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Here are some left-over thoughts from the Organization Study on
points which seem to me worth further consideration.

Evaluation. The division of policy-making responsibility between
Knapp-Baum and Chenery is one of the important matters being considered.
As a different but related point I suggest that evaluation be made part
of Chenery's responsibility. The role of the Chenery group will be to
question Bank policies and practices in the light of broad developmental
objectives. ,Evaluation of how past practices and policies have worked
should be part of that process. Assignment to Chenery will also have
the advantage of focussing the evaluation function on Bank policy and
performance rather than on the performance of particular projects or
particular countries. There doesn't seem to me to be any real need to
keep evaluation under Finance or Programming and Budgeting.

Appraisal Reports. I believe the Bank puts too much emphasis on
the quality of operational reports. I have reviewed a sample of appraisal
reports. They are excellent. But I wonder whether they are not too
elaborate and polished for the audiences at which they are aimed. If
they were designed for staff decision-making, they could presumably be
less formal and less polished. If they were designed for Board decision-
making, they could presumably be briefer and contain less detail. There
is talk of the educational value of these reports to government bodies
ticoughout the world. I can understand that they may have educational
vaiue when they deal with innovative projects but I am doubtful in the
case of run-of-the-mill projects. 1In any event, satisfying this educa-
tional demand, if it exists, may involve a considerable cost in dollars _
and manpower. I suggest that the Bank study this whole subject, decide
what audiences it really wants to reach, and consider whether it might
not be more efficient and more effective to design different forms of
reports for various audiences and project types rather than trying to
reach all audiences with the elaborate format on all projects. Perhaps
this kind of assessment may have been made in the past but I am not
aware of anything of the kind outside of the Projects complex. =

Communications: with Staff. The one complaint that I have heard
most frequently is that members of the staff, long-term and short-term
alike, feel remote from the management and the decision-making process
and uninformed about what is going on and why. The Staff Association
is a symptom of this kind of dissatisfaction in the area of work con-
ditions, etc., but the problem also extends to Bank policies and opera-
tions. To a large degree this is inevitable in an organization of such
size and rapid growth, but I think far more could be done to give the
staff a sense of being informed and involved. I suggest that in addi-
tion to the important areas of training and career advancement which
the McKinsey teams have stressed, the new Vice President for Adminis-
tration should concern himself with the matter of communications.

Ll .

DSommers:ea
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SUBJECT:

INTERNATIONAL DEVELOPMENT I
ASSOCIATICGN RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

Files _ DATE: Apugust 21, 1972

INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
CORPORATION

John A. King‘,.-/l-///\..“

Minutes of Steering Committes Meeting on August 11, 1972

1. The Steering Committee met with the consultants on Auvgust 11, after
the announcement, of the basic future reorganization to discuss what steps
should be taken next. Present were Messrs, Shoaib, Sommers, Twining, Kearns,
Messenger, Schumacher and King for the Bank and Messrs. Rohrbacher, Graves
and Kavarana for the consuliants.

2, Mr. Shoaib opened the meeting by asking for any reactions on the part
of Bank staff to the announcement of the basic decision. Mr., Schumacher re-

ported on a meeting of the Agriculture Projects Department and the principal

questions which were raised. These included:

a) What was the meaning of the term "functional control" which
was used by Mr, McNamara at the meeting with Senior Staff
and the phrase "functional guidance" which was used in the
circular, and who exercised this "conirol" or "guidance"?

b) What was the meaning of the word "specialists" and how
specialized were they? Were Mission Chiefs included in
the term?

¢) Who would undertake sector work and be responsible for
sector policy?

d) How would the project divisions work with the area divisions
in the regional framework, with the projects divisions, for
the most part, being so much larger than the area dGivisions?
How would the project divisions relate to the people undsr the
Vice President, Projects,

e) How would flexibility to meet project work programs be
achieved? Would it be dorme through borrowing between regions
or largely through the use of consulitants.

£) How would project staff be allocated? Would they have the
chance to express a preference?

3. Mr. Schumacher said that it was his impression that most staff wished

to be assigned to the regions in order to be closer to operations., Members of
the Steering Committee found this hopeful since it indicated that the reorgani-
zation was being taken as a fact to be lived with. Mr. Shoaib said that the
Division Chiefs would be selected by August 18 and that staff would be allocated
after that. The precise method of allocation had not yet been determined.

L. Mr. Shoaib then reviewed the things still to be done. He pointed out
that the rest of the McKinsey work was to be spread over a longer period than



originally intended. There would be an implementation group under Mr. Kearns.
Mr. Schumacher would be assigned to that unit which would be concerned with
2ll matters of implementation, The Steering
Committee would continue to exist and work with McKinsey on the policy matters
still to be decided.

5. Among the questions still to be examined were the following:
a) Policy Planning - terms of reference and location.

b) Central Economic Staff - structure of the Central
Economics Complex and the division of functions between
Messrs. Baum and Chenery.

