poor pol icy 

THE BANK’S RECORD I N  CUSTOMIZING ITS SUPPORT FOR REFORM T O  CLIENT NEEDS 
I s  MIXED 

4.5 The Bank has followed diverse approaches across countries, and over time within 
countries. OED ratings o f  outcomes o f  Bank assistance suggest that the Bank’s strategies 
have been broadly appropriate in context. But there i s  room for improvement in 
customization to country conditions. Where mismatches have occurred, there has been a 
substantial risk o f  failure even when there was an otherwise favorable ownership 
environment for Bank support. 

4.6 
and instrument mixes depending upon the country context. Adjustment lending has 
played an important role in many o f  the countries that have undertaken reforms over the 
last few years, but i t s  effectiveness i s  mainly attributable to underlying circumstances in 
the countries that favored reform. The new instruments created by the Bank to provide 

Policy reform has been supported effectively through a wide range o f  instruments 
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more f lexibi l i ty to learn and modify operations in implementation are also showing 
positive returns in early evaluation results. 

4.7 Corporate advocacy activities have been less effective in fostering change they 
have not been customized enough to generate good uptake at the country level. While 
early uptake has been good with regard to the Bank’s efforts to mainstream Anti- 
corruption work, earlier efforts were not satisfactory with regard to Gender and 
Environment. Sector strategies for Gender and Environment issued subsequently to the 
OED evaluations addressed the implementation weaknesses found in the evaluations. 
Given the potential tensions between corporate and country driven priorities, however, 
effectiveness in promoting uptake o f  corporate priorities should be kept under continuing 
review. 

“Best practice”: risky and sometimes inappropriate 

4.8 
ESW has frequently been found to be deficient in countries where outcomes o f  Bank 
assistance are not satisfactory, and an important contributing factor in successful outcome 
cases. The Bank should, in non-crisishon-emergency situations, not engage in lending 
before ESW has established an adequate base o f  country and sector knowledge. The 
evidence also suggests that there i s  considerable unexploited potential in ESW through 
better adaptation to specific country contexts and dissemination, especially to clients that 
have access to strong analytical capacity. The Bank should ensure that adequate resources 
and managerial attention are devoted to realizing this potential. 

Economic and sector work i s  a critical element in a successful instrument mix. 

4.9 
Bank has not been effective in bringing i t s  knowledge to bear on specific country 
contexts. The potential embodied in this knowledge has not yet been harnessed in sector 
strategies that are operationally useful at the country program level. The Sector Boards 
have not exercised adequate oversight over the process by which promising new 
developments somewhere in the world become transformed into “best practices”. The 
risk o f  inappropriate dissemination i s  potentially serious in areas where thinking on 
pol icy i s  evolving very rapidly. Networks and Regions should strengthen their respective 
procedures in the capture, validation, and application o f  lessons learned and good 
practices. 

Looking beyond ESW to the Bank’s knowledge resources more generally, the 

Debt sustainability analysis needs upgrading 

4.10 The Bank has, in some countries, provided support in the context o f  
macroeconomic frameworks that were not sufficiently robust with regard to r i s k  - 
contributing to the emergence o f  unsustainable debt. The debt sustainability analysis 
(DSA) that has been routinely carried out in the context o f  the design o f  Bank programs 
has not always adequately considered the sensitivity o f  debt accumulation to key 
uncertain parameters. The Bank’s DSA needs to be upgraded through better ex ante 
analysis involving more critical examination o f  the realism o f  assumptions, and 
examination o f  the sensitivity o f  the analysis to key assumptions. In addition, the Bank’s 
monitoring indicators and CAS triggers should call for reconsideration and recalibration 
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o f  the Bank’s assistance as necessary to ensure progress toward and/or maintenance o f  
debt sustainability. Caution i s  indicated in expanding lending volumes until the Bank’s 
debt sustainability analysis has been strengthened. 

IMPLICATIONS FOR THE FUTURE 

4.1 1 Maintaining the positive trends o f  the last few years wi l l  require deepening o f  
reforms. Development research indicates that while many countries have been able to 
achieve some degree o f  reform and modest growth in episodes, only a few - those able to 
sustain and deepen the development o f  supporting policies and institutions - have been 
able to achieve the long periods o f  sustained growth to reduce poverty substantially and 
~ u s t a i n a b l y . ~ ~  

Tensions between support ofpolicy reform and CDFprinciples 

4.12 The instruments and processes that the Bank currently uses to link its support to 
pol icy reform, however, are in some tension with i t s  efforts to promote country-led 
partnership approaches to development. There is a tension - identified in OED’s recent 
CDF evaluation - created by the PRSP’s multiple roles as a process for promoting 
country leadership o f  the reform and agenda, a condition o f  debt reduction under HIPC, 
and as a basis for access to Bank and Fund finance. There are potential tensions - 
suggested by pol icy research on conditionality - between CAS triggers and adjustment 
lending conditionality, to the extent these derive from objectives that are not country- 
owned, and the development o f  country ownership o f  the development agenda. And there 
are potential tensions between the use o f  pol icy indicators like the CPIA - which are 
based implici t ly on the premise that their underlying criteria reflect good policies at a l l  
times and places - and the findings o f  evaluation and pol icy research, which conclude 
that good policies have context specific elements.80 

4.13 
alignment o f  Bank CASs and operational conditionality with PRSPs (e.g., through 
medium term programmatic lending support). It i s  also working to strengthen the country 
focus o f  i t s  support through differentiation o f  strategies by country characteristics (e.g., 
differentiation between LICUS countries and strongly performing Middle Income 
Countries), decentralization, and increasing reliance on borrowing country participation 
in conducting analytical work. It applies the CPIA flexibly in decision-making. There i s  
as yet not enough experience, however, to determine whether these efforts are paying o f f  
in terms o f  improved development effectiveness. 

The Bank i s  endeavoring to address these tensions and tradeoffs through better 

, 

’’ Dani  Rodrik (2003). 

Howard N. White (2001). 

*’ Dani  Rodrik (2002). 



49 

Strengthening the link between Bank support for reform and development results 

4.14 The Bank has a number o f  mechanisms designed to  link its support to the 
achievement o f  results. These include new lending instruments such as A P L s  and PRSCs 
as we l l  as ongoing refinements in the use o f  triggers and conditionality in traditional 
instruments. In these mechanisms, support i s  usually l inked to  completion o f  intermediate 
steps such as legal and regulatory changes, organizational improvements and expenditure 
or other input targets. Th is  l inkage to  intermediate steps -wh i l e  relat ively practical t o  
monitor - has one ma in  weakness: i t does not  address the “qualitative” dimensions - “due 
diligence” o r  “best effort” in implementation in pursuit o f  the objectives o f  the 
development programs2. Wh i le  strong county ownership wou ld  mit igate th is  problem, i t 
may  not eliminate it. 

4.15 The Bank could begin to  experiment with additional mechanisms to  introduce a 
more direct l inkage between i t s  support and results in terms o f  poverty reduction or  other 
o f  the MDGs that wou ld  capture, at least in part, some o f  the qualitative dimensions o f  
implementation. Such a link wou ld  be  added onto o r  blended with existing mechanisms. 
Countries that are delivering good results in terms o f  poverty reduction w o u l d  receive 
more support, other things being equal, than countries that are not  del ivering results. This 
approach could, in principle, sharpen the results focus, provide countries latitude during 
implementation in pursuing their objectives, and provide f lex ib i l i ty  during impl icat ion to  
adjust to accommodate the uncertainties associated with po l i cy  reform. It w o u l d  also 
provide additional incentives for due diligence in pursuit o f  results. 

4.16 
the potential to  increase a id  effectiveness. The challenge facing the Bank going forward 
i s  to continually re-examine i t s  approaches for  delivering development support to  find 
modifications and/or n e w  approaches that y ie ld  the best possible bo t tom l ine  results in 
terms o f  sustainable poverty reduction. 

The Bank should promote pi lots in willing countries using hybrid approaches with 

82 See the discussion in Chapter 2 concerning conditionality. 
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Appendix: Project Performance Results 
1, This Appendix presents long-term trends in project performance based o n  
evaluations conducted by OED. Consistent with past ARDEs, the appendix uses the year 
1990 as a starting point in analyzing long-term trends in project performance. Data for 
the statistical tables and charts in this Appendix are taken from the Business Warehouse. 
The data in this report were “frozen” on December 31,2003. 

COMPOSITION OF THE ARDE’03 EXITING COHORT 

2. OED has evaluated 322 closed projects since last year’s ARDE, 80 percent o f  
which exited the Bank’s portfolio during FY02 and FY03X3. These evaluations cover 
US$30.4 bi l l ion in disbursements and consist o f  266 I C R  Reviews, or Evaluation 
Summaries (ES), and 63 Project Performance Assessment Reports (PPARs) 
newly evaluated cohort consists o f  56 adjustment operations and 266 investment 
operations, the vintage o f  which i s  shown in Figure 1. 

84,85 . This 

83 This cohort excludes one FY04 exit project which has been evaluated during this time period. 

84 The Bank prepares an Implementation Completion Report (ICR) for each lending operation it 
finances. The I C R  is prepared at the time o f  project completion by the staff o f  the responsible regional 
office (within six months o f  the f inal disbursement o f  the Bank loan). I t  assesses: (a) the degree to  wh ich  
the project achieved i t s  development objectives and outputs as set out in the project documents; (b) other 
significant outcomes and impacts; (c) prospects for the project’s sustainability; and (d) B a n k  and borrower 
performance, including compliance with relevant Bank safeguard and business policies. I t  also provides the 
data and analysis to substantiate these assessments, and it identifies the lessons learned f r o m  
implementation. 

