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Definitions 
Investment operations: 
Company: The entity implementing the project and, generally, IFC’s investment counter-party; for 

financial markets operations, it refers to the financial intermediary (or fund manager) as 
distinct from its portfolio of IFC-financed sub-project companies 

Investment: IFC’s financing instrument(s) in the evaluated operation: loan, guarantee, equity, 
underwriting commitment, etc. 

Operation: IFC’s objectives, activities and results in making and administering its investment 
Project: The company objectives, capital investments, funding program and related business 

activities being partially financed by IFC’s investment selected for evaluation 
Example: “Through this operation IFC provided $55 million for the company’s $100 million cement 

manufacturing expansion project in the form of a $20 million A loan, a $30 million B loan 
from commercial banks and a $5 million equity investment” 

Financial 
markets projects: All projects where the company is a financial intermediary or financial services company, 

including agency lines and private equity investment funds 
Non-financial 
markets projects:  All other projects; sometimes referred to as “real sector” projects 
 
Non-investment     

operations:  Technical Assistance and Advisory Services; Advisory Services could include technical 
assistance components 

Outcomes of  
non-investment   
operations:  Outcomes refer to implementation of recommendations or advice 
 
Impacts of 
non-investment 
operations: Impacts refer to the changes that occurred following the implementation of  

recommendation 
Example: A technical assistance operation recommended that the country amend the leasing law to 

incorporate best practice in similar markets in the region. Outcome -- the country 
amended the leasing law in accordance with the recommendation. Impact-- the leasing 
industry became attractive to potential sponsors as evidenced by new companies that 
were established following the amendment of the leasing law.  
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EXECUTIVE SUMMARY 

1. This report is part of a joint OED/OEG/OEU evaluation of World Bank Group (WBG) investment 
climate activities, and is based on an Approach Paper issued to the Board’s Committee on Development 
Effectiveness (CODE) in November 2002.  It aims, to help inform pursuit of the WBG’s Private Sector 
Development (PSD) Strategy (April 2002) and in particular, IFC’s strategy for addressing investment 
climate (IC) issues. IFC has been increasing its IC activities, mostly through non-investment operations, 
and yet no evaluation has been done to date to take stock of the overall IFC IC experience from FY93-02 
and lessons learned. Similarly, the World Bank has been increasingly active in investment climate 
operations, both with and without IFC. The study also aims to draw lessons from the WB, IFC, and MIGA 
coordination on IC activities.  

 Summary 
Investment 
climate is 
important for the 
private sector… 

 

… and IFC 
investments do 
better when IC is 
good or 
improving 

2. Productive private sector investments create jobs and contribute to economic 
growth, helping to reduce poverty and improve people’s lives. But the private sector 
invests and thrives only where it can use resources efficiently, and a favorable IC is an 
important factor in that determination. The importance of IC for firm performance is 
also evident in IFC investment operations. IFC achieved higher development and 
investment outcome success rates when the IC improved from high-risk to middle-risk 
between approval and evaluation; when the IC deteriorated, success rates dropped 
below average. IFC also achieved better investment outcomes in countries with good 
investment climates either at the time of approval or evaluation. That is, both the 
quality of IC and its direction of change affected IFC investment outcomes, suggesting 
a robust positive relationship between the IC and investment success. Moreover, 
certain aspects of IC were most highly correlated with investment success: trade 
openness, a dynamic banking and finance sector, effective government regulation, and 
the absence of black markets.  

IFC’s founding 
shareholders 
recognized the 
importance of IC 
in Article I 
(Purpose) 

3. Improving investment climates of client countries features as one of IFC’s three 
main activities described in its articles of association. Section (iii) of Article I 
(Purpose) calls for IFC to “help create conditions conducive to the flow of private 
capital,” in direct reference to improving investment climates as a distinct activity from 
catalyzing and financing investments. In this context, IFC has provided technical 
assistance and advisory services (TAAS) to governments to help them shape the 
conditions for promoting private investment and foreign direct investment (FDI). In 
doing so, as a company financier IFC is able to bring to bear its broad knowledge of 
policies and institutions that either facilitate or hinder sustainable growth of private 
enterprises.  

Improving IC 
has become more 
important under 
IFC’s frontier 
strategy… 

… yet it is not a 
corporate 
strategic priority 

4. IFC has long recognized IC as important in achieving its performance objectives 
but has only recently made improving IC a distinct activity for achieving strategic 
objectives. In its current corporate strategic directions paper, IFC includes scaling up 
advice to country governments on general investment climate issues and privatization 
as a means to strengthen the focus on frontier markets. Despite the increased 
importance of IC activities in recent years, IC TAAS work has been encouraged not in 
its own right but as an instrument for growing a pipeline of viable investment 
opportunities in pursuit of the frontier and small- and medium-sized enterprise (SME) 
strategies. In that context, IC TAAS work in IFC has been seen as the servant of work 
on investment operations, since up until now, only investment operations have been 
tracked in IFC’s performance measures and related incentives.  



 

IFC activities 
contribute to 
improving IC, 
with the largest 
impact made by 
strategic sector 
investments 

5. IFC helps improve investment climates through its non-investment TAAS 
operations and as a consequence of its investment operations. Although all successful 
investment projects may have positive impacts on IC, IFC investments in high-impact 
strategic sectors (infrastructure, financial, and social sectors) contribute most 
significantly and directly to improving investment climates. These projects address 
directly some of the major factors that contribute to making investment climates 
conducive to private investments. Private sector activities in other sectors also have by-
product impacts on IC, both positive and negative. On the positive side, successful 
private sector operations have demonstration effects both as role models for existing 
local companies and in stimulating new investments. Such a response indicates that the 
IC is improving or that the private sector has found ways to adapt to existing IC 
conditions. On the other hand, unsuccessful private sector operations or those that 
depend on or help to sustain distortions for their success, can have a negative 
demonstration effect, suppressing private sector optimism, or slowing down the 
momentum of reforms and stifling competitive dynamism. 

IFC extends 
TAAS to improve 
IC… 

 

… and this line 
of business has 
been growing 

6. IFC’s IC-related TAAS operations focus on identifying and removing specific 
constraints to private investment (usually by sector) and other bottlenecks 
(institutional, administrative) that constrain it. The main clients for IC TAAS are 
governments, but some activities have been directed at private sector clients, for 
example to build their capacity to engage in policy reform dialogue with the 
government. IFC conducted 655 IC TAAS operations for a total cost of $167 million 
during FY93-02, of which over 90% was donor funded and the remainder funded by 
IFC. This amount represents 38 percent of all IFC TAAS activities in volume terms 
during that period. PEP, IFC and donor-supported TAAS program in the countries of 
the former Soviet Union, accounted for about half of IC TAAS in volume terms. The 
amount of IC TAAS grew both in terms of volume and the number of projects over the 
past decade. Sharp growth in sector-specific advice reflects IFC’s corporate-level focus 
on pursuing strategic sector investments, particularly in financial sector advisory 
operations.  

The quality of IC 
TAAS execution 
was very good… 

 

… but outcomes 
and impacts 
featured attrition 

7. The evaluation of 38 IC TAAS operations in the five field-visit countries found 
that:  

• Quality of execution was good—92% of stakeholder survey responses rated it 
satisfactory or excellent; but · 

• Outcomes showed attrition—only 46% thought that at least half of the 
recommendations or substance of the advice was implemented; and· 

• Impacts are less clear—only 29% saw major improvements in issues addressed 
by the assignments; 31% could not give an opinion, largely because it was too 
soon to see the impacts. 

 8. There are many factors at work that contribute to the attrition of outcomes and 
impacts. Establishing causality links between the TA execution quality, outcomes in 
terms of implementation of recommendations, and impacts on the ground is 
problematic. Changes in policies, laws, and practices – or their not happening – often 
result from numerous actions by various stakeholders and other internal and external 
forces.  
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Recent changes 
will likely 
enhance IFC’s 
influence on IC 
 . . . 

9. IFC has recently introduced a number of changes in the incentives framework and 
organizational structure in support of taking a more strategic approach to achieving its 
objectives and pursuing IFC’s IC mandate. In an effort to move IFC away from an 
investment volume culture to one where the quality of development impact, 
profitability, client service and internal corporate responsiveness matter more, 
departmental scorecards were introduced in 2001, and refined in 2002 to reflect the 
new structure with regional investment departments in charge of country programs. In 
line with the new organization and the IFC-wide strategy for frontier markets, the SME 
facilities were placed under control of the regional departments in 2003. Also in 2003, 
the WBG created a new joint Vice Presidency responsible for WBG PSD strategy and 
the IFC Chief Economist function. Building on the WBG’s April 2002 PSD Strategy, 
creation of this new Vice Presidency is designed to help achieve strategic integration 
between Bank and IFC approaches to PSD, and to help improve investment climates.  

 

 

 

. . . yet results 
will need to be 
monitored 

10. Moreover, the past year has witnessed two important initiatives:  (i) to formulate a 
more strategic approach to developing and delivering TA, including the creation of the 
Funding Mechanism for TA to ensure sustainability and predictability of IFC’s funding 
for TAAS; and (ii) to set up a monitoring and evaluation system within a results-based 
management (RBM) framework for IFC’s rapidly expanding TAAS business line. 
Senior management has endorsed the recommendations for these initiatives, and 
implementation is expected to take place in FY05. With these improved processes, the 
results-based approach to planning, executing and evaluating IFC’s TAAS, the 
incentives in place, and an organizational structure geared mainly to better focusing 
IFC’s resources and activities on country needs and IFC’s strategic priorities, IFC’s 
effectiveness in influencing IC will likely increase. The results of these changes will 
need to be carefully monitored with a view to appropriate fine-tuning.  

Recommendations 
 11. IC work is a major component of IFC’s TAAS and for this reason, any 

recommendation specific to IC will bear on IFC’s other TAAS. Given that this report 
is limited to IFC’s experience in IC and does not cover non-IC TAAS, it offers 
recommendations for management in addition to existing or forthcoming findings or 
recommendations from relevant working groups, studies, and literature on all non-
investment operations.  

Raise the profile 
of investment 
climate work 

12. First, IFC management should elevate IC to an explicit strategic priority and 
central theme of its TAAS work. In defining how IFC will deliver its TA, the regional 
investment departments should determine the appropriate mix of broad IC assessments, 
sector-specific advice, and capacity building relevant to each country’s IC needs and 
situation.  

Enhance 
synergies in IC 
activities among 
different WBG 
units 

13. Second, the WBG should clarify the roles of the Bank, IFC and MIGA on 
investment climate activities, harmonizing corporate strategy and practice according to 
the country- and situation-specific comparative advantages of each institution. 
Effective coordination at the individual country level should encompass:  (i) diagnostic 
IC needs assessment; (ii) WBG IC operational priorities; (iii) broad division of labor 
within WBG; and (iv) a common RBM framework for alignment of project planning, 
results measures, reporting and associated unit and individual incentives. The process 
for accomplishing the above and ensuring effective coordination should be systemized 
and formalized for every country, building on the PSD-led IC country review 
experience. FIAS and MIGA coordination efforts should be closely monitored to 
ensure they continue on track.  
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Develop 
guidelines and 
procedures for 
TAAS operations 

14. Third, as part of the corporate-wide initiative to develop operating guidelines and 
procedures for TAAS projects, management should also consider addressing the 
following issues: (i) develop a quality control mechanism for advisory work that is 
provided to government clients;  (ii) incorporate ‘good practice’ measures into IC 
TAAS operations, within the RBM project planning and M&E system, to enhance 
prospects of successful outcomes and impacts on the ground; and (iii) implement IFC-
wide conflict of interest (COI) training to enable departments to deal with potential and 
perceived COI early-on and more proactively, and ensure that current procedures are 
known and followed.  

Identify and 
track IC impacts 

15. Fourth, IFC should consider developing a mechanism to track and follow up on IC 
issues encountered in its investment operations with a view to supporting its portfolio 
and potential pipeline companies in addressing them, informing IFC’s investment 
climate work program, and feeding this information into the work programs of relevant 
WBG PSD staff charged with improving IC and setting CAS priorities.  
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1. INTRODUCTION AND CONTEXT:  WHY IS INVESTMENT CLIMATE IMPORTANT TO IFC? 
 
“Spreading best practices to emerging markets is critical to creating the business-friendly environment that 
attracts investors and fosters poverty-reducing growth for countries. And firms are one of the major carriers 
of best practices.”  IFC's Chief Economist and WBG Vice President Michael Klein 

Objectives 
1. This report is part of a joint OED/OEG/OEU evaluation of World Bank Group investment climate 
activities to help inform pursuit of the WBG’s PSD Strategy (April 2002).1  It is based on an Approach Paper 
issued to the Board Committee on Development Effectiveness (CODE) in November 2002. The objective of 
the OEG review is to inform IFC’s strategy for addressing IC. IFC has been increasing its IC activities, 
mostly through non-investment operations, and yet no evaluation has been done to date to take stock of the 
overall IFC IC experience and lessons learned. Similarly, the World Bank has been increasingly active in 
investment climate operations both unilaterally and bilaterally with IFC. The study also aims to draw lessons 
from the WB, IFC, and MIGA coordination on IC activities.  

2. To achieve these objectives, the study addresses four main evaluative questions, along with subsidiary 
questions for each. 

(i) 

(ii) 

(iii) 

(iv) 

What has been IFC’s strategic approach to improving the investment climate?  How did IFC implement 
its strategy for investment climate? 
What is the interrelationship between IFC’s investment operations and investment climate?  To what 
extent did IFC’s projects help improve investment climates?  What are the positive and negative 
impacts of IFC’s projects on investment climate?  What are the drivers for, and obstacles to, improving 
investment climate through IFC’s projects?  To what extent does investment climate affect IFC’s 
investment operations?  What investment climate factors have strong impacts on the relative success of 
IFC’s investment operations? 
To what extent have IFC’s non-investment operations helped improve investment climate?  What are 
IFC’s non-investment IC operations and how significant are these operations within IFC’s overall non-
investment operations?  What has the quality of IFC’s assistance been?  What have the outcomes and 
impacts been? 
What are the implications for current and future IFC investment climate activities?  What has worked, 
what has not, and why? 

What is investment climate, and how is it operationalized in IFC? 
3. Productive private sector investments create jobs and contribute to economic growth, helping to reduce 
poverty and improve people’s lives. But the private sector thrives only where it can use resources efficiently, 
and a favorable IC is an important factor. IC comprises country-specific risks and transaction costs of 
investing in and operating a private sector enterprise. It is driven by, among other factors, the legal, judiciary, 
and regulatory framework (both sector-specific and broader policies); barriers to entry and exit; market 
conditions for labor, finance, information, infrastructure services; and other productive inputs. Governments 
can influence IC through prudent macroeconomic management, trade and investment policies that promote a 
level playing field, strong institutions, and good relationships with the private sector.  

4. A good IC is important in achieving the Millennium Development Goals (MDGs)2 and for the success of 
IFC’s operations. Evidence presented in OEG’s FY02 Annual Review of IFC’s Evaluation Findings shows 
that countries that have improved their investment climates over the past decade have better chances of 
achieving the MDGs.3 The FY03 and FY02 Annual Reviews also show that outcomes of IFC’s investment 
operations tend to be better in countries with improving investment climates. OEG’s recent individual country 
evaluations4 have also stressed the importance of good IC in expanding IFC’s investment operations and 
yielding sustainable profit contributions. 
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5. Recognized as one of the two main pillars of the WBG poverty reduction strategy, improving investment 
climates is central to the current WBG PSD Strategy and IFC’s corporate strategy. The current WBG PSD 
Strategy indicates that “IC issues are part of a systematic and regular analysis in preparation of country 
strategies and will be considered routinely in the Bank Group’s country assistance strategies.”5  IFC’s 
corporate strategy focuses its priorities on frontier markets, strategic or high-impact sectors (domestic 
financial markets, infrastructure, information and communications technology, health and education), and 
support for SMEs. IFC recognizes that improving IC is a key factor in achieving its frontier markets and SME 
strategies. In its current corporate strategy paper,6 IFC includes scaling up its provision of diversified advisory 
services and business capacity building to help improve investment climate to support strengthening its 
strategic focus on frontier markets (see Box 1). 

6. IC has long been a key theme for IFC. At its inception nearly 50 years ago, IFC’s Articles of Association 
identified the importance of improving the investment climate in client countries as one of the three main 
activities by which IFC shall carry out its purpose of promoting economic development:7 
 
The purpose of the Corporation is to further economic development by encouraging the growth of productive 
private enterprise …. In carrying out this purpose, the Corporation shall: 

assist in financing the establishment, improvement and expansion of productive private enterprises (i) 
(ii) 
(iii) 

seek to bring together investment opportunities  
seek to stimulate, and to help create conditions conducive to, the flow of private capital…into 

productive investments 

7. IFC’s mandate as described in Section (iii) above of Article I, i.e., “help create conditions conducive to 
the flow of private capital” refers directly to improving the investment climate. In this context, IFC has 
provided TAAS to governments aimed at helping them shape the conditions to facilitate private investment 
and foreign direct investment (FDI). IFC draws from its experience in the country as a company financier, 
which has enabled it to acquire detailed knowledge of policies and institutions that either facilitate or hinder 
the establishment or growth of private enterprises.  

Box 1: IFC’s 2004 Strategic Directions address IC to achieve strategic priorities 

 

The Corporation has identified five strategic priorities to increase its development impact, grow its portfolio, further strengthen its
financial position and improve market responsiveness. They are as follows:  (1) strengthen the focus on frontier markets with
emphasis on the SME sector; (2) build long-term partnerships with emerging global players in developing countries; (3)
differentiate through sustainability; (4) address constraints to private sector investment in infrastructure, health and education; and
(5) continue to focus on the development of domestic financial markets through institution-building and the use of innovative
financial products. 

For many years, one of IFC’s main strategic priorities has been to focus on frontier countries. While IFC has continued to make
progress in this area, it is becoming increasingly clear that to meet the challenges in these markets, IFC will have to work on two
fronts. First, it will need to scale up its provision of technical assistance and advisory services and second, it must take a more
proactive approach to project development. IFC’s technical assistance and advisory services will continue to focus on both
governments and private industry to improve the framework for investment and increase the capacity of businesses (mostly
SMEs) to thrive and grow. 

The objective of advice to governments is to create an environment for successful private sector projects, including IFC
investments. It includes the work of FIAS and the SME Project Development Facilities on investment climate issues, and work of
the Advisory Services Department on privatization transactions, and Financial Markets Advisory services work on creating viable
financial systems. 

Source:  IFC Strategic Directions, April 2004  

Good and improving investment climates boost IFC’s investment project outcomes 
8. IFC achieved better outcomes in countries where the quality of investment climate improved, and in 
countries with generally good investment climates, based on the 5-year evaluation data covering 1998-2002 
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for projects approved in 1993 to 1997. This is consistent with the findings in OEG’s FY03 and FY02 Annual 
Review of Evaluation Findings using Expanded Project Supervision Report (XPSR) data covering 3-year 
periods, 1999–2001 and 2000-2002, and findings in other OEG reports and analysis (see Box 2). Annex 1 
discusses the main measures of investment climate used by OEG and offers a comparison of selected indices. 

9. Dynamic analysis. Success rates for both development and investment outcomes were significantly higher 
when investment climates improved (as measured by Institutional Investor Country Credit Risk Rating 
(IICCR) for the dataset).8 In countries where the IC deteriorated, development and investment outcomes were 
significantly worse than the IFC average. Table 1 shows that where IC changed from poor to good between 
approval and evaluation, development outcome (DO) had a 76% success rate. When the quality of IC 
deteriorated, the success rate dropped to 41%. Investment outcomes (IO) were positive in 64% when IC 
improved and only in 32% when IC deteriorated.  
 

Table 1: Better outcomes with improving IC, worse outcomes with deteriorating IC 

Movement in country risk group: 
(IICCR at approval and evaluation) No. % Development Outcome 

Success rate 
Investment Outcome 

Success rate 

Improved from high-risk to medium/low-risk 45 14% 76% 64% 
Stayed medium/low-risk 168 53% 60% 54% 
Stayed high-risk 83 26% 58% 46% 
Deteriorated from medium/low-risk to high-risk 22 7% 41% 32% 
Overall 318 100% 60% 52% 

Note: The population of this analysis includes 318 projects evaluated during 1998 and 2002. The “improved” group performed significantly better 
(98% confidence level for DO, 94% for IO), the “deteriorated” group significantly worse (95% confidence level for DO, 95% for IO) than other 
operations. 

 

10. Static analysis. Similarly, countries with good IC at approval have on average yielded significantly better 
outcomes (see Figure 1), using a broader measure of IC (Heritage Foundation/Wall Street Journal Index 
(HFO/WSJ)).9  49% of investments in countries with good IC over the review period achieved win-win 
outcomes (square 1 on right hand box). This compares to only 39% of investment projects done in countries 
which had poor IC at the time of approval (square 1 on the left hand box). Only 23% of projects done in good 
IC countries yielded low outcomes in both dimensions, so-called lose-lose outcomes (square 4 of right hand 
box), compared to a higher lose-lose outcome rate of 34% among projects done in countries with poor IC. The 
differences of good and poor IC countries at approval are significant. 

11. A closer look at the outcome success rates shows that IFC’s investment outcome success rates drive the 
higher win-win outcomes in the static analysis. Investment outcomes had higher success rates in countries 
with good IC either at approval or at evaluation (Table 2), and these differences are statistically significant. 
Projects in countries with good investment climates at approval had much better financial results for IFC than 
those in countries with poor investment climates. Similarly, projects in countries with good investment 
climates at evaluation performed financially better for IFC than in those with poor investment climates. For 
development outcomes, though the success rates in countries with good IC are slightly higher, the difference 
is not statistically significant. This is possibly because investment climate indicators do not capture 
environmental, health, safety and social (EHS) performance, which is one of the four sub-indicators of 
Development Outcome.10 OEG’s recent China Country Impact Review explores the main causes in more 
detail.11 
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Box 2: Recent OEG analysis shows that IC is important to IFC outcomes 

P

Annual Review of IFC’s Evaluation Findings: FY2002. Frontier markets tend to feature high corruption, poor governance
and political instability. Findings suggest that steady improvement in these countries’ investment climates is essential for the
frontier strategy’s sustainability. 

Annual Review of IFC’s Evaluation Findings: FY2003. IFC has been making ever-greater efforts to find viable projects in
a shrinking population of frontier countries, where there has been a significant reduction both in private capital flows and
GDP absorptive capacity. In spite of these efforts, the concentration of IFC’s new commitments in high-risk countries
declined somewhat between 1998 and 2003 as countries graduated. IFC is therefore complementing its investment operations
with TAAS aimed at capacity building and generating a pipeline of viable investment opportunities for the future. 

China: IFC Country Impact Review. The quality and pace of reforms, particularly in the corporate and financial sectors, is
critical to the success of IFC operations in China. Regulations constrain IFC’s ability to use quasi-equity instruments, and
this complicates equity exits and reduces aggregate returns below sustainable levels.  

Brazil:  IFC Country Impact Review. Poor IFC equity outcomes were in part attributable to a difficult investment climate,
notably weak corporate governance that minority investors face.  

Russia:  IFC Country Impact Review. A very difficult investment climate and few opportunities prompted IFC to place a
strategic focus on improving IC through TA—mainly in privatization and capital markets—before expanding investment
operations. By moving quickly and effectively to address strategic, high priority TA needs in the initial years, IFC contributed
materially to Russia’s transition process and earned a high level of goodwill. Given the generally poor performance of IFC
investment outcomes in Russia up to 2001 (when this study was completed), this cautious investment strategy appears to
have paid off well, particularly in comparison with EBRD results for the same period (1992-2001). 

IFC’s Assistance to Transition Economies (forthcoming Evaluation Brief). Difficult business environments provided few
bankable investment opportunities for IFC not served by EBRD and prompted an emphasis on advisory assistance, especially
in countries of the former Soviet Union, to pave the way for investment operations. Moreover, IFC investment and
development outcomes were directly correlated with various indicators of investment climate (IICCR and HFO/WSJ) for this
country group. 

IFC's Experience in the Extractive Industries (EI). OEG’s analysis showed that development results of EI projects were
significantly better in countries with good government effectiveness, political stability, and regulatory quality, and that
investing in countries with poor governance has not on average been financially attractive for IFC. In fact, none of IFC’s ten
most successful EI investments were in a country with high levels of corruption. IFC’s equity returns were worst in countries
with the poorest control of corruption and the best in countries with the highest control.  

Better country governance - better IFC equity returns
For extractive industries and for other sectors
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Note: 175 countries were sorted based on the average of their respective GRICS (Voice and Accountability, Political Stability, 
Government Effectiveness, Regulatory Quality, Rule of Law and Control of Corruption) and divided into quartiles. 
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Figure 1: Projects in good IC countries had significantly better outcomes 
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Table 2: Investment outcomes in countries with good ICs were higher than those with poor ICs 

Investment Climate Investment Outcome Success Rates  
(318 evaluated projects approved in 1993-1997) 

 IC at approval IC at evaluation 

 No. % Success Rate No. % Success Rate 

Good 112 36% 63% 119 38% 60% 
Poor 201 64% 46% 194 62% 47% 
Overall 313 100% 52% 313 100% 52% 

Note:  The total number of projects evaluated during 1998 and 2002 are 318 projects. The quality of investment climate is measured by HFO/WSJ, 
with poor IC assigned a rating greater than 3. This analysis excludes 5 projects in countries without HFO/WSJ ratings. The differences of outcomes at 
approval are significant at the 99% level, and at evaluation at the 98% level. 

 

12. Some aspects of IC matter more than others. Good investment outcomes are also associated with some 
aspects of IC more than others. At the level of the 10 sub-indices of HFO/WSJ, four are strongly correlated 
with investment outcomes:12  (i) trade openness; (ii) a dynamic banking and finance system; (iii) effective 
government regulation;13 and (iv) the absence of black markets (see Figure 2). The trade sub-index is an 
indicator of a country’s trade openness as measured by its weighted average tariff. Lower tariffs are 
associated with good IC ratings. IFC’s projects in an open trade regime have access to cost-competitive inputs 
and output markets that are appropriate to their operations and reward relative efficiency. The banking and 
finance sub-index is an indicator of the government’s involvement in the financial sector. Less intervention is 
a positive IC factor. IFC’s projects operating in a good, dynamic banking and finance environment have 
access to domestic finance at market cost that is not driven up to uncompetitive levels by government deficit 
financing. The government regulation sub-index is an indicator of the extent to which business regulations are 
clear and uniformly applied. Straightforward and consistently applied regulations that reduce the scope for 
corruption, rent-seeking and bureaucratic harassment warrant a good IC rating. IFC’s projects operating in 
transparent and predictable regulatory environments are better able to respond to opportunities and risks as 
they emerge, and are less subject to uncertainty and corruption. The black markets sub-index is an indicator of 
the extent of the informal or underground economy, including illegal trading activities such as smuggling. 
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Countries with low black market activities have good IC ratings. IFC’s projects in low black market 
economies are able to compete on a level playing field.  

 

Figure 2: Better investment outcomes when certain IC factors are favorable 

IO success rates under different HFO/WSJ indicators
(at evaluation)
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13. IFC clients confirm the importance of IC, but also point to business opportunities that influence their 
decision to invest. Box 3 summarizes the main finding of OEG interviews with IFC investor clients in five 
country field visits. Findings from OEG’s field visits are consistent with the IC issues that have emerged in 
different studies. A WB study covering 80 countries and one territory found that taxes and regulations are the 
leading investment climate constraints worldwide. However, among developing countries (excluding China 
and transition Europe), corruption was the number one concern. Not many of the IFC clients OEG visited in 
the five countries for this study explicitly mentioned corruption as an issue. When asked about this issue, 
most foreign companies indicated that they are bound by their own code of conduct which prohibits them 
from participating in corrupt practices. Some have gone to court rather than yield to what appears to be 
harassment or extortion. However, SMEs are likely to be more affected by corruption. Because they are thinly 
staffed and managed the pressure to yield to corruption is higher, according to some companies involved in 
providing services to SMEs. 
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Box 3: Importance of the quality of IC for IFC client investors 

For this study, OEG interviewed IFC clients with mature projects in five countries (Egypt, Mozambique, Peru, Romania and
Vietnam). OEG asked what positive and negative factors in investment climate they have encountered in their operations.  

On the positive side, they were unanimous in indicating that the investment climate was acceptable although they thought it
could be better. They came to the country or undertook a project primarily in response to the business opportunities under the
existing investment climate conditions. Among others, they saw opportunities in terms of access to domestic and foreign
markets, strategic location, and favorably-priced production inputs such as raw materials and labor. Most indicated that the
existence of good and efficient physical infrastructure was necessary for them to take advantage of the opportunities in the
country. While they appreciate investment incentives, the clients OEG interviewed did not think that those incentives tilted their
decision to undertake the projects.  

On the negative side, many respondents expressed frustrations with the quality of the regulatory framework, bureaucratic
processes, weak institutions, inefficient judicial system, and underdeveloped financial markets infrastructure. The experiences
include:  

• A securities brokerage company was upbeat when the country passed legislation to allow the establishment of
securities brokerages. However, due to slow progress in the enabling regulation to allow firms to go public, the
number of listed companies remained small by any standard (21 companies). 

• SMEs complained of what appears to be harassment through over-supervision leading to many hours of management
time spent dealing with government inspectors from different ministries, including ministries of finance, economy,
health, labor, environment, the tax bureau and local government agencies and police.  

• A medium-sized company reported the inefficiencies of the institutions managing the value added tax system. While
the regulation calls for a 45-day processing of VAT refund, actual processing can take up to nine months. This
increased the working capital financing cost of the company. 

• An agribusiness company had to pay up to 28,000 farmers in cash for their harvest because of weak banking
infrastructure, leading to unforeseen additional working capital cost and risk to the company. 

• A manufacturing company pointed to the lack of enabling guidelines on new legislation. This resulted in inconsistent
interpretation of the law even between the concerned local and national agencies.  

 

Do IFC’s investment and non-investment activities help improve investment climates?  A 
conceptual model 
14. IFC’s activities can affect IC through two main channels: (i) non-investment operations including 
technical assistance and advisory services (TAAS); and (ii) investment operations. The potential outcomes 
and impacts of these activities on IC are illustrated in Figure 3. 

15. Non-investment operations. IFC activities with an explicit objective to improve investment climates are 
usually undertaken to help establish conditions for potential downstream private sector investment -- 
including IFC investments -- or as part of executing program mandates or agendas (FIAS, SME department, 
PSAS, PEP, IFC’s frontier strategy). Most such IC work takes the form of non-investment operations, or 
TAAS, and focuses explicitly on improving the investment environment by identifying specific legal and 
regulatory constraints to investment (usually by sector), and other bottlenecks (institutional, administrative or 
other) that impede investment; recommending policy and/or legal changes (including drafting of legislation); 
and building government and private sector capacity to improve investment climate conditions. Broad IC 
advisory services, such as provided by FIAS, can help improve the investment climate generally, hence 
benefiting existing IFC investments and facilitating increased investment activity. On the other hand, more 
targeted sector policy or legal/regulatory advice can help prepare sectors for potential IFC investment project 
follow-on. However, the link between sector IC TAAS and follow-on investments is not always clearly 
defined or a direct motivator. For example, IFC’s technical assistance program in the countries of the former 
Soviet Union (pre-2000 PEP) contained little or no direct link to IFC investment:  in an environment where 
IFC saw few immediate bankable investment opportunities, strategic priority was placed on assisting 
governments in moving forward with privatizations and related transition reforms needed to improve 
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investment climates. IFC can also affect IC by coordinating with the World Bank on IC diagnosis to inform 
joint CASs and PSAs. This activity is briefly addressed in Chapter 3 of this report and in the joint OED-OEG-
OEU overview report. 
 

Figure 3: Logic model for IFC’s IC activities 
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16. Investment operations. While improving the investment climate is not necessarily a direct and explicit 
objective of investment operations, they affect IC in varying degrees. As highlighted in the 2005 World 
Development Report “A Better Investment Climate—For Everyone”, specific investment transactions can 
“complement investment climate improvements by mobilizing a supply response and testing and 
demonstrating investment climate improvements.”14 Transactions that support infrastructure development, 
increase the level of skills and knowledge, or establish new financial intermediaries can contribute to the 
investment climate more directly, especially in pioneering and bottleneck-relief situations. 