¢) Tne Field Offices - guidelines for their funetions, their
location and their size. There were also similar questions
relating to the Paris, London and Tokyo Off'ices.

d) The internal organization and location of IFC.

e) The internal organization of P & B and the support
departments.

f) Industrial Sector Policy and the relationship between IFC,
the Industrial Projects Department and Development Finance
Company work.

g) Major procedural changes,
h) The nature of "functional guidance® and how it is exercised.

i) The internal organimation of the Office of the Vice President,
Projects, particularly the common policies work.

6. Mr. Shoaib asked McKinsey and Mr. Kearns to come up with an implemen-
tation plan. McKinsey was also asked to develop an indoctrination program for
Bank staff to give them an understanding of the objectives to be achieved by
the reorganization and the way in which the reorganized Bank would operate.
Particularly important was a clear understanding of the decision-making process.

Te McKinsey noted that they had expressed views on all guestions raised
and that unless the structural change had changed the concepts involved, their
answers would be the same. They, therefore, asked for their mission to be
clarified. Mr. Shoaib pointed out that they had done a lot of background work
which the Steering Committee had not seen and that they should develop this
material so as to provide a more solid justifiication for the answers they had
given.

&

cc: Messrs. OShoaib, Sommers, Demuth, Twining, Kearns, Messenger, Schumacher

JAKing :1b
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INTERNATIONAL DEVELOPMENT |
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

Mr. Mohamed Shoaib DATE: pugust 14, 1972

INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
CORPORATION

A.T. Schumacher

Comments of Agricultural Projects Staff on Reorganization

I attended a joint meeting of three agricultural projects department
divisions on August 12 (Iivestock, Credit, and Agro-industries). Staff
raised the following questions:

(a) Mr. Evans used the term "functional control" to describe one
of the purposes of Mr. Baum's department. What does this mean
in practice? Will this department continue its review and
control functions like the old front-office-projects?

(b) What will the staff composition and structure be of the
Agriculture divisions in the regions and of the nuclear departments
under Mr. Baum? How many staff will the nuclear Agriculture
Projects Department have? (Mr. Evans said 12).

(c) How many staff would be in each regional projects division and
how would this division be structured? Would its chief have
the same status and pay as an area chief? Would these be
"groups" or sections" under some type of deputies below
the regional projects chiefs?

(d) What will happen to the current appraisal/supervision schedules?
Will those scheduled to leave before October 1 go as scheduled
and staffed or will they be rescheduled and restaffed with
members of the new regional projects divisions?

| (e) Who will be responsible for "sector reviews", Mr. Baum's group
or the regions? (Mr. Evans said the regions).

(f) Will the Agro-industries be split or kept intact under Mr. Evans?

i (g) Will not policy formulation be further diluted between the

' regions, Mr. Baum and Mr. Chenery? What does Mr. Chenery's
new title "development policy" mean in practice? Will policy
be imposed from on-high without feedback from the regional

| operation people?

’(h) How specialists are the specialists!
(1) Will not five regions significantly reduce flexibility of
staffing? (Mr. Evans replied that in the short run more consultants
will probably be needed with more staff to be hired in the future).

(J) Will staff have a chance to state their preferences or will they
be allocated!

ATSchumacher:go



TO:

FROM:

‘SUBJECT:

INTERNATIONAL DEVELOPMENT

| INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFCE MEMORANDUM
Mr. Mohamed Shoaib DATE: August 7, 1972

Plan for Informing Staff of the Reorganization

I.  Gbjectives

Te To give staff a clear understanding of Mr. McNamara's perception of
the need for change and the steps to meet this need.

2. To reassure staff concerning both their personal future and the
future of the professional objectives for which they have been working in
the past. (This reassurance is particularly important for Projects staff
who may see in regionalization two principal changes: (a) a potential
sacrifice of project quality in the interest of greater speed and efficiency
in the project cycle and (b) a substantial weakening of the authority of

the Projects Departments and their control over project quality and the
careers of Projects staff.)

IT. Plan of Notification

August 8 - 10.00 am Notification to the Board (Mr, McNamara)

2.00 pm Notification to Senior Staff including
Deputy Directors (lr. McNamara)

August 9 =~ 10.00 am Notification to Division Chiefs, Deputy
Division Chiefs and Senior Advisers of
all Projects and Area Departments, and
Office of the Director, Projects
(Mr. McNamara)

11.30 am Notification to the Officers of the Staff
Association (Mr. Shoaib)

12.00 Distribution of the Administrative Circular
Press Release
August 10 - " Mr. McNamara meet with all professionzl staff
of each of the Agriculture, Education,
Public Utilities and Transportation Projects
Departments
and/or
Directors of the Area and Projects Departments

meet with their respective professional staff
(in groups of LO or less)



2.