The borrower prepares and provides to  the Bank i t s  o w n  evaluation report o n  the project’s execution and 
init ial  operation, i t s  cost and benefits, the Bank’s and borrower’s performance, and the extent t o  wh ich  the 
purposes o f  the loan were achieved. The borrower’s report i s  attached unedited to the ICR. 

Once sent t o  the Board o f  Executive Directors, each ICR is evaluated by OED, which validates or adjusts 
the ratings based on  the information provided in the ICR and other operational documents. OED 
summarizes i t s  findings in an ICR Review (formerly called “Evaluation Summary”). This review 
conveys the O E D  ratings, comments o n  the lessons to  be drawn and on  the quality o f  the ICR, and suggests 
whether the project i s  a candidate for a Project Performance Assessment Report (PPAR). Bank  regional 
staff have an  opportunity to review this summary before it i s  completed. 

PPAR - The purpose o f  PPAR i s  to validate the findings and augment the information in the ICR, and to  
examine issues and lessons o f  broad applicability. Some PPARs are intended to  serve as building blocks for 
broad sector studies or Country Assistance Evaluations. They provide independent, field-based post- 
completion verification o f  a project’s implementation and results. They incorporate the views o f  the 
borrower and main stakeholders, and analyze the operation in i t s  sectoral and country context. The 
operational staff and borrower representatives have an opportunity to comment on the draft report. The 
final report is submitted to  the Bank’s Board and i s  widely distributed within the Bank and the borrowing 
country. 

85 Seven projects had both an ICR Review and a PPAR completed during t h i s  t ime period. 
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Figure 1. ARDE 2003 Exiting Cohort by Approval Year 
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PERFORMANCE TRENDS 

Outcomes6 

3. 
Strategic Compact target o f  75 percent satisfactory outcomess7. As figure A.2 illustrates, 
79 percent o f  projects in the FY02 exit cohort had satisfactory outcomes. 

Exit year FY02 marks the third year in which project performance exceeds the 

4. OED has evaluated 44 percent o f  the 293 FY03 exits as o f  December 3 1 , 2003. 
For this partial FY03 cohort," outcomes are lower than in the recent past, as shown in 
figure A.2. Outcome i s  rated satisfactory for 72 percent o f  projects and for 68 percent 
weighted by disbursements. This represents a decline with respect to outcomes in recent 
previous years, although i t  i s  unclear whether this wil l be borne out when the evaluation 

86. OED's measure o f  outcome considers three factors; relevance, efficacy and efficiency. Relevance 
measures the expected development impact o f  a project design by weighing the continuing relevance a 
project's objectives. Eff icacy refers the extent to which each objective was achieved, o r  expected to  b e  
achieved. Efficiency measures the cost-effectiveness o f  a project, based mainly o n  sector-wide best 
practices and indicators where available. 

'' OED evaluates outcomes by considering three factors: 
(1) ReZevance of the intervention's objectives in relation to country needs and institutional priorities; 
(2) Eficacy - the extent to which the developmental objectives have been (or are expected to be) 

(3) Eficiency - the extent to which the objectives have been (or are expected to  be) achieved without 

Combining these three factors, overall outcome i s  rated o n  a 6-point scale, ranging f r o m  highly 
satisfactory to highly unsatisfactory. 

achieved; and 

using more resources than necessary. 

The data for FY03  exits represent a partial sample of lending exits (130 out o f  293) and reflect a l l  OED 
project evaluations through December 31, 2003; th i s  partial coverage i s  noted with dashed lines in a l l  the 
figures in t h i s  appendix. 
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Figure 2. Project Performance Exceeds Strategic Compact Target 

Sustainability and Institutional Development Impact  

5 .  
rated “l ikely” o r  “highly l ike ly”  to b e  resil ient to future risks,sg and 5 1 percent (weighted 
by disbursements) to have a substantial o r  high inst i tut ional  development imp-act.” B o t h  
represent modest increases over the FYOl ex i t  cohort. 

Eighty four percent (weighted by disbursements) o f  the FY02 exi t ing cohort  are 

6. 
decreased to  70 percent. Inst i tut ional  development impact, however, increased t o  54 
percent rated (disbursement weighted) substantial o r  better. As with outcome ratings for 
the F Y 0 3  (partial) cohort, i t  i s  too soon to t e l l  whether these apparent departures from 
recent trends wil l b e  borne out, and if so, whether they represent significant changes in 
B a n k  project  effectiveness. 

F o r  the F Y 0 3  (partial) cohort, sustainabil ity ratings weighted by disbursements 

*’ OED’s sustainability measure assesses the resilience o f  risk o f  ne t  benefit f lows over t ime by answering 
the fol lowing questions: At the time of evaluation, what is the resilience to  risks o f  future net benefit f lows? 
H o w  sensitive i s  the intervention to  changes in the operating environment? Will the intervention continue 
to produce net benefits as long as intended, o r  even longer? H o w  well wil l the intervention weather shocks 
and changing circumstances? 

OED’s institutional development impact measure evaluates the extent t o  which an intervention 
improves the abil ity o f  a country or region to  make more efficient, equitable, and sustainable use o f  i ts 
human, financial, and natural resources. Such improvements can derive f r o m  changes in values, customs, 
laws and regulations, and organizational mandates. Accountability, good governance, the rule o f  law, and 
the participation of the c i v i l  society and the private sector are prominent characteristics o f  an effective 
institutional environment. 
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Figure 3. Long-Term Trends in Sustainability and Institutional Development 
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Regional Performance 

7.  Figure A.4 reports the percentage o f  satisfactory project outcomes, weighted by 
disbursement, for the FY99-03 (partial) cohort compared with the FY94-98 cohort. The 
L C R  and EAP Regions are the top performers for both cohorts. The percentages o f  
satisfactory outcomes for both L C R  and EAP Regions exceed the Bank-wide satisfactory 
outcomes o f  76 percent for FY94-98 cohort and o f  80 percent for FY99-03 (partial) 
cohort. 

Figure 4. Project Outcomes Improved in the EAP, ECA, MNA, and S A R  Regions 
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Sectoral Performance 

8. Compared with FY94-98 exits, the outcome performance weighted by 
disbursement for the FY99-03 (partial) exits improved in 9 o f  the 15 Sector Boards - 
Education, Energy and Mining, Financial, Global Information and Communications 
Technology, Public Sector Govemance, Rural Development, Transport, Urban 
Development, and Water Supply and Sanitation (table A.3, figure AS). The largest 
increases in outcome ratings were in the financial, education, and the public sector and 
governance sectors. The largest declines in performance were in the Social Protection 
(SP), Health, Nutr i t ion and Population (HNP), and Economic Policy sectors. HNP, 
Energy and Resource Management, environment, economic policy, and WSS sectors 
remain below the Bank-wide average for FY99-03. 

9. The reasons for improvement and deterioration differ from sector to sector, and 
performance during any period i s  frequently highly sensitive to the outcomes o f  a few 
large loans. In the Economic Policy sector, for example, the decline in outcome ratings 
reflects the results o f  a few large risky loans undertaken in macroeconomic crises in 
Argentina (the SAL and a Special Repurchase Loan) and Russia (SAL 111). In Social 
Protection most of the unsatisfactory projects in the more recent period (FY99-03) were 
identified as having weaknesses in design such as underestimation o f  the capacity and 
political support to the implementing agency; too much complexity; lack o f  clarity or 
consensus on the main design aspects, and weak M&E systems. 

Figure 5. The  Major i ty  o f  Sectors Show Improvement 
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The Sector classification provides a single rating for the entire project rather than 
rating individual project components that cover particular sectors or themes. The 
Sector Bwrd classification applies to the whole project and enables Outcomes to 
be matched to it. EP = economic policy; Edu = education; E&M = energy and 
mining; Env = environment; FS = financial sector; GCI =global 
informationlcommunications technology; HNP = health, nutrition, and population; 
PSD = private sector development; PSG = public sector governance; RS = rural 
sector; SD = sccial development; SP = sccial protection; Tran =transport; UD = 
urban development; WSS = water supply and sanitation. SD Sector Board did 
not exist before FY98. 
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Lending Instrument Performance 

10. Outcomes o f  adjustment lending operations have been volatile in recent years. 
Hav ing  reached a record high o f  96 percent in FYOO exits, then dipping to 78 percent 
satisfactory fo r  FYOl exits, outcome ratings rebounded again to 88 percent for  FY02 
exits (figure A.6). The l o w  disbursement-weighted performance at 53 percent o f  F Y 0 3  
(partial) exits i s  largely accounted for by an unsatisfactory large adjustment loan o f  $2.5 
b i l l i on  to  Argentina. 

1 1. The percentage o f  satisfactory outcomes by disbursement for investment lending 
operations has improved consistently over the period exit FY00-02, reaching 84 percent 
for the FY02 cohort. FY03  (partial) exits however show a sl ight  decline to  82 percent 
(disbursement weighted). 

Figure 6. Long-Term Trends in Adjustment and Investment Lending 
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New Lending Instruments 

12. 
description o f  new lending instruments) have been evaluated by OED so far (figure 
A.7).91 O f  these, 81  percent had satisfactory outcomes, as shown in figure A.7. The 
satisfactory outcomes weighted by disbursements achieved a very high level o f  98 
percent. Eighty-six percent o f  the new lending projects were rated to  have l i ke ly  o r  highly 
l i ke ly  resilience to  future risks. S ix ty  f ive percent o f  the projects were assigned 
substantial o r  better ID impact ratings. 

Forty-one operations employing the four n e w  lending instruments (see B o x  1 fo r  

"These operations exited the Bank's portfol io during the FY00-03 period, amounted to  $5.2 b i l l i on  in 
disbursements and accounted for 4.3 percent o f  a l l  the projects and 7.5 percent o f  a l l  the disbursements that 
exited during the same time period. 
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Box 1. Bank’s New Lending Instruments 

There are f ive new lending instruments in the Bank - Adaptable Program Loan (APL), Learning 
and Innovation Loan (LE), Programmatic Structural Adjustment Loan (PSL), Poverty Reduction 
Support Credit (PRC), and Special Structural Adjustment Lending (SSL). 