17. The relative importance of investment operations as a channel for improving IC emerges dramatically 
when compared in US dollar terms (see Figure 4). Over 99% -- or $32 billion -- of IFC’s total IC-impacting 
activity during the evaluation review period (FY93-02) was through investment operations compared to $167 
million that was expended on executing non-investment TAAS operations. These figures reflect IFC’s 
emphasis on investment operations as its primary line of business. In line with IFC’s relative emphasis on 
investment operations, the remainder of this report is organized as follows:  Chapter 2 explores how IFC’s 
investment operations improve investment climates, and provides findings and evidence of the related 
outcomes and impacts;  Chapter 3 describes how IFC set out to improve ICs through non-investment and 
TAAS activities, and investigates the outcomes and impacts of IC TAAS operations; and Chapter 4 presents a 
summary of the report’s main findings and recommendations. 
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Figure 4: Investment operations dominate IFC IC activities in terms of US$ 
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2. IFC’S INVESTMENT OPERATIONS SHOW WIDE IMPACTS ON INVESTMENT CLIMATE 

Methodology and limitations 
18. OEG’s evaluation drew from IFC’s investment and non-investment operations over the FY93-02 period. 
For investment operations, the study (i) considered IFC investment approvals and commitments data and 
information through the formal review period and including FY03, and (ii) drew from the 318 XPSRs 
prepared from CY98 to CY02 for projects randomly selected from the FY93 to FY97 disbursed approvals 
population. OEG focused on the Private Sector Development (PSD) impact (and its components), an indicator 
in IFC’s XPSR evaluation framework, as a proxy of a project’s contribution to improving investment climate. 
Annex 2 has the detailed description of XPSR indicators and methodology, and Annex 3 contains details 
regarding the PSD impact indicator. There is significant convergence between the XPSR PSD impact 
indicator and the various components of IC, i.e., positive PSD component impacts contribute to overall 
investment climate improvements. To supplement the XPSR findings, OEG visited mature investment 
projects in five countries: Egypt, Mozambique, Peru, Romania, and Vietnam. OEG selected these five country 
field visits based on, among other factors, volume of IFC’s operations, OED’s case study selection, 15 and 
regional diversity. OEG posed three key questions to the project companies it visited: (i) What factors in 
investment climate have affected the project’s operations; (ii) What investment climate obstacles the project 
has encountered; and (iii) What the project’s contributions have been to improving the investment climate. 
The study does not attempt to show causality between IFC activities and changes in the overall IC, as 
represented by a broad indicator or measure of IC.16  Many factors contribute to overall IC improvement, e.g., 
rule of law, corruption, property rights, trade policies, etc, and many of these factors are beyond the scope of 
IFC’s IC activities or ability to influence. With more complete data on the relationship between IFC 
investment operation impacts and IC, one might be able to make stronger claims.  

How IFC’s investment operations address investment climates  
19. IFC helps improve investment climates through its non-investment operations and as a consequence of its 
investment operations. In investment operations, IFC supports commercially viable projects with expected 
developmental impacts and where there is a substantive IFC role. Impact on PSD is one of the key 
development impacts of IFC’s projects that is systematically addressed both at appraisal and evaluation. As 
mentioned above, this study uses the project’s rated impacts on PSD as a proxy indicator for it impacts on 
investment climate. While PSD impact is not synonymous with investment climate impact, many of the PSD 
impact indicators tracked by IFC contribute to improving investment climate, albeit in varying degrees. 

20. IFC approved US$36.2 billion investments in 2,945 projects for its own account over the FY93 to FY03 
period. Half of the volume (US$18.6 billion) was in IFC’s high-impact strategic sectors (as defined currently 
and since the strategic sector focus began in 1998), comprising infrastructure (utilities, transport and 
information), financial markets, and social sectors (see Figure 5). These sectors are a strategic priority for IFC 
because of their potentially high impacts in promoting sustainable PSD and economic growth. Yet the 
strategy to pursue investments in these sectors is not explicitly motivated by the specific objective of 
improving investment climate per se. Instead, improving investment climate is a by-product of a broader 
strategic investment objective of maximizing IFC’s contribution to development by investing in sectors (and 
countries) where it can achieve greater economic impacts and high multiplier effects. 

21. IFC’s high-impact strategic sectors, particularly infrastructure and financial markets, comprise critical 
elements of investment climate. High-quality, widely available, and reasonably-priced infrastructure services 
are important parts of a good investment climate. Private sector projects in infrastructure such as those 
supported by IFC are designed to meet rising demand or relieve supply shortages. Access to finance at 
reasonable cost is likewise crucial to having a favorable investment climate. IFC’s projects in financial 
markets are by design aimed at increasing access to finance by introducing new financial services or 
expanding existing availability to meet rising demand. 
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Figure 5: Increasing IFC’s investment approvals in high-impact strategic sectors 

 

22. Reflecting the ‘Beyond 2000’ strategic shift which took place starting in 1998, the migration of 
vestment projects into the high-impact strategic sectors is also shown in Figures 6 and 7. The percentage of 
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commitments in strategic sectors increased from 37% in FY93-98, to 54% of all investments committed in 
FY99-03. In terms of annual averages, US$622 million was committed in strategic sectors in FY93-98, rising 
to nearly US$1.2 billion in FY99-03. Investment commitments in other sectors shrank both as a proportion of 
all IFC commitments and in absolute terms. In line with Management’s strategic goal of delivering enhanced 
development impact per investment dollar committed, OEG’s synthesis analysis of XPSR findings, presented 
in the next section of this chapter, finds that high impact strategic sector investments have had better than 
average development and investment outcomes. 
 

Figures 6 & 7: Migration of investments into strategic sectors reflects the ‘Beyond 2000’ focus 

 

23.  
 1998, the share of IFC’s investment approvals for projects in poor investment climate countries17 increased 

Similarly, reflecting the frontier market focus initiated by IFC Management in its ‘Beyond 2000’ strategy

(% of all commitments)

63% 46%

37% 54%

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

100%

FY93-98 approvals FY99-03 approvals

Strategic

Strategic

Other Other

Strategic = Social, financial (excl. CIVs), and infrastructure sectors

(US$m annual average)

$982$1,052

$1,147

$622

0
200
400
600
800

1,000
1,200
1,400
1,600
1,800
2,000
2,200

FY93-98 approvals FY99-03 approvals

U
S$

 m
ill

io
n

Strategic Strategic

Other Other

$2,129

$1,674

Strategic = Social, financial (excl. CIVs), and infrastructure sectors

Distribution C's US$ Investment Commitments: Distribution of IFC's US$ Investment Commitments:  of IF
Strategic Sectors vs Other Sectors Strategic Sectors vs Other Sectors 

in
from about US$ 1.1 billion (52% of total) in FY93 to about US$ 2.3 billion (57%) in FY03 (Figure 8), even 
though the number of countries in the poor-IC country group has been shrinking over time. In terms of annual 
average investment commitments over the two periods considered in Figures 9 and 10, the annual average 
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increased in absolute terms from US$1 billion between FY93-98 to US$1.2 billion between FY99-03. Yet, the 
share of projects committed in poor IC countries declined somewhat from 61% to 57% between the two 
periods.  
 

Figure 8: IFC’s investment approvals in poor IC countries have grown 

Figures 9 & 10: llenge of 
finding viable projects in these countries  
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24. The challenge of finding viable business opportunities in frontier and poor IC countries is considerable, 
given the shrinking population of frontier countries with diminishing GDP and FDI absorptive capacities. 
OEG’s Annual Review of IFC’s Evaluation Findings: FY03 illustrates the shrinking population of high risk 
countries as defined in IFC’s frontier strategy (IICCR score of 30 or less).18 Similarly, while poor IC countries 
as defined in this paper are not fully synonymous with ‘frontier countries’ as defined in IFC’s strategy, a 
similar shrinking trend is observed using the HFO/WSJ. For example, of the 48 IFC client countries rated by 
HFO/WSJ as poor IC (i.e. score of above 3) in 1995, only 38 remained in the poor IC group by 2003, with 13 
having ‘graduated’ to good IC and three countries falling from good IC to poor IC.  
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25. Relative GDP and FDI concentrations in high-risk countries are a proxy for such countries’ share of 
investment project opportunities. Figures 11 and 12 show that in high-risk countries: (i) in both periods IFC’s 
approvals have been much more concentrated than either GDP or net FDI; and (ii) IFC’s concentration ratio 
in the most recent period grew to almost twice that of GDP and three-and-a-half times that of FDI. These data 
are evidence of IFC’s frontier strategy pursuit in channeling support to countries with poor IC, where its 
additionality is greatest.  
 

Figures 11 & 12:  IFC investment approvals are more concentrated in high-risk countries than  
are FDI and GDP 
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climates. These projects directly address the major drivers of making investment climates c
promoting private investments. As discussed in the World Development Report 2005, “A Better Investment 
Climate—For Everyone”:19 

• Well-functioning financial markets link firms to lenders and investors willing to fund their ventures 
and share some of th
cash-strapped entrepreneurs to grow their firms, giving them access to external equity and debt. Well 
functioning financial markets impose discipline on firms, driving efficiency both directly and by 
facilitating new entry into product markets. And they create opportunities for firms and households to 
manage risks. As a result, financial market development leads to faster growth in productivity and 
output. But inadequacies can create barriers to opportunities and increase costs for firms. And these 
inadequacies are significant in developing countries (Figure 13). 

Good infrastructure connects firms to their customers and suppliers and helps them take advantage 
of modern production techniques. Firms with access to mo
electricity supply and efficient transport links stand out from firms without them. They invest more, 
and their investments are more productive. Yet in most developing countries, firms must cope with 
infrastructure that fails to meet their needs. The problems expressed by firms vary by region, with 
Africa and South Asia having poorer infrastructure than Eastern and Central Europe (Figure 13).  

The availability of skilled and healthy workers shapes the decisions of firms to adopt new 
technologies, expand, or enter new markets. Many firms in developing countries rate skill shorta
as a major constraint on their operations (Figure 14). 
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Figure 13:  Finance and infrastructure 
inadequacies are severe in many developing 

countries 

Figure 14:  In many countries firms rate skill 
shortages as “major” or “severe” constraints 

Source:  WDR 2005 and Investment Climate Surveys Source:  WDR 2005 and Investment Climate Surveys  
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27. Several studies, business surveys, and literature reviews20 show that the quality and quantity of 
infrastructure is an important consideration for investment decisions. IFC’s projects in strategic sectors bridge 
the infrastructure gap that the public sector and existing private participants are unable to fill. In power, a 
number of IFC’s projects provided a quick solution to chronic supply shortages, ending electricity-related 
business interruptions and restoring a healthy supply/demand balance. In telecoms, IFC’s projects provide 
businesses with communication infrastructure, allowing them to access new product and input markets. IFC’s 
road, port and transport projects provide improved logistical infrastructure, lowering the cost of shipping 
goods to end-users. In financial markets, IFC’s projects help increase access to finance and introduce new 
financial instruments in the sector. Investments in health and education enhance the skills and quality of local 
workers.  

28. In addition to making significant direct contributions to key aspects of investment climates, IFC’s 
investment projects in strategic sectors have yielded significantly better development and investment 
outcomes (Box 4), making IFC Management’s decision to focus on these high-impact sectors justifiable from 
a development impact perspective. 
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Box 4: Strategic sector operations have yielded significantly better outcomes 

Overall, the evaluated operations approved between 1993 and 1997 in today’s strategic sectors have yielded significantly better
development and investment outcomes than operations in other sectors. As shown in the figure below, 50% of strategic sector
operations evaluated over the review period achieved win-win outcomes, i.e. good development outcomes as well as good
investment results for IFC (square 1 on right hand box). This compares to only 38% of all other operations achieving win-win
outcomes (square 1 on left hand box). Similarly, only 23% of strategic sector operations yielded low outcomes in both
dimensions, so-called lose-lose outcomes (square 4 of right hand box), compared to 36% lose-lose outcomes of other
operations. These differences are significant at the 0.06 level, or 94%. These results are consistent with findings in OEG’s
Annual Review of IFC’s Evaluation Findings:  FY03, for evaluated operations approved between 1995 and 1997. 

High-impact strategic sectors have achieved significantly better  
development and investment outcomes 
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. . . and projects with demonstration effects have indirect impacts  
29. Investment climate affects and is affected by business activities. Investors take on risks which have the 
potential to generate a host of benefits to the economy and society, especially pioneering investments. Still, 
tracking the impacts of a private sector project on investment climate is extremely difficult. 

30. In IFC, an indirect indicator of its investment projects’ impacts on investment climate is the PSD impact 
rating included in IFC’s’s project evaluation (“XPSR”) framework. The PSD rating considers a project’s 
impacts beyond the project company. Like all DO indicators, PSD is rated on a ‘with vs. without project’ 
basis. A project earns a rating of Satisfactory or better if its has demonstrable positive impacts on PSD; less 
than Satisfactory if there are inconsequential or negative impacts on PSD. Please see Annex 3 for a complete 
description of a project’s PSD impacts and the rating benchmark.  

31. For the purpose of relating it to the investment climate, this study classifies the components of the PSD 
impact indicator into two main IC impact categories: (1) public sector-driven components; and (2) private 
sector-driven components. The sub-indicators under each component are shown in Table 3.  
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Table 3: Breakdown of PSD impact (XPSR) into various IC components 

Public Sector-Driven IC 
components  Private Sector-Driven IC components  

 Physical and Non-Physical Infrastructure Robust Private Sector  

Legal and regulatory 
changes/ Policy reforms 
 

Quality and quantity of physical 
infrastructure 
Domestic capital and financial markets 
infrastructure (including SME access to 
financing) 
Labor force infrastructure—local 
management and employee skills through 
know-how and technology transfer 

Demonstration effects/role model 
leading to follow-on/similar projects 
Increased private ownership and 
company governance quality 
Competition 
Upstream and downstream linkages 

 

32. PSD is the highest rated sub-indicator of development outcome among the 318 projects from the 1993-
1997 approvals population.21 Of these projects, 233 or 73% had positive PSD impacts, reflecting the many 
positive externalities associated with sustainable private investments. Yet despite the high level of PSD 
impact which may contribute to IC at the micro level, it is difficult to show causality between IFC activities 
and changes in the overall IC besides demonstration effects or linkages, e.g. as represented by a broad 
indicator or measure of IC. In the absence of better data to capture the relationship between PSD impact and 
investment climate improvements, only associative assertions can be made.  

33. Regionally, MENA and LAC had the highest concentration of positive PSD impacts (90% and 84%, 
respectively, of all XPSRs had satisfactory or better ratings). The regions of SSA and SECA achieved levels 
comparable to the IFC average (73%). In contrast, only 39% of evaluated projects in the South Asia region 
had positive PSD impacts. CEE and EAP achieved success rates of 69% and 68%, respectively.  

34. Project size appears not to have influenced the ability of a project to have positive PSD impacts. 
However, the nature and depth of impacts could differ. A leasing operation may be small in terms of project 
cost but it provides access to finance, mostly to SMEs, an underserved but important business segment in 
many developing countries. On the other hand, a large power generation project has a wide reach and directly 
contributes to improving infrastructure, likewise an important factor in investment climate.  

Demonstration effects dominate PSD impacts 

35. Demonstration effect is the most common contributor of positive PSD impacts; 72% of 233 projects with 
satisfactory or better PSD impacts served as a role model or led to related investments (see Figure 15). This 
observation is supported by a logistic (logit) regression analysis22 which showed that a project is five times 
more likely to achieve an Excellent PSD impact rating (1% significance level) if it has a positive 
demonstration effect.  

36. While demonstration effects can indeed be significant for some projects, less important for others, and 
negative for some, one shortcoming of measuring this impact is linked to its qualitative nature. It is difficult to 
set up parameters a priori regarding any given project’s potential demonstration effect, against which it can 
be measured later. For example, a project to invest in the first hotel in a new tourism destination may be 
expected to have a demonstration effect downstream as other hotels follow, but it would be difficult to set 
quantitative expectations at project approval. Any rigorous assessment of demonstration effect would have to 
be conducted on an ex post basis.  

37. Pioneering or ‘first of a kind’ projects, by definition, have strong demonstration effects. Projects can be 
the first in a newly created sub-sector such as in leasing or housing finance. For example, IFC financed the 
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first company to obtain a license after the enactment of a leasing law in an Asian country. Following the early 
success of this company, ten other companies have established leasing operations in the country.  
 

Figure 15: Demonstration effects are the most common indirect impacts on IC 
(all 233 projects evaluated in XPSRs from 1998 to 2002) 
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38. Projects can also be the first private investment in a newly opened sector such as infrastructure. An early 
entrant mobile phone company in a LAC country prompted other international operators to enter this market, 
leading to expanded coverage, service improvements, increased reliability, and lower telephone tariffs. The 
successful structuring and implementation of the first of five road privatizations in another LAC country 
played an important role in informing and influencing other future road privatizations in the country and 
became the model for road concession privatizations. The strong performance of the first independent power 
producer (IPP) in another LAC country attracted 13 other IPPs in the country.  

39. Projects can be pioneering in terms of bringing new financiers to the country or to a sector, or in terms of 
debt or equity structure. A financial markets project in a MENA country played a major catalytic role in 
attracting long-term foreign funding to this country. The success of this project stimulated eight other local 
banks to introduce similar financial products to provide financing to SMEs. A project in LAC demonstrated 
that limited recourse debt financing could be arranged for a large privately sponsored infrastructure project on 
the basis of strong local off-take arrangements and strong sponsor support. The successful international 
financing of a social sector project in South Asia has aroused the interest of local commercial banks that 
previously considered education companies as not bankable.  

40. Demonstration effects are not limited to pioneering projects. Investments in non-pioneering sectors can 
spur interest from existing and new players in the market or country. In catalyzing a competitive response, a 
hotel project in Africa inspired other area hotels to refurbish, raising the standards of the tourism 
infrastructure in the area. A financial markets project in MENA led other banks to offer similar and more 
innovative products in the market. A general manufacturing project in Eastern Europe attracted companies 
from the sponsors’ home country to set up operations in this transition country.  

41. Strong demonstration effects can also have unforeseeable negative consequences. In the electricity 
sector,23 early success of pioneering power generation projects led to an influx of  private participants to the 
sector. On the positive side, power shortages were resolved quickly and efficiently, leading to the stability of 
the power infrastructure in the short to medium term. However, in some cases, such success reduced the 
pressure on country leadership and policymakers to pursue further reforms in other parts of the system that the 
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private sector was counting on when they made the decision to invest. Because of stalled reforms, the 
transmission and distribution sub-sectors were unable to meet the needs of the expanded generation capacity. 
As a result, power plants were not operated at their optimal dispatch levels even as other parts of the country 
continued to suffer from supply shortages.  

42. Failing projects do not serve as positive demonstration effects and this can result (but not always) in less 
than satisfactory PSD ratings. For example, IFC financed a business concept--rice milling--that was not 
sustainable in an African country in the wake of subsequent trade liberalization. The failure of the project, 
especially within such a short time after implementation, discouraged similar potential foreign investments 
from happening.  

43. Other factors driving positive PSD impacts include:  

• Projects with downstream and upstream linkages help create or expand a sustainable network of business 
infrastructure that the private sector needs in day-to-day operations; 44% of the projects with satisfactory 
or better PSD impacts had strong business linkages. A petrochemical project in LAC prompted the 
creation of 30 downstream companies and US$150 million in new investments.  

• Projects that contribute toward the skills and knowledge of the local workforce can enhance human 
capital, helping to improve the investment climate; 44% of projects with Satisfactory or better PSD 
impact provided transferable skills training while 39% had transfer of know-how and 22% led to 
enhanced management skills. It is common for project companies to provide training to the employees 
who will do the job. However, some companies go beyond the necessary. An extractive industries project 
in Africa provided classroom and on-the-job training to non-employees in order to expand the pool of 
administrative employees from whom the company could draw from in the future.   

• Projects that help build efficient and reliable physical infrastructure can enhance investment climate; 21% 
of projects with positive PSD impacts created physical infrastructure that is accessible to the public. 
While most of these projects are in the infrastructure sector, there are also industrial projects that include 
infrastructure components. A cement project in Eastern Europe upgraded the local port and modernized 
the road leading to this port. As a result, the port provides cost effective services to exporters and 
importers in that city. 

• Creating a transparent and predictable legal framework is the job of the public sector. However, the 
private sector can play a role through general public/private consultations, lobbying, negotiations for 
specific projects, and demonstration effects of successful investments. The sponsors of a financial 
markets project in the ECA region successfully lobbied the Central Bank to improve banking regulations 
and introduce reforms. To pave the way for the establishment of a financial markets project in Asia, the 
sponsors and IFC arranged for technical assistance to draft the regulations and supervisory framework for 
the new sub-sector (leasing). A food and beverage project in Central Asia was the first foreign investment 
in the country outside the extractive industries sector. This project triggered new legislation, including the 
reduction of notary fees to international levels and introduction of international accounting standards. A 
pioneering telecoms project in LAC was consulted by policy makers on various telecom issues which has 
contributed to bringing the country’s regulations in line with international standards.   

Investment projects with positive PSD impacts appear to have a greater influence on investment climates in 
countries with difficult conditions 

44. While overall PSD success rates in different country conditions are virtually the same, projects with 
positive PSD impact appear to have a more significant influence on IC in countries with difficult conditions. 
Figure 16 shows a higher occurrence of the different PSD impact sub-indicators in IFC’s projects in countries 
with poor IC (based on HFO/WSJ rating of 3 or greater) most of which are also countries IFC formally 
categorizes as ‘frontier’, i.e., high risk and low income. Significant demonstration effects are more common 
in these countries both because IFC-financed projects tend to be of relatively large investment scale and 
visibility in these countries and because potential investors are alert to success stories which do not 
necessarily come as often as they do in countries with better investment climates. Significant project impacts 
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on the development of human capital through training, transfer of technology/know-how, and improvement of 
management skills as well as financial and physical infrastructure impacts also occur to a greater extent in 
difficult countries. These suggest that IFC’s strategy to tilt its efforts and resources towards frontier countries 
has a direct positive effect in influencing investment climate.  
 

Figure 16: Projects with positive PSD impacts have more influence on IC 
when country conditions are difficult 
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45. Slightly more than a quarter of evaluated projects from the 1993 to 19
than satisfactory PSD impacts. A project with no sustainable positive or with adverse impacts on PSD is rated 
less than satisfactory. Adverse impacts include some or all of: negative demonstration effects due to poor 
business performance; poor company reputation associated with a negative effect on private enterprises; 
project-induced or reintroduced restrictions on competition (including protection, uneven treatment of 
competitors, forming of a cartel, etc.), delays of reforms or entry by private enterprises, introduction of laws 
and regulations worsening the investment climate, etc.  

46. Poor business performance is a major obstacle to a project’
impacts. Of the 84 projects with less than satisfactory PSD impacts, 80, or 95%, had poor project business 
performance. The projects that had negative PSD impacts despite good operating results suffered from the 
failure of full privatizations and from sending the wrong signal that SME financing was not viable given that 
the bank abandoned SME lending in favor of traditional borrowers.  

47. Projects with negative impact on investment climate included
contributed to excess supply in the domestic market. This led to unsustainably low prices that encouraged the 
formation of a cartel. A project in South Asia that failed due to sponsor issues resulted in a negative 
perception of emerging joint ventures in the social sector. A financial markets project in Eastern Europe 
engaged in less than good-practice leasing operations, undermining the success of the project and the leasing 
sector in general.  
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3. IFC’S NON-INVESTMENT OPERATIONS HAVE A DIRECT IMPACT ON INVESTMENT 
CLIMATES 

Methodology and limitations 
48. The study did not comprehensively evaluate non-investment IC activities. Unlike for investment 
operations, there is no existing robust evaluation database or comprehensive evaluation system for IFC’s 
non-investment activities. For this reason, the evaluation of non-investment operations is limited to 38 IC-
related mature operations24 in the five field-visit countries. A logical framework-based evaluation template 
was used to rate IFC’s IC activities on: (i) inputs and outputs -- overall quality of TA assignment and its 
execution (relevance; clarity of objectives/targets; responsiveness to client needs; technical/financial 
competence; and client acceptance of recommendations); (ii) outcomes -- implementation of 
recommendations; and (iii) impacts -- changes on the ground attributable to or consistent with the outcomes 
of TA and advisory work (see Annexes 4A and 4B for evaluation rating template and criteria). OEG sought 
the perspective of IFC clients, IFC staff, stakeholders from the private sector, government agencies, and 
multilateral and bilateral donors (including World Bank staff). OEG made its own rating synthesis judgment 
based on all the input received. 

49. IC TAAS operations for this study were defined as those operations containing an explicit component 
that advises the government on the legal and/or regulatory framework (e.g. privatization/concession law, 
sector regulations, etc.) or builds capacity of the regulator or government agency above and beyond 
conducting the specific transaction. Hence, projects that advise on transactions only (sales or transfers to the 
private sector) are not included. On the other hand, TA that aims to build the capacity of private sector 
groups to engage in dialogue with the government for policy advocacy to improve investment climates 
and/or educates groups of private investors on new legislation/policies or best practices in corporate 
governance and accounting practices is included. OEG built a database of all qualifying IC TAAS 
operations, but given the inconsistent, poor quality of data and information available, project costs 
presented in this report are not entirely reliable. OEG has made some adjustments to improve data quality, 
but figures should nonetheless be interpreted with these caveats in mind. 

50. Given sample shortcomings (not randomly selected and small population), evaluation findings are not 
representative of the overall non-investment IC activities in IFC and can only offer quantitative and 
qualitative insights into the non-investment operations in the countries visited. However, OEG 
complemented these findings by drawing from various evaluations, surveys and assessments that have been 
done by TA provider units, such as investment departments, FIAS, PEP and the Project Development 
Facilities (PDFs).  

51. For joint IFC/WB department work, OEG took the lead in evaluating FIAS and SME department IC 
TAAS activities. FIAS, created by IFC in 1985, was evaluated by OEG in 1998, and OEG has recently 
completed an evaluation of the SME facilities. In line with the broad division of labor as defined by the 
PSD strategy, OED took the lead in identifying and assessing core IC-related activities undertaken by the 
newly established joint Bank/IFC PSD vice-presidency, notably Investment Climate Assessments (ICAs), 
investment climate surveys, Doing Business, and various coordination initiatives across the WBG by the 
joint Investment Climate Department (CIC).  

Increased emphasis has been placed on improving IC, but IC has not been a strategic 
priority  
52. Having featured explicitly in IFC’s 1956 Articles of Association, improving investment climate has also 
been recognized more recently as an important factor in IFC’s pursuit of its strategic priorities (see Box 1 in 
Chapter 1). But has improving investment climate achieved the same level of strategic importance in IFC as 
the other two Purpose activities, (i) financing private sector enterprises and (ii) bringing together investment 
opportunities? 
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53. The IFC 1993 Business Plan and Budget Framework alluded to IC issues in assessing the impacts of the 
macroeconomic environment on IFC’s investment activities: “A third important influence of the economic 
environment is the impact of structural changes in the balance between the public and private sectors and 
the openness to trade of developing economies.”25 The strategy for FY94 recognized that the “business 
environment for private investments in developing countries” was an important factor influencing IFC’s 
ability to deliver its investment program. A low level of emphasis continued up to the April 2000 IFC 
Strategic Directions, which pointed out that “IFC is in a position to complement the Bank’s efforts to 
improve the enabling environment for the private sector, by bringing to bear—through the country 
assistance strategy process—the key lessons of its transaction experience.”26   

54. Subsequent IFC strategies focused more on IC activity. IFC first proposed “strengthening its investment 
and advisory work in support of investment climate improvements in member countries”27 in 2001, and then 
again in 2002, 2003 and 2004. In March 2002, IFC’s Strategic Directions Paper acknowledged the “relative 
scarcity of good investment opportunities in many frontier markets” and stressed complementing 
investment work with extensive TA to “support government efforts to develop SMEs, improve the 
investment climate and undertake privatizations.”28 Further, improvements in IC featured prominently in the 
PSD Strategy Paper (April 2002), linked explicitly with creating an environment of opportunity that can 
help provide poor people with a route out of poverty.29 In a move that formally recognized the strategic 
importance of IC, the WBG announced in 2003 the creation of a new joint Vice Presidency responsible for 
WBG PSD strategy and the IFC Chief Economist function. As part of this decision, the joint WBG CIC was 
created to standardize IC diagnostic tools, including the development of surveys for cross-country 
comparisons and monitoring IC over time by country. This places a major emphasis on systematizing and 
coordinating investment climate work across the WBG.  

55. Yet, despite the increased importance of IC activities in recent years, improving investment climate has 
not been an explicit IFC strategic priority in itself but a consequence of, and a means of achieving, IFC’s 
strategic investment priorities. IC TAAS has been an instrument used to achieve investment objectives in 
pursuit of the frontier and SME strategies. 

IFC emphasized coordination with the World Bank to help improve investment climates . . .  

56. IFC’s overarching approach to IC for the most part of the review period was to take specific actions 
designed to improve coordination with the World Bank, which was explicitly charged with “the leading role 
in establishing the enabling environment in countries with limited opportunities for IFC financing.”30 As 
articulated in the various strategy documents, IFC’s role was to complement the Bank’s efforts to improve 
investment climate through the CAS. In this way, IFC was to inform the direction of the country dialogue in 
order to enhance the quality of economic reforms supported by the Bank Group. IFC has first-hand 
knowledge of current issues in private sector investments and direct experience and expertise in sector-
specific issues that can inform the WBG’s policy advice. Conversely, IFC’s ability to finance viable 
projects would benefit from the Bank’s successful efforts to help improve the quality of the investment 
climate at the country level. IFC’s actions to improve coordination with the Bank on IC-related themes 
emphasized increased joint work--either through the PSA or CAS level, or through joint departments that 
would improve coordination and exploit synergies. Major attempts to address IC issues as noted in past 
strategy documents include the following: 

• Joint World Bank/IFC Private Sector Assessments (PSA). In the 1993 Progress Report on PSD, 19 
joint PSAs were initiated. In IFC’s three-year business plan in 1994, more than 25 countries were 
earmarked for joint PSAs. The 1996 three-year plan programmed and approved a further increase in the 
level of joint work with the World Bank on PSAs, CASs and sector work. Thereafter, emphasis on joint 
PSAs subsided as the preparation of joint CASs became more central to Bank/IFC coordination from 
1997 onwards.  

• Joint World Bank/IFC Country Assistance Strategies (CAS). The first series of joint CASs was 
executed in FY97 in Mexico, Poland, Egypt and Brazil. In FY98 and FY99, 13 joint CASs were done 
each year, followed by an annual average of 16 in subsequent years until present. Many of the 
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‘Category A’ CASs contain jointly formulated private sector strategies (frequently attached as an annex 
to the CAS), while the less intensely collaborated ‘Category B’ CASs focus more on identifying areas 
for coordination and outline IFC’s investment/TA strategy and work program in broad, general terms. 
The split between Category A and B CASs is roughly half and half. 

• Joint World Bank/IFC Departments. A joint World Bank/IFC Director for East Asia was given the 
mandate for all PSD activities in 2000. Putting together the regional staff working on PSD and 
investment operations was thought to lead to better coordination. However, this pilot program was 
overtaken by a reorganization in IFC in FY2002 that redeployed most investment staff to sector 
specialist departments based in headquarters, and the experiment was abandoned largely because the 
Bank and IFC incentives were not consistent. Also, in 2000, a joint WBG Private Sector Advisory 
Services Group was created, combining the central PSD function from the Bank, FIAS, and IFC’s 
former Corporate Financial Services (subsequently called PSAPT) -- which provides advisory services 
for privatization transactions and corporate restructurings. In 2003, a joint WBG PSD Vice Presidency 
was formed. At the same time, the name of PSAS changed to CIC, and the IFC privatization transaction 
group was taken out of the department, and took over the PSAS name. CIC has developed tools to 
diagnose, benchmark, and monitor investment climates, and has become a focal point for coordination 
between the Bank and IFC on IC matters. Box 5 presents a brief overview of these new tools and 
coordination efforts, which are discussed in more detail in the OED report. In addition, a joint 
IFC/World Bank SME Department was established in 2000, and its mandate includes addressing IC 
issues relating to SMEs. In 2003, the SME facilities (TA support) were taken out of the joint SME 
department and transferred to IFC’s regional investment departments with a dotted line to the SME 
department. Finally, Joint Bank/IFC Global Product Groups were created in 2001, and still remain in 
place.  