At each of the meetings with staff it should be made clear that much
analysis and many decisions are required before the new organization can cone
into being. The more important analyses concern the internal workings of tae
regions and the revised project cycle and planning procedures. The more
important decisions concern the support departments, delegation of authority
and allocation of staff. In connection with the allocation of staff, it should
be made clear that no staff assignments will be made until the staff member
concerned has been consulted and asked for his preference.

To assist the Directors in their presentation, they should be supplied
with a three-to-four page memorandum outlining the key facets of the new
organization and explaining the next steps. A Bank staff member of the Study
Team should be available to assist each Director in his discussions with staff
(these individuals should be briefed by you as to how much can be said on
various subjects in answer to questions). This memorandum, or an edited ver-
sion of it, could also be given to staff as they leave their respective meet-
ings with Directors.

III. Rationale =

First, we believe that it is of critical importance for Mr. MclNamara to
meet with the staff most immediately affected by the reorganization to gain
their understanding and support. The reorganization is seen by the Bank staff
in general as Mr. McNamara's idea and they will be expecting him to explain it
to them. We believe that this point cannot be overemphasized.,

Second, we believe that the staff should be informed through regular
Bank channels and for this reason, we have proposed that -

a) the Staff Association be informed after Division Chiefs,
et al., and by you rather than Mr. McNamara, and

b) no meetings be held with special groups such as the
5.30 Club or the YP's, for example.

Third, no general meeting of Mr. McNama.ra with all professional staff

or even all professional staff from the Area and Projects Departments is recome
mended for lack of an adequate meeting place.

i
ecs Messrs. Twining, Messenger, Schumacher

JAKing:1b
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ASSOCIATION RECCHSTRUCTION AND CEVELOPMINT CO=FCRAATION

OFFICE. MEMORANDUM

Mr. Robert S. McNamara " /--:/ DATE:August 4, 1972

|
Mohamed Shoaib UL v

Report of the Stecring Committee

Attached is the Report of the Steering Committee on the McKinsey
Report dated July 28, 1972. I am pleased that we were able to develop
a broad consensus among ourselves on the basic recommendations.

While McKinsey and especially the Bank members of the team .
did background work on a number of related issues, the Committee has not seen
recommendations or even partial analyses on many of these issues. Therefore,
the Steering Committee is convinced that much further work and many decisions
remain before the concepts underlying the basic structural recommendation
can be implemented in full.

Also, the Commiiiee struugly supports a McKinsey recommendation
that implementation of the organizational changes be phased to ensure, time
for a careful personnel audit of all staff members' qualifications for
"management responsibilities" under the proposed organization. Appointments
below Director levels ought not be made prior to such an audit. Careful
coordination with the results of the compensation study would nced to be
undertaken as part of this audit. Job descriptions for the new jobs have to
be developed promptly to permit the matching of the jobs to be done with the
best Gualified persons and.the determination of the appropriate levels of
responsibility . . X

MShoaib:go
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The Steering Committee (members listed in Annex 1) has met about
every two weeks with the consultants since January. The Committee's
recommendations and comments below are focussed principally on the organization
of the operational units of the Bank -- the Area and Projects departments and
the Central Economics Complex, as is the McKinsey report. Many vital questions
dealing with the Bank Group's procedures and the rest of the Bank's organization
are yet to be answered. The more important of these are listed in Annex 2.

I. Recommendations

McKinsey have concluded that the Bank should adopt a regional
structure -- incorporating the area departments and the larger projects departments
into geographic groups. ¢ i

Regional Organization

After lengthy questioning of the McKinsey Team about the pros and cons
of other forms of structural change, a Committee view, with one member dissenting,
emerged in favor of the McKinsey recommendation for a regional approach
encompassing the activities of the present Area and Projects Departments.

The Committee agrees that while the sheer size and complexity of
current Bank operations are causing some work stress,.especially in the Projects
Departments, there is today no major crisis requiring immediate large-scale
reorganization. The Committee accepted the core recommendation for a regional
structure for four main reasons: \

L T L]
-

(1) to handle better the present size and the future growth of the
Bank “Group outlined in the 1974-78 plan;

(2) to provide a single primary channel of communication with
borrowers who now have to deal with an increasing number of IBRD

departments and groups;

(3) to bring more concentrated attention to bear on the specific
development problems of individual countries and regions;

(4) to facilitate a return to the "teamwork' approach that prevailed
when the Bank was smaller.

Numbers of Regions

heY
-

The Committee could not agree on whether three, four.or five regions
would work best. The greater weight of opinion in the Committee, however,
is in favor of a smaller rather than the larger number of regions. With
three regions, there may be less disruption to staff, a smaller unallocated
technical pool, and larger and more flexible projects groups within the regions
thus assuring a "critical mass" of managerial and technical skills for each sector,
all of which would contribute to the maintenance of project quality. There



-

would also be more accountability because the Regional Vice Presidents would
have more control over staff resources, and a more uniform and consistent
application of Bank policy. Three regions initially could, of course,

be an interim step toward a larger number of regions.