Adaptable Program Loans (APLs) provide phased support for  long-term development 
programs. They involve a series o f  loans that build on the lessons learned f rom the previous 
loan(s) in the series. 

Learning and Innovation Loans (LILs) support small pilot-type investment and capacity- 
building projects that, if successful, could lead to larger projects that would mainstream the 
learning and results o f  the LIL. 

Programmatic Structural Adjustment Loans (PSL) are provided in the context o f  a multi-year 
framework o f  phased support for a medium-term government program o f  pol icy reforms and 
institution building. 
Poverty Reduction Support Credit (PRC) program i s  expected to consist o f  a series o f  
operations, typically two or three, which together support IDA countnes’ medium-term pol icy 
and institutional reform programs to help implement their poverty reduction strategies. I t s  
specific structure depends o n  country circumstances, including the objectives and nature o f  the 
country’s reform program that i t supports and the timing o f  the requirement for assistance. 

Special Structural Adjustment Lending (SSL) supports structural and social reforms by 
creditworthy borrowers approaching a possible crisis, or already in crisis, and with exceptional 
external financing needs. These loans help countries to prevent a crisis or, if one occurs, to 
mitigate i t s  adverse economic and social impacts. 

APLs and L I L s  are investment lending instruments, whereas PSLs, PRCs and SSLs are 
adjustment lending instruments. 

Figure 7. Outcome, Sustainability, and ID Impact of  New Lending Instruments 
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13. 
programs that exited the Bank’s portfol io since FY95 (Box 2). Eighty seven percent o f  
the special operations had satisfactory outcomes. One o f  every two projects had 
substantial o r  better ID impact. About 70 percent were rated to  have l i ke ly  o r  highly 
l i ke ly  resilience to future r isks.  

The OED has evaluated 70 operations financed under four Bank-managed special 

Box 2. Bank Managed Special Programs 

This year ARDE begins to report on the evaluation o f  operations financed under special 
programs. Seventy such operations exited the Bank’s portfolio during the FY95-03 period. 

Global Environment Facility (GEF): The GEF was established in 1991 as a pi lot  program to 
assist in the protection o f  the global environment and to promote environmentally sound and 
sustainable economic development. Overall, 325 projects have been approved, for a total 
commitment o f  US$4.6 bil l ion. 

Montreal  Protocol Fund (MONT): The Wor ld  Bank i s  one o f  four implementing agencies 
(along with UNDP, UNDO,  and UNEP) for the Multilateral Fund for the Implementation o f  the 
Montreal Protocol to reduce ozone-deleting substances. Overall, 3 8 projects have been approved 
under this fund, for a total commitment o f  US$895 mill ion. 

Rainforest Initiative (RAIN): The RAIN was established in 1992 out o f  concern about the 
deforestation o f  Brazil’s humid rain forests in the Amazon and on the Atlantic coast. I t s  purpose 
i s  to demonstrate ways towards conservation and sustainable use o f  the natural resources o f  the 
rain forests. Overall, 12 projects have been approved for a total commitment o f  US$54.5 mi l l ion.  

Special Financing Grants (SPF): The SPF grants cover special emergency assistance provided 
to recent post-conflict countries such as Bosnia-Herzegovina, East Timor, KOSOVO, and West 
Bank and Gaza. Overall, 80 special financing operations have been approved for a total 
commitment o f  US$1.7 bil l ion. 

Performance o f  B a n k - M a n a g e d  Special P r o g r a m s  

No. of ID Impact YO 
Special Program Evaluated Outcome YO Sustainability YO Substantial or 

Type Programs Satisfactory Likely or Better Better 
GEF 42 83 63 60 

MONT 6 100 100 50 
RAIN 1 100 100 0 
SPF 21 90 71 52 

Overall Result 49 87 69 55 
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Conclusions 

14. 
picture for  FY03 i s  as yet uncertain. The performance o f  Sector Boards i s  varied. The 
evaluations o f  operations funded by new lending instruments so far indicate a strong 
performance, but do not  constitute a large enough sample to  make any reliable analysis of 
performance o f  the new lending instruments as a whole. 

The project performance continued to meet corporate targets through FY02. The 
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PREM 
P S D N  
Overa l l  Resul t  

Region 
Afnca 
East Asia and Pacific 
Europe and Central Asia 
Lat in  Amenca and Canbbean 
Middle East and N o r t h  Afnca 
South Asia 
O v e r a l l  Result 
Income G r o u p  

Table A.3: Active Portfc 
I( 

Sector B o a r d  
Economic Pol icy  
Education 
Energy and M i n i n g  
Environment 
Financial Sector 
Gender and Development 
Global I n f o r m a t i o d  
Communications Technology 
Health, Nutr i t ion and Populatioi 
Poverty Reduction 
Private Sector Development 
Public Sector Governance 
Rural Sector 
Social Development 
Social Protection 
Transport 
Urban Development 
Water Supply and Sanitation 
Overa l l  Resul t  

Adjustment 
Investment 
O v e r a l l  Resul t  

0: Projects Not at Risk 
N u m b e r  of Proiects 

0. of ProjectslShare, %PA N o t  at  Ris  

22 
149 
94 
47 
51 
1 

12 

146 
4 
68 
102 
226 
27 
64 
153 
68 
86 

1,320 

- 
2 
11 
7 
4 
4 
0 

1 

11 
0 
5 
8 
17 
2 
5 
12 
5 
7 

100 - 

73 
77 
82 
87 
86 
100 

100 

78 
100 
82 
77 
84 
81 
77 
86 
81 
74 
81 

1,273 47 I 9"6 I ly 
1,320 100 81 

129 
68 

1,320 100 

84 
86 
77 
82 
78 
82 
81 - 

267 
93 80 
140 11 79 

1,320 100 81 * 
144 

8 1 1 1  100 
1,320 
1,320 

N e t  C o m m i t m e n t  
millionslShare, %PA N o t  at R i s l  

- 
1,678 
8,553 
7,846 
2,053 
3,632 

3 

214 

8,968 
328 

2,408 
4,312 
15,068 
1,071 
4,255 
18,960 
5,015 
5,268 

89.635 

2 
10 
9 
2 
4 
0 

0 

10 
0 
3 
5 
17 
1 
5 

21 
6 
6 

100 

79 
80 
83 
93 
96 
100 

100 

77 
100 
74 
76 
83 
95 
72 
88 
87 
74 
83 

21,777 
37,304 
6,322 78 
2,408 74 

83 

13,295 15 
18,100 20 
3,959 84 
17,616 20 74 
89,635 100 83 

40 I 0 1  100 
41.699 I 47 I 81 
35,212 I 39 I 91 
12,454 I 14 I 67 

89,635 
89,635 100 83 

Notes: Data as of211512004 
Source: Business Warehouse, W o r l d  Bank 2003. Income group designations are taken f rom the World Development Indicators 2002. 
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A N N E X E S  

Annex A: Indicators o f  Economic Policies 
Country Policy and Institutional Assessment 

1. 
a country’s present pol icy and institutional framework. “Quality”, according to  the 
instructions for preparing the rating means “how conducive that framework i s  to fostering 
poverty reduction, sustainable growth and the effective use o f  development assistance.” 

The Country Policy and Institutional Assessment i s  intended to assesses the quality of 

2. 
Each o f  the 20 areas i s  further defined by a number o f  criteria that are defined in the 
instructions for preparing the rating. The 20 areas are grouped into four categories, Economic 
Management, Structural Policies, Policies for Social InclusiodEquity, and Public Sector 
Management and Institutions. 

There are 20 broad areas assessed, each wi th  a 5% weight in the overall CPIA rating. 

3. Countries are rated on the current status o f  their in relation to the guidelines and to 
benchmark countries rated f i r s t  and provided to staff rating other countries. The guidelines 
direct staff to assess the countries on the basis o f  their currently observable policies, and not 
on the amount o f  improvement since the previous rating nor on intentions for future change, 
unless the latter are virtually in place. 

4. 
half-point steps, in each o f  the 20 areas.92 If a “5” has been sustained for three or more years 
in an area, the rating in that area i s  increased to a “6”, signifying a sustained commitment to 
and support for the policy. If a “2” rating has been sustained for three or more years in an 
area, a rating o f  “1” i s  assigned reflecting an entrenched and intractable pol icy environment. 