• Other WBG Coordination. An IFC manager joined the World Bank’s PSD Sector Board in 1996, and 
participation continues. MIGA/IMS and FIAS developed a new protocol in 2002, which entails 
systematic exchange of project information with a view to conducting joint projects in appropriate 
areas. The FIAS/MIGA protocol is currently being updated. 

57. The division of labor between the WB and IFC with respect to the IC agenda is described differently in 
recent documents. Both the Bank and IFC indicate that they provide advice for policy reform, but the PSD 
strategy sees IFC as focusing on demonstration projects and institution-building rather than on policy 
reform. According to the April 2002 World Bank Group PSD strategy: 

IBRD/IDA shall focus on investment climate and related institution building, improvements of governance, 
legal and regulatory systems, financial sector policies and public financing. IFC shall pursue 
demonstration projects that promote the credibility of government policies, provide additional financial 
services in local markets and provide political risk protection to co-financiers. Its strategy is to deploy its 
instruments such that they support relevant institution building, particularly in the financial sector and for 
small and medium enterprises. 

58. According to the April 12, 2001 IFC Strategic Directions Paper: 

IFC is to promote and support TA and advisory activities to improve IC, including appropriate institutional 
and policy reforms. 

59. Subsequent Strategic Directions Papers from 2002 to 2004 also proposed strengthening IFC’s 
investment and advisory work in support of investment climate improvements in member countries as part 
of its focus on frontier markets and SMEs. IFC’s Strategy for Africa (August 2003) stresses increasing 
efforts to improve the IC, including TAAS to governments on IC issues, closer coordination with the World 
Bank, and activities to strengthen private sector dialogue with government regarding policy and regulatory 
reform. Moreover, new SME facilities created post-2002, promote business environment enabling activity -- 
including advisory services to governments to improve investment climates -- as an important pillar of these 
facilities’ strategies and business plans.  
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Box 5: New PSD Vice Presidency oversees implementation of PSD strategy and coordinates IC 
work across the WBG 
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New IC tools include: 

 Investment Climate Assessments (ICAs) designed to systematically analyze conditions for private investment and
enterprise growth. Underpinning all ICAs is a standard core investment climate survey instrument (the “Productivity and
the Investment Climate Survey,” or PICS), which allows the comparison of existing conditions and the benchmarking of
conditions across countries to monitor changes over time. The ICA work program planned for 12 reports to be completed
by end-FY04, starting with IDA countries. To date, eight have been posted on the ICA website. 

 The Doing Business Project investigating regulations that enhance business activity and those that constrain it.
Quantitative indicators on business regulations and their enforcement are being gathered that will allow comparisons
across more than 130 countries and over time. The indicators are based on assessments of laws and regulations, with input
from and verification by local experts. The first report, Doing Business in 2004: Under-standing Regulation, focuses on
starting a business, hiring and firing workers, enforcing contracts, getting credit, and closing a business. Doing Business in
2005 will discuss three topics: registering property, dealing with government licenses and inspections, and protecting
investors. 

Newly introduced coordination mechanisms include, among others: 

 

 WBG. 

 

Regular Country Review meetings, co-chaired by the WBG PSD VP, Bank Country Director and IFC Regional
Director, in which Bank Group staff, including MIGA, discuss strategies to address the investment climate and ways to
improve coordination in implementing strategies across the

PSD Regional Training, a new systematic program of knowledge development and training for WBG staff aimed at
building capacity to better design and implement IC operations. The program includes three critical steps for the WBG to
help governments improve IC:  diagnosis, solution design and implementation process. Training is based on providing
operations staff with tools based on best practice, including policy reform management strategies. 

 

 

VP Outreach via field visits and monthly conference calls linking the SME facilities with relevant WBG staff to discuss
country or regional issues. 

PSD Forum, a flagship learning event for WBG staff worldwide working on PSD issues. 
 

 . . and engaged directly in providing investment climate policy advice 

0. IFC has been increasingly engaged in the provision of technical assistance and advisory services, 
nabling it to play a “highly focused role in key areas, such as privatization and promotion of FDI as well as 
n helping governments establish the enabling framework for activities such as leasing and stock 
xchanges.”31 Specific actions outlined in various strategy documents to strengthen the provision of these 
elective services include the following:   

 Donor-funded Technical Assistance. IFC has increasingly tapped TATF, PEP and other donor-funded 
facilities to finance advisory services aimed at improving investment climate, especially for financial 
markets sub-sectors, including leasing, housing finance and stock exchanges.  

 FIAS. The 1993 and 1994 three-year plans proposed expanding FIAS activities. Endorsement of 
continuing the FIAS program was also articulated in business plans for other years in the review period.  

 Corporate Governance. IFC established a corporate governance program in 2001. Central to IFC's 
mission to promote sustainable private sector investment in developing countries, the objective of this 
work is to add value to clients (e.g. enhance access to capital) and help IFC manage risks. 

1. IFC addresses IC through the advisory and TA activities of its investment departments (both directly 
nd with support from donor funds via TATF, PEP, and SME facilities) and non-investment departments 
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(FIAS, SME department, and PSAS). For this study, OEG compiled a database of TA and advisory 
operations executed between FY92 and FY02 that have (or contain at least one component with) an 
objective of improving investment climate. Depending on the nature of the operation, OEG assigned them 
to one or more of three categories: Category 1 -- assistance on broad IC issues; Category 2 -- sector-specific 
assistance; and Category 3 -- capacity building. OEG excluded direct assistance to individual firms in the IC 
database.32 Table 4 provides examples of IC service products and highlights the major providers of these 
services from among the different departments and groups within IFC.  
 

Table 4: IC non-investment TAAS:  Defining characteristics 

Category Description TA Provider33 

1.  Assistance on 
broad IC issues  

1.  Assessment of overall investment climate 
(diagnostics of policy and/or regulatory framework, 
administrative barriers, enterprise surveys, etc.) 

FIAS, SME department,  IFC regional 
departments, including PEP 

2.  Sector-
specific 
assistance 

2.  Advice on specific legislation or sector 
policy/regulations (sector assessments of constraints, 
policy framework, privatization advice, and assistance 
on drafting/amending laws) 

IFC regional departments, including PEP and 
SME facilities; Global Financial Markets (and 
former Central Capital Markets), industry 
departments (e.g. Infrastructure), FIAS, PSAS 
(formerly CFS and PSAPT), SME Department 

3.  Capacity 
building 

3.  Capacity/institution building aimed at independent 
sector-specific regulators (to execute mandates 
effectively), government agencies (to implement 
reforms or apply new laws), and private sector groups  
(to educate the business community on the opportunities 
and constraints arising from policy changes, new 
legislation, or best practice34; and to develop sustainable 
policy advocacy mechanisms with policy makers)35 

IFC Global Financial Markets Group (e.g. 
corporate governance); IFC regional 
departments, including PEP and SME 
facilities; FIAS; SME department; PSAS 

 

62. The predominant counterpart client for IFC’s IC TA is government, whose involvement is key to 
changing the policy and institutional framework. OEG estimates that 70% of all IC TAAS operations 
involved policy, legal or regulatory advice to government (Categories 1 and 2), and an additional 24% 
involved stand-alone capacity building of government agencies.36 Activities that build the private sector’s 
capacity to engage in constructive policy dialogue with the government are also included in OEG’s IC 
database; however, support to private sector groups represents only 6% of operations.  

IFC’s IC TAAS accounts for nearly 40% of all TAAS, and has been growing 

63. IC TAAS within total IFC TAAS. Over the period FY1993-2002, IFC conducted some 655 IC TA 
operations for a total cost of $167 million or 38% of IFC’s total TA volume, and roughly 40% in terms of 
number of operations (see Figure 17).37 PEP, IFC’s donor-supported technical assistance program in the 
former Soviet Union, accounted for about half of the total volume in dollar terms of IFC’s IC TA program. 

64. Growth in IC TAAS over the review period. The number of IC TAAS operations grew significantly 
(Figure 18), particularly after 1997, and the volume varied over the past decade (see Figure 19 and 20). 
High IC TAAS volume in the early 1990s was largely attributable to the PEP program, which had several 
very large IC TA projects in support of privatization and land reforms. Excluding two large land reform 
projects done by PEP in 1993 and 1996 (one for nearly $28 million in Russia and another in Ukraine for 
about $11 million), the annual average between 1993 and 1997 was 40 projects for a total of $10 million, 
and increased to 92 projects totaling $16 million between 1998 and 2002.  
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Figure 17: The number of IC operations is increasing within total non-investment operations 
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Figure 18: FIAS projects represent the bulk of IC TAAS operations by number 
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65. TATF-funded IC TAAS activity grew sharply from 1997, which reflects IFC’s strategy to focus on 
high-impact strategic sectors and frontier markets, where up front TA is frequently required. From 2000, 
modest increases were attributable to SME department and IC TAAS operations by the SME facilities. 
Some of this growth was countered by an apparent decline in TATF, however, TATF financing supported 
roughly half of the IC TAAS operations done by the SME department, and the figures presented here are 
adjusted for this overlap.38 The FIAS program expanded steadily over the period from roughly $2.5 million 
p.a. to deliver 30 IC projects in 1993, to just under $5 million p.a. to deliver about 50 projects in 2002. 
While the FIAS program accounted for roughly the same volume spent on IC TAAS as financed through 
TATF (cumulating $33.5 million for the former and $35.6 million for the latter), FIAS completed the 
greatest number of projects (387) among all providing units over the review period. This compares to an 
estimated 211 IC TAAS operations financed through TATF and 23 financed through PEP over the review 
period.  
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Figure 19: IC TAAS volume varied over time with PEP’s large project size dominating 

IC  TAAS by Volume
(US dollar millions)

0
5

10
15

20
25
30

35
40

45
50

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Investment 
Departments

Non-investment
Departments

PEP Investment Dept thru TATF PDFs FIAS SME Dept PSAS

 

Figure 20: Excluding PEP, IC TAAS volume shows upward trend 
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66. Annex 5 contains a more complete description of aggregate IC TAAS (number of operations and 
volume in US$) by category, sector, region, and frontier-country focus. Box 6 summarizes some of the 
main aspects of IC TAAS contained in the Annex. Given the size differences and varied approaches to 
structuring and executing IC TAAS across programs and providing units, it is difficult to make comparative 
inferences on a global basis, hence each TA providing unit is discussed separately in Annex 5. The Annex 
provides descriptive highlights of IC TAAS by investment departments (through TATF, PEP and SME 
facilities) and non-investment departments (FIAS, PSAS, and SME department), with examples of types of 
advisory services provided by each unit.  
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Box 6: IFC IC TAAS at a glance 
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Consistent with IFC’s frontier strategy, most IFC IC TAAS was done in countries with poor ICs. 

EAP and SSA regions received the highest number of IC TAAS operations; yet in terms of US$ volume, the lion’s 
share went to CEE ($100 million, compared to regional average of $11 million). 

Most IC TAAS operations were in Categories 2 and 3 (sector specific and capacity building); and these segments 
accounted for most IC TAAS growth, particularly since 1997. 

Financial sector (investment departments through TATF) and investment policy/legal framework (FIAS) were the 
dominant Category 2 advisories in terms of numbers of operations. 

Yet privatization advisories (mostly PEP) absorbed the most resources to finance only 27 projects. 
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e 6.3: All categories increased after 1997, 
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Funding came mostly from donors, yet source breakdown for IC TAAS is difficult to assess 

67. It is difficult to determine with accuracy the sources of funding of the IC TAAS on a global level. Since 
the IC TAAS database was compiled separately for the analytical purposes of this study, existing aggregate 
figures available for donor and IFC contributions cannot be projected onto the IC TAAS population. Each 
project has different sources of funding from various donors and the degree of IFC support varies by project 
and program. Some facilities account for IFC contribution as part of total project costs (e.g. FIAS, SME 
facilities), some do not (e.g. TATF-funded, PEP), and others vary from project to project (SME department, 
PSAS). Virtually all of the estimated $167 million cited above comes from donor funds, with IFC’s share of 
this amount estimated at $14 million.39 In addition to the $167 million figure, IFC provided administrative 
support of an estimated $11 million to PEP over the review period.40 IFC’s net contribution to PSAS over 
the review period was $6.6 million, and OEG estimates that only a fraction of this amount supported IC 
TAAS, as not all PSAS projects contained IC components, and the projects that did would have had only a 
portion explicitly focusing on improving legal and regulatory environment.41 

68. Donor funding for IFC's TA work involves a balance between IFC's objectives and the donors’ 
objectives. Inevitably, this imposes some limitations on the work that IFC can undertake under a given 
mechanism. Some donors require that IFC hire consultants who are nationals of the donor country (e.g., 
TATF). Other donors support regional facilities where the funding is untied with regard to the consultants’ 
nationalities, but can only be used in a defined geographical area (e.g., the PDFs and the PEP program). The 
same is the case for thematic trust fund facilities (e.g., BEE and FIAS). IFC's IC work has been affected by 
these limitations, just as is the case with other kinds of TAAS activities. At the same time, although the 
agreements between the donors and IFC impose limitations, donor resources have been and will remain 
critical for maintaining and improving IFC's TA work.  

69. Recent steps taken by IFC. As part of the Donor-Funded Operations (DFO) Initiative and the FY05 
Strategic Directions, Management is setting up the Funding Mechanism for Technical Assistance and 
Advisory Services to which IFC will allocate a portion of its profits with the objective of ensuring the 
sustainability and predictability of its funding sources for TAAS, while donor funding will continue to play 
a critical and valued role. This is part of a set of TAAS initiatives meant to develop a strategic approach to 
developing, executing, monitoring and evaluating IFC’s TAAS operations. 

IFC’s non-investment operations (IC TAAS) have yielded positive IC results 
70. As mentioned above, OEG evaluated IFC’s non-investment IC activities in five field visit countries for 
this study. For this purpose, OEG developed a template for evaluating IC TAAS projects based on: (i) 
outputs-- overall quality of design and execution of TA assignment; (ii) outcomes-- implementation of TA 
assignment recommendations; and (iii) impacts—changes on the ground associated with the implementation 
of TA recommendations. OEG received 75 responses from 55 respondents42 on 38 assignments. OEG 
interviewed and/or surveyed people familiar with specific assignments such as government counterpart 
clients, task managers, investment officers, partners, consultants, business associations, and donors. OEG 
asked each respondent to rate IFC’s IC work on a 4-point scale and assigned a numerical score for each 
rating as follows:  Unsatisfactory--1, Partly Unsatisfactory--2, Satisfactory--3, and Excellent--4. Annex 4B 
contains detailed definitions and criteria for the rating scale. Box 7 provides a brief overview of the ratings 
criteria. 
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Box 7: Overview of IC TAAS evaluation ratings criteria 

1.  Overall quality of assistance is a synthesis of ratings for the following: 

· Relevance-- a satisfactory rating signifies that assistance addresses major priority issues, and an excellent rating means
that it introduces a major new insight regarding other issues. Less than satisfactory suggests that assignment overlooks major
priority issues. 

· Clarity of targets, objectives and limitations—satisfactory suggests that project objectives and targets are clear and
comprehensive, and an excellent rating means that a performance monitoring system is also set up. Less than satisfactory is given
where only some or no clear objectives/targets are outlined. 

· Client responsiveness—satisfactory is given where a good level of responsiveness and timely delivery of service/report
is achieved, and excellent denotes extreme client satisfaction with IFC responsiveness. Less than satisfactory is assigned where
one or more shortfalls in responsiveness or time of delivery was experienced.  

· Technical/financial competence—satisfactory is given for competence with regard to accurate facts, logical analysis,
and recommendations based on findings, and an ‘excellent’ rating is given for very high competence. Less than satisfactory
suggests deficiencies in one or more major areas. 

· Acceptance of recommendations—satisfactory ratings are given where more than half to 75% of recommendations are
accepted by clients as appropriate, relevant and of good quality, with ‘excellent’ ratings in cases where 75% to 100% of
recommendations are fully accepted. Less than satisfactory suggests partial (less than half) or no acceptance of major
recommendations. 

2. Outcomes consider the degree to which client countries implemented recommendations. An Excellent rating means
nearly full implementation (75 to 100%); Satisfactory ratings are assigned where more than half to 75% of the major
recommendations made were implemented; Partly Unsatisfactory is given for partial implementation, or less than half.
Unsatisfactory is given when almost none of the major recommendations are implemented. 

3. Impacts attempt to measure results on the ground, which are typically longer-term outcomes. Excellent ratings are
given in cases where major improvements are made and outcomes achieved are best practice or regional/global role models. A
Satisfactory rating is given where major improvements are made and issues/problems addressed were resolved adequately. A
Partly Unsatisfactory rating suggests that a few improvements were made but targeted outcomes were not fully achieved.
Unsatisfactory suggests that almost no impact was made or the situation was made worse or additional problems were created. 

Establishing causality links from the TA execution quality, outcomes in terms of implementation of recommendations, and
impacts on the ground is not straightforward. More often than not, changes in policies, laws and practices are the result of
numerous influences by various stakeholders and other internal and external forces. Consequently, there are problems of
attribution. Moreover, given that improving the IC is a long-term, multi-faceted process, and impacts may take a while before they
emerge, it takes time to not only make legislative changes, but also draft corresponding regulations and to ensure the appropriate
implementation of laws including changing the attitudes and incentives of administrative officials charged with enacting new
procedures. These and other issues, along with related ‘good practice’ measures that IFC can take to enhance its ability to achieve
outcomes and impacts, are discussed in more detail in the report’s section on outcomes and impacts. 

(see annex 4B for details) 

71. The study presents the evaluative ratings for non-investment operations in two ways summarized in the 
following two charts: (i) by responses—in percentage shares of assigned ratings—Figures 21 and 22; and 
(ii) by projects—in rating scores—Figure 23. Note that due to the small sample size and other technical 
weaknesses associated with compiling and reporting survey information, the results presented are not 
necessarily fully representative of all IC TAAS. Responses from government officials represent 44% of 
total responses (33 of 75), and ratings for this group were similar to the larger sample’s ratings (see Figures 
21 and 22). For ‘quality of assistance’, government officials rated IFC’s work slightly higher than the rest, 
with more frequent ratings of ‘excellent’ (27% compared to 16% for the entire sample). Government 
officials tended to agree with the rest (non-government) of the sample regarding the degree to which IFC 
recommendations were implemented, with moderately higher claims of overall implementation. Yet 
government officials were much more positive about results on the ground, rating ‘impacts’ more frequently 
as satisfactory or excellent (42%), than the rest of the sample (29%).  
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Figure 21: Survey responses show satisfactory 
or better overall quality of assistance, but 

outcomes and impacts received lower ratings or 
were not rated43 

Figure 22: Responses from government 
officials resemble responses from others, but 
with more optimistic views of results on the 

ground 

Source:  OEG Survey  
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Stakeholders rate quality of assistance and execution of IC TAAS as very good 

72. Overall quality of assistance and execution is a synthesis rating of five sub-indicators: (1) relevance; (2) 
clarity of objectives/targets; (3) responsiveness to client needs; (4) technical/financial competence; and (5) 
client acceptance of recommendations. Responses were nearly unanimous in expressing full satisfaction44 
with overall quality: 76% of all responses rated the IFC IC TA quality of assistance satisfactory and 16% 
rated it excellent (see Figure 21). The overall average score for the IC TA quality of assistance at the project 
level45 is 3.1, or above the satisfactory benchmark  (see Figure 23). In general, ratings responses did not 
contain significant variations and there appear to be no important performance differences among the 
different types of projects evaluated (e.g. by category 1, 2, 3 department or funding vehicle).  
 

Figure 23: Ratings at the project level indicate high work quality on all counts 
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73. Concerning the sub-indicators under ‘Overall Quality of Assistance’, OEG’s field visit-based evaluation 
yielded the following ratings and observations:  

• Relevance. This category received very high ratings, with 37% of responses claiming that IFC’s 
assistance addressed major priority issues and introduced major new insights regarding one or more 
issues, and 60% of responses indicating that assistance addressed major priority issues to a large extent. 
The overall average score based on the project level for ‘Relevance’ was 3.3, the highest average 
ratings under ‘Quality of Assistance’. The most common rationales for the satisfactory or better rating 
on relevance were the fact that the assistance dealt with: (i) follow-on assignments;  (ii) loan conditions 
of multilateral financial institutions (MFI); (iii) issues the private sector was lobbying; and/or (iv) 
government priorities. OEG found a high level of perceived relevance among government counterparts, 
yet in a few cases, other stakeholders perceived the TA operation to be less relevant to the country 
situation. For example, government counterparts of a TATF-funded project to develop the secondary 
mortgage market in a LAC country viewed this work as highly relevant given that it was in response to 
a loan condition from an MFI. However, some private sector financial institution respondents opined 
that the assignment was ahead of its time given that the primary mortgage market was still in an infancy 
stage. Meanwhile, other stakeholders familiar with the project believed that the TA was not entirely 
irrelevant, even if market conditions were premature, insofar as the TA may have served as a long-term 
strategic map for housing market (primary and secondary) development in the country, with IFC 
perceived as an early ‘agent of change’.  

• Clarity of Objectives/Targets. Overall, respondents reported clear and comprehensive project objectives 
and targets (‘satisfactory’ rating) in 84% of responses. Clients said that IFC delivered what it said it 
would, and their expectations were generally met and occasionally exceeded. While 8% of responses 
gave ‘excellent’ ratings, OEG notes that none of the projects evaluated for the country case studies 
actually contained explicit RBM frameworks, which was a criterion for an ‘excellent’ rating.46  
Although different from formal RBM frameworks, the FIAS projects rated as ‘excellent’ did 
incorporate specific recommendations that included building monitoring and evaluation systems and 
specific targets to gauge reform performance over time (see Annex 8 for overview of RBM framework). 

• Responsiveness to Client Needs. On the whole, clients viewed the speed and timeliness of IFC’s 
response as more in line with commercial standards than those of donor providers of advisory services. 
A few cases of long waiting periods for delivery of advice were cited.47 Many respondents contrasted 
IFC with the World Bank, expressing frustration with the Bank’s limited ability to respond to requests 
from government clients to provide TA in specific areas that were included in the CAS lending and 
non-lending program. In many instances, IFC TA assignments filled gaps where the Bank could not be 
more responsive to the PSD needs of government clients in the short- to medium-term.  

• Technical/Financial Competence. While almost all responses rated the technical and financial 
competence of IFC’s TAAS teams and advice ‘good’ or ‘very high’ (90%) with regard to accuracy, 
logical analysis and recommendations based on findings, numerous clients expressed a desire to make 
more use of regional and other developing country ‘good practice’ experiences.’ Overall, the role of 
IFC in managing the TA was appreciated and seen as valuable, especially in light of the transaction 
experience IFC brings to the table. IFC staff’s up to date, hands-on experience was seen as 
complementing the expert advice of external consultants who may be very knowledgeable on theories 
and practices but may not have current experience. Notwithstanding these high marks, a frequently 
heard criticism was that experts were typically brought in from industrialized nations with models and 
practices that were not entirely appropriate for local conditions and circumstances. In a number of 
cases, clients and stakeholders thought that TA teams had a pre-packaged solution before they could 
have a full understanding of the local conditions. Moreover, clients occasionally drew attention to the 
lack of in-depth local knowledge needed to make the most of a TA operation and to IFC’s inability to 
present the report in the local language. This is particularly an issue where TA-funded consultants, and 
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to some extent IFC sector specialists, have weak country knowledge. The extensive use of well-
screened local consultants was identified by PEP staff as one of the key factors that contribute to its 
project successes by allowing the project teams to build both effective working relationships and 
credibility in the local community.  

• Acceptance of Recommendations. Clients generally expressed high levels of acceptance of 
recommendations made by IFC, with 29% of responses showing acceptance of nearly all (75 to 100%) 
major recommendations made, 47% accepting more than half, and 17% of clients accepting fewer than 
half of major recommendations made. Meanwhile 5% of responses indicate major recommendations 
were not accepted. The average score based on the project level was 3.0, suggesting that overall, the 
majority of IFC’s recommendations were accepted. Many respondents said that they placed a high 
value on IFC’s private sector perspective and experience, and saw IFC as a valued partner in creating 
conditions promoting private investment. Clients also noted that while they largely accepted IFC’s 
recommendations, translating acceptance into implementation required a local champion and broad 
political support, and that IFC’s ability to exert influence over the various external factors was indeed 
limited.48  

74. While OEG found only minimal quality issues in the small evaluated sample, OEG observed that in 
many instances the IO/Task Manager was the only IFC representative responsible for finalizing consultants’ 
inputs and for presenting final reports and recommendations to government officials under the IFC logo.49  
Without any well-structured quality control mechanism in place to review advice or reports for a significant 
amount of advisory work delivered to clients on behalf of the Corporation, IFC runs a reputational risk in 
the event that the advice is either inappropriate or is of poor quality. This issue should be addressed as part 
of a forward-looking strategy to develop and strengthen IFC’s IC TA line of business.  

75. Other sources of information support OEG’s general finding that clients value the quality of IFC’s 
work. While supplemental independent evaluations of quality of IFC’s TA assistance is not available for a 
sample that represents all different types of IC TA assignments, FIAS’s work quality has been assessed 
through IFC and OEG client surveys a number of times over the past several years (See Box 8 for a brief 
description of FIAS advisory services products). When clients were asked to rate the quality of FIAS’s 
advice, the 1998 OEG evaluation produced the following responses:50 100% said the technical competence 
was either excellent or good;  91% rated FIAS either excellent or good with regards to responsiveness to 
client needs; and 82% said they thought FIAS’s timeliness was either excellent or good while 19% rated it 
‘fair’. Moreover, the 1998 OEG evaluation found that nearly two-thirds of FIAS’s clients had had repeat 
assignments, which implies a relatively high level of satisfaction. Box 9 presents key evaluative findings of 
the strong points and criticisms of FIAS from the 1998 OEG study. With regard to overall client 
‘acceptance of recommendations’, FIAS’s Project Impact Monitoring (PIM) system, which evaluates all 
projects conducted between FY99 to FY02, shows that only 2.2% of FIAS’s recommendations were 
outright rejected by clients, the remainder being accepted either in full or in part. (Annex 6 summarizes the 
PIM system and highlights major findings; OEG did not validate these self-evaluation findings.)  

76. IFC’s Advisory Client Surveys done in FY02 and FY03 reported that all clients surveyed were satisfied 
with the assistance they received from FIAS.51 All respondents valued FIAS as a neutral partner with global 
reach, strong technical competence and cross-country experience that designs, executes and delivers its 
advisory projects well, based on a strong client focus and good communications skills. Figure 24 provides 
more detailed information, ranking the different aspects of FIAS’s performance in individual advisory 
projects, also comparing the most recent results for FY02 with those from the FY99-01 survey.52  Clients 
rated FIAS highest on its international experience, ability to communicate findings and recommendations, 
project design, role as an objective partner, and client focus. On the lower end, FIAS was most criticized for 
insufficient project follow-up,53 perceived lack of innovation, weak links with IFC, and aspects related to 
project funding. Details of survey findings can be obtained through IFC’s Operational Strategy Department. 
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Box 8: Overview of FIAS advisory services 

FIAS offers a range of services to help governments attract FDI. Some common areas of assistance are: 

DIAGNOSTICS -- identify a country's main policy impediments to productive foreign direct investment. The issues typically
identified include prohibitions on foreign investment in sectors or locations; restrictions on the share of foreign ownership in the
equity of domestic companies; difficult administrative approval processes; restrictions on repatriation of dividends and capital;
taxes; the character and functioning of legal systems; and problems foreign firms have in gaining access to land and bringing in
technical and managerial staff. 

LEGAL and REGULATORY ENVIRONMENT—review a country's legal and regulatory environment and recommend
measures in such areas as screening procedures, restrictions on the percentage of shares owned by foreigners, currency
convertibility, access to land, and investment protection under national laws and international conventions. 

ADMINISTRATIVE BARRIERS—analyze administrative barriers to both investment and subsequent production. These
detailed flowcharts pinpointing problems help governments identify and eliminate counterproductive procedures, and streamline
the necessary regulations that remain. FIAS has included a 'self-assessment' approach to reviewing administrative barriers to
investment in client countries. Under this approach, a counterpart team in the government will utilize FIAS-developed templates
to collect the basic institutional information on administrative procedures for business establishment and operation in the country,
following the existing norms and regulations. 

INVESTMENT INCENTIVES -- analyze incentives to ensure they are cost-effective. 

INVESTMENT PROMOTION -- help countries design promotion institutions, adapting models that have proven effective
elsewhere. It also helps these agencies formulate promotion strategies that identify competitive advantages and target specific
opportunities. Strategies can be conceived on national, regional, or sectoral levels. 

Source:  FIAS Website www.fias.net 

 

Box 9: Strengths and weaknesses of FIAS assistance 

As part of the 1998 OEG study, evaluation panels composed of FIAS clients, IFC staff and World Bank staff were asked to rate
FIAS’s work in selected countries.  

The strong points of FIAS’s work noted: 

 

 

Authoritative, objective advice:  FIAS’s advice is based on a broad range of international experience.  

Service- and client-orientation:  Clients report that FIAS staff are agile and quick to respond to requests in a manner that
serv1es clients well. 

 

 

Practical, pragmatic advice: FIAS’s advice is seen as sensible and action-oriented. 

Criticisms of FIAS included: 

Inflexible approach:  A few see FIAS as wedded to a model and reluctant to recommend ‘second-best solutions’ to
accommodate local constraints. This may reflect the flipside of FIAS’s strength in international best practice. 

 ‘Boiler-plate’ or ‘cookie-cutter’ reports: Bank and IFC staff criticized reports as being too general or not tailored to a
specific country. Only a small number of clients made this criticism, most of whom read only one report and acknowledge
that reports which espouse general, efficacious principles can be helpful in building local support for reforms. 

 ‘Uneven’ quality: Some respondents noted uneven quality of FIAS’s staff or products, yet others have expressed
satisfaction with every product type. 

Note: In 2000, FIAS joined the PSD Vice Presidency, which changed to PDS VP in FY04. FIAS indicated that it has responded to
the criticisms but OEG has not done a follow-up. 
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Figure 24: How did FIAS perform? 
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 Source:  IFC Client Surveys 

 

77. TATF project completion report (PCR) findings generally support the positive assessment of IFC’s IC 
TA outputs, bearing in mind the upward bias of self-assessments and imperfect matching of the rating 
criteria between this indicator and OEG’s overall quality of assistance rating. While TATF’s PCR system 
may not offer independent assessments of the quality of IFC’s assistance, it does reflect the views of 
informed IFC staff who are in a position to provide insights into how well a TA assignment went. Of the 
total 86 task managers who provided ratings for IC TA under the PCR category ‘overall success of the TA 
operation,’54 52% gave projects a rating of ‘excellent’ and 33% ‘good’; while 10% of projects were 
assigned a ‘partly unsatisfactory’ rating, and 5% were rated ‘poor’.55   

Implementation of recommendations was mostly satisfactory, but changes on the ground take a long time 
and depend on other factors 

78. Establishing causality links between TA execution quality, outcomes in terms of implementation of 
recommendations, and impacts on the ground is not straightforward. More often than not, changes in 
policies, laws and practices are the result of numerous factors and influences by various stakeholders and 
other internal and external forces. Perhaps a given policy change by the government, or new managerial 
practice in some firm, would have been adopted anyway, even in the absence of IFC’s TA. As such, 
attribution cannot be made with certainty. However, one can check whether the changes made were 
consistent with the recommendations or training provided by the TA and assess the client’s perception of 
the importance of IFC’s role in achieving these changes. If one finds that nothing has been done, or the 
changes made ran counter to what had been recommended by the TA activity, one would know with 
certainty that the TA was not utilized in the way intended.  