On the other hand, five regions may permit "area work" to be
performed more effectively with more attention at the Vice Presidential
level for each country, 'a better environment for Area-Projects teamwork
because of the regions' smaller staff size, and balanced area and projects
wings within the regions (with three regions some Projects divisions could be
as large as 40 while the Area divisions would be about the present size).
Five regions would probably scrve the Bank several years without the need -
for further major reorganization. However, a potential disadvantage’ of five
regions may be the present shortage of experienced projects staff capable
of managing whole sectors. 5
Four regions would permit, as a compromise, the inclusion of
North Africa and the Middle East as a separate region which the three region
alternative would not. Both three and four regions require the merger of
East and West African countries into a single region.

Research and Policy Planning

The McKinsey recommendations would have the effect of taking

operational policy work away from the operations staff and placing it
with the staff doing research and economic studies. The Committee is opposed
to this recommendation basically for two reasons. First, we do not think
that a Research and Policy“Planning staff combining under one Vice President
both broad-gauged economic studiee, and the formulation of operational policy
and guidelines will work effectively since it would be too divorced from
operations and could become dominated by theoretical considerations. Second,
keeping the projects policy staff and the unallocated technical specialists
together has the advantage of keeping intact the staffs of the Departments
representing emerging sectors (Tourism, Population, and Industry) and of
assuring that technical and sector policy formulation will be undertaken
by operationally oriented staff. A widely shared response to McKinsey's
presentation to the Senior Staff was that operational policy work should not
be separated from the operational staff. Views were expressed that AID
experience with thepolicy organization proposed by McKinsey proved unsatisfactory.

The unanimous view of the Committee is that the projects
policy staff, the unallocated technical specialists, and the divisions of
the Economics Department which deal with sector policy should form a unit -
headed by a Vice President reporting to the Vice President, Operatioms.
This recommendation has the important advantage of placing under the
Vice President, Operations, the policy staff support that he would require
to initiate and react to operational policy innovations and improvements.



Industrial Operations

In the Committee's view, consideration of DFC regionalization
should be postponed pending the resolution of how industrialization policy
coordination will be achieved, The Committee notes that the Bank Group
has been experiencing difficulty coordinating the private sector work of the
1FC with the Bank's activities, especially with regard to industrial strategy
and policy. The McKinsey recormendation makes little change in the present
situation wherein the principal vehicle to ensure the required coordination
between the IFC and the Bank is a committee. There is no indication of why
this arrangement will work better in the future then in the past. Further study
of the Pank/IFC relationship should be begun immediately so that, if possible,
the results can be coordinated with other changes being made. The Committee
agrees that IFC should remain separate and be charged with the "private sector"
aspects of the Bank Croup operations. McKinsey has not made recommendations
on IFC's internal orgenization. Therefore, the Comnittee's recommendations
will depend on further study.

Administration

Management training and manpower development are undoubtedfy important
but they appear to be overly emphasized in the Report. The activities of the
Administrative Services Department do not appear related to those of the
financial complex and, therefere, there seems to be no reason to place the
Department organizationally under the Vice. President, Finance. The Committee
recommends that the Administrative Services and Personnel Departments report

to a Vice President, Adminisfration.
<
L3 »

An additional department for organizational planning and evaluation
should be created to carry the brunt of the staff work in implementing the
changes now agreed upon and to provide continuing close attention to the
Bank Group's structure and internal efficiency. This Department should also

report to the Vice President, Administration.

Fxternal Affairs

More study is needed concerning the orgenizational requirements of
the Bank Group's work in the general area of external affairs in which
several departments and officers now have responsibilities before a récommenda-
tion can be made.

Chief Economists | ;

Each Regional Vice President should have a Chief Economist in a staff
capacity to advise him on economic matters. One of his most important tasks
would be programing the country economic reports in consultation with the
economic complex.
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Programing and Budgeting, Program Evaluation, Internal Audit, and Long Range
Planning

The Committee has not yet had sufficient information to be able to
form a judgment cn the proposed organizational locations for Programing and
Budgeting, Program Evaluation and Internal Audit. Long range planning also
has not yet been considered.

If ultimately the Programing and Budgeting Department reports directly
to you, rather than to the Vice President, Finance, you should consider whether
the financial planning functions should be transferred from Programing and
Budgeting to the financial complex.

- -

Titles

Except for the Regional Vice Présidents, the Projects Policy, and
Administration Vice Presidents, decisions on titles at all levels should
be deferred until the basic structure is decided. However, we do' recommend
that the title '"Director" be substituted for "Assistant Vice President'.

Operations Committee

A Bank-wide Operations Committee, whose specific functions and composition
would be determined after the appointment of the Vice President, Operations,
to deal with inter-regional or cross-sectoral problems but not with individual
projects should be created. A

*

Al:ternative Career Stream8’ 6 *
< b}

A priority task to ensure high morale and staff commitment to the
new organization is the development.of career streams for experienced staff
members who because of preference or qualifications may prefer carecers as
operational mission managers (Economic, Projects, Resident) rather than as
internal managers (Division Chiefs, Deputy Directors, etc.). The Personnel
Department, as a first order of importance should consider the adequacy of
our career structure to meet this need.