Countries are rated on a scale o f  “2” (Unsatisfactory) to “5” (Satisfactory), in one- 

~~ 

92 The other points of the rating scale are “3” - Moderately Unsatisfactory, and “4” - Moderately Satisfactory. 
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Figure A.l: Components of  the Country Policy and Institutional Assessment Index 

Management of Inflation and Macroeconomic 

I Policy Area I Coverage 

Macroeconomic policies ( exchange rate, 
monetary and fiscal policy) that addresses 
inflation and internal and external imbalances 

A 1 Economic Manaaement I 

2 

3 

4 

B 

1 

Fiscal Policy . Size of the fiscal balance and the composition 
of government revenue and spending to 
assess their compatibility with adequate 
provision of public services for economic 
growth, favorable macroeconomic outcomes, 
and a sustainable path of public debt 
Capacity to manage public debt, external and 
domestic, and service it now and sustainable 
into the future. Two separate but linked 
dimensions for assessment are: (a) Debt 
service capacity; (b) Debt management 
capacity. 
degree to which the management of the economy and 
the development program reflect three elements: 
technical competence; sustained political commitment 
and public support, and participatory processes 

Management of Public Debt (External and 
Domestic) 

Management and Sustainability of the Development 
Program 

Structural Policies 
5 

6 

7 

8 

9 

10 

Trade Policy and Foreign Exchange Regime 

Financial Stability 

Degree to which policy framework fosters 
trade and capital movements 
Degree to which the structure of the financial 
sector, and the policies and regulations that 
affect it, are conducive to diversified financial 
services to be provided in a context of 
integrity and with a minimal risk of systemic 
failure. 
Degree to which policies and regulations 
affecting financial institutions foster the 
mobilization of savings and efficient financial 
intermediation. 
Degree to which firms face competitive 
pressure to behave efficiently or be forced to 
exit. 
Policies that affect the efficiency of (a) goods 
markets and (b) factor markets for labor and 
land. 
Extent to which economic and environmental 
policies contribute to the incomes and health 
status of the poor, by fostering the protection 
and sustainable use of natural resources and 
the management of pollution 

Financial Sector Depth, Efficiency and 
Resource Mobilization 

Competitive Environment for the Private 
Sector 

Goods and Factor Markets 

Policies and Institutions for Environmental 
Sustainability 
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Coverage Policy Area 
C Policies for Social Inclusion/Equify 

Gender Extent to which the country has created laws and 
policies, and institutions to enforce them, that 
promote equal access of males and females to 
productive and economic resources, human capital 
development opportunities, and equal status and 
protection under the law 

11 

12 Equity of Public Resource Use Extent to which the pattern of public expenditures and 
revenues favors the poor 

13 

14 

Building Human Resources Extent to which the programs and policies that affect 
access to and quality of (a) health care and nutrition 
services, (b) access to and quality of education, 
training and literacy, and (c) prevention of HIV/AIDS 
and other communicable diseases. 

Social Protection and Labor Government policies in the area of social protection 
and labor market regulation reduce the risk of 
becoming poor and assist those who are poor to 
mitigate and cope with further risk to their well-being. 
Quality of systems to monitor poverty outcome/impact 
indicators and their use in formulating policies. 

Monitoring and Analysis of Poverty Outcomes 
and Impacts 

15 

D Public Sector Management and lnsfifufions 
Property Rights and Rule-based Governance Extent to which private economic activity is facilitated 

by an effective legal system and rule-based 
governance structure in which property and contract 
rights are reliably respected and enforced. 

16 

17 Quality of Budgetary and Financial 
Management 

Extent to which there are (a) a comprehensive and 
credible budget, linked to policy priorities, which in 
turn are linked to a poverty reduction strategy; (b) 
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, (c) timely and accurate fiscal reporting, 
including timely and audited public accounts and 
effective arrangements for follow up; and (d) clear 
and balanced assignment of expenditures and 
revenues to each level of government. 

18 Efficiency of Revenue Mobilization Overall pattern of revenue mobilization-not only the 
tax structure as it exists on paper, but revenues from 
all sources as they are actually collected. 

19 Quality of Public Administration Extent to which civilian central government staffs 
(including teachers, health workers and police) are 
structured to design and implement government 
policy and deliver services effectively. 

20 Transparency, Accountability and Corruption in 
the Public Sector 

Extent to which (i) the executive can be held 
accountable for its use of funds and the results of its 
actions by the electorate and by the legislature and 
judiciary, and (ii) public employees within the 
executive are required to account for the use of 
resources, administrative decisions and results 
obtained. 
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Economist Intel l igence Unit - C o u n t r y  Risk Service 

5. 
nationally comparable and regularly updated country risk analysis for 100 developing and 
highly indebted countries to  CRS subscribers. 

The Economist Intelligence Unit - Country Risk Service (CRS) provides inter- 

6. The country ratings evaluate four categories o f  risk: political, economic policy, 
economic structure and liquidity factors. Ratings o n  these factors are then used to compile an 
overall score and rat ing for the country. EIU states that this overall country r i s k  assessment 
can be  used for mak ing  a general assessment o f  the risk o f  a crisis in the country's f inancial 
markets, where foreign investors m a y  have exposure, and that i t  i s  also useful for investors 
wishing to get a snapshot o f  the generalized r i s k  o f  investing in the country. 

R I S K  CATEGORY 
Political risk 

Economic policy risk 

Economic structure risk 

Liquidity risk 

COVERAGE 
Political risk pertains to the risk of exposure stemming from the political environment. 
The factors in this category relate to the threat of war, social unrest, disorderly transfers 
of power, political violence, international disputes, regime changes and institutional 
ineffectiveness, but also include the quality of the bureaucracy, the transparency and 
fairness of the political system, and levels of corruption and crime in the country in 
question. 
The economic policy risk relate to the quality and consistency of economic 
management. Open economies with low inflation and low fiscal deficits are rewarded in 
the ratings. Among the subcategories considered are monetary policy (inflation 
performance and interest rates), fiscal policy (magnitude of public-sector deficits and 
public debtlGDP), exchange-rate policy (type of exchange-rate regime), trade (barriers 
to an open trading system) and regulatory policies (capital controls and 
regulationslattitudes towards foreign investment). 
Economic structure risk examines economic variables central to solvency. Among the 
subcategories of variables considered are growth and savings (growth performance, 
including volatility), the current account (deficitlGDP, magnitude and degree of 
sustainability) and debt structure (debtlexports, interest duelexports). 
Liquidity risk considers potential imbalances between resources and obligations which 
could result in disruption of the financial markets. Among the factors examined are the 
direction of movement of reserves, import cover, M2lreserves, the degree of a country's 
q 
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0-20 points 

21-40 points 

41-60 points 

61-80 points 

81-100 points 

~ 

EIU INTERPRETATION 
Contains countries which have no foreign-exchange constraints on their debt-service ability 
and no problems financing their trade activities. Their economic policies are deemed to be 
effective and correct in relation to the conditions they face (whether in a boom or a 
recession) and they have a working government (not always a multiparty democracy in the 
European mould) capable of effective policy implementation. These countries have no 
significant constraints on any international financial transactions. 
Contains countries which also have no significant foreign-exchange constraint, but whose 
economic policies or political structure may be a cause for concern. B-rated countries have 
access to commercial capital markets. There are no major risks with respect to international 
financial transactions, but political risk and economic policy risk often need to be watched 
carefully. 
Contains countries which have a record of periodic foreign-exchange crises and political 
problems. Many of these countries will have negotiated external debt-rescheduling 
agreements and could be in the process of successfully carrying out an economic reform 
program. These economies will usually be in a state of flux with persistent, but controllable, 
internal and external imbalances. However, some will have access to commercial capital 
markets. With caution, this set of countries will often offer exciting opportunities for foreign 
investors. 
Contains countries which are currently suffering from serious economic and political 
problems. Arrears, debt rescheduling and restricted access to official lending are common 
characteristics. Many have a narrow, commodity-dependent export base, resulting in 
potentially large and frequent fluctuations in export earnings and lengthening remittance 
delays. Many of these economies will be heavily regulated in the initial phases of 
restructuring or will have failed to implement such reforms. 
Contains countries which are likely to have a high and rising level of arrears. They will be 
characterized by severe fiscal imbalances and hyperinflation. Foreign exchange will be 
scarce, and their relations with multilateral lenders severely strained. Often they are in or 
on the verge of civil war or undergoing violent political change. Political risk is usually 
extremely high. 

Heritage FoundationNall  Street Journal Index of  Economic Freedom 

7. The Heritage FoundatiodWall Street Journal Index o f  Economic Freedom measures 
the degree o f  govemment involvement in production, distribution, or consumption o f  goods 
and services. To rate each country, raters consider 50 different variables grouped into 10 
broad areas. 

8. 
Each factor i s  scored against factor-specific criteria o n  a scale o f  “1” - signifying a set o f  
policies and institutions that are judged to be most conducive to economic freedom, to “5” - 
for policies and institutions that are least conducive.93 

Each country’s overall score i s  based o n  an average o f  the 10 individual factor scores. 

93 The specific rating ranges in the HFO/WSJ system are 1-1.95 - Free; 2.00-2.95 - Most ly  Free; 3.00-3.95 - 
Most ly  Unfree; and 4.00 and above - Repressed. 
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Factor 

Trade Policy 
~ 

Fiscal Burden of Government 

Government Intervention in the Economy 

Monetary Policy 

Capital Flows and Foreign Investment 

Banking and Finance 

Wages and Prices 

Property Rights 

1 Black Market 

Variables Considered 

Weighted average tariff rate 
Non-tariff barriers 

Top income tax rate 

Corporate tax rate 
Government expendituresiGDP 
Government consumptionlGDP 

Corruption in the customs service 

Marginal rate for average taxpayer 

Government ownership of businesses and industries 
Share of government revenues from state owned 
enterprises and government ownership of property 
Economic output produced by the government 
Weighted average inflation rate from 1992 to 2001 
Foreign investment code 
Restrictions on foreign ownership of business 
Restrictions on the industries and companies open to 
foreign companies 
Restrictions and performance requirements on foreign 
companies 
Foreign ownership of land 
Equal treatment under the law for both foreign and 
domestic companies 
Restrictions on repatriation of earnings 
Availability of local financing for foreign companies 
Government ownership of banks 
Restrictions on the availability of foreign banks to open 
branches and subsidiaries 
Government influence over the allocation of credit 
Government regulations 
Freedom to offer all types of financial services, securities, 
and insurance policies 
Minimum wage laws 
Freedom to set prices privately without government 
influence 
Government price controls and the extent to which 
government price controls are used 
Government subsidies to businesses that affect prices 
Government role in setting wages 
Freedom from government influence over the judicial 
system 
Commercial code defining contracts 
Sanctioning of foreign arbitration of contract disputes 
Government expropriation of property 
Corruption within the judiciary 
Delays in receiving judicial decisions 
Legally granted and protected private property 
Licensing requirements to operate a business 
Ease of obtaining a business license 
Corruption within the bureaucracy 
Labor regulations, such as established work weeks, paid 
vacations, and parental leave, a well as selected labor 
regulations 
Environmental, consumer safety and worker health 
regulations 
Regulations that impose a burden on business 
Transparency International Corruption Perceptions Index, 
OR the following factors: 

Piracy of intellectual property in the black market 
Smuggling 
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Factor Variables Considered 
Agricultural production supplied on the black market 
Service supplied on the black market 
Transportation supplied on the black market 
Labor supplied on the black market 

International Country Risk Guide 

9. 
three major categories o f  risk: political, financial, and economic, with political r i s k  
comprising 12 components (and 15 subcomponents), and financial and economic risk each 
comprising five components. The political risk assessments are made on the basis o f  
subjective analysis o f  the available information, while the financial and economic risk 
assessments are made solely on the basis o f  objective data. Each component i s  assigned a 
maximum numerical value (risk points), with the highest number o f  points indicating the 
lowest potential risk for that component and the lowest number (0) indicating the highest 
potential risk. The maximum points able to be awarded to any particular r i s k  component i s  
pre-set within the system and depends on the importance (weighting) o f  that component to the 
overall risk o f  a country. 