79. Despite the issue of attribution, catalyzing positive changes is not entirely out of IFC’s control. First 
and foremost, IFC has control over the quality of its advice, which is an important factor in determining the 
level of acceptance and implementation of recommendations by clients. Beyond the quality of assistance, 
there are other steps that IFC can take to enhance its ability to influence results and impacts. During the 
course of this study, stakeholders and clients provided very useful insights regarding what IFC could have 
done differently to be a more effective agent of change, or in other instances, which factors appeared to 
contribute to its success in achieving impacts. Many of these 'lessons learned' are widely applicable, while 
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others are project-specific. The most important themes that emerged from discussions with stakeholders on 
projects evaluated by OEG include:  

(i) 
(ii) 
(iii) 

Strong client ownership  
Stakeholder involvement  
Project follow-up with focus on implementation and capacity building 

80. Box 10 presents ‘good practice’ elements and strategies in more detail. These elements are also 
discussed in the paragraphs below, synthesized from OEG’s field visit evaluation ratings and observations 
and experiences from programs and evaluations of FIAS, PEP and the SME facilities. Several of these 
elements were tackled in the 2005 World Development Report, particularly the importance of ensuring 
country ownership, engaging stakeholders and a broader group of actors to help build consensus and better 
policy approaches, and the importance of adapting proposals to local conditions, capacities and priorities.56  

Box 10: Strategies to boost prospects of achieving better results in TA activities 

During the course of OEG’s study, interviews with major stakeholders of IFC’s IC TA projects yielded useful information and
perceptions on ingredients needed to enhance prospects of implementation of recommendations and achieve results on the
ground. OEG’s findings can be summarized into three major groups of good practice: 

Appropriate client selection for a TA recipient is very important. Client commitment to the issue should be high and the
client should be seen as a likely effective 'champion' with staying power and the political clout needed to induce change in the
appropriate areas, i.e. motivated and capable of moving the process forward toward successful implementation.  

Stakeholder involvement is key to building local ownership and moving the process of implementation forward. IFC can
do a lot to build stakeholder involvement during a TA or advisory assignment. Examples include promoting ownership across
relevant government agencies (beyond the client counterpart); private sector stakeholder participation and support; and early
and active involvement of donors (multilateral and bilateral agencies). In addition to bringing in stakeholder views from the
beginning of a TA operation (diagnostic stage), attempts should be made to reach out and include them in subsequent
discussions, for example, through translation into local language, broad dissemination of report or findings, inviting them to
workshops to discuss findings/recommendations, and encouraging them to become partners in dialogue with government
through the formation of special committees and forums charged with designing action plans for follow-up and implementing
reforms. 

Project follow-up for implementation. Follow-up programs are critical for implementation of reforms and achieving results
on the ground. Strong local presence and/or network is needed to keep issues alive and the reform process moving forward. Due
to limited resources and mandate, IFC does not always have the capacity to take on a leading role in implementation, yet it can
do more by way of coordinating/sharing TA outputs and building partnerships with donors that have a strong local presence
(including the Bank and multi/bilateral donors) and resources needed to implement recommendations. By doing this IFC could
‘plant’ the seeds to keep the issues alive and on the broader agenda for reform/implementation. Follow-up programs that appear
to be particularly effective are those that contain a strong local presence which helps to build credibility at the country level and
forges close relationships with local counterparts and stakeholders, e.g., the Vietnam Business Forum. As one respondent said,
“major policy initiatives must be led locally, you can’t subcontract out an entire reform.”  Often, donors with substantial
resources and strong local presence are in a good position to bring about change. Lending conditionality can also produce the
leverage needed to foster changes. However, IFC and World Bank staff, and TA recipient clients interviewed stated that lending
conditionality has often not been as successful in terms of achieving meaningful changes and producing changes on the ground
as one might have anticipated, because it is not a replacement for true reform ownership/buy-in. Interviewees cited
conditionalities that were either too general to be effective agents of change (e.g. produce a draft law or sector study), or too
specific and, hence, easily waived for disbursement. 

81. Other useful suggestions from stakeholders when asked what IFC could do to improve the outcomes 
and impacts of its non-investment IC work included:   

• Do not underestimate the value of local participation. Do not go to the country with a solution looking 
for a problem. Hear the issues first from the locals before coming up with a solution. Involve the private 
sector. 

• Be sensitive to local culture. Some advice and recommendations were rejected not because they were 
bad, but because of the presentation. 
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• Provide for capacity building following complex advice. Many local institutions may not have the 
institutional capacity to implement the recommendations. 

• Get the views of the private sector when monitoring the outcomes and impacts of advisory projects.  

• Improving investment climate is a complex task that takes time. A programmatic long-term approach 
incorporating results-based management is key. 

About half of the recommendations and advice was mostly implemented . . . 

82. As might be expected, overall results ratings -- ‘outcomes: implementation of recommendations’ and 
‘impacts:  changes in investment climate’--were lower than those related to ‘quality of assistance’. As 
shown in Table 5, 75% of responses indicate at least some extent of implementation of IFC’s 
recommendations:  46% of responses indicate that IFC’s advice was implemented to a large extent (rated 
satisfactory or better), and 29% said they were implemented in part or less than half (partly unsatisfactory), 
while 19% (rated unsatisfactory) indicated that almost none of the major recommendations had been 
implemented (see Figures 21, 22, and 23 on page 30). 
 

Table 5: Evaluation of IFC’s IC TA57 

No of Responses No Opinion 
Possible 

Unsatis-
factory 

Partly 
Unsatis-
factory 

Satis-
factory Excellent 

Quality of Assistance 5% 0% 3% 76% 16%
Outcomes/Implementation of Recommendations 6% 19% 29% 41% 5%
Impacts (changes in IC related to the TA)  31% 19% 21% 28% 1%
Source:  OEG Survey  

 

83. Respondents cited a number of factors that have positively influenced the implementation of 
recommendations/advice, including:  

• A powerful and proactive private sector lobby working through well-organized business 
associations; 

• Strong implementation assistance from locally-based donor agencies; 

• Public/private partnership through regular dialogues and joint working groups;  

• Narrowly-focused advice/recommendations that are relatively easy to implement;  

• Committed local champion and reformer with wide influence and support; and  

• World Bank and other MFIs’ loan conditionalities (however, this is not a substitute for local buy-in 
and ownership of reforms). 

84. On the other hand, barriers to implementing the IFC recommendation/advice despite the perceived good 
execution quality of TA include:  

• Lack of or weak institutional capacity and resources; 

• Political infighting among affected government ministries and agencies; 

• Influential opposing interest groups;58 

• Complexity of the advice/recommendations; 

• Change in government administration; 
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• Delayed completion of TA; 

• Negative tone of the advice, putting the affected ministries on the defensive; 

• New developments or changes in government priorities, overtaking the IFC 
recommendations/advice; and  

• Poor dissemination of the positive outcomes expected from the implementation of advice. 

85. OEG’s 1998 evaluation of FIAS showed slightly higher implementation results with 87% of 
respondents saying they implemented FIAS’s advice (16% ‘in full’; 58% ‘in large part’; and 13% ‘in 
part’).59  Notwithstanding a slightly less mature crop of projects and a different rating scale, FIAS PIM 
system outcomes over FY01 and FY02 reinforce the general direction of OEG’s findings.60 The average 
implementation score for FY01 projects was 2.73 on a scale of 1 to 4, where 4 represents fully 
implemented, 3 partially implemented, 2 accepted but not implemented, and 1 is rejected. For FY02 
projects, the score was slightly lower at 2.61, and a first assessment of FY03 projects indicates a score of 
2.38. This trend in higher implementation rates as time passes reflects the notion that policy reforms take 
time to be implemented, and hence success rates may increase over time.  

86. More narrow sector or policy specific advice (e.g. drafting laws) appears more effective in terms of 
achieving results judging from the evaluation of 38 assignments in the five field visit countries. Category 2 
assignments have better than average performance in terms of delivering outcomes and impacts (see Table 
6). However, the study is unable to clearly distinguish the difference in outcomes and impacts for each 
category of IC work because of the small sample size of Category 1 and 3 operations.  
 

Table 6: Quality of IC advisory work rated very good, but outcomes and impacts not as 
good 

  

Overall 
Score 

Category 1: 
Broad IC 
assistance 

Category 2:  
Sector specific IC 

assistance 

Category 3: 
Capacity Building 

Number of Projects 38 9 24 5 

Quality of Assistance 3.11 3.02 3.11 3.23 

Outcomes 2.41 2.04 2.51 2.57 

Impacts 2.34 1.96 2.47 2.50 

Source:  OEG Survey 

 

87. Data from FIAS’s PIM system also offer evidence that outcome success rates for more narrowly 
defined or sector specific TA (Category 2) are higher than broader TA (Category 1). FIAS FY01 and FY02 
projects that fell into OEG’s Category 2 had slightly higher average scores of 2.8 compared to the Category 
1 average of 2.6. It makes intuitive sense that more specific, narrowly defined TA interventions showed 
higher outcome ratings when compared in the same time frame with broader advisory assistance. It takes 
more time, effort and resources to move forward agendas of change on a broad, economy-wide level, and to 
show corresponding results on the ground.61  

88. Project follow-up appears to be an important factor for enhancing outcome success prospects. The most 
common response heard to OEG’s question of “what IFC could have done differently to enhance the 
likelihood of implementing recommendations” was more pro-active follow-up on behalf of IFC to assist in 
implementation. Recognizing that effective implementation is ultimately up to the government and for the 
most part out of IFC’s direct control, many government clients nonetheless stated that they simply did not 
have the capacity to implement recommendations without some form of follow-up assistance.  
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89. Insufficient project follow-up was also one of the weakest characteristics of FIAS service delivery, as 
pointed out in IFC’s advisory services client survey. Data from FIAS’s PIM also show that ratings for 
implementation of recommendations were higher where projects were followed up by a second or third 
advisory project (post-diagnostic).62 OEG’s 1998 evaluation of FIAS partially attributed its high levels of 
implementation to the fact that nearly two-thirds of FIAS’s clients had had repeat assignments. In addition, 
strong client commitment was cited as a major contributor to FIAS’s high success ratings -- the fact that 
FIAS advises only after a government formally requests assistance and, in most cases, agrees to finance part 
of the costs. Hence in the end, FIAS’s role is more to assist those governments that have a predisposition to 
act on its advice rather than try to convince governments to undertake unpopular reforms. These findings 
reinforce client and stakeholder feedback to OEG during this evaluation regarding the importance of strong 
client commitment and project follow-up.  

90. As noted in Box 10 on page 35, IFC does not necessarily have to follow up on projects to produce 
desired outcomes in terms of implementation of reform and results on the ground. In fact, IFC may not 
always be in a position to develop appropriate follow-up implementation programs due to lack of resources, 
insufficient expertise or other constraints; however, efforts to coordinate advisory work with other donors, 
including the World Bank and other multilateral and bilateral agencies with active interests in the 
sector/country, and involve them in the implementation process, can potentially produce handsome pay-offs 
in terms of successful outcomes. Box 11 presents an example where FIAS, the World Bank and SEED 
worked together with donors and local stakeholders to move forward the reform process of streamlining 
business registration in Bosnia and Herzegovina (BiH). While concrete results on the ground had not yet 
been achieved in the case of BiH at the time this report was written, the example demonstrates how moving 
forward the process of reform requires substantial follow-up, as well as time, appropriate technical skills, 
resources, and political will. 

Box 11: Working together: Donor coordination efforts to streamline business registration in Bosnia 

FIAS has been actively involved in efforts to improve the investment climate in Bosnia and Herzegovina (BiH) for over five
years. In 1998, it helped draft the foreign investment law; two years later it provided assistance to develop an institutional
framework for the newly created Foreign Investment Promotion Agency. As a continuation of this work, FIAS issued a report in
March 2001 documenting various administrative barriers to investment in BiH. The report included an assessment of the
business registration process, noting the complexity, cost and time involved in starting up a new firm, and called on the
government to harmonize laws and procedures between the two entities within BiH and simplify the overall business
registration process as a matter of priority. 

These and other recommendations regarding constraints to investment were accepted by the government and incorporated into
the World Bank’s Business Environment Adjustment Credit (BAC). As part of the process to define the specific elements of the
proposed Credit, including the precise actions to be taken by the government as a condition of the loan, SEED assumed
responsibility for organizing and supporting a working group composed of representatives from government, private sector and
international donors to consider steps to simplify the business registration process. SEED was particularly well placed to take
on this role, because of its local presence, close relations with the private sector, and being part of the World Bank Group. As
part of the action plan, the working group obtained technical assistance from DFID and the Norwegian government for
developing a detailed plan to revamp and implement a new business registration system. 

DFID has assumed direct responsibility for working with the government to revise the business registration process, and SEED
continues to provide support. By government request, FIAS launched a project in late 2002, in partnership with SEED, to build
the capacity of the government to implement these and other reforms identified in FIAS’s March 2001 report and monitor the
performance of impacts on the ground through the use of periodic investor surveys. 

Despite the progress in moving the process forward, more than two years after FIAS report was delivered there has been little
change in the business registration process in BiH so far. Under BAC conditionality, specific targets for reducing the steps to
register a business will need to be achieved before the end of FY04. 

Source: Evaluation of Southeast Europe Enterprise Development, Nexus Associates for OEG. 

91. The PEP model incorporates many elements of ‘good practice’ as identified by stakeholders and 
discussed above, including substantial program follow-up and local stakeholder involvement.63 While no 
comprehensive, independent evaluation has been made of PEP to date, anecdotal evidence and program 
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progress reports made to donors document high levels of implementation and substantial results on the 
ground for PEP.64  PEP has developed a results-based approach to the planning, monitoring, and evaluation 
of all projects. For each project, PEP defines the goals, objectives and activities, with desired results stated 
in specific and measurable terms. Next, PEP designs the monitoring process to track actual results during 
the life of the project, starting with capturing baseline data at inception and conducting midpoint 
evaluations to review and modify, if needed, project priorities; and performs a final evaluation to assess the 
effectiveness and efficiency of the project, capture the lessons learned, and assess the potential for 
replicating the project elsewhere. Below are examples of IFC’s IC TA program in the former Soviet Union 
countries based on a 2002 IFC Board report.65 Box 12 provides a brief overview of PEP’s comprehensive 
approach to delivering TA.  

• In cooperation with local partners, PEP helped introduce new legislation and improve existing laws 
affecting leasing in Russia, Ukraine, Georgia, Armenia, the Kyrgyz Republic, Tajikistan and 
Uzbekistan. In Russia, Georgia, Armenia and the Kyrgyz Republic, the legislatures passed the proposed 
laws. The improvements in legislation have resulted in the launch of leasing activities by the Russian 
subsidiaries of several international banks, including an IFC investment company in the sector. Leasing 
in Ukraine has also expanded thanks to the TA, with IFC investing in a project, as well as many other 
private investments made in the sector. 

• In Belarus, PEP’s advocacy for regulatory reform contributed to a significant simplification of taxation 
procedures and a limitation on the government’s ability to confiscate private property.  

• In Ukraine, joint policy work with IBRD led to a decrease in inspections from an average of 76 per year 
to 14 and a decrease in required licenses from more than 100 to 64. PEP also participated in the drafting 
of six pieces of recently adopted legislation regulating the issuance of securities and conduct of 
shareholders’ meetings. 

• In Armenia, PEP drafted the  law on joint stock companies and the law on limited liability companies, 
adopted in late 2001. PEP also supported the establishment of the first shareholders’ rights organization. 
The association’s members numbering about 500, and in 2001 the Association responded to requests for 
advice from about 1,500 shareholders. 

Box 12: PEP’s approach to improving IC 

PEP’s approach to delivering TA takes a holistic and programmatic view, with each project containing three main 
components:   
 
(i) policy diagnostic to identify the problems and make specific recommendations;   
(ii) public relations to educate the public/stakeholders and promote reforms; and 
(iii) training on the implications of new laws and policies (conceptual and practical) for potential beneficiaries and 

users.  
 
As a result of the approach to combine policy advice with training and capacity building, most PEP IC TA projects were 
classified as both Category 2 and 3, as per OEG’s theme classification described in Table 4 above. 

92. In contrast to PEP, IC TA activities undertaken by the SME facilities over the review period have been 
limited.66 Recent evaluative assessments of the facilities were not able to conclude how effective these 
activities were and whether their benefits justified the costs:  “Programs to improve the business enabling 
environment can potentially help even more companies. The facilities have devoted a small share of their 
resources to these programs. Their efforts have brought about some changes in leasing regulations and 
may have had some influence on attitudes. No information, however, is available on the number of SMEs 
reached.”67 Findings from recent evaluations of SEED and MPDF are summarized below. 68 Even where it 
appears that successful outcomes have been achieved in terms of implementation of recommendations, 
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evidence of impact on the ground appears limited. In the case of SEED, it may be too early to detect 
impacts on the ground given that the facility had existed for only three years at the time of the evaluation.  

• SEED. A recent OEG-managed independent evaluation report on SEED69 identifies a number of 
projects aimed at legal and regulatory reform and concludes that in some cases, the assistance provided 
by SEED and ensuing dialogue have led to changes in specific laws and regulations. The major success 
in this regard has been the introduction of leasing legislation in the former Republic of Macedonia and 
Serbia and Montenegro. In both instances, SEED marshaled technical expertise to deal with substantive 
issues related to proposed reforms. However, while legislation has been passed, the report indicates that 
the impact on SMEs has yet to be felt, suggesting that it will take time for leasing companies to be 
established. In addition, despite important efforts, projects intended to build the capacity of business 
associations to engage in constructive policy advocacy dialogue with the government on issues facing 
investors have not yet yielded much success.70 

• MPDF. An OEG-managed independent evaluation conducted in June 200271 examined the outcomes of 
private sector discussion reports. The evaluation describes the 12 reports published by MPDF on private 
sector development issues in Vietnam, Cambodia and Laos as well-written and generally well-received 
by stakeholders, and concludes that the series has contributed to the policy debate within the World 
Bank Group and governmental bodies. The report noted that “while a direct impact on policies is 
difficult to trace, one World Bank manager, who considered the reports to be very useful and 
encouraged MPDF to continue this program, argued that the reports provide ‘grist for the mill’ and 
‘helped to change attitudes’.” The evaluation report also concluded that MPDF should broaden its view 
of SME policy advocacy, in close coordination with the World Bank, by assuming “a more active role 
in influencing the debate through various forums, including the publication of PSD series, briefings for 
key policymakers and regular discussions with representatives of the World Bank Group and other 
international donor organizations” with regard to the SME business environment reform agenda.  

. . .  but impacts on the ground were harder to detect 

93. OEG country field visits indicate that achieving longer term impacts through changes on the ground is 
even more elusive than achieving outcomes in terms of implementation of recommendations. 31% of 
responses had no opinion on this matter. Only 1% of responses gave an ‘excellent’ rating, indicating that 
major improvements were made beyond issues targeted by the TA. In one project, the reforms in the 
regulatory framework played a significant role in the successful privatization of a utility company, resulting 
in improved and more efficient physical infrastructure. Only 28% of responses indicate that major 
improvements were made which resulted in adequate resolution of targeted problems/issues. Moreover, 
21% of responses indicate that few improvements were visible, and that the targeted issue/problem was not 
sufficiently addressed or adequately resolved. 19% noted either no change or a negative impact since the 
end of the TA. A negative impact implies that the situation related to the TA had been made worse, or 
additional problems emerged. For example, private sector survey respondent for an IFC IC TA to promote 
the secondary mortgage market in a Latin American country rated the impact on the ground unsatisfactory. 
In his words: “The mortgage market has not grown since the TA, and counter to IFC’s advice, the 
government introduced subsidized interest rates and credit guarantees, which have introduced market 
distortions that have made the situation more problematic.”72   

94. Discussions with OEG clients and stakeholders cited many factors at work that appear to contribute 
toward poor impacts. The most frequently heard comment was that considering that improving the IC is a 
long-term, multi-faceted process, impacts may take a while to emerge. Respondents stressed that it takes 
time to not only make legislative changes, but also draft corresponding regulations and to ensure the 
appropriate implementation of laws including changing the attitudes and incentives of administrative 
officials charged with enacting new procedures. One respondent commented that 10% of change needed is 
often in the legal framework, while 90% is in the detail at the bureaucratic level.  

95. Similarly, respondents urged IFC not to stop its involvement after the completion of an advisory 
project—but to play a more active role overseeing the implementation process or ‘managing the process of 
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change’ by better explaining the benefits of reform to all stakeholders; involving private/public sectors in 
dialogue; setting targets and milestones for reform implementation; and monitoring and reporting results on 
the ground.  

96. While some degree of insight may be gained from various anecdotal examples, such as IFC’s 
experience with Vietnam’s Business Forum (see Box 13), the small sample size of OEG’s evaluation limits 
our ability to draw conclusions from the data gathered regarding impacts. Further, unlike ‘Outcomes--
Implementation of Recommendations’, there are no other evaluative assessments of IFC’s IC TA available 
that provide reliable and useful information regarding ‘Impacts--Changes on the Ground’ from which to 
draw in this evaluation. Compiling even basic data on impacts is difficult to do, and programs that assess 
impacts are rare.  

97. One good indicator to measure impact of TA on the ground is whether interested investors were able to 
undertake an investment project following an IC TAAS related project, with or without IFC. While this is 
not systematically tracked across the Corporation, an example of sector-specific TA (Category 2) that was 
followed up by an IFC investment and increased activity by third-party investors is a leasing project in 
Vietnam. IFC started a TA operation on leasing in Vietnam in 1991 when it advised the authorities on 
developing the appropriate legal framework for licensing, regulation, and conduct of leasing activities. The 
TA operation included seminars and workshops in Korea and Vietnam, and drafting of regulations. This led 
to opening the leasing industry to interested investors from the private and public sectors. In 1997, IFC 
helped establish the first leasing company in Vietnam by providing financial support. Since its inception, 
this leasing company has provided approximately US$35 million in lease financing to nearly 250 
companies. These financial leases have enabled local enterprises to acquire a wide variety of capital goods, 
including machinery, office, and plant equipment. Today, the leasing market in Vietnam comprises ten 
financial institutions with total leasing operations valued at about $100 million.  

Box 13: Vietnam Business Forum: helping improve IC through consultative dialogue 

A
O

The Vietnam Business Forum (VBF) is a donor community supporting private/public policy dialogue. The purpose of VBF is to
improve investment climate with a view to stimulating economic development, creating employment, and improving people’s
lives. The first meeting of the VBF took place in June 1998 following an initiative adopted by the Vietnam Consultative Group
(CG) meeting a year earlier. The  VBF meets formally twice a year around the time of the CG meeting. Private sector
representatives report the outcomes of the forum to the donor-government discussions at the CG meetings. More than 350
people from the private sector, donor community, bilateral agencies, international development organizations, and the
government attended the 13th Vietnam Business Forum in December 2003 in Hanoi. 

VBF discussions are ongoing year-round through several working groups. Issues tackled at the working group level include
banking regulations, property & tourism, infrastructure & tenders, intellectual property rights, labor and employment,
administrative reform, information technology and telecoms, import-export and customs, and macro policy. IFC manages the
VBF secretariat, organizes the semi-annual meetings, and co-chairs the meeting with the World Bank and the Ministry of
Planning and Investment. 

The VBF has led to a number of reforms in the general manufacturing and banking sectors. Among the policy changes in
general manufacturing are a decree that phased out US$ denomination of local salaries and dual pricing, reduction of fees and
personal income tax and streamlining of licenses and approvals. In the banking sector, the VBF has been instrumental in
removing as well as in interest and guarantee commission ceilings, enabling banks to lend in foreign currency to exporters,
relaxing foreign currency forced -surrender rule and changing the reserve requirement.  

Private sector VBF participants interviewed by OEG for this study expressed satisfaction with the overall VBF program and its
achievements. They thought VBF had achieved major accomplishments, especially on straightforward issues. However, there
are those who expressed concern on losing the momentum of the VBF and the excessive optimism of participants given that
some issues are taking quite a long time to resolve. Respondents felt the need to continuously refine the VBF to adapt to the
changing conditions. For one, some thought that the capacity of the working group participants to continue to do pro-bono work
may not be sustainable due to the increasing demands on their time. In fact, some of the more active participants have left the
VBF, leaving the work to less-experienced or more junior professionals. Some would like to see more proactive donor
participation in adding pressure on the government to take actions swiftly.  

Respondents appreciated IFC’s role in running the VBF. They value IFC’s honest-broker role, its understanding of the private
sector, and its access to the government as part of the World Bank Group. Many pointed out that IFC’s strong local presence is
essential for keeping VBF running. 
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98. Recent steps taken by IFC. A systematic approach undertaken by the World Bank Group’s PSD Vice 
Presidency to measure investment climate conditions through firm-level surveys and ‘Doing Business’ are 
providing a set of standard, tangible indicators to measure impacts of broad investment climate initiatives 
over time. The availability of this information should help facilitate the monitoring and evaluation of 
operations under IFC’s new RBM TAAS framework.  

Issues related to planning and coordinating IC TAAS  
99. Nearly 60 IFC staff (investment officers, strategists, economists, sector specialists, and investment 
policy officers) were asked in interviews and focus groups about how IC advisory work was developed, 
carried out, and coordinated with the World Bank and within IFC. In addition, two focus groups also 
included 16 World Bank staff working in the area of PSD from the regions of LAC, AFR, EAP, ECA, 
MENA, and SAR, and from DEC and TUDUR (Urban Unit). Annex 7 contains a full list of people 
interviewed. Some of the major themes and issues that surfaced throughout interviews with IFC staff, as 
well as in the joint IFC/Bank staff focus groups, are presented below. Bank/IFC coordination is further 
explored in the joint OEG/OED/OEU overview report.  

100. In general terms, coordination on the ground between the World Bank and IFC is said to be largely 
uneven and ad hoc. At the IFC country team level, there is a perception that IFC’s efforts to improve 
investment climates through the CAS mechanism are not effectively translated into the Bank’s lending and 
non-lending programs, and hence have little impacts on the ground. A possible exception is FIAS’ 
analytical work, especially its studies of administrative barriers to investment. While no data are available 
to assess the degree to which these recommendations have become part of Bank lending projects, FIAS staff 
pointed to a number of cases where Bank conditionalities included findings and recommendations from 
FIAS reports, especially in countries that lacked substantive PSD analytical work. In many of these 
instances, FIAS is said to have provided deeper analytical work than what was available.  

101. On a project basis, cooperation between the institutions is also said to be ad hoc and largely dependent 
on personal relations. Some claim to have established good coordination and achieved productive joint 
outcomes, while others cite a lack of responsiveness or interest of one or the other party. By and large, IFC 
staff interviewed by OEG for the study indicated that they take a proactive role in pushing for IC reforms if 
their Bank counterparts are unable to provide timely TA in a particular area. Given their three- to four-year 
shelf life of CASs, Bank staff are less able to respond quickly to fast changing business environments and 
opportunities. Hence Bank staff have limited flexibility and administrative budget resources to address 
changing IC issues. IFC prepares annual work programs and strategies for operationalizing the CAS 
priorities at the country level and therefore can respond to a fast changing environment. Reflecting its 
market-driven business model, IFC has more flexibility and is strongly motivated to push IC reform, 
especially where potential follow-up investments are a possibility.  

102. IFC investment staff and sector specialists charged with managing TA noted that before moving 
forward with conducting the TA, the standard procedure was to check with their counterparts in the Bank to 
see if experts were able to provide assistance to government clients. While reasons for not taking on many 
of the TA assignments of interest to IFC vary by country and product, Bank counterparts are said by IFC 
staff to have been generally pleased that IFC was able to provide targeted, timely assistance to government 
clients. Both IFC and Bank staff commented on the large and complex IC agenda, and room for both IFC 
and the Bank to provide advice to governments. Discussions in two joint Bank-IFC focus groups of well-
informed IC TAAS staff members confirmed this, as both IFC and Bank staff raised the issues related to the 
slow pace of WB provision of policy advice on investment climate, and inability of the WB to allocate 
resources to investment climate policy advice work.  

103. IFC specialists indicated that where the Bank and IFC have collaborated at the sector level, the Bank 
typically focused on broader aspects of policies and institution building (e.g. assisting the government in 
developing a bond market, which includes broader issues like fiscal policy management, with a focus on 
government issuance) and IFC took a more targeted slice of the market where it has a comparative 
advantage by way of skills and/or experience (e.g. advising on the corporate bond market segment). Some 
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interviewees shared concerns regarding the lack of a real-time, private sector-informed perspective in WB 
policy advice, while in the words of one person interviewed, “as a market participant, IFC has real insight 
and expertise on the workings of particular markets.”  In such cases, IFC typically takes the lead by hiring 
and supervising consultants using donor funding to provide sector-specific policy advice, usually in 
coordination and with the support of IFC staff’s counterpart in the Bank.  

104. The study found that within IFC, IC TAAS work is not strategically planned and is largely driven by 
the investment departments in their quest to make needed sector-specific improvements to the IC in order to 
develop a pipeline of projects which they can potentially finance. In transition and frontier countries where 
the private sector is small and IFC’s prospects for financing projects are limited, IFC tended to do more IC 
TAAS to create general opportunities for private participation, with less of an emphasis on paving the way 
for specific future IFC projects. Non-investment departments (e.g., FIAS, PSAS, SME department, etc.) 
have developed projects and programs relatively independently from each other, from IFC regional 
departments, and from the World Bank country departments. Two years past the 2002 reorganization, there 
is no country-level program manager with accountability for planning, prioritizing, coordinating/overseeing 
implementation of IFC’s IC work. Monitoring and Evaluation (M&E) in IC TA is relatively new and 
likewise not well coordinated among the different TA providers.  

105. Recent steps taken by IFC. Over the past year, there have been efforts across IFC to improve the 
strategic planning, coordination and M&E of IFC’s TAAS work. Within IFC, there are currently two 
initiatives underway to develop a more systematic approach to developing, executing, monitoring and 
evaluating IFC’s TAAS lines of business:   

• First, as part of the DFO initiative, regional investment departments will now be responsible for 
formulating TA strategies to fit country needs, and Management will set priorities and strategic 
directions for the development of the TAAS lines of business. Regions will be responsible for 
approving all operations that come out of any TAAS unit (including non-investment departments 
like FIAS and PSAS) and defining how IFC will deliver all TAAS in an effort to maximize the 
development impact of IFC’s combined TA and investment activities.  

• Second, a working group has been set up to establish a results-based management evaluation 
system for all IFC’s TAAS operations (see Annex 8 for a summary overview of a results-based 
management framework). This comprehensive system will provide a consistent and comparable 
framework across all types and providers of IFC TAAS. A draft framework has been developed and 
is currently being tested. In addition to improving the way IFC plans and coordinates TAAS at the 
project level within the Corporation, more strategic planning and aggregating performance patterns 
and lessons from project completion reports should help priority setting and coordination across the 
Bank Group. 

106. In addition, as discussed above and in the OED report, the newly created joint PSD Vice Presidency 
has made significant strides in a short time in introducing tools for more focused IC work and improving 
coordination between the IFC and World Bank.  

Is there overlap between FIAS and MIGA? 
107. Both FIAS and MIGA are involved in investment promotion advisory work, an integral part of the 
WBG’s investment climate activities. With regard to the gray area of potential overlap in services offered, 
FIAS tends to be involved more on the macro scale: FIAS helps countries design investment promotion 
agencies (IPAs), adapting models that have proven effective elsewhere. It also helps these agencies 
formulate promotion strategies that identify competitive advantages and target specific opportunities. 
MIGA focuses on capacity building assistance to specific IPAs, to equip them with best practice 
knowledge, tools, and techniques to strengthen their capacity to attract and retain foreign direct investment. 
To this end, MIGA provides both "hands-on" operational assistance to IPAs and a range of investment 
information services to assist member countries and firms contemplating direct investments. But according 
to a recent paper commissioned by FIAS, the current division of labor between FIAS and MIGA includes 
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some areas in which both play a role — for example, assistance in designing marketing strategies and 
business plans. Annex 9 discusses the areas of overlap in more detail. This may lead to gaps or overlaps in 
providing advice to governments and create confusion among WBG clients about who is providing which 
services. While the range of products offered by both MIGA and FIAS may appear wide, as discussed in 
Annex 9, the actual volume (in US$ and numbers of projects) of work done by FIAS in investment 
promotion products over the evaluation period has been low (just over 20% of total advisory services), 
declining sharply to 11% since FY01 (only 4 to 8 projects per year). 