ITI. Recommended Next Steps

All of the steps recommended by McKinsey need to be taken but the .
sequence should be different. After the decision is taken to adopt a regional
organization an implementation plan should be prepared showing the work to be ~ -
done, both by McKinsey and the Bank and the desired timing. The Bank staff
to be involved in implementation should discuss and agree to this plan before
it is submitted to you for approval. The plan should include the following
subject areas:

(i) Outstanding issues (the resolution of the questions referred to as left
unresolved in this report and those listed in Annex 2);



(11)

(iii)

(iv)

)

(vi)

(vii)

o

Staff explanation (a program of acquainting staff with the new
organization and answering their questions);

Staff allocation (the selection of Division Chiefs and others and
matching of existing staff to new jobs);

Transition plan (for the transfer of staff from existing jobs
to new ones);

Procedures (the development of procedures for the activities as
they will be done in the new organization-- resulting in
Operating Manuals) ;

Policies (the codification of policies to facilitate delegation
of authority); and

.

Space plan (for housing the new organization).
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ANNEX 1

Mohamed Shoaib

Davidson Sommers

Richard Demuth
James Twining

John King

Leif Christoffersen
Harold Messenger

August Schumacher

-

the Organization Study Steering Committee

Chairman, Vice President

Chairman, Equitable Life Assurance Society of the U.S.;
former Vice-President of the Bank.

Director, Development Services

Director, Administrative Services

Office of the Director, Project;

Division Chief, West Africa L ¢
Division Chief, Organization:and Procedures

Agriculture Projects



ANNEX 2

Important Unresolved Issues

A. Procedure for policy formulation needs to be worked out in more detail.

B. Procedures

(i) What are the objectives and performance criteria by which the new
managers will be judged?

(ii) What operational planning system should the Bank Group follow?
(iii) Can the project cycle be improved, if so how? : %
(iv) How can "bunching be minimized?
Cc. Role of resident missions

(i) What criteria should the Bank use for establishing and/or‘expanding
overseas missions?

(ii) What should they do?

(iii) How much authority should they have?

-

(iv) To whom should they report?

D. Other "
;

-
(i) How will the regional organizations work internally?

» .

(ii) How should the support funcfions be organized? " A -

(i1i) If the present '"management style" of the Bank is a problem,how and
in what respects should it be changed?

(iv) What additional authority is to be delegated, to whom and on what
conditions?

(v) Role of New York, Paris, Tokyo offices.
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July 31, 1972

Comments from Mr. Demuth re McKinsey Report
On Recommended Organization Structure

1. I agree with the general approach.

2. I believe that three rather than five regional bureaux would be better
initially -

(a) much less disruptive;

(b) much smaller central technical pool;

(c) much easier to staff regional technical divisions;

(d) regional technical units would be of a size constituting a "critical
mass® - sufficient technical expertise to permit interchange of
ideas and reinforcement. Not possible with five - single agronomist
vs livestock specialist.

Three should be step towards five ultimately.

3. I agree on merger of Economics Department Divisions and technical personnel

into Sector Policy Units but I do not agree that Sector Policy Units should
be combined with Research and Economic Studies. I would comtine with Sector
Support staff under Vice President, Sectoral Support and Operatiocnal Policy,

and put him under SVP, Operations.

i. I believe we need a Policy Committee - also a General Policy Planning
Staff, including economists and others. This could be put under Vice
President, Research and Economic Studies - but I would put it together
with P & B and Program Evaluation as an additional function.

S. I am not clear why Administrative Services goes under SVP, Finance, instead
of under a VP, Administration (instead of Organization and Personnel).
Whether SVP, Finance, should do IDA Replenishment should be decided later.

6. European and Tokyo Offices are left unassigned.



foni M. 37 INTERUATIGAL DEVELOPENT | | INTEMATIONAL BAMC FOR | INTERMATIONAL siuaNce
OFFICE MEMORANDUM
TO: Mr. M. Shoaib DATE: July 31, 1972
FROM: D. Sommers DECLASSIFIED
SUBJECT: McKinsey Organization Report NOV 16 202 CONFIDENTTIAL
WBG ARCHIVES

Here is the memorandum on the Organizational Study of which I
spoke to you this morning, for whatever use you wish to make of it.

One argument is implied but perhaps should have more emphasis.
The McKinsey team have stressed the importance of making operations
more sensitive to regional and country differences; but they assigan
operational policy and standards to the group most remote from the
countries and regions and from actual operations.