The International Country hsk Guide i s  based on a set o f  22 components grouped into 

10. The three categories are made up o f  the following components: 

0 Political risk: government stability, socioeconomic conditions, investment profile, 
internal conflict, external conflict, corruption, mil i tary in politics, religion in politics, 
law and order, ethnic tensions, democratic accountability, and bureaucracy quality 

0 Economic risk rating: GDP per capita, GDP growth, inflation, fiscal balance, and 
current account. 

0 Financial risk rating: External debt, external debt service, current account deficit, 
reserves, and exchange rate stability. 
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Annex B: Technical Notes 

1. 
Note  1.1 shows the rank correlations between changes in the 4 po l i cy  indicators 
examined here (discussed in the text o f  the report o n  page 7). Note 1.2 explains a 
statistical test for  shifts in the distribution o f  po l icy  indicator values (discussed o n  page 7 
o f  the text). No te  1.3 explains the results o f  an analysis o f  variance o f  the factors 
affecting changes in the CPIA indicator over the period 1999-2003 (discussed o n  page 11 
o f  the text). No te  1.4 explains a statistical analysis o f  the relationship between po l i cy  
re form - as reflected in po l icy  indicators - and growth during the period 1999 to  2003 
(discussed o n  pages 11 and 12 o f  the text). Note  2.1 explains the mapping o f  thematic 
codes o f  evaluated projects to CPIA  components that underlies the analysis (discussed o n  
pages 19 and 20 o f  the text) o f  the linkage between improved project results and changes 
in CPIA components. 

The notes in this Annex provide some backup detail o n  points made in the text. 

Note 1.1: Rank Correlations o f  Changes in CPIA, HFOWSJ, EIU-CRS, and ICRG 
Indicators 

2. 
value) as between 1999 and 2003 were computed and ranked. Correlations, t-statistics, 
and one-tail significance levels for these correlations o f  rank are reported in the table 
below. 

The change in each indicator’s value, scaled f rom 0 (“worst” value) to  100 (“best” 

CPlA 
HFO 
EIU 

ICRG 

CPlA 
HFO 
EIU 

ICRG 

CPlA 
HFO 
EIU 

ICRG 

RANK CORRELATION 
CPlA HFO EIU ICRG 

0.208959 
0.524123 0.252181 
0.142924 0.01081 1 0.141985 

T STATISTICS 
CPlA HFO EIU ICRG 

1.722709 
4.961722 2.101057 
1.164241 0.087168 1.156434 

SIGNIFICANCE LEVEL (I-TAIL) 
CPlA HFO EIU ICRG 

0.04481 2 
2.59E-06 0.019729 
0.124259 0.465401 0.125836 
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Index 

Correlations between ranks are all positive, and 3 o f  the 6 correlations are significant at 
the 5 percent level or better. 

No. of Developing No. of Countries No. of Countries 
Countries Rated in with Increased with Decreased 
Both 1999 and 2003 Ratings (I) Ratings (D) 

Note 1.2: Sign Test for Shifts in the Distribution of Policy Indicators 

CPIA 
HeritagelWSJ 
ICRG 
EIU - CRS 

3. 
strongly suggest that the majority @e., more than half) o f  countries improved their 
policies over the period 1999-2003. 

The s ign  test for shift in the distribution o f  policy indicators toward better values 

increase is <= 0.5 
134 85 45 0.0001 
108 59 39 0.0167 
88 55 33 0.0069 
78 50 28 0.0044 

Table B.1.2: Sign Test for Shifts in the Distribution of Policy Indicators 

Maximum 
probability of 
Observing I or 

more increases if 
probability of an 

4. The result that so many more CPIA ratings have increased than have decreased 
provides fairly strong statistical evidence that the distribution o f  ratings has shifted 
slightly toward higher ratings. I t  could, o f  course, be the case that some systematic bias 
toward higher ratings has crept in - perhaps induced be they role that the CPIA plays in 
the Bank’s IDA allocation, administrative budgeting, and portfolio risk management. The 
fact, however, that other indictors show the same general pattern o f  improvement suggest 
that the observed improvement in the CPIA i s  not due to any such systemic bias. 

5. 
1999 and 2003 indicator ratings o n  a specific rated criterion and le t  “X” and “Y” 
represent the value taken on by the indicator in 1999 and 2003 respectively. For example, 
in the case o f  the CPIA, for each rating variable we have 134 paired observations-one 
value in 1999 and one value in 2003. The 134 pairs o f  observations and their differences 
may be represented by (Xl,Yl), (X2,Yz) . . .. (x134,Y134) and (YI-XI), (Y2-X2). . .. .(Y134- 

X134) respectively. 

The s ign  test i s  computed as follows: Le t  “A” and “B” represent respectively 

6. 
number o f  times the less frequent s i g n  occurs. Observations for which the difference i s  
exactly “0” are excluded from the sample. The null hypothesis i s  that each difference has 
a probability distribution (which need not be the same for al l  differences) with median 
equal to “0”. The null hypothesis i s  rejected if the number o f  positive and negative signs 
differ significantly from equality. When the null hypothesis i s  true, differences are 
distributed as binomial with the probability o f  a plus s ign  equal to 0.5. 

The s ign test i s  based on the signs o f  these differences. Let “r” represent the 
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1 Observations= 1 2680 

7. We apply a variant here in which the null hypothesis i s  a “compound hypothesis” 
that the median o f  the distribution o f  differences i s  less than or equal to 0, Le., that the 
parameter o f  the binomial distribution o f  differences o f  a plus s i g n  i s  <0.5, as against the 
altemative that i t  i s  >= 0.5. For example, in the case o f  the overall CPIA, o f  134 countries 
rated, 88 registered increased ratings, 45 decreased ratings, and 1 no change. The 
probability o f  getting 88 or more positive differences if the probability o f  a positive 
difference were 0.5 i s  0.0001. If the probability o f  a positive difference were less than 
0.5,the probability o f  getting 88 or more positives out o f  133 values would be less than 
0.0001. Hence, 0.0001 i s  an upper bound on the probability o f  getting 88 positives in 133 
trials if the true probability were less than 0.5. 

I R-squared I 0.3626 

8. 
here. All show a statistically significant increase although very modest tendency for the 
distribution o f  indicators to shift right-ward. 

The table above reports s i g n  test results for each o f  the 4 indicators examined 

Note 1.3: Analysis of  Variance o f  Changes in CPIA Ratings 

9. The variance o f  changes in CPIA ratings on each o f  20 questions can be 
decomposed in variation explained by country factors and variation explained by pol icy 
areas v ia  an application o f  analysis o f  variance. This decomposition shows that country 
factors and pol icy area factors together explain about one third o f  the variation in changes 
in CPIA ratings. O f  this one third, country factors account for over 90 percent, and pol icy 
area factors account for less than 10 percent. 

The results o f  this analysis are reported in table below: 

Note 1.4: Linkage Between Economic Policy Indices and Growth 

10. 
indices thus provide a usefk l  summary for comparing countries or, providing the measure 
i s  consistently applied across time, how policies are improving, or  not as the case may be. 
Indices may also be used in statistical analysis to determine the impact o f  policies on 
economic performance. 

Policy indices combine different measures o f  pol icy into a single number. Such 



75 

Comparing the indices 

11. As the above description shows, there i s  apparent considerable overlap between 
what the different indices are trying to measure. Table B.1.4.1 reports the correlation 
matrix o f  the correlations between the different indices in both  1999 and 2003, and the 
change in the index between these two years. Recall  that for  HFO and CRS a high score 
implies a worse policy, so that these indices wil l be negatively correlated with the CPIA 
and ICRG. The strength o f  the relationship i s  thus indicated by the absolute size o f  the 
coefficient. 
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Table B.1.4.1: Correlation matr ix  for indices 

1999 
CPIA  

CPIA 1 .oo 
HFO -0.59 
CRS -0.77 
ICRG 0.69 

Changes in the index 
CPIA 

C P I A  1 .oo 
HFO -0.15 
CRS -0.57 
ICRG 0.71 

H F O  

1 .oo 
0.52 

-0.53 

HFO 

1 .oo 
0.18 

-0.28 

CRS 

1 .oo 
-0.75 

CRS 

1 .oo 
-0.63 

2003 
ICRG CPIA  HFO CRS ICRG 

CPIA 1 .oo 
HFO -0.70 1.00 
CRS -0.83 0.55 1.00 

1 .oo I C R G  0.79 -0.56 -0.84 1.00 

I C R G  

1 .oo 

12. 
show a high correlation, particularly in 2003. At these levels o f  correlation (0.7 and 
above) each indicator may be expected to give similar results when used as an 
explanatory variable in a regression equation. The exception i s  HFO, which i s  reasonably 
correlated but does appear to be measuring something different to the other indices.94 

The pairings o f  the CPIA with CRS and ICRG, and o f  the latter two measures, 

13. 
CPIA and ICRG move together reasonably closely. Changes in CRS are not too far adrift, 
but as with levels, HFO appear to be measuring something else. 