108. The division of labor between FIAS and MIGA’s TA activities was addressed in the 2002 WBG 
Private Sector Development Strategy.73 This strategy mentioned that MIGA and FIAS had developed a 
protocol encompassing an exchange of client requests for TA, agreements on the division of labor between 
both institutions, and regular (quarterly) meetings among managers and staff to harmonize work plans and 
joint activities. The strategy paper prescribed continuity rather than new directions for MIGA’s and FIAS’ 
TA programs and their organizational alignment. Management is currently updating the FIAS/MIGA 
protocol. As a result of efforts to improve coordination between FIAS and MIGA, nearly half of the number 
of FIAS projects done in the ‘gray’ area involves joint missions with MIGA staff and/or some form of 
MIGA involvement.  

109. OEG did not encounter major issues on the ground regarding the division of labor between FIAS and 
MIGA on investment promotion work in the five countries visited for this study. In fact, in one country, 
OEG found that the coordination between the two institutions appeared to have worked well. The OEU IC 
evaluation also explored the overlaps and coordination between MIGA and FIAS in two country case 
studies. The two cases indicated that while there were no major conflicts, cooperation could have been 
better between FIAS and MIGA to provide more effective and strategic client services as ‘the WBG’ (see 
page 32 of the OEU IC report). However, neither study is able to make a conclusive finding on the 
FIAS/MIGA coordination or appropriate division of labor in line with expertise. While this study cannot 
take a view on the effectiveness of coordination, some people interviewed in the field and within the WBG 
who are familiar with both believe that synergies between FIAS and MIGA could be improved if the 
division of labor was more clearly delineated, or even if the two groups were merged under either FIAS or 
MIGA.  

Managing conflict of interest concerns in IC TAAS 
110. This study’s scope did not extend to a thorough review of the WBG’s conflict of interest (COI) system 
and procedures. While the OEG team did not encounter any specific complaints or allegations of COI in the 
field, there is a concern within parts of the Bank Group that IFC’s dual role as advisor to governments on 
legal and regulatory matters, and as a direct (prospective and existing portfolio) investor could result in 
potential or perceived conflicts of interest and requires careful management.  

111. Most of IC TAAS appears not to be conflicted, or may contain at most a potential or perceived COI. 
For example, broad IC assessments (Category 1) address general constraints to private investment and 
advocate increased competition economy-wide, such advice is not linked to the financial interest of any 
particular investment project. Similarly, sector-specific advice focuses on improving conditions to 
encourage private investment in the sector by removing constraints or establishing the needed 
legal/regulatory framework based on international best practices. This type of advice is typically not linked 
to an existing IFC project and would equally benefit subsequent private investments, including a potential 
downstream IFC investment project once appropriate conditions are established in the sector. However, 
potential COI could arise where IFC is pursuing a project in parallel with providing TA on sector 
policies/regulations. Under these circumstances, COI rules require that the advisory work be undertaken by 
a separate and independent team from any IFC investment team for a potential project, and that the potential 
COI and proposed mitigation measures be disclosed to the government client. The TA/advisory team would 
be expected to provide stand-alone, independent advice based on international best practice and experience, 
and without regard to the possibility that IFC might eventually become a lender to or investor in a project 
beneficiary.  
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112. While the current COI guidelines and procedures may offer a robust framework for dealing with 
potential COI, it is difficult to determine how effective actual implementation of this system has been for IC 
TAAS activities falling outside the GPGs and PSAS. Since the COI office deals with other projects on a 
voluntary basis, it is not clear how many projects with potential COI were executed without following the 
COI rules. The COI Office is in the process of initiating an IFC-wide training on conflict identification and 
mitigation. Still, some staff interviewed by OEG were not familiar with specific COI procedures and 
guidelines. Moreover, since March 2003, the COI Office has not been fully staffed, which has limited its 
effectiveness in outreach. 

113. The COI office was not in existence over most of the period reviewed by OEG, and OEG cannot make 
any inferences about the possible instances or the extent to which potential COI cases may have arisen. 
However, it appears that virtually none of the PEP IC TA (mostly privatizations, land reforms, corporate 
governance) contained linkages to IFC investments. The only two PEP IC TA projects that resulted in IFC 
investment project follow-ups were in leasing in Russia and Ukraine, and these two activities were 
sequenced and led by separate teams. The leasing sectors in both of these countries also experienced 
important increases in non-IFC related private investments following the TA. Of the 16 PSAS advisory 
projects included in the IC TAAS database, one was followed up by an IFC investment, which was 
managed according to COI rules: the investment took place in sequence and was processed by a separate 
team. While incomplete and not representative, available data from TATF’s PCRs also shed some light on 
the relationship between IC TA and specific IFC projects (current or future). From the sample of IC TA 
assignments that contained linkages information, it appears that most IC TA had no linkages with IFC 
investment projects.74 
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4. SUMMARY AND RECOMMENDATIONS: WHAT ARE THE IMPLICATIONS FOR CURRENT 
AND FUTURE IFC INVESTMENT CLIMATE ACTIVITIES?   

Summary 
Investment climate 
quality is an 
important driver of 
IFC’s investment 
project outcomes 

114. The quality of IC affects IFC’s investment project outcomes. IFC achieved 
better investment outcomes in countries with good IC based on the 5-year 
evaluation data covering 1998-2002. OEG also found that where IC changed 
from poor to good between approval and evaluation, both the development and 
investment outcomes had higher than average success rates (76% and 64% for 
DO and IO, respectively, compared to IFC averages of 60% for DO and 52% for 
IO). When IC deteriorated, the development and investment outcome success 
rate dropped to below average levels (41% and 32%, respectively). This finding 
is consistent with the findings in OEG’s FY03 and FY02 Annual Review of 
Evaluation Findings using XPSR data covering 3-year periods, 1999–2001 and 
2000-2002, and findings in other OEG reports and analysis. As part of the 
analysis done for this study, OEG also found that good investment outcomes are 
more strongly associated with certain components of investment climate 
indicators: (i) trade openness; (ii) a dynamic banking and finance sector; (iii) 
effective government regulation; and (iv) the absence of black markets.  

IFC’s investment 
operations can 
contribute to 
improving IC. . . 

 
 

. . .  directly through 
strategic sector 
investments . . .  

115. IFC’s business model is geared toward creating sustainable projects with 
demonstration effects so that private investors will follow. Improving 
investment climates may not be an explicit objective of IFC’s investments, but it 
is implicit in IFC’s purpose, mission, and frontier strategy. IFC investments in 
strategic sectors (infrastructure, financial, and social sectors) contribute most 
significantly and directly to improving investment climates. These projects 
directly address some of the major factors that contribute to making investment 
climates conducive to promoting private investments. Several studies, business 
surveys, and literature reviews show that the quality and quantity of physical 
infrastructure is an important consideration for investment decisions. IFC’s 
projects in strategic sectors bridge the infrastructure gap that the public sector 
and existing private participants are unable to fill. In financial markets, IFC’s 
projects help increase access to finance and introduce new financial instruments 
in the sector. In the social sectors, IFC’s projects help enhance the quality of 
human resources in the local market.  

. . . and indirectly 
through 
demonstration effects  

116. Private sector activities have by-product impacts on investment climate, 
both positive and negative. On the positive side, successful private sector 
operations have demonstration effects and stimulate follow-on investments, 
indicating that the investment climate is improving or that the private sector has 
found ways to adapt to existing investment climate conditions. On the other 
hand, unsuccessful private sector operations or those that depend on distortions 
for their success can have a negative demonstration effect, subduing private 
sector optimism or slowing down the momentum of reforms.  
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Figure 25: Range of impacts on IC of IFC’s investment operations75 

 

 

Non-investment 
operations focus on 
direct sector-specific 
issues or removing 
legislative hurdles in 
the business enabling 
environment 

117. IFC activities with an explicit objective to improve investment climates are 
usually undertaken to help establish conditions for potential downstream private 
investment, including IFC-financed projects, or as part of advisory assignments. 
Investment departments tended to undertake TA necessary for ground-laying 
work to develop and open up sectors, or for reform needed to pursue 
investments in a sector. However, the link between sector-specific IC TAAS and 
IFC follow-up investments is not always clearly defined or a direct motivator. In 
transition and frontier countries where the private sector is small and IFC’s 
prospects for financing projects are limited, IFC focuses more on IC TAAS to 
create opportunities for private participation in general. Non-investment units 
undertake IC work as part of their strategy or mandate (e.g., PEP, FIAS and 
SME Dept.), or as project-specific follow-on advisory transactions (e.g., PSAS 
privatization transactions). IFC’s IC TAAS activities in poor IC countries have 
been on the rise as IFC pursues its frontier markets and SME strategy, a trend 
that pre-dates, but supports the OEG Annual Review FY03 recommendation to 
tilt IC TAAS toward this group of countries. The evaluation of 38 non-
investment operations in the five field visit countries shows that:  

 • Quality was good--92% of responses rated it satisfactory or 
excellent; but  

• Outcomes could be better—46% thought that more than half of the 
recommendations or substance of the advice was implemented; and 

• Impacts are less clear—only 29% saw major improvements in issues 
addressed by the assignments; 31% could not give an opinion, 
largely because it is too soon to see the impacts. 

IFC can do more to 
enhance TA 
effectiveness 

 

118. The most important themes that emerged from discussions with 
stakeholders on projects evaluated by OEG include the following:  

(i) Client ownership is essential. Strong client commitment to reform and a 
political ‘champion’ with staying power are needed for inducing change;  

(ii) Stakeholder involvement is key throughout execution. Major stakeholders 
(across public sector, private sector and donor community) should be involved 
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early on. Proactive outreach and engagement of stakeholders throughout 
execution (e.g. dissemination in local language, participatory workshops, etc) 
and shared commitment to action plan are critical to the moving reform process 
forward in a sustainable fashion; and  

(iii) Project follow-up is critical for outcomes success. Implementation is 
enhanced through follow-up projects and capacity building components. Strong 
local presence and/or network is needed to keep issues alive and the reform 
process moving forward. Partnerships with donors and other stakeholders based 
on a shared vision of desired outcomes and impacts, are very important for 
leveraging reform efforts. 

Recommendations 
 119. This report comes at a time when IFC management is undertaking a 

strategic review of IFC’s non-commercial TAAS operations, including donor-
funded operations, and establishing a results-based approach to planning, 
executing and evaluating IFC’s TAAS. IC work is a major component of IFC’s 
TAAS and for this reason, any recommendation specific to IC will bear on IFC’s 
other TAAS. Given that the report is limited to IFC’s experience in IC and does 
not cover non-IC TAAS, it offers recommendations for management in addition 
to existing or forthcoming findings or recommendations from relevant working 
groups, studies, and literature on non-investment operations. This study also 
recognizes the efforts of the WBG PSD VP to raise the profile of IC and to 
improve WBG coordination in the post-evaluation period. 

120. OEG makes four clusters of recommendations derived from the findings in 
the preceding chapters. The recommendations are supported by suggestions for 
implementation. 

A.  Raise the profile of investment climate work 
 121. Improving IC is one of the WBG’s two strategic pillars for poverty 

reduction. It is also at the core of IFC’s mandate, yet it has not taken full center 
stage in IFC’s strategy. Article 1 (Purpose) of IFC’s Articles of Agreement 
states that, among others, IFC will seek to stimulate and help create the 
conditions conducive to the flow of private capital. The quality of IC is also 
important for IFC’s investment project outcomes, and its ability to pursue the 
frontier and SME strategies. IFC has long recognized IC as important in 
achieving its strategic objectives but has only recently made improving IC an 
instrument to do so. To date, non-investment IC work in IFC has been seen as 
less important than investment operations. However, despite the paucity of self-
evaluation reports and this report’s only partial evaluation findings on IC TAAS, 
this study nonetheless shows that IC TAAS can be an effective tool in improving 
IC and in paving the way for increased private sector activities.  

 122. As part of the TAAS strategic review, OEG suggests that management 
consider prioritizing IC as a central TAAS theme, and elevating IC TAAS to 
equal footing with investment operations in terms of relevance and importance 
to pursing its frontier strategy. Neither one by itself is sufficient, and synergies 
between the two lines of work can help improve prospects for successfully 
implementing the frontier strategy, and enhancing IFC’s investment project 
outcomes. Productive private sector investments create jobs and contribute to 
economic growth, helping reduce poverty and improve people’s lives. But the 
private sector will only go to where it can use resources efficiently, and a sound 
IC is an important consideration and outcome driver.  
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 123. While IFC may have several comparative advantages in IC work such as 
field presence and its affiliation with the World Bank, this report found that 
IFC’s up-to-date transaction experience is most valuable in its investment 
climate work. For this reason, it is important that IFC continue to inform its IC 
work with real-time relevant transaction experience. Ideally, IFC staff with 
appropriate and current transaction experience should undertake or oversee 
IFC’s investment climate work, especially for sector specific TAAS. However, 
under the current incentive structure, investment officers and specialists are 
encouraged to focus on investment transactions, and not to be fully engaged in 
TA implementation and follow-up.  

Recommendation 1: Management should consider elevating IC to an explicit strategic priority 
for IFC and a central theme of its TAAS work. The regional investment 
departments should define the IC agenda and appropriate product mix of 
broad IC assessments, sector specific advice, and capacity building mix 
relevant to each country’s IC needs.   

Elevating IC to a corporate strategic priority in IFC should give IC the high 
profile and management attention it deserves. Moreover, IFC should be more 
proactive and persistent in engaging in dialogue with World Bank and 
Government counterparts, in both formal and informal contexts, with respect to 
improving the IC in client countries. Once IC has emerged as a strategic priority, 
appropriate measures of improving IC should be tracked in the departmental 
scorecards. As part of the strategic review and planning of TAAS and building 
on the Africa Department’s recent initiative, an IC focus person at the country 
level within the regional departments should ideally be responsible and 
accountable for planning (strategy), coordination, execution, quality control, 
follow-up actions, monitoring and evaluation.  

B.  Enhance synergies in IC activities among different WBG units 
Improving IC requires 
the skills of both the 
World Bank and IFC:  
the need for 
clarification of roles 
and improved 
coordination between 
the Bank and IFC 

124. The April 2002 WBG PSD Strategy defines the broad division of labor, but 
is not a sufficient basis for guiding day-to-day interactions as issues arise, 
particularly with respect to the provision of policy advice to governments. As a 
result, actual coordination is ad hoc at best and is driven more by individuals’ 
attitudes, resources, and individual unit priorities and incentives, rather than by a 
shared vision for improving investment climates. A delineation of standard 
operating procedures and commitment to adhere to them should help. Of 
perhaps greater importance is addressing the issue of non-coherent objectives 
across the units.  

 125. Participation in joint CASs and in WBG PSD strategy preparation has been 
the principal vehicle for coordinating IFC’s IC activities with the WB. IFC 
strategists/economists at the investment department and corporate levels are the 
primary participants in preparing the joint CASs, while Investment Officers and 
sector specialists who bring to bear their transaction experience are often in 
charge of executing IFC’s investment climate work. Given the three- to four-
year cycle of CASs, Bank staff are limited in their ability to anticipate and 
respond quickly to fast changing business environments and opportunities, 
whereas IFC can more easily process IC operations. Reflecting its business 
model, IFC is more flexible and is strongly motivated to push IC reforms, 
especially where potential follow-up investments are a possibility. Moreover, the 
study found a general perception within IFC that the joint CASs (and PRSPs) 
have not been the most effective instruments for focusing attention on WBG 
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priorities for improved IC on the ground. Staff interviewed expressed frustration 
with the seemingly piecemeal approach and slow implementation pace of policy 
changes aimed at improving IC (through mostly microeconomic reforms) at the 
country level. Regardless of the extent to which this perception accurately 
reflects reality, it underlines the need for the Bank Group to revisit certain 
aspects of coordination and align short and medium term management and team 
objectives of both institutions in order to optimize efforts for achieving the Bank 
Group’s strategic IC agenda.  

 126. The recent appointment of a WBG PSD Vice President who is also the IFC 
Chief Economist, has helped improve coordination through facilitating 
collaboration between TA providing units.  The WBG PSD VP has convened 
country review meetings on IC which bring together staff across the Bank Group 
for a discussion on the challenges and approaches to improving IC on a county-
by-country basis.  

Recommendation 2a: The WBG should clarify the roles of the Bank, IFC and MIGA on 
investment climate activities, bringing corporate strategy and practice into 
consistency according to the country- and situation-specific comparative 
advantages of each institution. Effective coordination at the individual 
country level should encompass the following:  (i) diagnostic IC needs 
assessment (e.g. ICA);  (ii) WBG IC operational priorities;  (iii) broad 
division of labor within WBG;  and (iv) a results-based management 
framework for alignment of project planning, results measures, reporting 
and associated unit and individual incentives. The process for 
accomplishing the above and ensuring effective coordination should be 
systematic and formalized for every country, building on the PSD-led IC 
country review experience.  Ensure that these efforts provide a basis for 
IFC’s inputs to the CAS. 

Keeping in mind that ‘what gets measured gets done’, examples of possible IFC 
measures to shape incentives structures for promoting IC improvement and 
effective coordination include: 

 • Tracking evaluated success rates for TAAS project outcomes of in IFC 
departmental scorecards.  

• Recognizing/rewarding cross-institutional coordination by tracking 
responsiveness ratings by counterparts across relevant parts of the WBG 
(along the lines of IFC’s current tracking of internal client 
responsiveness). 

 At the same time, it would not be most efficacious to introduce the measures in 
IFC unless the same measures were also tracked by other parts of the Bank 
Group.  

Addressing the partial 
overlap between FIAS 
and MIGA 

127. Both FIAS and MIGA are involved in investment promotion advisory 
work, an integral part of the WBG’s investment climate activities. FIAS is 
involved more at the macro level while MIGA focuses on capacity building 
assistance to specific investment promotion agencies. FIAS provides investment 
promotion diagnostics and policy advice as part of its broader investment 
climate activities. It brings to bear best practice models from its global and 
broad IC experience. The study cited a range of potential overlap in the types of 
advisory products and services provided to investment promotion agencies by 
FIAS and MIGA. However, despite the apparent wide range of ‘gray’ overlap 
areas, the actual volume of FIAS advisory work done in investment promotion 
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products over the period has been low, declining sharply to 11% since FY01 
(only 4 to 8 projects per year).  

 128. OEG did not encounter any major issues on the ground regarding the 
division of labor between FIAS and MIGA on investment promotion work in the 
five focus countries for this study. The study cannot make a conclusive finding 
on FIAS/MIGA coordination. In one country OEG found that the coordination 
between the two institutions appears to have worked well;  whereas OEU found 
incidences where coordination could have been better. Management has taken 
steps to improve coordination between FIAS and MIGA, and nearly half of the 
FIAS projects done in the gray area involve joint missions with MIGA staff 
and/or some form of MIGA involvement. Despite increased coordination, 
knowledgeable people on the ground and within the WBG interviewed for this 
study believe that synergies could be improved if coordination efforts were 
strengthened.  

Recommendation 2b:   In view of the partial overlap between services offered by FIAS and MIGA, 
Management should monitor coordination improvements closely to ensure 
that they continue on track. 

C.  Develop operating guidelines and procedures for TAAS operations 
 129. IFC has been increasing its non-investment TAAS operations yet it has no 

standard operating guidelines or procedures for these operations. This study 
recognizes that there is an ongoing project in IFC to develop a monitoring and 
evaluation (M&E) system for TAAS. While the rationale for an M&E system for 
TA and advisory assignments is clear, this study highlights the need to keep 
track of and evaluate IC TAAS components of privatization and other advisory 
assignments separately from the overall advisory assignment, which may be 
larger and contain transaction-specific TAs as well. The operating guidelines 
and procedures should be a tool for undertaking all TAAS, including IC TAAS, 
and assist management in controlling and maintaining consistent work quality 
and in accounting for results. It should also help ensure that any actual, 
potential, or perceived COI are dealt with through the COI Office.  

Recommendation 3:   As part of a corporate-wide initiative to develop operating guidelines and 
procedures for TAAS, management should consider addressing the 
following issues:   

 • develop a quality control mechanism for advisory work that is 
provided to government clients. A peer review process should be put 
in place to ensure that advice provided is of high quality and reflects 
internationally recognized good practices and standards. Such a 
process may also enhance coordination efforts across the WBG.  

• incorporate ‘good practice’ measures into IC TAAS operations, 
within an RBM system, to improve outcomes and impacts on the 
ground. To support this objective, a program for disseminating IC 
TAAS ‘good practices’ and lessons learned should be developed. 
RBM training of staff who provide IC TAAS should help shape the 
structure and follow-up of operations toward results-driven 
outcomes. 

• implement IFC-wide conflict of interest training to enable the 
investment departments, as well as Staff and Managers that deal 
with IC TAAS, to deal with potential and perceived COI early on 
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and more proactively, and ensure that current procedures are 
known and followed. As part of a systematic TAAS approvals 
process, all IC TAAS operations with potential risk of COI should 
be screened and where actual, potential or perceived COI exists, 
referred to the COI office. Where COI-related issues are identified, 
they should be disclosed and managed according to COI rules and 
procedures.  

D.  Identify and track IC impacts  
 130. IFC’s investment operations contribute to improving investment climates, 

while existing projects regularly encounter investment climate issues. To date, 
there is no database in IFC that tracks the impacts of its projects on investment 
climate to enable IFC IC-TAAS staff to use them in advising other countries on 
the benefits of relevant needed changes. Nor is there a systematic process in 
place to feed IFC investment portfolio IC issues and IFC project pipeline 
experience (e.g. projects that did not go ahead because of an unresolved IC 
issue) into the WBG IC strategy or CAS agenda.  

Recommendation 4: IFC should consider establishing a mechanism to track and follow up on IC 
issues encountered with a view to supporting its portfolio and potential 
pipeline companies in addressing these issues, informing IFC’s investment 
climate work program, and feeding this information into the work 
programs of relevant WBG PSD staff charged with improving IC and 
setting CAS priorities.  

IFC should consider creating an investment climate sub-category when 
identifying a project’s potential development impact at entry. IFC should put 
this information in a database and use it as an input to the proposed holistic 
approach to IC activities at the country level. IFC could start with the 
information it tracks under the Sustainability Framework to extract data on a 
project’s potential impacts on investment climate. 
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Notes: 
 
                                                      
1 See “Private Sector Development Strategy—Directions for the World Bank Group”, April 9, 2002. 
2 The MDGs are eight internationally-accepted broad objectives designed to reduce the proportion of people in poverty 
by 2015. See http://www.developmentgoals.org/About_the_goals.htm. 
3 There is a strong correlation between countries’ progress towards the MDGs and their perceived risk for investors as 
measured by the Institutional Investor Country Credit Rating (IICCR). Under IFC’s own categorization, ratings of less 
than 30 constitute a high-risk environment, IICCR ratings of 30 to less than 45, a medium-risk environment, and rating 
of 45 or greater, a low-risk environment. The average likelihood of achieving the MDGs was calculated for eight 
different MDGs and weighted by countries’ respective populations. The average country risk score for countries that are 
thought possible or likely to achieve the MDGs is 42 (equivalent to a medium-risk environment), whereas the average 
score for countries considered unlikely or very unlikely to achieve the MDGs is 27 (equivalent to a high-risk 
environment).  
4 See OEG’s “Annual Review of IFC’s Evaluation Findings” for FY02 and 03; “China:  IFC Country Impact Review”, 
2004; “Brazil:  IFC Country Impact Review”, 2003; “Russia: IFC Country Impact Review”, 2002; etc. These and other 
studies with themes relating quality of IC to IFC performance and outcomes are discussed in Box 2 of this report. 
5 See “Private Sector Development Strategy—Directions for the World Bank Group”, April 9, 2002. 
6 See “IFC Strategic Directions,” April 4, 2004 (IFC/R2004-0052). 
7 The formal Articles of Agreement governing the International Finance Corporation were drafted by the World Bank in 
1955. IFC officially came into existence in the summer of 1956. 
8 This study uses IICCR to track changes in IC, given that IICCR is a more volatile IC indicator than HFO/WSJ. The 
increased volatility allows us to capture changes in IC in shorter periods of time. For a more detailed analysis comparing 
the volatility of IICCR and HFO/WSJ indicators, please see Annex 4 in the OEG’s “China Country Impact Review”, 
CODE2004-0014, March 2004.  
9 HFO/WSJ index is a broader, more stable measure of IC, in contrast to IICCR, which captures a narrower slice of IC 
(country sovereign risk) and is more volatile from year to year. See Annex 1 for an explanation of indexes used to 
measure IC. 
10 Development Outcome is a synthesis rating of four sub-indicators: (i) project business success; (ii) economic 
sustainability; (iii) impact on private sector development; (iv) environmental impacts. 
11 See OEG’s “China Country Impact Review”, CODE2004-0014, Annex 4. 
12 Four sub-indices of HFI are strongly correlated at 5% significance level or better at evaluation. In the “China Country 
Impact Review”, which conducted a similar analysis for a different sample of XPSRs, the sub-indices of Trade and 
Banking and Finance were also strongly statistically significant, and this supports the robustness of these two variables. 
However, while Regulation and Black Market had the correct signs, they were not found to be statistically significant.  
13 The “regulation” sub-index is strongly correlated with IO at evaluation but not at approval. 
14 See “World Development Report 2005:  A Better Investment Climate—For Everyone”, World Bank. 
15 For the investment climate study, OED did five country case studies: India, Indonesia, Mozambique, Romania, and 
Peru.  
16 Examples of broad IC indicators include Heritage Foundation/Wall Street Journal’s Index of Economic Freedom, the 
Frazer Institute’s Index of Economic Freedom, Euromoney’s Country Risk rating, Institutional Investors Country Credit 
rating, AT Kearny’s FDI Confidence Indicator, etc. 
17 Poor investment climate countries include those with scores greater than 3 HFO/WSJ. 
18 OEG’s “Annual Review of IFC’s Evaluation Findings: FY03”, page 31. 
19 The text in the following three bullet point paragraphs was taken from the World Development Report 2005:  “A 
Better Investment Climate—For Everyone”, World Bank, pages 6.1, 6.14, and 7.1. 
20 See literature review “The Investment Climate and Private Sector Development” prepared by Tyler Biggs, 2003. This 
was prepared as a background paper for the joint IC report. See also Lee, Kyu Sik Alex Anas, and Gi-Taik Oh, “Costs of 
Infrastructure Deficiencies in Manufacturing in Indonesia, Nigeria and Thailand” World Bank Policy Research Working 
Paper, 1996.  
21 These projects were evaluated five years after approval, i.e., from 1998 to 2002. A stratified random sample was 
selected from each year’s approval population and was evaluated by IFC’s investment department under the oversight of 
OEG.  
22 Using a step-wise approach where the regression model started with all variables and sequentially removed all 
variables that are not significant at a 10% significance level. 
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23 See “Private Sector Development in the Electric Power Sector: A joint OED/OEG/OEU Review of the World Bank 
Group’s Assistance in the 1990s”, March 21, 2003 (IFC/R2003-0043). 
24 These are operations undertaken during the review period, approved two years before evaluation, i.e.,  FY93 to FY01 
approvals,  and where OEG was able to track IFC’s counter parties in the client/host countries.  
25 See “Three Year Plan: FY93-95” and “FY93 Business Plan and Budget Framework”, April 16, 1993, (IFC/R92-26). 
26 See “IFC Strategic Directions”, April 2000, page (i). 
27 See “IFC Strategic Directions”, March 2001, page 1. 
28 See “IFC Strategic Directions”, March 2002, page 2. 
29 See “Private Sector Development Strategy—Directions for the World Bank Group”, April 2002. 
30 See “World Bank Group Private Sector Development Strategy”, September 10, 1999. Board paper R99-175 IFC/R99-
154. 
31 See “IFC Strategic Directions”, April 2000, page (i). 
32 OEG focused on including TAAS operations that are of a public good nature. A public good is one where one cannot 
exclude others from benefiting if the product is supplied to at least one person/firm, and use of the item by one 
person/firm does not make it impossible for others also to benefit from it. However, some firm-specific TA products may 
partially take on the characteristics of a public good, such as advice to a firm that leads to new best practice that others 
then copy.  
33 TA provider refers to departments and units that develop and execute advisory assignments. For the purposes of this 
study, we consider TATF as a funding vehicle that assists in securing project funding through facilitation and approval. 
34 Examples include workshops and training programs to introduce the broader domestic private sector (not just IFC 
clients) to concepts contained in new laws which they may not be familiar with, such as leasing (Ukraine/Russia, PEP), 
or secured finance (Albania, SME/SEED), or international best practice standards in business practices, such as corporate 
governance (e.g. Brazil) and international accounting standards to groups of firms. 
35 The study recognizes that the same or similar assistance may have been given at the firm level instead of wholesale at 
the business association level. However, because of data constraints, the study excludes firm-level assistance. With 
respect to the type of assistance, the study considers only the programs that contain direct and significant policy 
advocacy components. 
36 Note that 30% of all operations were stand-alone Category 3 (containing no overlaps with operations in Categories 1 
or 2). Of this amount, 79% involved government and 21% involved private investor groups.  
37 This figure is adjusted to remove overlaps in funding reported by the three main contributing vehicles: TATF, PEP, 
and PDFs. However in the section below and Annex 5 which describe each program’s IC TA volume, figures are not 
adjusted for overlaps.  
38 Overlaps in financing with TATF are adjusted in Figures 17-20.  
39 IFC’s contribution includes $11 million made to FIAS over the review period; an estimated $1.6 million in 
administrative support for IC TA work done by the SME department in FY01-02; and an estimated $700,000 in support 
of SME facilities’ IC TA program. For SPPF, most IC TA was financed with IFC funding. For SEED and MPDF, about 
18% of their IC TA was financed by IFC. 
40 IFC’s contribution to all PEP (including pre 2000 PEP) over the review period is as follows:  FY93-95 $500,000; 
FY96-98 $900,000; FY99-00 $1.2 million; FY01-02 $8.4 million. Total PEP donor funding in FY01 and 02 was $27 
million from Canada, Finland, the Netherlands, Norway, Sweden, Switzerland, the United Kingdom, and the United 
States.  
41 PSAS projects are paid for by a combination of client fees and budget support from IFC and other donors, including 
TATF. IFC’s contribution of $6.6 million reflects PSAS’ cumulative operating loss over the review period. For projects 
that qualify as IC, nearly $2.7 million of TATF funds supported PSAS projects. 
42 Some respondents represented more than one project. 
43 All IC advisory projects conducted by IFC are considered here, including those done by IFC regional departments, 
industry departments (through TATF), FIAS, PSAS and MPDF. Percentages are based on the actual number of responses 
given for each question—where applicable, some respondents answered with ‘No Opinion Possible’.  
44 i.e.. gave ratings of satisfactory or better. 
45 To arrive at this score, OEG first assigned numerical values to project ratings based on a 4 point scale: 1 = 
‘unsatisfactory; 2 = ‘partly unsatisfactory’; 3 = ‘satisfactory’; and 4 = ‘excellent’. Project averages were then taken for 
each project. OEG derived an overall average from these figures, as well as group averages for the three different 
categories that IC TA operations were split into for comparative reasons.  
46 Criterion for ‘excellent’ rating includes: project objectives and targets are very clear, and a results-based management 
system is set up. Results-Based Management (RBM) is a system to improve program and management effectiveness and 
accountability and is oriented towards achieving results. It uses desired results as a basis for planning, management and 
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reporting, and aims to improve performance by comparing and analyzing actual results against planned results through 
regular monitoring, evaluation, reporting, feedback and adjustments.  
47 The overall average score based on project scores for ‘Responsiveness’ was 3.2. 63% of respondents said they 
received ‘good’ overall levels of responsiveness from IFC to their requests, and timely delivery of services/reports, and 
27% described IFC’s responsiveness as high, or rated it ‘excellent’. In contrast, 10% of clients said there was major 
shortfall in either time of delivery of services or responsiveness to client requests that resulted in a ‘partly unsatisfactory’ 
rating.  
48 Having recognized IFC’s limited ability to control the implementation process, clients and stakeholders nonetheless 
outlined how IFC could enhance the success prospects for the implementation process. This is discussed in the next 
section. 
49 This is not the case for PSAS and FIAS which both have up-front quality control mechanisms in place. 
50 In August 1997, OEG sent questionnaires to 119 people in 73 countries and received 33 responses from 29 countries—
a response rate of 28% of the clients and 40% of the countries surveyed. See “An Evaluation of the Foreign Investment 
Advisory Services”, CODE98-56, for detailed information. 
51 IFC Advisory Services Client Survey responses were too few to provide meaningful information for TATF and PSAS 
projects. For FIAS, a small sample size--21 responses of 56 surveys sent out in 2002, and 12 responses of 38 sent out in 
2003—also suggests that interpretations of these results need to be approached with caution, since respondents might 
tend to be more favorably inclined toward FIAS than non-respondents. Nonetheless, the data provide an interesting 
perspective and feedback about FIAS by clients.  
52 Respondents were asked to rate FIAS performance either “poor”, “fair”, “good”, “very good” or “excellent” in each 
category. For this comparison, weighted averages were calculated based on a rating from 1 (“poor”) to 5 (“excellent”). 
Note that this scale is different from the scoring scale of 1 to 4 used elsewhere in this report. 
53 It is worth noting that despite continued low ratings on project follow-up, performance of project follow-up improved 
by 23% in the FY02 survey over the previous year’s survey. 
54 As the PCRs are self-assessments of ‘not-yet-mature projects’ and are typically completed within one month of project 
completion or delivery to the client, they are not evaluations of outcome or impact. For the ‘Overall Success of TA 
Operation Rating’, task managers are asked to assign a rating that gives a synthesis, bottom-line judgment that takes 
various factors and components into consideration, including accomplishment of scope; achievement of objectives; 
preparation quality; funding; consultant selection and performance; and client satisfaction. See TATF PCR instructions 
for details. 
55 Of the total 278 TATF projects that fall into the IC category, 165 had PCRs (59%) and half provided ratings for the 
‘Overall Success of TA Operation’. 
56 WDR 2005, see Chapter 10. 
57 All IC advisory projects conducted by IFC are considered here, including those done by FIAS, PSAS, and MPDF. 
58 This bears keeping in mind that “There is nothing more difficult to take in hand, more perilous to conduct, or more 
uncertain in its success, than to take the lead in the introduction of a new order of things. Because the innovator has for 
enemies all those who have done well under the old conditions, and lukewarm defenders in those who may do well under 
the new.” Niccolo Machiavelli (1469-1527), “The Prince”. 
59 See “An Evaluation of the Foreign Investment Advisory Services”, CODE98-56, page 11. 
60 Through FIAS’s PIM system, task managers review their projects once a year for three years and rate the 
implementation of each recommendation on a scale from 1 to 4, where  4 = “recommendation fully implemented”; 3 = 
“recommendation partially implemented”; 2 = “recommendation accepted, but not implemented” and 1 = 
“recommendation rejected”. In addition, task managers also weigh the relative importance of each recommendation by 
its expected impact on a country’s overall investment climate and ability to attract investment. The weights are on a scale 
from 1 to 3, with 3 = “very important’; 2 = “important”; and 1 = “less important” Final ratings represent a weighted 
average of the recommendations in terms of their importance. FIAS’s PIM system does not attempt to measure impact of 
reforms on the ground;  however, it has developed a series of ‘implementation projects’ which are centered around 
monitoring performance of reform implementation, with impacts on the ground measured through investor and 
government surveys at the core. 
61 It is interesting to note that despite divergence in implementation rating averages between these two groups, ratings 
provided by clients with regard to ‘acceptance of recommendations’ did not show major differences between broad TA 
projects (category 1) and specific ones (category 2).  
62 Projects that were followed up with second projects or were part of country programs had an average implementation 
score of 2.86, while projects with no follow-up scored an average score of 2.47.  
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63 PEP’s approach combines advisory work on legal and regulatory aspects with significant stakeholder involvement 
through partnerships with the private sector, government and donors; programmatic follow-up by way of capacity 
building and training; and extensive use of local consultants and expertise. 
64 For more information on assessing  PEP’s outcomes, see IFC board report IFC/R2002-0191, “Proposed Continued IFC 
Participation in the Private Enterprise Partnership”; OEG’s “Country Impact Review of Russia”, CODE 2002-0026; 
April 29, 2002; and PEP progress reports made to donors. 
65 See “Proposed Continued IFC Participation in the Private Enterprise Partnership” IFC/R2002-0191, pages 5-8, and 
Annex 1 for a complete list of projects and outcomes/results. 
66 This reflects in part the fact that until their recent mainstreaming/integration into the reporting structure of the regional 
investment departments, the SME facilities concentrated their skills and activities mainly on helping SMEs raise 
financing for expansion projects. IC-related activities were varied and of secondary importance. 
67 See OEG’s forthcoming evaluation of SME facilities. 
68 Findings set out in these paragraphs are derived from independent evaluations, which have been contracted out by 
OEG and paid for by the facilities, by an independent consulting firm, Nexus Associates. 
69 See “Evaluation of Southeast Europe Enterprise Development”, October 2003, Nexus Associates. 
70 The evaluation cites a very fluid political process in the region, with some associations not wanting to assume this role 
until they establish a stronger membership base. Moreover, the sustainability of some associations is questionable given 
weak financial situations. 
71 See “Evaluation of the Mekong Project Development Facility”, June 4, 2002, Nexus Associates. 
72 It should be noted that at the time of these interviews in October 2003, the Inter-American Development Bank was 
preparing a housing sector loan that, among others, included plans to change the distortionary subsidy scheme of a 
government supported housing finance company. 
73 See “World Bank Group PSD Strategy”, April 2002. The PSD strategy document noted that MIGA should provide 
“focused political risk guarantees, institution-building and investment promotion assistance.”  Advisory services for PSD 
are located in the Bank and the IFC (in the form of joint departments) and, separately, in MIGA. The division of labor 
between FIAS and MIGIM was described as follows:  “FIAS provides policy advice to governments on how to attract 
foreign investors in ways that benefit the host country. MIGA/IMS tends to operate downstream from FIAS helping 
countries promote investments based on the policy and institutional framework promoted by FIAS.”   
74 Despite shortcomings of available data, TATF's PCRs and the Global Financial Markets Department’s TA database 
attempt to track linkage information, which can provide some evidence of the degree of potential conflict of interest. Out 
of the 124 TATF-funded operations with PCR information available, 54% had no linkage with IFC investments, and one 
operation was in support of an existing investment project. Moreover 24% (30 operations) claimed that IFC investment 
operations followed the TA. The one TA operation with linkage to an investment project consisted of an advisory 
assignment to the Slovakian government on legal barriers to SME lending. However, the IFC investment it intended to 
support -- a $30 million agency line for SMEs -- was never disbursed and finally cancelled. PCRs are usually collected at 
the closure of the TA activities and therefore the data on investment linkages may not be 100% correct, since the 
investments may take place (or may collapse) after the PCRs were collected. The Global Financial Markets database, 
which tracks and updates TA linkages with IFC investments more closely, identified two follow-up IFC investment 
projects out of the crop of 44 recently completed (between 2001 and 2004) enabling environment TAAS operations. The 
small number of follow-on investments is undoubtedly a reflection of the time required to implement reforms and 
provides evidence of the sequencing of TA and investments that typically occurs.  
75 See Investment Climate Indicators, Geeta Batra & Jysthsna Mody, Second Draft, February 2003. The Paper attempts 
to create a “parsimonious but useful index of investment climate.”  This proposed index includes the following sub- 
indicators: (1) Macroeconomic Environment; (2) Country Risk; (3) Policy and Institutions (including access to finance), 
(4) Policies to Enhance Competition; (5) Infrastructure; and (6) Human Development. Along the lines of this index, OEG 
considers the PSD impacts of its investment operations under the following sub-indicators: Demonstration 
Effects/Follow on Investments—Policies to Enhance competition; Physical Infrastructure—Infrastructure; Financial 
Infrastructure --Policy and Institutions (Access to finance); Quality of workforce/technical know-how—Human 
Development; Policy reforms/Regulatory changes and Competent and Efficient institutions---Policy and Institutions and 
Policies to Enhance Competition.  
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Annex 1:  Heritage Foundation/Wall Street Journal Index of Economic Freedom and  
Comparison with Selected Indices1 