Y

DSommers:ea



FoRrs No. 57 INTERNATIONAL DEVELOPMENT ' INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
. ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT [ ON
TO: Mr. M. Shoaib DATE: July 31, 1972

FROM: D. Sommers

SUBJECT: McKinsey Organization Report

1. I agree with the main recommendation, i.e. to organize operations
by regions under Regional Vice Presidents who will have both "area'" and
"projects'" staff and be responsible for country and project aspects.
This development seems inevitable in view of the loads now borne by the
Chairman of the Loan Committee and the Director of Projects and the
prospect that these will greatly increase in the future. 1In addition,
I agree that this line operation structure is desirable because it will
fix responsibility instead of dividing it, thereby facilitating much-
needed delegation of authority and permitting greater adaptability and
sensitivity to regional differences. It will also have the significant
advantage of offering better career advancement opportunities and afford-
ing better training for management succession.

2. Whether there should be three, four or five regions is a practical
matter on which others have more basis for judgment than I do.

3 There are various points on which the report seems to me to be
more specific than is necessary or useful. (This is not a criticism of
McKinsey's work; they were asked to be specific.) It is not clear to
me, for example, that external relations should always include informa-
tion; that finance should always include IDA replenishment; or, as the
report recognizes, that finance should always include administration.
These assignments must be made in the light of the qualifications of
the people involved and the "style' interests and experience of the
President.

4. My major reservation relates to the proposal for a Senior Vice
President for Research and Policy Planning. This seems to me to pro-
vice an unsound structure, to repeat in different form the main defect
in the Bank's present organization, and to be inconsistent with the
principles on which the regional organization is recommended. The
report does not adequately state my objections and its justification
of this proposal tends to confirm rather than remove my doubts.

Basically my difference is that I consider formulatiou and
recommendation of operational policy and standards (as distinguished
from long-range planning and evaluation) to be part of operations and
not a function that should be assigned to a separate and parallel
organization. To do so is to divide what seems to me an indivisible
responsibility (as the Bank has previously done in the area-projects
split). The confusion is reflected in the report which describes the
Senior Vice President Operations as 'responsible for guiding and coordi-
nating the work of the regional departments', but then assigns the same
function, formulation of "guidelines", including policies and standards,
to someone else.
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Put in a different way, this proposal continues the weakening of
the position of the VP Chairman of Loan Committee that has been going on
for years, for example, by the establishment of the "Economic Advisor
to the President'and by putting projects on a coordinate Vice Presiden-
tial level. If the VP Chairman's role of deciding day-to-day area-
projects issues is to be delegated to the regional level, as it should
be, the obvious remaining role for him is policy and standards formula-
tion and coordination. But this would be assigned elsewhere and the
staff he needs for the job would likewise be assigned elsewhere. 1T
cannot recognize this as consistent with the principle of clearly
assigned responsibility. If the SVP-OP is to do a real job he will need,
in my view, a similar staff of his own.

Moreover this proposal is inconsistent with the objective of
reducing the load of the President. "Guidelines" are to be formulated
by the SVP-RPP and "agreed to by the operation organization". I would
predict that much of the arbitration function previously performed by
the Chairman of the Loan Committee will be moved up to the President's
office by this proposal. The SVP-OP will be left as merely an addi-

tional level between the country work and the President.

The report defends this arrangement as "sound in principle".
But when the McKinsey group were asked to give examples of similar
schemes which had proved successful, none was forthcoming; whereas
members of the study team offered at least two examples of somewhat
similar arrangements (UNDP and AID) which had been regarded as unsuc-
cessful.

My suggestion is as follows:

First choice: transfer the whole sector policy planning group,
including its VP, to the staff of the SVP-OP .and. merge it with
the proposed sector support group, the merged group to be
headed by a vice president.

Second choice: transfer at least such of the sector policy
planning group as comes from the projects departments to
the staff of the SVP-OP and merge it with the sector support
group as above under a vice president. What sectoral staff
remains in the research group should be called “"sector studies"
or "sector policy studies' or some such name and should be
regarded as a service organization, the responsibility for
formulating and recommending operational policy and standards
clearly remaining with the operational organization.

Under either alternative what would remain in the research and
sector studies group would not warrant a SVP title in my opinion. The
group should continue to be called the Economic Services Staff and
should be headed by an Economic Advisor with the rank, and if desired
the title, of Vice President.

x o



San Juan, Puerto Rico
July 21, 1972

Typed in Washington, D.C.
July 25, 1972

Mr. Shoaib

You asked me to put a few thoughts on paper regarding reorganization.
The belated result is enclosed. I had to put all this together hastily
if it was to be done at all. I hope it will be of some use.

As you know, I was very interested in the organizational study at
the start and still feel it would be a fascinating problem to work on.
To my consternation I have not had a chance to talk to any of the team -
except once in a hurry about the Delhi office just before that team's
trip was postponed! If there is any useful purpose to be served by my
meeting one or more of the team, please do not hesitate to let me know
on August lst.

Gregory Votaw

Attachment



Notes on Reorganization

1 PS5 The operations of the World Bank can be substantially improved, in my
judgment, by efforts to define issues early in the project and economic/sector
reporting cycle and to agree on the Bank's approach to those issues. Early
definition of issues (and consequently tasks) would mean that for any proposed
project, sector study or ecomomic report, there would be a conscious effort

to define in advance specific objectives, difficulties, resistances within the
borrowing country, areas in which the Bank could or could not compromise, de-
sirable as well as minimal solutions, etc.