However, the changes in the indices are less correlated than are the levels. The 

Policy Changes Over Time 

14. Table B.1.4.2 presents the means o f  the different measures in 1999 and 2003. 
These are shown f i r s t  for al l  countries for which the indicator i s  available for the two 
years. The bottom part o f  the table shows the comparison only for those countries for 
which data are available for a l l  four indicators for both years. 

94 The correlation coefficient i s  a measure o f  the strength o f  the linear relationship between two variables. I t  
may  be that the HFO has a non-linear relationship with the other indices, in whlch case the rank correlation 
coefficient would be a more appropriate indicator. Rank correlations for changes in indicators are reported 
in Technical Note 1.1. However, investigation shows the conclusions reported in the text are robust t o  the 
choice o f  correlation coefficient. 
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Table B.1.4.2: Mean Value o f  Policy Indices in 1999 and 2003 

Full sample 
CPIA HFO CRS ICRG 

1999 3.36 3.26 55.99 64.18 
2003 3.52 3.19 52.21 64.78 
Change 0.16 -0.07 -3.78 0.59 
No. o f  obs. 134 108 76 88 
t-statistic 1.95 -1.02 -1.65 0.44 

Common sample 
1999 3.63 3.08 55.12 65.96 
2003 3.82 3.07 51.87 66.37 
Change 0.19 -0.01 -3.25 0.41 
No. o f  obs. 67 67 67 67 
t-statistic 1.92 -0.06 -1.46 0.28 

15. In both sets o f  samples al l  four measures show an improvement in policies, since 
a fal l  in H F O  and CRS indicates that policies have improved. However, these changes are 
small. I t  i s  questionable whether the “full sample” should be treated as a sample, since it 
i s  the population o f  available data. The common sample i s  a sample, though not a random 
one. The interpretation o f  the t-statistics i s  thus questionable, though they are one way o f  
normalizing the value o f  the change to show that the change i s  o f  a significant size as 
measured by the t-test only in the case o f  the CPIA and CRS. 

Policy and Growth 

16. This section presents regression estimates o f  the determinants o f  growth defined 
as cumulative growth over the period 1999-2003. Regressions are reported using each o f  
the pol icy indices in turn. Previous research has suggested that there i s  a “growth boost’’ 
from pol icy improvement over and above that delivered by the impact o f  good policies. 
Hence the model includes both the level o f  the index at the start o f  the period and i t s  
change between 1999 and 2003. 

Model Specification 

17. Many variables have been used in growth regressions. I t  i s  important to 
incorporate the most important o f  these in any model o f  growth. Previous studies have 
shown the importance o f  investment, which can be broken down into sources o f  
investible resources, that is  domestic and foreign savings. Extemal debt also matters, 
partly as i t  detracts f rom the use o f  savings for investment purposes. Convergence theory 
suggests that lower income countries grow more rapidly, so that the start o f  period 
income per capita should be included. The stock o f  physical and human capital also 
matters, the former can be captured by social indicators such as l i f e  expectancy and 
literacy and the latter infrastructure variables (e.g. roads). Since the level  o f  output 
depends on the capital stock the regressions use the change in social indicators. Few 
physical infrastructure variables are available for a large number o f  countries, and these 
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were dropped f rom the f inal regressions as they unduly restricted sample size. Population 
growth, also included, i s  typical ly found to  exert a negative impact o n  growth. In 
accordance with recent Wor ld  Bank research findings, an interactive aid-policy variable 
i s  included. 

Results 

18. 
results are reported. The first set covers a l l  available observations for  the po l i cy  measure 
being used. The sample for  the second set o f  regressions i s  restricted to  those countries 
for  wh ich  data o n  a l l  four po l i cy  indices are available, meaning that differences in results 
stem only  f rom the different measure being used not  sample selection. 

Table B.1.4.3 presents the regression results. As with the means, two sets o f  

19. All po l i cy  variables are significant, with the exception o f  the level o f  HFO and 
CPIA in the full sample regressions (though barely insignificant). The change as w e l l  as 
the level o f  the po l i cy  index i s  significant, suggesting there i s  indeed a “growth boost” 
f rom changing policies. 

20. 
population growth dampens economic performance. Investible resources promote growth 
but debt reduces it. In the full sample regressions a id  i s  always significantly negative and 
the interactive aid po l icy  term significantly positive. Care must be  taken in interpreting 
this result in two respects. First, the results do no t  mean that a id  actually damages growth 
in any country since the total effect o f  a id  i s  positive over the range o f  observed values o f  
the independent variables. Take, for example, the full sample CPIA results in wh ich  the 
coefficient o n  a id  i s  -0.007 and that o n  the interactive term -0.005. Aid will increase 
growth provided the value o f  the po l i cy  index i s  above 1.2. The actual minimum value o f  
the CPIA in 1999 was 2.3. Second, the interactive term can be interpreted as meaning 
either that a id  works better in the presence o f  good policies, o r  that po l i cy  re fo rm has a 
bigger impact o n  growth when supported by aid. There i s  n o  way  econometrically t o  te l l  
these two possible interpretations apart, and the latter i s  at least as plausible as the first. 

All other variables have the expected sign. Convergence i s  confirmed and high 
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21. A 
country with poor pol icy with a low aid inf low was expected to grow by only three 
percent over the whole period from 1999-2003. A country which changed to good 
policies during the period, supported by aid inflows, wi l l  have grown over ten times as 
fast. The figure also shows how the impact o f  aid plus better policies i s  greater than that 
of just aid or pol icy alone, shown here as the larger incremental impact o f  aid in a good 
policy regime. 

Figure B. 1.4.1 shows the large impact that pol icy can have on 

Figure B.1.4.1 - Better Policies Are Linked with Higher Growth 
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Source Annex B 1 4 1 E Low aid OHigh aid I 

95 Using the point estimates f r o m  the full sample C P I A  regression reported in the technical annex, three 
pol icy scenarios are examined: poor pol icy (CPIA=2.5), good pol icy  (CPIA=4), and the case o f  a country, 
which has switched to good pol icy  (moving f r o m  a C P I A  o f  2.5 to  4.0) and so also benefited f r o m  the 
associated growth boost o f  po l icy  reform. For  each scenario the growth resulting growth i s  shown assuming 
zero aid and an aid flow o f  10 percent o f  national income. The mean value o f  a l l  other regressors i s  used for 
the calculation. 
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57.6 

Note 2.1 : Mapping o f  Bank Themes to CPIA Categories 

22. 
same theme has been assigned to more than one CPIA category where the theme 
definition overlaps CPIA categories. 

Table B.1.4.4: Mapping of Themes to CPIA Categories and “Sat” Rates by Number 
o f  Projects 

The table below shows the mapping o f  Bank themes to CPIA categories. The 

59.0 

CPIA QuestionRheme 
1. Macroeconomic Management 

2. Fiscal Policv 
o Macroeconomic management 

o 

o 

o Analysis of economic growth 
o 
o 
o Indigenous peoples 
o Other social development 
o Participation and civic engagement 
o Social analysis and monitoring 

o Export development and competitiveness 
o Other trade and integration 
o Regional integration 
o Technology diffusion 
o 

o International financial architecture 
o Regulation and competition policy 
o Standards and financial reporting 

o 
o 
o 

Debt Management and fiscal sustainability 

Debt management and fiscal sustainability 
3. Debt Management 

4. Sustainability of Reform Program 

Conflict prevention and post-conflict reconstruction 
Economic statistics, modeling and forecasting 

5. Trade and Foreign Exchange 

Trade facilitation and market access 
6. Financial Stability 

7. Financial Sector Depth and Efficiency 
Other financial and private sector development 
Small and medium enterprise support 
State enterprise restructuring and privatization 

8. ComDetitive Environment 
0 
0 

0 

0 
0 

0 

0 

0 
0 

0 

0 

Corporate governance 
Infrastructure services for private sector development 
Other financial and private sector development 
Other rural development 
Other urban development 
Regulation and competition policy 
Rural markets 
Rural non-farm income generation 
Rural policies and institutions 
Rural services and infrastructure 
Small and medium enterprise support 

o State enterprise restructuring and privatization 
9. Factor and Product Markets 

o Land management 
o Other economic management 
o Social risk reduction 

10. Environmental Sustainability 
o Biodiversity 
o Climate change 

HS+S 94-98 HStS 99-03 

58.1 53.9 

I 

51.9 1 49.9 
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CPlA QuestionEheme 
o Environmental policies and institutions 
o Land management 
o 
o 
o Water resource management 

11. Gender 

Other environment and natural resource management 
Pollution management and environmental health 

o Gender 
12. Equity of Public Resource Use 

o 
o Tax policy and administration 

13. Building Human Resources 
o Child health 
o Education for all 
o 
o Health system performance 
o HlViAlDs 
o Injuries and non-communicable diseases 
o Nutrition and food security 
o Other communicable diseases 
o Other human development 
o Population and reproductive health 

o 
o Natural disaster management 
o 
o Social risk coping 
o Social risk mitigation 
o Social risk reduction 
o Vulnerability assessment and monitoring 

o Poverty strategy, analysis and monitoring 
o Vulnerability assessment and monitoring 

o Access to law and justice 
o Judicial and other dispute resolution mechanisms 
o Land management 
o Law reform 
o 
o Legal services 
o Other rule of law 
o Personal and property rights 

o Municipal finance 
o 

Public expenditure, financial management and procurement 

Education for the knowledge economy 

14. Social Protection and Labor 
Access to urban services for the poor 

Other social protection and risk management 

15, Monitoring Poverty Outcomes 

16. Property Rights and Rules Based Governance 

Legal institutions for a market economy 

17, Quality of Budget and Financial Management 

Public expenditure, financial management, and procurement 
18. Efficiencv of Revenue Mobilization 

o f a x  policy and administration 
19. Quality of Public Administration 

o 
o Decentralization 
o 
o Other economic management 

o Other accountabilitylanticorruption 
o Other public sector governance 

Administrative and civil service reform 

Municipal governance and institution building 

20. Transparency and Accountability 

HS+S 94-98 

21.5 

50.0 

45.5 

56.4 

44.9 

49.0 

39.9 

61 .O 

50.0 

55.3 

HS+S 99-03 

45.0 

56.9 

54.8 

64.2 

55.2 

50.7 

51.2 

64.3 

48.0 

56.8 
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Annex C:  World Bank Operational Instruments 
1. 
used by the World Bank. 