1. The study uses the Heritage Foundation/Wall Street Journal Index of Economic Freedom 
(HFO/WSJ) as the primary indicator of a country’s investment climate quality. HFO/WSJ defines 
economic freedom as the absence of government coercion or constraint on the production, 
distribution, or consumption of goods and services beyond the extent necessary for citizens to protect 
and maintain liberty itself.2  HFO/WSJ is a composite of 50 variables divided into 10 sub-indices: 
Freedom of Trade; Fiscal Burden of Government; Government Intervention; Monetary Policy; 
Foreign Investment; Banking and Finance; Wages / Prices; Property rights; Regulations; and Black 
Markets (see section 1 below for detailed description). It is based on a 5-point rating scale where 1 is 
the best or most free and 5 is the worst or most oppressed. OEG considers countries with a rating of 3 
or below as having a good investment climate, while those with rating of 4 or 5 are deemed to have a 
poor investment climate.  

2. OEG uses HFO/WSJ in the absence of a uniform WBG indicator of investment climate with wide 
country (157) and sufficient period coverage (1995 to 2003). The Institutional Investor Country 
Credit Rating (IICCR)—a measure of country sovereign risk and thus only a proxy of investment 
climate—has been traditionally used by OEG as an indicator of investment climate (in line with IFC’s 
corporate strategy to define high-risk countries). OEG uses HFO/WSJ in this report because it covers 
more aspects and types of business and investment issues faced by the private sector. Recent research 
indicates that most major IC indices are strongly positively correlated3 and OEG’s comparative 
analysis supports this (see section 2 below). Moreover, HFO/WSJ data are easily accessible and have 
clear and transparent criteria for deriving each of the sub-indices, which allows for more detailed and 
targeted assessment of the impact of different IC components/areas on IFC’s project outcomes. 

A. Description of the Heritage Foundation/Wall Street Journal Index of Economic 
Freedom 

3. In the late 1980s, HFO/WSJ produced the “index of economic freedom” as a tool for 
policymakers and investors. The goal then was, as it is today, was to develop a systematic, empirical 
measurement of economic freedom in countries throughout the world. The Index, however, is more 
than just a dataset based on empirical study; it is a careful theoretical analysis of the factors that most 
influence the institutional setting of economic growth. Moreover, although there are many theories 
about the origins and causes of economic development, the findings of this study are straightforward: 
countries with the most economic freedom also have higher rates of long-term economic growth and 
are more prosperous than those with less economic freedom.  

4. The 2004 Index of Economic Freedom measures how well 161 countries score on a list of 50 
independent variables divided into 10 broad factors of economic freedom. Low scores are more 
desirable. The higher the score on a factor, the greater the level of government interference in the 
economy and the less economic freedom a country enjoys.  

                                                 
1 Source: William W. Beach and Marc A. Miles, Explaining the Factors of the Index of Economic Freedom, 
2004 Index of Economic Freedom, The Heritage Foundation and Wall Street Journal. 
2 See http://www.heritage.org/research/features/index2003. 
3 See Batra and Moody, “Investment Climate Indicators”, February 2003, which analyses 21 databases of 
investment climate indicators, uses the principal components method of information from these indices to 
construct an index, and compares the constructed index and other indices. Also, see OED’s “2003 Annual 
Review of Development Effectiveness: The Effectiveness of Bank Support for Policy Reform,” Report 28296, 
March 2004 (pgs 6-7 and Annex B). 
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5. To measure economic freedom and rate each country, the authors of the Index studied the 
independent economic variables falling into the following categories, or factors, of economic 
freedom:  

• 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,  

• Regulation, and  

• Informal market activity.  

6. Weighting. In the Index of Economic Freedom, all 10 factors are equally important for the level 
of economic freedom in a country are weighted equally and to determine that country’s overall score.  

7. This is a common-sense approach. It is also consistent with the purpose of the Index: to reflect the 
economic environment in every country. The Index is not designed to measure how much each factor 
adds to economic growth; that is ably done in the many empirical studies of economic growth. 
Rather, the authors of the Index identify institutional factors that, taken together, determine the degree 
of economic freedom in a society. It is this institutional environment that allows economies to grow.  

8. While the approach appeals to common sense, recent research on the determinants of growth 
indicates that some factors are statistically more important than others. However, Professor Richard 
Roll illustrates that equally weighting the Index factors reveals as true a picture of economic freedom 
in a country as the best weighting system that statistics can devise. In any event, it is clear that for a 
country to succeed in achieving long-term growth and economic well-being, it must perform well in 
all factors. 

9. The Grading Scale. Each country receives its overall economic freedom score based on the 
simple average of the individual factor scores. Each factor is graded according to a unique scale. The 
scales run from 1 to 5: A score of 1 signifies an economic environment or set of policies that are most 
conducive to economic freedom, while a score of 5 signifies a set of policies that are least conducive 
to economic freedom.  

10. In addition, following each factor score is a description—“better,” “worse,” or “stable”—to 
indicate, respectively, whether that factor of economic freedom has improved, worsened, or stayed 
the same compared with the country’s score in the previous year.  

11. Finally, the 10 factors are added and averaged, and an overall score is assigned to the country.  

The four broad categories of economic freedom in the Index are:  

• Free—countries with an average overall score of 1.99 or less;  

• Mostly Free—countries with an average overall score of 2.00 to 2.99;  

• Mostly Unfree—countries with an average overall score of 3.00 to 3.99; and  

• Repressed—countries with an average overall score of 4.00 or higher.  
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12. Factor scoring is straightforward and consistent across countries. If a country’s banking system 
received a score of 3, for example, this means that its banking and financial system displays most of 
the characteristics for level 3 such as substantial government influence on banks; government 
ownership or operation of some banks; significant government influence on credit allocation; and 
significant barriers to the formation of domestic banks.  

13. Period of Study. For the 2004 Index of Economic Freedom, the period of study covered the 
second half of 2002 through the first half of 2003. To the extent possible, the information considered 
for each factor was current as of June 30, 2003. 

14. It is important to understand, however, that some factors are based on historical information. For 
example, the monetary policy factor is a 10-year weighted average inflation rate from January 1, 
1993, to December 31, 2002. Other factors are current for the year in which the Index is published. 
For example, the taxation variable for this Index considers tax rates that apply to the taxable year 
2003.  

15. Occasionally, major economic events occur that cannot be factored into the scores because the 
Index is published several months after the cutoff date for evaluation. In the past, such occurrences 
have been uncommon and confined to one region of the world. The Asian financial crisis, for 
example, erupted as the 1998 Index of Economic Freedom was ready to go to print. As a result, the 
effects of policy changes in response to that crisis were not considered in that year’s scoring; 
however, they were considered in later editions. In the country write-ups, the authors and editors also 
note major events that might have a substantial impact on a country’s score in the future.  

16. Sources. In evaluating the criteria for each factor, a range of authoritative sources has been used. 
For example, a statement about the level of corruption in a country’s customs service may be 
followed by a supporting quote from a source of demonstrated reliability. There also are innumerable 
lesser sources of information, including conversations with government officials and visits to Internet 
sites. These sources are indicated in the narrative where appropriate. 

For more information on how each factor is graded, please contact the Heritage Foundation or visit 
http://www.heritage.org 

B. Comparative Analysis of HFO/WSJ and Selected Indices 

17. There is a wide variety of indicators that describe different aspects of a country's investment 
climate quality including:  The Heritage Foundation/Wall Street Journal's Index of Economic 
Freedom, Transparency International's Corruption Perception Index, Institutional Investor's Country 
Credit Ratings (IICCR), Euromoney's Country Risk Rankings, IMD's World Competitiveness 
Yearbook, Global Competitiveness Report, Economic Creativity Index, the PRS Group's International 
Country Risk Guide (ICRG), A.T. Kearney's FDI Confidence Index , A.T. Kearney's Globalization 
Index, the World Bank's World Business Environment Survey (WBES), the World Bank Institute's 
Worldwide Governance Research Indicators Dataset, PriceWaterhouseCoopers' Opacity Index, 
Standard and Poor's Sovereign Ratings List, Moody's Sovereign Ratings List, UNDP's Human 
Development Index, the Fraser Institute's Economic Freedom of the World (EFW) Index, the 
Environmental Sustainability Index (ESI), the Tuck School of Business' (Dartmouth College) 
Emerging Market Access Index, Freedom House's Country Ratings, and Transition Report.  

18. Index of Economic Freedom by the HFO/WSJ is used in this study as a measure of investment 
climate because: 

HFO/WSJ has wide country coverage (101 countries in 1995 and 155 countries in 2002).  
• HFO/WSJ has annual data available from 1995. Many other series are not available for 

years prior to 1998, rendering them unusable for the analysis of relative performance of 
IFC projects and country portfolios over the period of evaluation for this review. For 

http://www.heritage.org/
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example, A.T. Kearney’s FDI Confidence Index started in 1998 and covers 64 countries; 
and A.T. Kearney’s Globalization Index started in 2001 and covers 62 countries. There 
are other indicators such as IICCR, EFW, Euromoney and ICRG that have information 
available as far back as 1995, but they were not used as the primary indicator of IC in this 
study for reasons cited in the points below. Regarding EFW, country information and 
time coverage is limited, with information available every five years and the latest 
information available in 2001, but not 2002. 

• HFO/WSJ’s definition of economic freedom (see above) represents a broader array of 
institutional factors determining the quality of the investment climate compared to other 
indicators with similar country coverage that focus on narrow investment climate aspects. 
For example IICCR, Moody’s and Standard and Poor’s, focus on country sovereign risk; 
Transparency International on corruption; PWC on unclear rules/procedures; Freedom 
House on political rights and civil liberties; ICRG gives heavier weight to political risk 
than financial and economic risk. Euromoney captures a narrower aspect of IC, with three 
main components including analytic (economic performance and political risk), debt, and 
access to international financing indicators. IICCR, traditionally used by IFC as part of its 
frontier country definition, does not fully measure investment climate. Instead, it is an 
index that measures sovereign risk. Despite this shortcoming, this report uses IICCR as a 
proxy of IC change, since it is a more volatile variable than HFO/WSJ which, given its 
broad base of input variables, is slower to change over time.  

• HFO/WSJ has a strongly correlated relationship with IFC’s investment outcomes in the 
evaluated sample (as well as the sample used in OEG’s China – IFC Country Impact 
Review). Moreover, various components of the HFO/WSJ index have shown close 
correlation to IFC’s Investment Outcomes and IFC’s Project Business Success (a 
Development Outcome indicator).  

• With some exceptions, there tends to be a high correlation among many of the investment 
climate indicators in terms of country groupings (see Batra and Mody, Investment 
Climate Indicators, World Bank, February 2003; OEG’s Annual Reviews for 03 and 02; 
China – IFC Country Impact Review Annex 4; and OED’s Annual Review of 
Development Effectiveness 03).  

19. Indexes for which information is available back as far as 1995 are compared in a correlation 
matrix (see correlation matrix below). While a high EFW score indicates a higher level of economic 
freedom; a high IICCR score indicates less chance of default; and high ICRG and Euromoney scores 
indicate lower political, financial and economic risk, a high score of HFO/WSJ signifies a set of 
policies that are less conducive to economic freedom. For comparison purposes, HFO/WSJ was 
converted by subtracting (to take the inverse). As a result, a high positive converted HFO/WSJ score 
indicates an economic environment more conducive to economic freedom, and HFO/WSJ becomes 
positively correlated with EFW, IICCR, ICRG and Euromoney.  

20. HFO/WSJ is highly correlated with Euromoney, IICCR, ICRG, and EFW. At these levels of 
correlation (75% and above), each indicator could be expected to give similar results when used as an 
explanatory variable in a regression equation. While they are closely correlated, the IICCR indicator 
is much more volatile than HFO/WSJ, which is relatively more stable over time. Hence IICCR is a 
better directional indicator of IC quality change in relation to past project outcomes and 
prospectively, as discussed in the main report. 
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Table:  Correlation of Indices 

 Note:   HFO/WSJ = Index of Economic Freedom, by the Heritage Foundation and Wall Street Journal 

1995     2002     

 HFO/
WSJ EFW IICCR ICRG  HFO/W

SJ EFW IICCR ICRG 

EFW 75%    EFW n.a.    

IICCR 79% 72%   IICCR 81% 76%   

ICRG 78% 71% 85%  ICRG 75% 71% 89%  

Euromoney 81% 74% 98% 85% Euromoney 81% 78% 98% 89% 

EFW = Economic Freedom of the World, by the Fraser Institute 
IICCR = Institutional Investor’s Country Credit Rating, by Euromoney Institution Investor plc  
ICRG = International Country Risk Guide, by the PRS Group, Inc 
Euromoney = Country Risk Rankings by Euromoney Magazine 
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Annex 2:   Expanded Project Supervision Reports (XPSRs): Performance Ratings for 
Development Outcome and Investment Outcome 

1. IFC introduced what became the current XPSR evaluation system in 1996. Investment staff 
evaluate investment operations and OEG validates evaluation findings to ensure corporate-wide 
consistency in judgment and interpretation. Every year, OEG selects a random stratified sample from 
among investments approved five years prior to evaluation that have reached early operating 
maturity.  

2. IFC’s investments are evaluated under eight or nine performance indicators: (i) four indicators of: 
development outcome; (ii) one or two indicators of IFC’s investment outcome (loan and/or equity); 
and (iii) three indicators of IFC’s work quality. The outcomes and underlying indicators are rated on 
the following scales: 

• The project’s development outcome is rated on a six-point scale from highly 
unsuccessful to highly successful. The bottom three ratings (mostly unsuccessful and 
worse) together are described as “less than successful” outcomes; the top three (mostly 
successful or better) as “successful” outcomes.  

• The other two performance dimensions (IFC’s investment outcome and IFC’s work 
quality), and all indicators, are rated on a four-point scale: unsatisfactory, partly 
unsatisfactory, satisfactory, and excellent. Unsatisfactory and partly unsatisfactory 
ratings together are described as “low” ratings; satisfactory and excellent ratings as 
“high” ratings. 

3. This study covers the interplay of  development outcome and investment outcome with 
investment climate. The interplay between IFC’s work quality on investment operations and 
investment climate is not covered in this study. This study measures contribution to improving 
investment climate through impacts on private sector development (see para. 8 below and separate 
note on PSD impacts). Previous OEG studies and reports, e.g. its Annual Review of Evaluation 
Findings (in particular FY02, FY03), already found a strong positive association between work 
quality and outcomes.  
Development outcome 

4. Four indicators measure distinct aspects of each operation’s fulfillment of IFC’s Article 1 purpose 
and contribution to its mission. The development outcome rating, a bottom-line assessment of the 
operation’s results on the ground relative to what would have occurred without the project, considers 
the performance of four sub-indicators; (i) business success; (ii) economic sustainability; (iii) 
environmental effects impacts on private sector development; and (iv) private sector development. 
The development outcome rating is not a mechanical weighting of the four sub-indicators. Instead it 
is determined case by case, considering the relative importance of each indicator in the specific 
operation and what would have been necessary for the operation to merit the next higher or lower 
development outcome rating.  

5. Project business success. This measures the project's actual and projected financial impact on the 
company's financiers, i.e. lenders and equity investors. Investors have diverse goals, but ultimately 
there is only one bottom line: financial returns. Sufficient financial returns are necessary to attract and 
reward private investment. Rating standards are based on the project’s real after-tax financial rate of 
return (FRR) relative to the company’s real after-tax weighted average cost of capital (WACC). 
Where FRR cannot be calculated, e.g. for financial markets operations, project business success is 
measured based on achievement of objectives and the extent projects contribute to the company’s 
profitability.  
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6. Economic sustainability. This is based on the project’s net quantifiable social benefits and costs, 
as measured in the real Economic Rate of Return (ERR). Not all development aspects can be 
quantified, and therefore this indicator also considers qualitative aspects, including the extent to 
which a project has contributed to IFC's mission – helping to reduce poverty and improve people's 
lives. In addition, the indicator identifies who benefits (or suffers) from a particular project based on 
the NPV of benefits to people other than the project’s owners and financiers – typically 
taxpayers/government, consumers, workers, suppliers, competitors and the local community. It also 
specifies the project’s contribution, where applicable, to international development goals. Taxes 
generated by a project would be counted as an economic benefit, but the evaluation would not address 
whether additional tax revenue is likely to further the country’s development.  

7. Environmental effects. “Environment” includes the physical environment and social, cultural, 
and health and safety impacts over the project’s life. Performance is evaluated relative to relevant 
World Bank Group policies and guidelines and local standards.  

8. Impact on private sector development. This is based on the project’s impacts beyond the project 
company. Impacts on private sector development include factors that influence or form part of the 
investment climate. This study uses this sub-indicator as a proxy measure for the project’s impacts on 
investment climate. Please see Annex 3 on this sub-indicator. 
Investment Outcome 

9. Where IFC has both a loan and an equity investment, the rating is a synthesis of the separate 
ratings for the two investments. The ratings address the gross contribution of the investments, i.e., 
without taking into account transaction costs or the cost of capital. Where there is only a loan or 
equity, the synthesis rating follows the rating of the underlying instrument. 

10. Loans. Rating is based on the extent loans have been and are expected to be paid as scheduled. 

11. Equity. Rating is based on the extent the investment’s realized and/or unrealized return is greater 
than  the (actual or notional) fixed rate equivalent loan interest rate plus an equity risk premium.  
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Annex 3:  Private Sector Development (PSD) Indicators and Rating Benchmarks  

1. IFC's Purpose, specified in IFC's Article I in its Articles of Agreement, is "encouraging the 
growth of productive private enterprise", and to that end IFC shall "seek to stimulate and to help 
create conditions conducive to the flow of private capital, domestic and foreign, into productive 
investment.” This indicator addresses to what extent the project has contributed to IFC's purpose, i.e., 
helping create conditions conducive to private investments,  beyond the project company.  

Indicators 

2. Positive project-induced impacts include:  

 For both non-financial and financial markets projects 

• broad demonstration effects in the local economy; follow-on investments by other 
investors; quality, reputation and business practices as a positive corporate role model 
and quality investment asset; 

• significant upstream and downstream supply linkages to local private businesses; 

• introduction of new technology/know-how; 

• development of management skills; 

• employee training; 

• enhanced private ownership;  

• stronger local entrepreneurship; 

• greater competition and competitiveness;  

• domestic capital market development (e.g. pioneering listing on a stock exchange or 
significant increase of listed value; first-of-a-kind financing instrument; introduction of 
international accounting standards or enhanced disclosure standards); 

• development of infrastructure available to others; 

• corporate governance and transparency; and  

• reforms in legal and regulatory framework and its administration (e.g., a pioneering 
transaction stimulated policy makers to enact legislations and implementing guidelines 
for similar transactions; or executing a mortgage on land facilitated the debate that  led to 
more transparent regulations on property or land-use rights).  

 For financial markets projects 

• deepening of domestic financial markets through enhanced competition, new products, 
improved services; 

• easier access to financing domestic investors (particularly SMEs), introduction of 
international accounting standards and/or enhanced disclosure standards; and 

• resource allocation efficiency and resource mobilizations.  

3. Negative impacts include:  

• adverse demonstration effects due to poor performance; poor company reputation leading 
to a negative effect on private enterprises;  

• project-induced restrictions on competition (including protection, uneven treatment of 
competitors, forming of a cartel, etc.); and 
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• delays of reforms or entry by private enterprises, introduction of laws and regulations 
worsening the investment climate. 

Evaluation standard  

• Excellent: considering its size, the project considerably improved investment climate or 
otherwise made a substantial contribution to the growth of private enterprises or efficient 
financial markets;  

• Satisfactory: the project had some, but no major positive impacts;  

• Partly Unsatisfactory: the project had some negative impacts, which, however, are not 
expected to be of long duration or broad applicability (e.g. a failed project  without 
substantial negative demonstration effects); and 

• Unsatisfactory: substantial negative impacts of broad applicability and/or expected to be 
of long duration.  
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Annex 4A:  TAAS Project Completion Report  
(for IC TAAS operations) 

Country: Project Name: Date: 
 

Source of Rating (Contact Person, Task Manager, Others-Specify): 
 

IFC Dept. in Charge: 
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1. OVERALL QUALITY OF 
ASSISTANCE     

a) Relevance     
b) Clarity of  targets, 

objectives, &  
limitations   

    

c) Responsiveness to 
client needs     

d) Technical and 
financial 
competence  

    

e) Client’s acceptance of 
recommendations     

2. OUTCOME  
(Implementation of 

 Recommendations) 
    

3. IMPACT     

INSTRUCTION: PLEASE CHECK THE APPROPRIATE BOX 
FOR EACH LINE 
 
 
II. Key Rationale for Ratings 
 
1. 

(a) Relevance 

(b) 

(c) 
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(e) 

2. Outcomes 

3. Impacts 

Overall Quality of Assistance 
 

•  
•  

 
Clarity of targets, objectives, & 
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Client’s acceptance of recommendations 

•  
•  
•  
•  

 

•  
•  

•  
•  
•  
•  

 
III. Lessons 
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Prepared by: 
 

Date: 
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Annex 4B.  Rating Benchmarks for TAAS Operations 

 

 Unsatisfactory Partly  
Unsatisfactory Satisfactory Excellent 

1. Overall Quality of 
Assistance 

Synthesis (not average) 
of the below rating 
criteria  

Synthesis (not average) 
of the below rating 
criteria 

Synthesis (not average) 
of the below rating 
criteria 

Synthesis (not 
average) of the below 
rating criteria 

   a) Relevance Assistance does not 
address priority issues 

Assistance overlooks 
one or two priority 
issues 

Assistance addresses 
priority issues to a large 
extent 

Assistance addresses 
priority issues and 
introduced major new 
insight regarding one 
or more issues 

  b) Clarity of targets 
&objectives (use 
of results based 
framework) 

No clear 
objectives/targets 
outlined at onset of 
project; no performance 
monitoring criteria 
established  

Some project 
objectives/targets 
outlined 

Clear and 
comprehensive project 
objectives and targets 
are defined 

Very clear project 
objectives and targets 
are set out, and a 
performance 
monitoring system is 
set up 

    c) Responsiveness to 
client needs 

Significant delays in 
client responsiveness 
and delivery of services 
(formal and informal) 

One major shortfall in 
either time of delivery 
of services or 
responsiveness to client 
requests 

Good overall level of 
responsiveness to client 
requests and timely 
delivery of 
services/reports 

High level of client-
orientation and 
responsiveness. 
Client expressed 
extreme satisfaction. 

    d) Technical/ 
financial 
competence 

Low level of 
technical/financial 
competence with 
substantial deficiencies 
in terms of accuracy of 
facts, logical analysis 
and recommendations 

Level of 
technical/financial 
competence is deficient 
in one major area 

Good overall level of 
technical/financial 
competence with regard 
to accurate facts, logical 
analysis, and 
recommendations based 
on findings 

Very high level of 
technical/financial 
competence  

   e) Acceptance of 
recommendations  

None of major 
recommendations 
accepted 

Lower than half of the 
major recommendations 
accepted 

More than half of major 
recommendations 
accepted (up to 75%) 

Nearly all major 
recommendations 
fully accepted (75 to 
100%) 

2. Outcomes    
(Implementation of 
recommendations) 

Almost none of the 
major recommendations 
implemented 

Fewer than half of the 
major recommendations 
implemented 

More than half of major 
recommendations 
implemented (up to 
75%) 

Nearly all major 
recommendations 
fully implemented 
(75 to 100%) 

3. Impacts Almost none or 
negative impact 
(situation made worse 
or additional problems 
created) 

Few improvements 
made, but 
issues/problems 
targeted to be addressed 
not resolved adequately 
(e.g. reduction in # of 
days from 120 to 90 to 
register business, but 
target of 40 not met) 

Major improvements 
made; issues/problems 
targeted to be addressed 
resolved adequately. 