2 It will be alleged that this is present practice, but the degree of
detailed early definition of issues which I have in mind is rarely achieved -
or even attempted. The Country Program exercise, while helpful, is too broad,
general and far-reaching to dig deeply into specific project/study problems.
Typically, terms of reference for missions - even appraisal missions following
a series of identification, preappraisal and other costly steps — are very
general, embodying a checklist of all points to be considered briefly rather
than a carefully prepared theory of the particular case.

3. One symptom of weakness in present practice is the frequent allegation
by borrowers that Bank staff members are constantly escalating demands,
raising new points as they work through the project cycle, and bringing up
long-foreseen issues only late in the negotiation process. Another clue to
the importance of this practice is the frequency with which major issues come
up just before or during formal "negotiations" - often without adequate in-
formation being available from preceding field missions for the Bank to deal
knowledgeably with the issue, even though the issue itself reflects no new
development but long-known phenomena.

4, Early definition of issues is possible under the present organization,
but it is by no means necessary Or common. There are few institutional in-
centives to early definition, and these appear to be substantial disincentives;
individuals who let issues drift until very late in the project cycle not only
survive but in fact seem to be rewarded with growing power.

5. Under the present system, loan officers (and also country economists)
may be reluctant to raise issues early in a project cycle for fear of scaring
off or delaying further processing of '"their" projects. Loan officers are

not supposed to know enough to give criticism of projects worth listening to.
Moreover, they may not have enough hard information from visits to the country
to make a well-educated assessment of real issues; even when they do have
useful information, they are seldom asked for it, and it is not unknown for
"yolunteers" to be told to mind their own business.When Projects' personnel
are enthusiastic about a project Area officers may be reluctant to express
doubts; they want to make loans, they respect the judgment of the specialists,
or they may wish to cooperate in one case to improve the chances of cooperation
from Projects another time when the proposal originates with Area.
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6. Fortunately, there are many cases where communication is candid and
teamwork is fairly efficient at all stages of project development. But it is
disturbing to note how often this is attributed to good personal working
relationships among individuals involved. They can do good work despite the
system ! The fact is that nothing in the system demands early identification
of or agreement on major issues; it can happen, but need not. Nor, so far
as I can make out, are P&B and/or in-line supervisors judging départmental

or professional performance on the basis of how often the individuals are
surprised (and delayed) by important questions being raised late in the
project cycle. Top management considers itself a court of last appeal to be
brought into operational questions only after all efforts to reach a comw~
promise (sic) at lower levels have failed - when, of course, much time has
already been wasted and the issue is often so exacerbated that no constructive
solution is possible.

T Another evidence of weakness in the present system is the way in which
the judgment of senior officers is employed in major lending (or economic study)
operations. It is possible to consult senior officers - at Department Head
and Vice Presidential levels - in the early stages-of projects (or economic
sector reports); but it is by no means required nor is it common practice.

As a result, senior judgment is often brought to bear for the first time after
field appraisal, after most of the budgeted man-months have already been
spent. One, even hears advocates of the present system boast that they can
make a more objective evaluation of project proposals because they come to
them fresh at Loan Committee stage, never acknowledging the exteant to which
this "freshness'" is paid for by very considerable waste in the preceding one
or two years of work by appraisal personnel, consultants, other UN agencies
and the borrowers' already overworked economic management teams. Is the

Loan Committee stage a good time to raise important issues? What mechanisms
exist to encourage flagging (and deciding) most of these issues earlier?

Most of the important issues clearly can be identified early. How many sub-
optimal decisions are taken now "because it is too late" to begin discussing
the real problems at L.C. or negotiation stage?

8. The organizational alternative which strikes me as most likely to over-
come present wastage is an arrangement under which issues are identified early
at the level of a single Department Head. It is important that issues be
specified, to the extent possible, before much manpower or other effort is
expended. Doubtful points, e.g., on the specific interpretation of general
policies to any particular case (project or study), would be referred to the
appropriate Vice President (or loan/policy committee) for guidance - again
before most of the preparation-appraisal process. Needless to say, such a
procedure would not - and should not - preclude post-appraisal review; but

it should make more efficient use of preparation/appraisal resources and also
might well reduce negotiation and supervisory costs.