This annex describes the various types o f  lending and non-lending instruments 

2. There are two types  o f  lending instruments facilitated by the World Bank: 
Investment Loans and Adjustment Loans. Investment loans have a long-term focus (5-10 
years), and finance goods, works, and services in support o f  economic and social 
development projects in a broad range o f  sectors. Adjustment loans have a shorter-term 
focus (1 -3 years), and provide quick-disbursing external financing to support pol icy and 
institutional reforms. Both investment and adjustment loans are used flexibly to suit a 
range o f  purposes, and are occasionally used together in hybrid operations. 

INVESTMENT L OA NS 
Adautable Program Loans (APL) 

ADJUSTMENT LOANS 
Deferred Drawdown Option (DDO) 

Emergency Recovery Loans (ERL) 
Financial Intermediary Loans (FIL) 

Debt Reduction Loans iDRL) 
Poverty Reduction Support Credit (PRSC) 

Learning and Innovation Loans (LIL) 
Specific Investment Loans (SIL) 
Sector Investment and Maintenance Loans (SIM) 
Technical Assistance Loans (TAL) 

Programmatic Structural Adjustment Loans (PSAL) 
Rehabilitation Loans (RIL) 
Structural Adjustment Loans (SAL) 
Sector Adjustment Loans (SECAL) 
Sub-National Adjustment Loans (SNAL) 
Special Sector Structural Adjustment Loans (SSAL) 

INVESTMENT LENDING 

Adaptable Program Loans 

3. Adaptable program loans (APLs) provide phased support for long-term 
development programs. They involve a series o f  loans that build on the lessons learned 
from the previous loan(s) in the series. 

Emergency Recovery Loans 

4. Emergency recovery loans (ERLs) support the restoration o f  assets and 
production levels immediately after an extraordinary event-such as war, c iv i l  
disturbance, or natural disaster -that seriously disrupts a borrower’s economy. They are 
also used to strengthen the management and implementation o f  reconstruction efforts, 
and to develop disaster-resilient technology and early warning systems to prevent or 
mitigate the impact o f  future emergencies. 

Financial Intermediary Loans 

5. 
institutions to finance real sector investment needs. The financial institutions assume 
credit risk on each subproject. 

Financial intermediary loans (FILS) provide long-term resources to local financial 
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Learning and Innovations Loans 

6. 
capacity-building projects that, if successful, could lead to larger projects that would 
mainstream the leaming and results o f  the LIL. 

Leaming and innovation loans (LILs) support small pilot-type investment and 

Specific Investment Loans 

7.  Specific investment loans (SILs) support the creation, rehabilitation, and 
maintenance o f  economic, social, and institutional infrastructure. In addition, SILs may 
finance consultant services and management and training programs 

Sector Investment and Maintenance Loans 

8. 
programs in particular sectors. They aim to bring sector expenditures, policies, and 
performance in l ine wi th  a country’s development priorities by helping to create an 
appropriate balance among new capital investments, rehabilitation, reconstruction, and 
maintenance. They also help the borrower develop the institutional capacity to plan, 
implement, and monitor an expenditure or investment program. 

Sector investment and maintenance loans (SIMs) focus on public expenditure 

Technical Assistance Loans 

9. 
borrower country. I t  may focus on organizational arrangements, staffing methods, and 
technical, physical, or financial resources in key agencies. 

The technical assistance loan (TAL) i s  used to build institutional capacity in the 

ADJUSTMENT LENDING 

Deferred Drawdown Options 

10. The Deferred Drawdown Option (DDO) i s  available to both IBRD and Blend 
countries to whom the Bank makes a single-tranche adjustment loan. The D D O  gives 
borrowers access to long-term IBRD resources to manage ongoing structural programs if 
market borrowing becomes difficult and unforeseen financing needs materialize. 

Debt Reduction Loans 

11. 
aimed at creating an environment conducive to private sector investment, where foreign 
exchange i s  required for urgent rehabilitation o f  key infrastructure and productive 
facilities. The focus i s  on key short-term macroeconomic and sector pol icy reforms 
needed to reverse declines in infrastructure capacity and productive assets. 

The debt reduction loan (DRL) supports government pol icy reform programs 

Poverty Reduction Support Credit 

12. 
series o f  operations, typically two or three, which together support IDA countries’ 
medium-term pol icy and institutional reform programs to help implement their poverty 

The Poverty Reduction Support Credit (PRSC) program i s  expected to consist o f  a 



85 

reduction strategies. I t s  specific structure depends o n  country circumstances, including 
the objectives and nature o f  the country’s reform program that i t  supports and the timing 
o f  the requirement for assistance. 

Programmatic Structural Adjustment Loans 

13. 
a multiyear framework o f  phased support for a medium-term government program o f  
po l i cy  reforms and institution building. 

The programmatic structural adjustment loan (PSAL) i s  provided in the context o f  

Rehabilitation Loans 

14. 
at creating an environment conducive to private sector investment, where foreign 
exchange i s  required for urgent rehabilitation o f  key infrastructure and productive 
facilities. The focus i s  o n  k e y  short-term macroeconomic and sector po l i cy  reforms 
needed to  reverse declines in infrastructure capacity and productive assets. 

The rehabil itation loan (RIL) supports government po l i cy  re form programs aimed 

Structural Adjustment Loans 

15. 
efficient use o f  resources, and sustainable balance o f  payments over the medium and long  
term. 

The structural adjustment loan (SAL) supports reforms that promote growth, 

Sector Adjustment Loans 

16. 
reforms in a specific sector. 

The sector adjustment loan (SECAL) supports po l i cy  changes and institutional 

Special Structural Adjustment Loans 

17. 
social reforms by creditworthy borrowers approaching a possible crisis, o r  already in 
crisis, and with exceptional external financing needs. These loans help countries to  
prevent a crisis or, if one occurs, to  mitigate i t s  adverse economic and social impacts. 

The special sector structural adjustment loan ( S S A L )  supports structural and 

Sub-National Adjustment Loans 

18. 
efficient use o f  resources, and sustainable balance o f  payments at a sub-national level. 

The Sub-National Adjustment Loan (SNAL) supports reforms that promote growth, 

19. 
(ESW), less formal just-in-time policy advice such as Policy Notes, and non-ESW activities 
including workshops, seminars, conferences etc. The descriptions provided below illustrate the 
core diagnostic economic and sector works that examine social and structural policies and 
fiduciary issues in client countries. 

Analytic and Advisory services (AAA) include both standard Economic and Sector Work 
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CORE DIAGNOSTIC REPORTS 

Country Economic Memorandum (CEM) and Development Policy Review (DPR) 

20. 
growth, fiscal reform, public administration, foreign trade, financial sector development, and 
labor markets. They are flexible analytic instruments whose structure and content are largely 
dependent o n  country circumstances. Their a im i s  to provide an integrated view o f  a country's 
development priorities and a framework for designing development strategies. 

The CEM and DPR analyze key aspects o f  a country's economic development, such as 

Country Financial Accountability Assessment (CFA) 

2 1. 
system, covering budgeting, accounting, reporting and auditing, and external scrutiny o f  public 
finances. They have twin objectives: (1) improve a country's public financial management by 
developing and following up action plans agreed with the government and (2) enable the Wor ld  
Bank to judge the level o f  fiduciary risk to i t s  funds that may be provided to a country, 
particularly in the context o f  adjustment lending. 

The CFA evaluates the overall quality o f  a country's public financial management 

Country Procurement Assessment Report (CPAR) 

22. 
to generate a dialogue with governments on needed reforms. 

The CPAR diagnoses the health o f  a country's procurement system and practices and aim 

Poverty Assessment (PA) 

23. 
examines h o w  public policies, expenditures, and institutions affect poor people. The Assessment 
describes the poor, details their living conditions, describes their changing situation over time, 
and clarifies the main challenges facing poor people when they try to emerge f rom poverty. The 
Assessment also considers how labor-intensive growth, human resource development, and social 
protection programs can alleviate poverty. 

The PA provides information on the causes and consequences o f  poverty in a country and 

Public Expenditure Review (PER) 

24. 
assesses the equity, efficiency, and effectiveness o f  those allocations in the context o f  the 
macroeconomic framework and sector priorities. In addition, i t identifies the reforms needed in 
budget processes and administration to improve the efficiency o f  public spending. Public 
Expenditure Reviews plays a central role in shaping Wor ld  Bank lending decisions that have an 
impact o n  the public resource envelope. 

The PER examines government resource allocations within and among sectors and 

Integrative Fiduciary Assessment (IFA) 

25. 
financial management systems. I t  integrates the work normally carried out through a Public 
Expenditure Review (PER), Country Procurement Assessment Review (CPAR), and Country 
Financial Accountability Assessment (CFAA). 