Major improvements 
beyond issues 
targeted;  Outcome 
achieves best 
practice/regional or 
global role model 

 





ANNEX 5 
Page 1 of 10 

 
Annex  5:  Investment Climate TAAS --Descriptive Overview 

1. Breakdown of IC TAAS by category. Overall, 27% IC TAAS operations by number have general 
investment climate assessments (broad IC assistance, or Category 1), and 43% of IC TA operations 
were Category 2 (sector specific advisories). The remaining 30% were Category 3. Moreover, 11% of 
the projects categorized as 1 and 2 also contained capacity building Category 3 components. Figures 
5.1, 5.2 and 5.3 show trends in numbers of operations and US dollar volumes over time. Due to the 
relatively small size of Category 1 operations, they accounted for only 12% of total IC TAAS 
volume. Categories 2 and 3 claimed the remainder in terms of dollars spent, each accounting for 
roughly half.  

 

Figure 5.1:  All categories increased after 1997,  
with category 2 and 3 IC TAAS experiencing sharp growth 

Evolution of IC TAAS Activities by Category
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Figures 5.2 and 5.3:  Volume is dominated by large PEP projects which are mostly 

categorized as Categories 2 and 3 
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2. Most of the growth in terms of number of IC TAAS operations was in advice on specific 
legislation/sectors (Category 2) and capacity building activities (Category 3). Growth in the Category 
1 segment over time reflected the expansion of FIAS diagnostics and administrative barrier studies to 
investment projects, as well as more recent SME mapping studies. More recent IC TA projects have 
had a higher incidence of incorporating capacity building components as part of either sector-specific 
assistance or broad investment climate policy advisory work (and hence of qualifying for inclusion 
under both Categories 2 and 3, or Categories 1 and 3). More recent operations also took the form of 
capacity building alone, as was the case for many SME IC TA projects that aimed to strengthen the 
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private sector’s knowledge of new legislation or good corporate governance, and its capacity to 
engage with government to conduct policy advocacy.  

3. Breakdown of Category 2 (sector specific):   By number of operations, most IC TAAS in 
Category 2 focused on financial sector advice and investment policies/laws (see Figure 5.4). All IC 
TAAS done in the financial sector was executed by investment departments and funded mostly 
through TATF. The FIAS program was responsible for delivering most of the advisory support in 
investment policies and laws. FIAS also carried out most of the investment incentives operations. In 
terms of volume, privatization advice clearly dominated, led by the PEP program (see Figures 5.5). 
Yet a breakdown of privatization advisory projects by number (figures 5.6 and 5.7) shows that there 
were few in number:  PEP executed 9; PSAS carried out 13 projects and only two were done by 
investment departments with TATF support.  
 

Figures 5.4 and 5.5:  Category 2 advice was concentrated in financial sector and 
investment policy/laws by number, in privatization by volume1 
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Figures 5.6 and 5.7:  Most privatization IC TAAS was done by PEP in terms of volume, 
and by PSAS in terms of number of operations 

 

Privatization by Facility
by volume (US$ millions)

PSAS
16%

PEP
83%

Direct 
Investment 

through 
TATF

1%

Privatization by Facility
by number of operations

PEP
32%

PSAS
59%

Direct 
Investment 

through 
TATF

9%

4. Concentration in frontier countries. In line with IFC’s frontier strategy, most of IFC’s non-
investment IC operations was done in countries with poor investment climates (see Figures 5.8 and 

                                                 
1 Other sectors include: Tourism, Textiles/Apparel, Health, Education, Transportation, Information, and 
Utilities. 
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5.9). Figure 5.10 shows the breakdown by instrument/provider of TA in percentage terms. Regarding 
countries without an IC rating, a majority of these (nearly 80%) are countries that would normally fall 
under ‘poor IC'.  
 

Figures 5.8 and 5.9: Majority of IFC’s non-investment IC activities were in countries 
with poor investment climates 
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Figure 5.10:  Breakdown by instrument 
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5. East Asia and the Pacific (EAP) and Sub-Saharan Africa (SSA) were the top receivers of IC 
TAAS (see Figures 5.11 and 5.12) in terms of number of operations, thanks mostly to the large 
number of FIAS projects done in these regions and more recent SME department activities. However, 
in terms of volume of US dollars spent, Central and Eastern Europe (CEE) claimed $100 million 
compared to a regional average of about $11 million for the others. PEP was responsible for about a 
quarter of the number of all operations that went to CEE, yet for nearly 90% of the volume. EAP, 
SSA and SECA received $17 million, $16 million and $15 million respectively. The South Asia 
region received the least in terms of both number of operations and volume, with $3 million spent on 
27 operations. Similarly, IC TAAS activity in MENA and LAC was below regional averages.  
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Figures 5.11 and 5.12:  Largest number of projects done in EAP and SSA,  
but volume went mostly to CEE 
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The role of IFC’s investment departments in providing IC TAAS 

6. In terms of volume, IFC’s investment departments took the lead in initiating and carrying out IC 
TAAS activity. These departments (through PEP, PDFs and TATF) mobilized about $118 million, or 
70% of the total $167 million IC TA, to fund approximately 260 IC-related TAAS operations. 
However, their share drops to only 35% by project number (see Figures 5.13 and 5.14). Given the size 
differences and varied approaches to structuring and executing IC TAAS across programs and 
provider units, it is difficult to make comparative inferences on a global basis, hence each TA 
providing unit is discussed briefly in the paragraphs below.  
 

Figures 5.13 and 5.14: PEP used 53% of all IC TAAS funding to do 3% of operations, 
but FIAS accounted for nearly 60% of all operations for 20% of the total IC TAAS funding cost 
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7. Private Enterprise Partnership (PEP).2  The PEP (and pre-2000 PEP) program provided the 
lion’s share of IFC’s IC TA during the review period, at nearly $90 million ($84 million if adjusted 
for overlaps with TATF in the pre-2000 years). About 90% of PEP programs included a component 
aimed at improving the investment climate in the former Soviet Union countries. PEP takes a holistic 
approach to providing TA to clients (see Box 5A). Such a comprehensive approach places PEP’s 
average cost at $2.4 million per project above all other IC TA providers across IFC. 3 After 
completing large privatization projects, the post-2000 PEP program cut the average IC project cost 
from the pre-2000 average of $2.6 million to $1.5 million.  

8. Supporting government privatization programs was the most important type of IC TAAS 
undertaken by PEP (see figures 5.15 and 5.16), especially in the earlier years of the program’s 
existence. Two sizeable land privatization and reform projects in Russia and the Ukraine accounted 
for a combined $42 million. Five projects were in support of SMEs, and four others had objectives of 
improving corporate governance standards through a combination of improving legislation and 
regulations, direct company training and capacity building (Categories 2 and 3).  

Box 5A:  PEP’s Approach to Improving Investment Climates 

PEP’s approach to delivering TA takes a holistic and programmatic view, with each project containing three main
components:   

(i) policy diagnostic to identify the problems and make specific recommendations;   
(ii) public relations to educate public/stakeholders and promote reforms; and 
(iii) training on the conceptual and practical implications of new laws and policies for potential

beneficiaries and users.  
 

As a result of the approach combining policy advice with training and capacity building, most PEP IC TA projects
were classified as both Category 2 and 3. 

 

9. Supporting government privatization programs was the most important type of IC TAAS 
undertaken by PEP (see figures 5.15 and 5.16), especially in the earlier years of the program’s 
existence. Two sizeable land privatization and reform projects in Russia and the Ukraine accounted 
for a combined $42 million. Five projects were in support of SMEs, and four others had objectives of 
improving corporate governance standards through a combination of improving legislation and 
regulations, direct company training and capacity building (Categories 2 and 3).  

                                                 
2 PEP countries formally include Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyz Republic, 
Russian Federation, Tajikistan, Turkmenistan, Ukraine, and Uzbekistan. For the purposes of this study, all IC 
TA undertaken before 2000 by IFC in the countries of the former Soviet Union will be referred to as pre-2000 
PEP.  
3 This average does not include two large land reform projects.   
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Figures 5.15 and 5.16:  Large privatization operations dominate PEP, followed by 
corporate governance and support to SMEs 
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10. TATF support of Investment Departments. IFC provides TA funding using grants from 
bilateral donors under the TATF Program.4 The TA assignments under TATF are developed and task-
managed directly by IFC’s operations staff. 5 TATF funding of IC operations over the evaluation 
period totaled $35.6 million,6 or roughly 26% of the total TATF program over the same period. The 
total number of assignments funded over the period was 279, yielding an average assignment cost of 
$128,000. Yet because of the nature of nationality-tied funding and other donor-specific 
requirements,7 many IC TA operations have had more than one assignment (i.e. multiple project 
approvals and numbers in the TATF system). Taking this into account, OEG estimates the average 
cost per overall operation to be approximately $169,000.  

11. TATF-funded IC advisory work focused mostly (40% by both volume and number) on advising 
policy makers on specific laws or sector policies and regulations (Category 2).8  The financial sector 

                                                 
4 These funds must be used for fees and travel of consultants, not IFC staff. Use of these funds is subject to 
donor and TATF approval and is influenced by donor preferences regarding types of activities and countries or 
regions. The funds are frequently tied to the use of consultants who are nationals of a particular donor country. 
5 Technical assistance under this program includes feasibility and pre-feasibility studies, project identification 
studies, strengthening the environment for private sector development, capacity building for private businesses 
and government agencies, and privatization. To be considered an IC operation, a project must contain an 
explicit component that advises the government on the legal and/or regulatory framework (e.g. 
privatization/concession law, sector regulations, etc), or builds capacity of the regulator or government agency 
above and beyond conducting the specific transaction. Hence, projects that advise only on transactions (sales or 
transfers to the private sector) are not included. 
6 This figure is not adjusted to exclude overlaps with other TA providing units within IFC that have received co-
financing through TATF. OEG estimates that approximately $11.4 million in TATF IC funds went to support 
these other programs. Overlap with PEP accounts for $5.9 million; with PSAPT for $2.7 million; with the SME 
department for $2.6 million; and with FIAS for $173,000. 
7 Such as funding limits by region, country, project size, or activity. 
8 Nearly 60% of all TAFT IC assignments have sector specific IC components. 
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dominated as 40% of all TATF IC, or $13.5 million, went to advise governments on financial sector 
policies and legal/regulatory frameworks. Box 5B provides some examples of typical TATF-funded 
financial sector projects. Sector-specific advice was accompanied by capacity building components in 
29% of assignments, an occurrence that became more common after 1998. Stand-alone capacity 
building projects accounted for 26% of all assignments, while only 14% focused on broader based 
investment climate reform agendas, such as diagnostics.  

Box 5B:  Examples of TATF-Funded Financial Sector Projects Aimed at Improving the IC 

In Turkey, IFC provided TA in 1999 to draft new insurance legislation and supporting regulations based on the
European Union model of insurance regulation. The primary legislation and supporting regulations covered both
life and non-life insurance. Total donor funding: $208,550 

In Romania, IFC helped the Government in 1998 to develop the structure, responsibilities and operating
guidelines for the regulatory apparatus of the Pension Supervision Agency, and establish best practice guidelines
for the operation of new pension management companies. Assistance was also provided to develop investment
policies for these new management companies. Total donor funding: $471,000 

In Nepal, IFC assisted the Government in 1998 in developing an appropriate regulatory regime for lease finance.
The project reviewed the regulation and potential market for lease finance and provided implementation
assistance to the Government. Total donor funding: $100,000 

In Mexico, IFC examined the existing legal and regulatory framework for securities markets and recommended
specific improvements in the National Banking and Securities Commission's supervisory practices. The
assignment helped the Mexican Government formulate its policies and develop its securities markets. Total
donor funding: $15,000 

In Egypt, IFC provided TA focusing on removing impediments to local bond market development by (a)
providing international perspective and expertise on removing impediments in a safe and prudent way; (b)
helping regulators draft documents, procedures, regulations, etc. needed for the market; and to a lesser extent
helping ensure that regulators and market participants are communicating effectively to move the process
forward. Total donor funding: $141,000 
Source: TATF Project Descriptions 

12. SME facilities. The role of the facilities in providing IC TAAS was limited during the review 
period:  in total, four facilities spent about $2.9 million on IC projects.9  While improving the IC was 
not an explicit strategic objective of the Mekong Project Development Facility (MPDF), it 
nonetheless mobilized the largest amount of all the facilities in support of TA funding for IC 
activities, $2.5 million. This assistance went mostly toward supporting the Vietnam Private Sector 
Forum and toward assessing investment climate issues and needed reforms through a series of papers 
which were discussed with government, private sector, and World Bank. SEED—the only facility 
which placed an explicit strategic focus on improving investment climate for SMEs—allocated less 
than $350,000 to IC activities over the review period, in part due to its recent establishment in 2000. 
In coordination with the SME department, SEED focused its IC efforts on improving legislation, 
mostly in leasing, and on advocating various reform initiatives in support of SMEs, namely through 
workshops and private/public dialogue. The South Pacific Project Facility (SPPF) delivered six small 
IC TA projects in tourism and fisheries totaling $85,000, and APDF carried out an SME-focused IC 
TA in Ghana for $50,000.  

                                                 
9 Four PDFs provided IC TA:  MPDF, SEED, SPPF and APDF. 
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13. There is evidence that the facilities have become more active in the area of improving IC in the 
period following the review (2003), as Business Enabling Environment (BEE) features more 
dominantly in the newer facilities’ (SEDF, CPDF and LAC) mandates. While there is overlap 
between BEE and IC as defined in this report since BEE can also include a range of activities 
designed to improve investment climates, such as more general capacity building of business 
associations. It also undertakes a broad range of business development services, which are not 
included in this report’s definition of IC. So far, resource allocation to BEE activities for the newer 
facilities is estimated at approximately 15% of total facility expenditures.  
The role of independent departments:  FIAS, PSAS, and SME 

14. The non-investment departments--FIAS, PSAS, and the SME department--executed IC TAAS 
activities worth just over $50 million during the review period, representing 31% of all IC TAAS in 
dollar terms. In terms of number of operations, however, the non-investment departments executed 
65%. 

15. FIAS. Of all the TA-providing units that operate in relative independence of the regional 
departments, FIAS was the most active in the area of IC. Having completed 387 IC TA assignments 
during the review period, FIAS had the lowest average cost per project all IC TA providers in IFC at 
$87,000. The volume and number of its projects grew proportionately from roughly $2.5 million to 
deliver 30 IC projects in 1993, to just under $5 million to deliver about 50 projects in 2002. Roughly 
half of FIAS’ budget was paid by donors (14 donors have contributed to FIAS’s Trust Fund), and the 
other half by the IFC and World Bank, of which IFC contributed 2/3 (approximately $11 million over 
the review period) and the World Bank 1/3.  

16. Virtually all of FIAS’s projects were in support of improving IC, and the small unit generated 
more than half of IFC’s IC TAAS operations on a number-of-project-basis per annum. FIAS projects 
tend to be standardized, discrete interventions involving a field visit with a team of consultants, 
followed by the production of a written report, and then by the presentation and discussion of that 
report and its recommendations in the country with clients and major stakeholders (see Box 5C for an 
overview of FIAS product lines). However, where governments are receptive, FIAS attempts to build 
assistance programs aimed at identifying and implementing reforms downstream of initial diagnostic 
work. Nearly half (44%) of FIAS projects are categorized as 1, and these types of advisory projects 
focus on diagnostics, legal and regulatory environment assessments, and administrative barriers to 
investment. Just over a quarter was categorized as 2, including advice on formation of investment 
promotion legislation, investment incentives regimes, and other more narrowly focused, or sector 
specific assignments. The amount of projects qualifying as Category 3 has increased significantly 
over the past decade due to two main factors: (i) increased incorporation of capacity building 
elements in Category 1 and 2 advisory projects; and (ii) introduction of implementation projects that 
focus on building government and private sector capacity to move forward the reform process. The 
implementation projects are designed to follow up on and build upon recommendations proposed in 
previous FIAS reports. 
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Box 5C:  Overview of FIAS Advisory Services 

FIAS offers a range of services to help governments attract FDI. Topics for assistance include: 

DIAGNOSTICS identifying a country's main policy impediments to productive foreign direct investment. The
issues typically identified include prohibitions on foreign investment in sectors or locations; restrictions on the share
of foreign ownership in the equity of domestic companies; difficult administrative approval processes; restrictions on
repatriation of dividends and capital; taxes; the character and functioning of legal systems; and problems foreign
firms have in gaining access to land and bringing in technical and managerial staff. 

LEGAL and REGULATORY ENVIRONMENT reviewing a country's legal and regulatory environment and
recommending measures in such areas as screening procedures, restrictions on the percentage of shares owned by
foreigners, currency convertibility, access to land, and investment protection under national laws and international
conventions. 

ADMINISTRATIVE BARRIERS analyzing administrative barriers that slow investment and subsequent
production. These detailed flowcharts pinpointing problems help governments identify and eliminate
counterproductive procedures, and streamline the necessary regulations that remain. FIAS has included a 'self-
assessment' approach to reviewing administrative barriers to investment in client countries. Under this approach, a
counterpart team in the government will utilize FIAS-developed templates to collect the basic institutional
information on administrative procedures for business establishment and operation in the country following the
existing norms and regulations. 

INVESTMENT INCENTIVES analyzing incentives to ensure that they are competitive and cost effective. 

INVESTMENT PROMOTION helping countries design promotion institutions, adapting models that have proven
effective elsewhere. It also helps these agencies formulate promotion strategies that identify competitive advantages
and target specific opportunities. Strategies can be conceived on national, regional, or sector levels. 
Source:  FIAS Website www.fias.net 

17. PSAS. PSAS (formerly PSAPT and CFS) provides assistance to governments in executing 
privatization transactions, many of which contain some form of advice to governments on the legal or 
regulatory framework in the sectors to be privatized.  PSAS projects are paid for by a combination of 
client fees and budget support from IFC and other donors, including TATF.10 IFC’s net contribution 
(after reimbursements) over the review period was $6.6 million (equaling the cumulative operating 
loss over review period). OEG estimates that roughly 25% of all PSAS transactions with mandates 
signed over the review period contained IC components, and that these projects totaled just over $13 
million.11  However, due to the emphasis on structuring and executing transactions, only a portion of 
this amount would have explicitly contributed toward improving the legal and regulatory 
environment.  

18. Given the sector specific nature of PSAS advisory work, about 80% of all IC projects have sector 
specific legal/regulatory/policy advice components (Category 2). The remaining 20% are capacity 
building projects (Category 3). Nearly half of the sector specific assistance projects also had a 
capacity building aspect. About 70% of all IC qualifying PSAS projects were done in the 
infrastructure sector.  

                                                 
10 For projects that qualify as IC, nearly $2.7 million of TATF funds supported PSAS projects. 
11 Only a portion of this dollar amount actually contributes toward improving IC, with the bulk spent on 
structuring and executing the transaction. 
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19. SME Department. Total IC TA generated by the headquarters SME department amounted to 
$4.24 million for 25 operations. Almost half of the operations was capacity building (Category 3), 
reflecting the strategic importance of SME department efforts to upgrade skills levels and standards 
of practice, and to strengthen the private sector’s ability to organize and conduct constructive 
dialogue with the government on policy issues. 32% of projects aimed at providing sector specific 
advice (Category 2). The majority of these projects was in the financial sector and contained capacity 
building elements in addition to the central policy/legal advice. 28% of the projects were broader 
assessments of the investment climate (Category 1) and were often supported by public/private sector 
dialogue components on the issues identified (Category 3).  
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Annex 6:  FIAS’s Project Impact Monitoring (PIM) System and Major Findings  

I. Introduction 

1. FIAS’s Project Impact Monitoring (PIM) system was introduced in FY2001. Within the system, 
FIAS task managers track for each project the implementation of major recommendations by the 
client government. This note presents the results of the first FIAS self-assessment of the PIM system.  

2. Under the system, task managers review their projects once a year over three years and rate each 
recommendation on a scale from 1 to 4, with 

• 4 = “recommendation fully implemented”, 

• 3 = “recommendation partially implemented”,  

• 2 = “recommendation accepted, but not implemented”, and 

• 1 = “recommendation rejected”. 

3. In addition, Task Managers also weigh the relative importance of each recommendation with 
respect to its expected impact on a country’s overall investment climate and ability to attract 
investment. The weights are on a scale from 1 to 3: 

• 3 = “very important”, 

• 2 = “important”, and 

• 1 = “less important”. 

4. The combination of the implementation rating with an importance weight allows for the 
calculation of weighted scores, where the  implementation progress on individual recommendations is 
adjusted by the relative importance of each recommendation. Consider the project described in Table 
I, resulting in two recommendations to the government, one judged to be critical for the investment 
climate while the other one is deemed less important. Now assume that the government rejects the 
important one but fully implements the less important one fully. If we now calculate the simple 
average, the project would receive a score of 2.5 (i.e. [1+4]/2). However, considering the different 
importance of both recommendations, the weighted score would be only 1.75 (calculated as 
[3*1]/[3+1] + [1*4]/[3+1]), providing a more accurate project implementation rating.  

Table I – Project Example 

recommendation importance implementation
weight rating

include arbitration legislation 3 1
train IPA staff in FDI promotion 1 4

 

5. Data are now available for the first years of projects completed in FY01 and FY02, allowing for 
the calculation of weighted implementation ratings for each project.1  The self-assessment therefore 
limits itself to these two FYs, but information for FY03 is provided where possible based on a first 
evaluation provided by Task Managers. It provides more detailed and systematic information 
compared to previous attempts. But it should be kept in mind that this is, after all, a self-assessment of 
the performance of FIAS and consists of evaluations done by FIAS Task Managers that will remain 
subjective despite quality control efforts by FIAS management. 

                                                 
1 These PIMs,, along with Project Briefs and Project Completion Reports, are available to donors for all projects 
on the FIAS website (www.fias.net).  

http://www.fias.net/
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II. Overall Impact 

6. In FY01-03, FIAS completed a total of 146 advisory projects worldwide. The current score for 
FY01 projects is 2.73 on our scale of 1 to 4, and slightly lower at 2.61 for FY02 projects. A first 
assessment of FY03 projects indicates a score of 2.38. This trend of improving recommendation 
implementation as more time elapses since project inception is common to policy advisory work, 
reflecting the fact that policy reforms take time to implement. It is important to note that many of 
these projects, even FY01 operations have not yet completed their full three-year review cycle, and 
further improvements should be expected. But the largest gap is clearly after the first year, when 
government clients are typically initiating policy reforms, resulting in limited implementation impact 
immediately following the completion of an advisory project. 

7. Overall, 30.4% of FIAS recommendations were considered fully implemented by clients, and 
another 33.6% were partially implemented. In 33.8% of the cases, clients accepted our 
recommendations but (so far) failed to follow up with any implementation activity. Only 2.2% of 
FIAS recommendations were outright rejected by clients. Yet breaking down these results between 
the two fiscal years shows a striking difference, again reflecting the fact that it takes time for clients 
to act on FIAS recommendations and initiate a policy reform process. For FY2001 projects, 40.8% of 
the recommendations are partially implemented and only 27% are accepted but not implemented; for 
FY02 projects, on the other hand, this relationship is reversed with 26% partially implemented and 
40.9% have not yet been acted upon by clients. 

III. Impact by Region 

8. In terms of a regional breakdown, Sub-Saharan Africa (SSA) was the most important geographic 
region for FIAS with 28 advisory projects, followed by East Asia & Pacific (EAP) with 27 projects,  
Europe & Central Asia (ECA) with 19 projects. Latin America & the Caribbean as well as the Middle 
East & Northern Africa follow with 11 projects each.  

9. The three largest regions are also the best performers with average impact scores of above 2.7 and 
percentage shares of recommendations fully or partially implemented above 65%. Latin America & 
the Caribbean, on the other hand, performs significantly worse although it was considered the best 
performer with 71% of recommendations fully or partially accepted in the last self-assessment 
covering FY99-01. Many countries in this region face political and economic instability combined 
with general public dissatisfaction regarding privatization and liberalization policies pursued in the 
past, leaving governments hesitant to initiate private sector policy reforms. However, the 
implementation ratio is expected to improve in all regions with the maturing of advisory work.  

IV. Impact by Income Grouping 

10. Low and lower-middle income countries accounted for more than 82% of all advisory projects 
done in FY01-02.  The remaining assistance went to a select number of upper middle income 
countries and to two high-income countries.  

11. Comparing these different income groupings by impact score as well as by percentage shares of 
recommendations implemented, it is interesting that FIAS advisory assistance seems to be more 
effective in poorer countries. Low-income countries showed the best average project impact score of 
2.75 (ignoring the results for the two high-income countries) with close to 70% of FIAS 
recommendations fully or partially implemented. In lower middle income countries, the impact score 
declines slightly to 2.63 and an implementation share of 65%. But for upper middle income countries 
the score drops to 2.4 with only slightly more than 40% of FIAS recommendations being pursued by 
clients. The reason behind these trends could be that FIAS is better equipped to assist its lower 
income clients, as well as that poorer countries have a stronger sense of urgency in implementing 
reforms in order to catch up in their ability to attract private investment. 
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V. Impact by Product 

12. An interesting question is whether FIAS’s impact might vary across its product spectrum, 
implying that some advisory products might be more useful to clients than others.  

13. The comparison of products (administrative barrier studies, diagnostics, investment promotion 
agencies and strategies, investment legislation and corporate income tax and tax incentives) with 
respect to the implementation actions taken by clients shows that the project impact rating as well as 
the implementation share remains strong across different products. Noteworthy is that the share of 
fully implemented recommendations is particularly high in our law and tax projects, while 
administrative barriers tend to be slightly less successful. A closer look at the differences between the 
FY01 and FY02 project results is revealing. Administrative barrier studies and diagnostics tend to 
deal with a broader range of policy recommendations that take time to implement. Considering FY01 
projects alone, the respective shares of fully and partially implemented recommendations are 72.2% 
and 77.6%. For these products, a marked improvement over the next year should be expected.  

14. This issue does not seem to be a serious factor in FIAS work on IPAs, investment legislation or 
tax, where recommendations tend to be easier to implement for these products, or where FIAS 
assistance supports an ongoing technical initiative, such as drafting of legislation or a tax reform 
program. This also explains the relatively large share of full implementation as detailed technical 
advice typically is incorporated entirely. 
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Annex 7:  List of Survey Respondents and Interviewees 

1.  List of Survey Respondents 
 

World Bank Group Staff 

 Name Last name Title Affiliation 

1 Lam Bao Quang Country Officer IFC 

2 Joseph Battat Lead Investment Policy Officer IFC 

3 Joel Bergsman Former Task Manager IFC 

4 Suzannah Herring Carr Principal Investment Officer IFC 

5 Jacqueline Coolidge Lead Investment Policy Officer IFC 

6 Alison Harwood Principal Securities Market Specialist IFC 

7 Jean Paul Hupez Principal Counsel IFC 

8 Liviu Manaila-Maximean Investment Officer IFC 

9 Cristian Nacu Investment Officer IFC 

10 Frank Sader Senior Investment Policy Officer IFC 

11 Robert Taylor Principal Financial Analyst IFC 

12 Boris Velic Former Task Manager IFC 

13 Doina Visa Operations Officer World Bank 

 
Survey respondents outside the World Bank Group 

 Name Last name Title Affiliation Country 

1 Tarek Abou-Gendia General Manager Contact Egypt 

2 Xavier Antonio 
Chongo Economist Office of the Insurance Inspector General, 

Ministry of Planning and Finance Mozambique 

3 Domingos Antonio Jose Acting Inspector 
General 

Office of the Insurance Inspector General, 
Ministry of Planning and Finance Mozambique 

4 Nicolata Bala Director Ministry of Public Finance Romania 

5 Vu Bang Vice Chairman State Securities Commission Vietnam 

6 Timothy Born 
Enabling 
Environment Team 
Leader 

Private Sector Enabling Environment, 
Agency for International Development 
Mission to Mozambique (USAID) 

Mozambique 

7 Maria Bouroc Senior Expert 
Authority for Privatization and 
Management of the State Ownership 
(APAPs) 

Romania 

8 Youssef Boutros Ghali Minister Ministry of Foreign Trade (Formerly 
Economy) Egypt 

9 Beatriz Boza Former Executive 
Director PromPeru Peru 
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 Name Last name Title Affiliation Country 

10 Sergio Chiatra Executive Director National Confederation of Business 
Association (CTA) Mozambique 

11 Doina Ciomag Secretary General Foreign Investors Council Romania 

12 Adrian Cristea General Director Bucharest Water Authority (ARBAC) Romania 

13 Le Dang Doanh Advisor to the MPI 
- Minister 

Central Institute of Economic Management 
(CIEM) (Currently Advisor to the Minister 
of Ministry of Planning and Investment 
(MPI)) 

Vietnam 

14 Stefania Daniela Pruna Economist Research and Strategy Department Romania 

15 Rui de Tsevete Lawyer Office of the Insurance Inspector General, 
Ministry of Planning and Finance Mozambique 

16 Liliana Deac Director Foreign Relations Department and 
European Integration Romania 

17 Radu Dumitrescu Technical Director Bucharest Water Authority (ARBAC) Romania 

18 Ahmed El Sayed 

Chairman's 
Consultant and 
Head of Promotion 
Affairs 

General Authority for Investment and Free 
Zones (GAFI)  Egypt 

19 Hisham El-Sherif Chairman & CEO IT Ventures Egypt 

20 Abilio Feliciano Jose Lawyer Office of the Insurance Inspector General, 
Ministry of Planning and Finance Mozambique 

21 Virginia Gheorghiu Vice President 

Tofan Group (also member of American 
Chamber of Commerce; Romanian 
Business Association, and Foreign 
Investors Council) 

Romania 

22 Hipolito Hamela Senior Economist Agency for International Development 
Mission to Mozambique (USAID) Mozambique 

23 Yasser Hassan Senior General 
Manager Al Watany Bank of Egypt Egypt 

24 Mioara Ionescu Advisor to the 
Minister Ministry of Public Finance Romania 

25 Samuel Levy Consultant Socio-Gerente Consultoria E 
Investimentos, LDA (SAL) Mozambique 

26 Joao Macaringue   Private Sector Development Department, 
Ministry of Industry and Finance Mozambique 

27 Nicolae Manole Deputy Director Business Environment Unit, Ministry of 
Development and Prognosis Romania 

28 Juan Miguel Cayo 
Mata Advisor Ministry of Economy and Finance Peru 

29 Jose Miguel 
Gamarra Partner IGR Consultoria Turistica Peru 

30 Felipe Morris Financial Sector 
Consultant 

Inter-American Development Bank (at the 
time) Peru 

31 Carlos Paredes President Intelfin Peru 

32 Kekobad Patel Vice President National Confederation of Business Mozambique 
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 Name Last name Title Affiliation Country 

Association (CTA) (also Chair of Cashew 
Nut Processing Association and Vice 
President of Enacomo) 

33 Ion Pop Director Research and Strategy Department Romania 

34 Mihaela Preda   
Authority for Privatization and 
Management of the State Ownership 
(APAPs) 

Romania 

35 Rodney Rivera   CONASEV Peru 

36 Ashraf Shamseldin Capital Markets 
Consultant Capital Market Authority (CMA) Egypt 

37 Maged Shawki 
Sourial 

Financial 
Economist & 
Senior Assist to the
Minister 

Ministry of Economy Egypt 

38 Corneila Simion Director Business Environment Unit, Ministry of 
Development and Prognosis Romania 

39 Ruxandra Stan Executive Director Foreign Investors Council Romania 

40 Carmen Theodorescu Director 
Authority for Privatization and 
Management of the State Ownership 
(APAPs) 

Romania 

41 Nguyen Vu Quang 
Trung Deputy Manager State Securities Commission Vietnam 

42 Edgar Zamalloa 

Multilateral Donor 
and TA 
Coordinator (at the 
time) 

Ministry of Economy and Finance Peru 

 
2.  List of Interviewees 
 
World Bank Group Staff 

 Name Last name Title Affiliation 
1 Ahmad Ahsan Lead Economist World Bank 

2 Maxwell Aitken Senior Manager IFC 

3 Denise Jean Aldous General Manager, SPPF IFC 

4 Tarek Allouba Country Coordinator IFC 

5 Magdi Amin Senior Private Sector Development Specialist World Bank 

6 Danilo Anzures Budget Officer IFC 

7 Irene Arias Business Development Officer IFC 

8 Irina Astrakhan Senior Private Sector Development Specialist World Bank 

9 Geeta Batra Senior Private Sector Development Specialist IFC 

10 Joseph Battat Lead Investment Policy Officer IFC 
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 Name Last name Title Affiliation 