The F A  provides integrated analysis o f  countries' public expenditure, procurement, and 
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Annex D: Outcomes and Bank Contributions to Country Cases 
in Figure 2.2 

GNi per capita, Atlas method (current U S )  5M) 590 650 700 790 macrceconomic stability, with significant progresses in stmctural reform programs, 
Exports of goods and sewices (annual % growth) 5 7 17 23 27 especialiy in large scaie pnvatization and energy reform, leading to strong econanic 
Totai debt sernce (% of exports of goods and services) 13 12 8 8 growth, averaging over 10% annually Since 2001. However. high growth rates may 
inflation. GDP deflator (annuai %) 11 0 -1 4 2 be difficult to sustain teacuse growth is focused in a few capitai-intesive sectors 
Proportion of population beiowB1 a day 13 
Births attended by health staff (% of total) 
Mortality rate, infant (per 1,000 live births) 
Life expectancyat birth, total (years) 74 73 74 74 75 throughout the decade. but with a lag have begun to respwld to growth. Exireme 
IllMenw rate adult total 1% of m d e  aoes 15 and above) 2 2 2 2 1 covertv has failen from 27% to 20%. income inaualitv aim declined. Mth an 

97 97 The Bank maintained a significant poverty focus throwh analytic work and 
conditionaiity under adjustment projects Poverty and income inequality were high 35 31 
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0 1 4 1 2 The Bank's asistance program designed to improve efficiency and grovith and to 

4 9 11 12 supported by the program were all necessary and underpinned by sound analytical 

5 6 8 7 8 that continue affecting ecnomic performance. 

4,610 3,860 3,610 3,060 2.850 stimulate pnvate investment produced mixed results. The actions and reforms 

79 118 94 75 work; hmver .  it did not succeed in removing some cntical structural bottlenecks 

10 Stabiiizaticn had a strong impact on poverty reduction because high inflation 
affected disprqxrtionately the pow. The share of the population below the poverty 
and extreme poverty lines declined by 7 and 5 percentage points over the last 

69 decade. Brazil is likely to meet ail the M E  targets at the rational level by 2015 
32 31 
68 68 

14 14 13 13 12 The Bank contributed to many of these outcanes, pnmaniy through its assistance to 
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Poverty rates jumped dramaticaliywth the extreme economic instability of the early 
90s. but the poverty rate declined to 11% in 2001, canpared to 36% during the 
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14 15 13 14 cnsis. Poverty has a strong regional. ethnic, and rural dimension Social indicators 
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19 20 23 28 accounts were put under control. The challenge now is to build on the stabilization 
8 4 5 3 3 program and implement an adjustment pcgram to transform the economy 
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onnership A recent Client Survey concluded that the Bank is not strongly wcerved 

I GNI pw capita. Atlas method (Current US$) 
E w M s  of goods and sexices (annual % growth) 1 i -15 11 21 31 mvdtizaticn is almmt complete. all banks are mvdtely m e d  and have fweian 

2,700 2.850 3,110 3.340 3 , W  fiscal management, leading to strong GDPand export growth Entwpnse 

17 20 22 31 

Q 

9 9 9 8 
72 72 73 73 73 
0 0 0 0 0 

5 0 1 0 0 
Total debt Service (Oh of exports of goods and services) 

Births attended by health Staff (% Of total) 
Mwtality rate, infant (per 1,WO live births) 
Life expectancy at birth, total (years) 
Illiteracy rate, adult total (% of peopie ages 15 and above) 
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b m e  poverty is not substantial, but W e t s  of poverty, especially in ~ r a l  areas, 
must be addressed by improving markets and factw mobility Health, education, and 
agriculture reforms have lagaed, and human capital and labor mobiiiw need 
enhancement. Spending cn SOdal secunty and uetfare m 10 5% of GDP, beiow 
the accession country avmge of 13.5%. Overall, irs been difficult to implement 

GDP growth (annual %) 
GNi percapita, Atlas method (current US$) 
Evports of goods and senices (annual %growth) 
Total debt service (% of exports of goods and services) 
Inflatim, GDP defiator (annual %) 
Proportion of population below $1 a day 
Births attended by heaith staff (% Of total) 
Mwtality rate, infant (pw 1,000 live births) 
Life expectancy at birth, total (years) 
illiteracy rate, adult total (%of people ages 15 and above) 
Schcol enrollment, primary (% net) 

I 92 94 95 lsoca W M  prqens n ne Mtn agreeo scneo, es man prqens n otner sectas 
Monedla 

3 3 1 1 4 The Bank ma& positive contributions to progress in the I W s ,  but its influence in 
410 3% 3% 410 444 several areas was limited. Mongolia stabilized its m o m y  despite extemal shocks 

5 13 2 and pursued r e f m  including remml of price controls. pivatiza8on of SMG, and 
6 4 6 8 changes in iawS to enable private sectw actiMty. Hmver ,  efforts to remove some 

12 10 12 6 21 key policy and institutional impediments togrowth have met vrith lesssuccess. 

93 
Fdloun'ng a decline in the eariy 19905, delivery of basic health and education 
services stabilized. aithough there have been signs of strain. Health and education 
services expenditure remain relatively high at 4.3% and 5.7% of GDP respectively in 

2 2 2 2 1 1998. partiy attributed to increased demand fcr boys' labor in livestock herding. The 

62 81 
65 65 65 1999 However, pimaryeducation enrollment rates dropped by8% during 1984 

ea 90 89 declining quality and access to rural heaith senices is of increasing concem. 



88 

E4 

112 112 
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Life expectancy at birth, totai (years) 
iiliteracy rate, adult totai (% of people ages 15 and above) 

Zambia's incidence of poverty. above 70% is higher than mast countries In the 
worid. The combined impact of widespread poverty. declining per capita incomes 
and high HiViAiDS prevalence has ied to deterioration in m s t  wciai welfare 
indicators. Life expectancy has d m p p d  by more than a decade, mainutrition is 
nsina and Dubiic health efforts such as immunizations are faltering, even in a 
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Rwanda's sociai indicators show a rebound from the immediate postgenocide 
period, but remain of significant concern Social Service deiivery is weak, with 
shortages of heaith personnel and equipment, and lackof adequateiy trained 
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40 40 40 40 teachers and teaching matenais. The poverty headwunt stands at 60% life 
36 34 33 32 31 expectancy has stagnated, and the HiViAiDS cnsis has worsened The country 
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570 470 regimes. But, financial liberalization and tax reduction were wrongly sequenced 

20 5 -17 -4 -1 relative to expenditure reductions, proving flscally mstly and leading to a domestic 
38 27 22 7 debt trap. Since 2000, the country has been in serbus w m m i c  crisis fueled by 
29 58 60 70 108 mounting fiscal imbalances. farm invasions and ecoramic policy uncertainties. 

Extreme poverty rose during the 90s and remains mare widespread, deeper and 
severe in rural areas, although urban poverty has risen dramatically since the mid- 
905. Gains in health in the 80s were largely eroded in the 90s by the ecoramic 

39 crisis, the AIDS epidemic. which now affects a third of the adult population, and 
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13 12 11 11 lo remurse to user fees with inelfedwe exemption systems. Life expectancy has been 
reduced by more than a decade, and infant mortality has nsen sharply. 
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The Bank's human resource deveiopment Strategy has emphasized achieving 
universal primary education, expanding post-pnmary enrollment, reducing infant 
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72 72 72 72 73 efficiency of education and health services The Bank's focus on the social sectors 
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-. ... . .=. . . .. .~ .  _.... ... 
GNi per capita, Atlas method (current US5) 350 3Mi 390 410 430 mnetary and fiscal management Structural reforms initiated in the 80s wthout 
Exports of goods and services (annuai %growth) 
Totai debt service (Oh of exports of goods and services) 9 10 7 7 growvI. poverty reduction, and instituhonai developments through Sectorai iending. 
inflation, GDP defiator (annual %) 9 6 3 3 3 technical assistance, and facilitation of grant facilities. 
Proportion of population below 51 a day Poverty decreased dramaticaiiy from 58% to 37% dunng 1993 to 1998 Most social 
Blrths attended by heaith staff (%of total) indicators (infant, child. and matemai mortality, iife expectancy; literacy) continue to 
Mortality rate, infant (per 1,003 iive births) improve from aiready high ievels. and gender gaps have narrowed further. in health. 
Life expectancy at birth, total (years) 
ililteracv rate. adult totai 1% of m o l e  aaes 15 and above) 8 8 7 7 7 diseases due to successfui oubiic health oroaram. However. manv househoids stili 

Bank assistance has continued into the 905, mth the Bank contnbuhng to continued 

18 
70 
28 30 
69 69 70 there has been a Sharp drop in the proportion of deaths f" communicable 

Exports of goods and sewices (annual %growth) 

Exports of goods and Sewices (annual %growth) 
Total debt senice (% of exports of goods and sewices) 
inflation, GDP defiator (annuai %) 
Proportion of population below 51 a day 
Births attended by health staff (% of total) 
Mortaiity rate, infant (per l,OW live births) 
Life expectancy at birth. total (years) 
iii iterxv rate. adult total 1% of D e d e  aqes 15 and above) 

5 5 -14 29 11 at or beiow ieveis of the 19805, below Bank projections, which were overly 
21 16 20 12 1optimistic. and beiow what was necessary to increase per capita income and reduce1 

lscnoo enrolment pnmary 102 net. Imniexi 0 8  s cq i 'eacy ana onman, scrao e m  men1 rates t-a: are re ai ye y n gn 

IGDP amwtn ann.a 01 I 3 1 .5 -8 -6Iamress was maoe n the 90s n ncreas na o r o h  ana cera z na raae arm forex 

1 69 €6 66 
mbam 
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