11 Harry Broadman Lead Economist World Bank 

12 Amanda Carlier Senior Private Sector Development and SOE Reform 
Specialist World Bank 

13 Victoria Choy Chief Counsel, Finance IFC 

14 Antoine Courcelle-
Labrousse Program Manager IFC 

15 Thomas Davenport Manager IFC 

16 Bernard Drum Lead Private Sector Development Specialist World Bank 

17 Kutlay Ebiri Manager IFC 

18 James Emery Principal Strategy Officer IFC 

19 Charles Feinstein Lead Energy Specialist World Bank 

20 Richard Florescu Senior Operations Officer World Bank 

21 Harbinder Gosal Business Development Officer IFC 

22 Neil Gregory Manager IFC 

23 Arvind Gupta Lead Private Sector Development Specialist World Bank 

24 Sami Haddad Director IFC 

25 Darrin Hartzler Senior Program Officer IFC 

26 Alison Harwood Principal Securities Market Specialist IFC 

27 Margaret Henderson Head IFC 

28 Michael Hesketh Principal Insurance Officer IFC 

29 Neeraj Jain Principal Strategy Officer IFC 

30 Gregory Jedrzejczak Lead Spec. World Bank 

31 Barbara Kafka Director World Bank 

32 Arthur Karlin Principal Strategy Officer IFC 

33 Reina Kawaguchi Portfolio Analyst IFC 

34 Deepak Khanna Country Manager IFC 

35 George Konda Senior Economist IFC 

36 Mihaly Kopanyi Senior Municipal Finance Specialist World Bank 

37 Pamela Lamoreaux Manager IFC 

38 David Lawrence Business Development Officer IFC 

39 John Leber Budget Analyst IFC 

40 Elena Chi-Lin Lee Budget Officer IFC 

41 Marcelo Lessa Senior Investment Officer IFC 

42 Michele Lubrano Principal Financial Specialist IFC 

43 Paolo Martelli Country Manager IFC 

44 Jean-Marie Masse Principal Investment Officer IFC 

45 Toshiya Masuoka Senior Manager IFC 

46 Melanie Mbuyi Program Officer World Bank 

47 John McKenzie Program Manager IFC 
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 Name Last name Title Affiliation 

48 Ana Maria Mihaescu Chief of Mission/Romania IFC 

49 Peter  Mousley Senior Private Sector Development Specialist World Bank 

50 Mohua Mukherjee Senior Private Sector Development Specialist World Bank 

51 Irina Niederberger Business Development Officer IFC 

52 Godwin Nwaogwugwu Operations Analyst IFC 

53 John Perrottet Business Development Officer IFC 

54 Guy Pfeffermann Director IFC 

55 Phan Phuong Hien Office Manager IFC 

56 Vijaya Ramachandran Senior Economist World Bank 

57 Erika Rhoades Business Development Officer IFC 

58 Neil Roger Director IFC 

59 Frank Sader Senior Investment Policy Officer IFC 

60 Mehnaz Safavian Economist IFC 

61 Bernard Sheahan Director IFC 

62 Thomas Schipani Principal Program Officer IFC 

63 Hans Shrader Program Manager IFC 

64 Tomoko Suzuki Research Analyst IFC 

65 Gwen Swinburn Senior Urban Specialist World Bank 

66 Gaiv Tata Lead Financial Analyst World Bank 

67 Luzviminda Tatlonghari Accounting Officer IFC 

68 Robert R Taylor Principal Financial Analyst IFC 

69 Stoyan Tenev Lead Economist IFC 

70 Ronaldo Toledo Investment Officer IFC 

71 Nigel Twose Manager IFC 

72 Mariann Kurtz Weber Program Manager IFC 

73 Albert Zeufack Senior Economist World Bank 

 
Interviewees outside the World Bank Group 

 Name Last name Title Affiliation Country 

1 Jamal Afifi Chairman Misr Compressor Manufacturing 
Co. Egypt 

2 Ali Ali Ibrahim 
Under Secretary of State 
Head-Central Department of 
Research 

General Authority for Investment 
& Free Zones Egypt 

3 Costas Argiropoulos Director General Garanta S.A. Romania 

4 Mohamed Assaad Advisor to Minister of 
Finance Ministry of Finance Egypt 
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 Name Last name Title Affiliation Country 

5 Dania  Badawi Head of Corporate Finance & 
Treasury Orascom Egypt 

6 Ramon Barua General Manager IFH Peru Ltd., Grupointerbank Peru 

7 Cesar Bento D.N. 
Madivadua General Director CPZ Mozambique 

8 Ignacio Blanco 
Fernandez Country Manager Endesa International S.A. Peru 

9 Emile Boustang Export & Logistics Manager Unipak Nile Egypt 

10 Rod Carkeet General Director Bao Minh CMG Life Insurance 
Co., Ltd. Vietnam 

11 Luis Carlos 
Rodriguez President Distriluz Peru 

12 Mhamud Charania Executive Director Africom Ltd (Merec) Mozambique 

13 Pham Chi Lan Advisor Prime Minister's Research 
Commission Vietnam 

14 Marylin Choy Chong Technical Assistance 
Manager Central Bank of Peru Peru 

15 Liana Constantinescu Deputy Managing Director 
and Member of the Board Unicredit Romania (DemirBank) Romania 

16 Damianos Damianos Managing Director Danube Fund, Southeastern 
Europe Management Ltd. Romania 

17 Arthur de Haan Managing Director Commercial International Life 
Insurance Company S.A.E. Egypt 

18 Christian De Ruty Vice Chairman European Chamber of Commerce Vietnam 

19 
Hany 
Kadry Dimian Economist and Senior 

Assistant to the Minister Ministry of Economy Egypt 

20 Aurelian Dochia General Director Groupe Societe Generale Romania 

21 Fritz Du Bois Manager Instituto Peruano de Economia 
(IPE) Peru 

22 Rodney Eichler Executive Vice President & 
General Manager Apache Egypt Companies Egypt 

23 El Sayed El Arabi Rajab Controller & Financial 
Manager 

Misr Compressor Manufacturing 
Co. Egypt 

24 Atef El Ashy 
General Manager 
(Organisational 
Development) 

Alexandria Carbon Black Egypt 

25 Mahmoud El Kaissy President French-Egyptian Investors 
Association Egypt 

26 Carlos Eyzaguirre 
Guerrero President CONASEV Peru 

27 Hisham  Ezz Al-Arab Chairman & Managing 
Director Commercial International Bank Egypt 

28 Hisham  Ezzeldine 
Haikal Managing Director Nile Rating Egypt 
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 Name Last name Title Affiliation Country 

29 Emilio Fantozzi 
Temple General Manager Ransa Commercial S.A. Peru 

30 Jose Figueiredo Industrial Relations 
Consultant Mozal Mozambique 

31 Joao Figueiredo Vice Chairman International Bank of 
Mozambique (BIM) Mozambique 

32 Tony Foster Executive Member Vietnam Business Forum 
/AmCham Vietnam 

33 Casimiro Francisco Executive Board Member Petromoc Mozambique 

34 Chris Freund Managing Director Mekong Capital Vietnam 

35 Daniela Frigioiu Program Manager Banca Romanesca S.A. Romania 

36 Albert Gagyi Purchasing Import-Export 
Manager Rambox Romania 

37 Carlos Garatea Yori Executive President Agrobanco Peru 

38 Mihaela Goj General Director Romanian Agency for Foreign 
Investments (ARIS) Romania 

39 
J.A. 
Ferreira Gomes General Manager International Bank of 

Mozambique (BIM) Mozambique 

40 Ernesto Gonzalez 
Quattrini Development Manager Fondo Mivivienda Peru 

41 Eduardo Herrera Manager, Corporate Finance 
and Advisory HSBC Bank plc Peru 

42 Dinh Hien Minh Reseacher, Policy Analysis 
and Economic Forecast Unit 

Central Institute for Economic 
Management, Ministry of 
Planning and Investment 

Vietnam 

43 Ryuichi Hirai General Director Nghi Son Cement Corporation Vietnam 

44 Nguyen Hong Nam Deputy General Director Saigon Securities Inc. Vietnam 

45 Oscar Hugo Ayon 
Ruiz Financial Manager Paramonga S.A.A. Peru 

46 Dang Huy Dong Deputy Inspector-in-chief, 
Inspectorate 

Ministry of Planning and 
Investment Vietnam 

47 Florin Ioan Rosu Director Ministerul Pentru Intreprinderile Romania 

48 Choi Jae Ho General Director / CEO Vietnam International Leasing 
Company Vietnam 

49 P.K. Jain Sr. Vice President 
(Commercial) Alexandria Carbon Black Egypt 

50 Vinay Jain General Manager 
(Commercial) Alexandria Carbon Black Egypt 

51 Eddy Kenter Manager Finance and 
Administration Mozal Mozambique 

52 Mokhtar Khattab Minister Ministry of Public Enterprise Egypt 
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 Name Last name Title Affiliation Country 

53 Arun Khetan Manager (Finance) Alexandria Carbon Black Egypt 

54 Nguyen Kim Hung Specialist, Training Center Asia Commercial Bank Vietnam 

55 Joseph Lledo Attorney BPI Capital Corporation Vietnam 

56 Maria Luisa Aguirre General Manager Wiese Sudameris Leasing S.A. Peru 

57 Abdul Magid Osman President and Chairman of the
Board 

Banco Commercial E de 
Investimentos, SARL (MBCI) Mozambique 

58 Melih Mengu Chairman and Chief 
Executive Officer Demir Romlease S.A. Romania 

59 Cao Minh Truc Project Director Hanoi Business Association Vietnam 

60 G.S Mishra Joint President Alexandria Carbon Black Egypt 

61 Volker Miss General Director Allianz General Insurance 
(Vietnam) Co., Ltd. Vietnam 

62 Hussein  Mitkees Deputy General Manager Misr Compressor Manufacturing 
Co. Egypt 

63 Alexandru Mnohoghitnei Senior Investment Officer Danube Fund, Southeastern 
Europe Management Ltd. Romania 

64 Mahmoud Mohieldin Senior Economic Advisor to 
the Minister Ministry of Economy Egypt 

65 Edson Molinari General Manager Intervet Egypt S.A.E. Egypt 

66 Abdel Moneim 
Moussa 

Commercial Minister 
Plenipotetiary Americas 
Department 

Ministry of Foreign Trade Egypt 

67 Carlos Montoya President Latin Pacific Capital S.A. Peru 

68 Bernard  Moscheni Chief Executive Officer Orange Romania (MobilRom) Romania 

69 Atef Moukhtar CEO French-Egyptian Investors 
Association Egypt 

70 Christopher Muessel International Attorney at Law Baker & McKenzie Vietnam 

71 Adriana Muntean Manager of Finance/Accounts 
and Internal Audit ThyssenKrupp Bilstein Compa Romania 

72 Takeo Muranaka General Director for Vietnam ITOCHU Corporation Vietnam 

73 Tran Ngoc Tuong 

Manager, Quality Assurance 
Department & Training 
Center 
 

Asia Commercial Bank Vietnam 

74 Rex Niven Project Director Aluminum Smelter Expansion 
Project Mozambique 

75 John Noonan  USAID Egypt 

76 Sergiu Oprescu Board of Governors' President Bucharest Stock Exchange Romania 

77 Ricardo Palma - Special Representative, Asociacion Latinoamericana de Peru 
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 Name Last name Title Affiliation Country 

Valderrama International Organization 
and United States 

Instituciones 

78 Alex Pasikowski Director Dragon Capital Vietnam 

79 Elena Petculescu President & Chief Executive 
Officer Banc Post Romania 

80 Virginia Pop Expert Ministerul Pentru Intreprinderile Romania 

81 Hoang Quang Assistant to General Director Nghi Son Cement Corporation Vietnam 

82 Hoang Quoc Hung 
Assistant to the General 
Director, Marketing & Export 
Executive 

San Miguel Yamamura Haiphong 
Glass Co., Ltd. Vietnam 

83 Tran Quyet Thang Vice Chairman Saigon Securities Inc. Vietnam 

84 Petru Rares Chairman of the Board and 
Chief Executive Officer Banca Romanesca S.A. Romania 

85 A.K. Rastogi Vice President (Production) Alexandria Carbon Black Egypt 

86 Tim Reinold Managing Partner Freehills Vietnam 

87 Carlos Rivero Zevallos Research and Development 
Manager CONASEV Peru 

88 Luis Romero 
Belismelis Financial Manager Alicorp Peru 

89 Alexandru Russu Deputy Chief Financial 
Officer Orange Romania (MobilRom) Romania 

90 Nuno Salgado Santos Executive Board Member BIM Investments Mozambique 

91 Carlos Santa Cruz Managing Director Minera Yanacocha S.R.L. Peru 

92 Julius Schlotthauer Senior Economic 
Development Advisor USAID Mozambique 

93 Georgeta Serbanescu Head of Department Banca Romanesca S.A. Romania 

94 Hatem Shafie Chief Financial Officer Sekem Group Egypt 

95 Amira Sheba Research Supervisor Business 
Studies & Analysis Center 

American Chamber of Commerce
in Egypt Egypt 

96 Toth Sighismund Director Executive General Rambox Romania 

97 Daniel Silva Withmory General Manager CONASEV Peru 

98 Luc Solente Chief Financial Officer Orange Romania (MobilRom) Romania 

99 Antonio Souto Chief Executive Officer Gapi SARL Mozambique 

100 Gonzalo Tamayo Economic Studies Manager Macroconsult Peru 

101 Gonzalo Tamayo Zamora Financial Manager Wiese Sudameris Leasing S.A. Peru 

102 Patricia Teullet Pipoli General Manager ComexPeru Peru 
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103 Tran Thi Huong Manager, Membership and 
Training Department 

Vietnam Chamber of Commerce 
and Industry Vietnam 

104 Thomas Thomason Vice President, Country 
Executive InterGen Egypt 

105 Mussa Usman  Investment Promotion Centre 
(CPI) Mozambique 

106 Jose Valentim 
Barbieri 

Vice President and Deputy 
Chairman 

Banco Commercial E de 
Investimentos, SARL (MBCI) Mozambique 

107 Do Viet Hung Deputy Chief, Foreign 
Department State Bank of Vietnam Vietnam 

108 Armando Villarama General Director San Miguel Yamamura Haiphong 
Glass Co., Ltd. Vietnam 

109 Tran Vinh An Financial Controller Nghe An Tate & Lyle Sugar 
Company Ltd. Vietnam 

110 Victor Viseu Country Managing Director African Banking Corporation Mozambique 

111 Edgardo Wong Director Paramonga S.A.A. Peru 

112 Jaime Wong Executive Director Paramonga S.A.A. Peru 

113 Nguyen Xuan Tra Mi Account Manager Saigon Securities Inc. Vietnam 
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Annex 8:  Overview of the Results-based Management Framework 

1. Results-based Management (RBM) is defined as a management strategy focused on 
performance and achievement of outputs, outcomes and impacts. RBM is a system to improve 
program and management effectiveness and accountability, and is oriented towards achieving results. 
It uses intendedresults as a basis for planning, management and reporting, and aims to improve 
performance by comparing and analyzing actual results against planned results through regular 
monitoring, evaluation, reporting, feedback and adjustments. A simple RBM process is presented 
below. 

Simple RBM Model 
 

Planned Results Actual Results 

 

Regular Monitoring and Evaluation 

Regular Feedback and Adjustment 

 
 

2. Basic principles and practices of an RBM approach include the following:  

 Strengthening partnership, participation and teamwork at all levels and stages; 

 Working with stakeholders to make a comprehensive situation analysis; 

 Jointly defining the results we contribute to and the results we are accountable for; 

 Identifying a set of qualitative and quantitative indicators with baselines and targets for all 
planned  results; 

 Defining the strategies to achieve these results; 

 Regular monitoring to track progress towards achieving these results; 

 Evaluation of performance to assess what works and what does not work, and why; 

 Reporting on performance to enhance accountability and communication with partners; 

 Feeding lessons learned back into improving performance and refining results, indicators and 
strategies. 

 

 

 

 

Sources: OECD (see http://www.oecd.org/dataoecd/16/25/1886519.pdf) and United Nations (see 
http://accsubs.unsystem.org/ccaqfb-intranet/RBB-RBM/ResultsBasedMgt.htm) 

http://www.oecd.org/dataoecd/16/25/1886519.pdf
http://accsubs.unsystem.org/ccaqfb-intranet/RBB-RBM/ResultsBasedMgt.htm
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Annex 9:  Is There Overlap between FIAS and MIGA? 

1. Recently FIAS commissioned a discussion paper to examine overlaps between its services 
and those by MIGA, among other objectives1. The table below summarizes the possible activities 
under investment promotion products (IPP), as defined in that report. FIAS activities usually 
encompass rows 1 to 4 of the table. However, as shown in the table, interviews with staff from both 
units conducted for that report indicate that the borderline between FIAS and MIGA activities is not 
so clear in practice:   

“For years, the allocation of tasks to FIAS and MIGA has appeared arbitrary and vague to 
many. Professionals in FIAS and MIGA agree that (rows) 7 and 8 are the territory of MIGA, 
rather than FIAS. There are, however, occasional exceptions… the Sydney office of FIAS 
carries out some activities of (rows) 5 through 7 in a few small countries in the Pacific. It is 
clear that (rows) 5 and 6 sometimes attract FIAS and sometimes MIGA; MIGA claimed part of 
(row) 4 as its territory as well.” 2   

2. While the range of potential overlap appears wide, the actual proportion of projects done by 
FIAS in the so-called ‘gray’ areas of investment promotion strategy and institution over the review 
period was low—roughly 20-25% (21% in terms of total number of projects and 23% of total project 
cost). The FY01 to 04 period shows a decline in this segment to about 11% of all advisory projects 
(an estimated 4 to 8 projects per year only).  

Possible range of activities under FIAS/MIGA investment promotion products 

FIAS  MIGA    
1    1 Diagnostic work 

2    2 Administrative Barriers Studies 

3 

   

3 

Development of national investment strategies, including investment law, 
approaches for reforming other laws, approvals processes, tax structure 
and administration, etc. 

Advice on location of investment promotion activity within government 

Creation of legal framework for effective policy advocacy 

4  4  4 Creation of basic design (governance structure, for example) of proposed 
investment promotion unit to be responsible for marketing function 

5 
 

5 
 

5 
Assistance in designing marketing strategy of responsible investment 
promotion unit 

Diagnostic studies of promotion institutions 

6  6  6 Assistance in designing initial business plan of responsible unit 

7 

 

7 

 

7 

Help in developing budgets and detailed organizational charts of 
marketing unit 

Assistance in developing target sectors 

Provision of training to marketing unit, help in website design, tracking 
systems, benchmarking, etc. 

  8  8 Working with and providing capacity building assistance to investment 
promotion organizations in carrying out their activities 

                                                 
1 “FIAS and its Investment Promotion Products: A Discussion Paper”, Lou Wells, February 27, 2004. 
2 “FIAS and its Investment Promotion Products: A Discussion Paper”, Lou Wells, February 27, 2004, pp.9-10. 
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Annex 10:  Managing Conflict of Interest Concerns 

1. This study’s scope did not extend to a thorough review of the WBG’s conflict of interest (COI) 
system and procedures. While the OEG team did not encounter any specific complaints or allegations 
of COI in the field, there is concern within parts of the Bank Group that IFC’s dual role as advisor to 
governments on legal and regulatory matters and as a direct (prospective and existing portfolio) 
investor could result in potential or perceived conflicts of interest that require careful management. 
Concerns have also been expressed inside and outside the WBG where IFC and World Bank 
departments have merged, so that the same organizational unit could be engaged in advising 
governments on privatization and regulatory strategies/issues while also discussing private sector 
investments in the same sector.1  On the other hand, IFC staff has noted that many Part II clients 
(especially IDA countries) have expressed frustration in that the WBG fails to provide client countries 
with the package solutions they need -- and are requesting -- in complex areas such as infrastructure, 
involving at once reform advice, transactional advice and financing. While OEG report’s did not look 
into advisory work done by Bank staff in joint departments, four sector specific advisories done by 
the IFC staff in joint industry groups and their predecessor departments qualified for inclusion in the 
IC TAAS database.2  

2. To address COI concerns in the context of the merged departments, WBG adopted COI 
guidelines and formed an independent COI office to deal with actual, potential and perceived 
conflicts in a systematic fashion for the Global Product Groups (GPGs) and PSAS (privatization 
transactions advisory services group).3  The office deals with actual, potential and perceived COIs for 
other departments in the WBG on a voluntary, case-by-case basis. The COI rules and procedures in 
place since 2000 help staff and managers identify and effectively manage potential conflicts of 
interest.4 The COI framework typically involves disclosure to concerned parties and sets out measures 
to manage any actual, potential or perceived conflicts of interest arising from the dual roles of the 
Bank and IFC:  

• Disclose potential conflict issues fully to all affected parties before acceptance of the 
proposed assignment;  

                                                 
1 See “Analysis of IFC’s Role and Impact”, Bretton Woods Project, September 2000, page 3. 
2 These TA operations include the following:  “Improving the Investment Climate for Sustainable Mining in 
China,” “Sustainable Development of the Mining Sector in Lao,” “Study of the Business Environment for 
Information and Communication Technology Businesses in Kygyz Republic”, and “Investment Opportunities in 
the Information Technology and Internet Sectors (Cote d'Ivore, Ghana, Nigeria, & Senegal).” 
3 This office reports to the two General Counsels of the WBG (Bank and IFC). 
4 Before the COI Office was established, there was no systematic screening and IFC’s principles and policies 
provided guidelines for provision of advisory services. While these principles and policies were discussed to 
some extent in a 1995 IFC policy paper (see “Collaboration with Private International Financial Institutions:  
Practices and Policies”, IFC, November 1995), the primary focus of that report was to clarify IFC’s policies 
with respect to privatization and corporate restructuring advisories, and address the issue of potential 
displacement by IFC of other private financial institutions providing similar services. During this period, IFC 
was under criticism from private financial institutions for overlap and unfair competition in the provision of 
advisory services (see for instance, GAO Report to Congressional Requesters: “World Bank: US Interests 
Supported, but Oversight Needed to Help Ensure Improved Performance,” September 1996, Chapter 2 
(GAO/NSIAD-96-212). In addition to clearly setting out the conditions for IFC’s acceptance of remunerative 
government advisory mandates to remove potential for displacement, the 1995 report pointed out that a 
substantial majority of the advisory mandates undertaken by IFC were non-remunerative, and as such generally 
involved no competitive bidding with alternative private advisors.  
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• Obtain fully informed and freely given consents from affected parties, when appropriate, 
before acceptance of the proposed assignment;  

• Assign staff to teams in such a way as to avoid members overlapping between 
assignments for clients with divergent interests, as appropriate;  

• Implement guidelines for the treatment of confidential client information; and  

• Where possible, sequence assignments to minimize the extent of the conflict.  

Where a COI cannot be resolved, the rules specify that an assignment is to be declined. 

3. The rules and procedures currently in place align well with generally prescribed standard 
practices for identifying and managing COI in financial institutions.5 In the identification of COI, an 
important first step is to determine whether the conflict is actual, potential, or perceived. In the words 
of an expert in COIs in the financial services industry: “despite the prevalence of potential conflicts 
of interest in the financial services, the occurrence of actual conflicts has been minimized by 
relatively effective preventative strategies. These strategies are embodied in much of the regulation of 
the financial services industry and in accepted industry practices. They can be conveniently classified 
under the headings of competition, disclosure, rules and policies, and structural changes. 6” Box 10A 
sets out these classifications in more detail.  

4. All privatization advisory assignments undertaken by PSAS and all GPG advisory mandates must 
undergo ‘conflict screening’ by the relevant department in consultation with the COI Office, and are 
managed according to the established IFC principles and procedures on the matter. For PSAS 
advisories, for instance, a “Chinese wall” is placed between advisory teams and investment teams, by 
separating functional units and preventing transmission of information across units. The COI Office 
states that there have been very few incidences of actual COI in IFC’s experience, with most 
situations falling under the category of potential or perceived (i.e. reputation risk). Potential conflicts 
can arise in situations where IFC takes on an advisory role in the privatization of a sector and/or gains 
sensitive market information, and subsequently IFC would be willing to finance an investment 
project. In these situations, IFC’s policies specify clearly that IFC cannot enter into financing 
discussions with interested third party investors until after a public authority has made a bidding 
selection.  

5. Most of IC TAAS appears not to be conflicted at all, or may contain at most a potential or 
perceived COI. For example, broad IC assessments (Category 1) address general constraints to private 
investment and advocate increased competition economy-wide—such advice is not linked to the 
financial interest of any particular investment project. Similarly, sector-specific advice focuses on 
improving conditions to encourage private investment in the sector by removing constraints or 
establishing needed legal/regulatory framework based on international best practices. This type of 
advice is typically not linked to an existing IFC project and would equally benefit subsequent private 
investments, including a potential downstream IFC investment project once appropriate conditions 
are established in the sector. However, potential COI could arise where IFC is pursuing a project in 
parallel with providing TA on sector policies/regulations. Under these circumstances, COI rules 
require that the advisory work be undertaken by a separate and independent team from any IFC 
investment team for a potential project, and that the potential COI and proposed mitigation measures 
be disclosed to the government client. The TA/advisory team would be expected to provide stand-

                                                 
5 For more detailed treatment of COI, see “Conflict of Interest in the Professions”, edited by Michael Davis and 
Andrew Stark, Oxford Press 2001. Chapter 11, by John Boatright, explores different types of COI in financial 
services and proposes strategies for managing them. 
6Source: “Conflict of Interest in the Professions”, Chapter 11 by John Boatright, page 220  
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alone, independent advice based on international best practice and experience, and without regard to 
the possibility that IFC might eventually become a lender to or investor in a project beneficiary. 

Box 10A:  Strategies for Managing Conflicts of Interest 
Preventative strategies as embodied in much of the regulation of the financial services industry and in
accepted industry practices include the following: 

Competition—intense competition for clients among financial services providers creates a powerful
incentive to avoid actual conflicts of interest and the appearance of conflicts. Results are critical in
competition, and,  any sources of inefficiency must be eliminated. Where competition thrives, service
provision must be based on ‘best practice execution” rather than other institutional interests.  

Disclosure—Disclosure as a strategy for managing conflicts of interest is generally understood as the
disclosure of adverse interests. In addition, conflicts of interest can be avoided by making known an
institution’s policies and procedures for dealing with conflicts. 

Rules and policies—Specific rules and polices serve to reduce conflicts of interest, whether disclosed or
not, by prohibiting conduct that constitutes or facilitates conflicts. These rules and policies may address
COI directly by prohibiting  the kind of conduct that constitutes or facilitates COI. 

Structural changes—Because so many conflicts of interest result from combining different functions in
one institution, these conflicts could be reduced by structural changes that separate these functions into
distinct units and teams, and limit the flow of information (Chinese Wall). Addressing the problem of
COI by such radical structural changes is probably unwarranted, however, because of the many
advantages of such combinations. The trend in the financial services industry is toward more rather than
less integration.  
Source: “Conflict of Interest in the Professions”, Chapter 11 by John Boatright, pages 231-235. 
 


	CONTENTS
	Tables:
	Figures:
	Boxes:
	Annexes:
	ABBREVIATIONS & ACRONYMS
	EXECUTIVE SUMMARY
	Summary
	Investment climate is important for the private s
	… and IFC investments do better when IC is good o�
	IFC’s founding shareholders recognized the import
	Improving IC has become more important under IFC’
	… yet it is not a corporate strategic priority
	IFC activities contribute to improving IC, with the largest impact made by strategic sector investments
	IFC extends TAAS to improve IC…
	… and this line of business has been growing
	The quality of IC TAAS execution was very good…
	… but outcomes and impacts featured attrition
	Recent changes will likely enhance IFC’s influenc
	. . . yet results will need to be monitored
	Recommendations
	Raise the profile of investment climate work
	Enhance synergies in IC activities among different WBG units
	Develop guidelines and procedures for TAAS operations
	Identify and track IC impacts
	INTRODUCTION AND CONTEXT:  WHY IS INVESTMENT CLIMATE IMPORTANT TO IFC?
	Objectives
	What is investment climate, and how is it operationalized in IFC?
	Good and improving investment climates boost IFC’
	Do IFC’s investment and non-investment activities

	IFC’S INVESTMENT OPERATIONS SHOW WIDE IMPACTS ON 
	Methodology and limitations
	How IFC’s investment operations address investmen
	High-impact strategic sector investments have strongest direct impacts on IC . . .
	. . . and projects with demonstration effects have indirect impacts
	Demonstration effects dominate PSD impacts
	Investment projects with positive PSD impacts appear to have a greater influence on investment climates in countries with difficult conditions
	Poor project business performance constrains positive IC impact potential


	IFC’S NON-INVESTMENT OPERATIONS HAVE A DIRECT IMP
	Methodology and limitations
	Increased emphasis has been placed on improving IC, but IC has not been a strategic priority
	IFC emphasized coordination with the World Bank to help improve investment climates . . .
	. . . and engaged directly in providing investment climate policy advice
	IFC’s IC TAAS accounts for nearly 40% of all TAAS
	Funding came mostly from donors, yet source breakdown for IC TAAS is difficult to assess

	IFC’s non-investment operations \(IC TAAS\) ha�
	Stakeholders rate quality of assistance and execution of IC TAAS as very good
	Implementation of recommendations was mostly satisfactory, but changes on the ground take a long time and depend on other factors
	About half of the recommendations and advice was mostly implemented . . .
	. . .  but impacts on the ground were harder to detect

	Issues related to planning and coordinating IC TAAS
	Is there overlap between FIAS and MIGA?
	Managing conflict of interest concerns in IC TAAS

	SUMMARY AND RECOMMENDATIONS: WHAT ARE THE IMPLICATIONS FOR CURRENT AND FUTURE IFC INVESTMENT CLIMATE ACTIVITIES?
	Summary

	Investment climate quality is an important driver
	IFC’s investment operations can contribute to imp
	. . .  directly through strategic sector investments . . .
	. . . and indirectly through demonstration effects
	Non-investment operations focus on direct sector-specific issues or removing legislative hurdles in the business enabling environment
	IFC can do more to enhance TA effectiveness
	Recommendations
	A.  Raise the profile of investment climate work

	Recommendation 1:
	B.  Enhance synergies in IC activities among different WBG units

	Improving IC requires the skills of both the World Bank and IFC:  the need for clarification of roles and improved coordination between the Bank and IFC
	Recommendation 2a:
	Addressing the partial overlap between FIAS and MIGA
	Recommendation 2b:
	C.  Develop operating guidelines and procedures for TAAS operations

	Recommendation 3:
	D.  Identify and track IC impacts

	Recommendation 4:
	Notes:

	OEG IC Report Annexes Oct 20.pdf
	ANNEXES
	A.Description of the Heritage Foundation/Wall Street Journal Index of Economic Freedom
	B.Comparative Analysis of HFO/WSJ and Selected Indices
	HFO/WSJ
	EFW
	IICCR
	ICRG
	HFO/WSJ
	EFW
	IICCR
	ICRG
	Development outcome
	Investment Outcome

	Indicators
	Evaluation standard
	Clarity of  targets, objectives, &  limitations
	Technical and financial competence
	Client’s acceptance of recommendations
	
	2. Outcome  (Implementation of
	a) Relevance


	b) Clarity of targets &objectives (use of results based framework)
	c) Responsiveness to client needs
	d) Technical/ financial competence
	e) Acceptance of recommendations
	
	The role of IFC’s investment departments in provi
	The role of independent departments:  FIAS, PSAS, and SME



	I. Introduction
	
	
	
	
	
	Table I – Project Example






	II. Overall Impact
	III. Impact by Region
	IV. Impact by Income Grouping
	V. Impact by Product
	1.  List of Survey Respondents

	World Bank Group Staff
	Survey respondents outside the World Bank Group
	2.  List of Interviewees

	World Bank Group Staff
	
	
	
	
	
	
	
	Possible range of activities under FIAS/MIGA investment promotion products