9. Under the proposed arrangement a Department consisting of 50-70 pro-
fessionals would include both generalist 'loan officers'" and economists as

well as specialists in the main sectors of lending for that Department. 1

see no alternative to organizing such Departments along geographic lines, since
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the main unit of economic management in the worid we serve is the nation state.
The simplest case to illustrate is for the largest borrowers of the Bank Group,
e.g., India, Indonesia, Brazil, etc., where about 50-70 man-years of effort,
taking the Bank as a whole, (and including field offices, legal work, research
economists, etc.) are already deployed annually - or so I would imagine and

P&B could verify. Such Departments could easily be divided into five or six
sector Divisions within each country Department. Other multicountry units
could doubtless be defined in terms of similar workloatis - either past or pro-
jected. There would still be a need for substantial residual pools of special-
ists = for example, in the family planning field - to be tapped by all Depart-
ments. There might also be significant interchange of specialists among
countries as well as longer term transfers from area to area to reflect changing
work loads.

10. The most profound objection to this type of organization is that it
seems to fly in the face of the present "adversary'" procedure between Projects
and Area. I have already said that in my experience this "adversary' procedure
is not only inefficient in the use of manpower but also unsatisfactory as a
means of maintaining meaningful quality control. It is not really a procedure
comparable to adversary proceedings in law nor is our work suited to that sort
of treatment. The greater teamwork of the recommended organization would
improve quality, in my judgment, whereas the present structure is competitive
in only the worst bureaucratic sense, without significantly improving the sub-
stance of the argument or the content of decisions. Specialists and generalists
working together under a single department head are more likely to reach
accurate and searching judgments than under present procedures of inter-
departmental competition - with all the secrecy, jealousy and infighting that
separate bureaucratic units tend toward. Professionals of the level of in-
tegrity employed by the Bank will continue to express differing points of

view, even if they work in a system which offers fairly quick adjudication.
Under the proposed system decisions should be arrived at more promptly and
sustained more consistently through the project cycle than at present. The
system is likely to improve staff morale without in any way undermining or
dampening the critical faculties of professional and other staff members. Issues
might well be debated more freely within a departmental unit than they are at
present, since staff members, especially at lower echelons, now fear that a
particular finding will embarrass immediate supervisors in front of other
(competing) supervisors (including Department Heads).

11. Another major objection to the reform here recommended reflects the

very practical and immediate problem of reassigning fairly senior officers in
the present structure. Will the Deputy Director for South Asia, who fancies
himself having some influence over all programs in eight countries, be pre-
pared to assume greater control over (and responsibility for) a similar

number of professionals, but all working on a smaller geographic area - even

if he is "rewarded" with the (devalued) title of Department Head? Will a
Projects Department Head be content only to retain his present rank and be given
real responsibility for diverse programs in a limited geographic area? Such
psychological adjustments will be difficult, even if properly prepared. But if
the organizational principles outlined are appropriate for the Bank in the 1980's,
then movement in that direction should be started immediately, perhaps with
attractive options outside the organization for those who consider the adjust-
ment too difficult.

20
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12. A third objection to the proposed organization is that it would increase
the tendency toward interference by the Bank in member countries' sovereign
concerns. Countries would be dealing with one Department Head rather than
several, and with a somewhat more coherent, tightly defined country program
than at present. There are risks in that, but I think they are well worth
taking. After all, the department head will still be operating under a manage-
ment that decides at what level to lend and broadly for what purposes; the
department head will make recommendations regarding these major parameters

and then be responsible for maximizing returns (however he and management

agree to define them) from that level of investment. There is mno doubt in

my mind that it would be more efficient; partly for that reason such a system
would expose weaknesses and strengths of senior officers in a different light
than the present one we are used to. Of course, under the present arrangement
each department blames its difficulties on another - and is usually accurate

in doing so! I suspect that under a streamlined administration "interventionism"
would increase but would be more effective and would also be less offensive

to member countries (e.g., less likely to beat dead horses or press untimely
issues). Aid, being handled more efficiently, might become less "fatiguing"

to donors and recipients alike.

13 Obviously, if the general concept proposed here were to be considered
seriously for implementation, much more would need to be written - e.g., to

be sure we agree on the Bank's overall objectives and to work out organizational
details within and among new departmental units. Lending operations and
economic sector work have to be lumped together (largely so as not to forget
important economic "operations' altogether) but these are distinctions that
need to be made (since, for example, the adversary principle does not work
much at all in the economic field, where it might make more sense). Cases
could be cited although this is treacherous, since every good bureaucrat

will insist that he saw all foreseeable issues at the earliest possible

moment; moreover, some issues which I consider silly or irrelevant are
obviously considered very important by some of my colleagues. But there

is no point in going into such elaborations of the basic theme, if the central
concepts are not accepted by Management.

14. In any case, from the foregoing it will already be clear that my
principal criteria for judging any proposed reorganization of the relationship
between Projects and Area, which McNamara has called the core of the Bank,
would be the effects of that reorganization in making more efficient use of the
Bank's manpower. Quicker decisions. Shorter, simpler chains of command .

No "tabla rosa" approach to appraisals and other field missions. No pretended
adversary procedure, but rather a freer interchange of ideas in the midst of

a Director with power to decide and manage. Shorter distribution lists for
shorter reports; let a few people go through these documents carefully - and
let them be sent quickly to borrowers (and other knowledgable readers) for
comment; let's drop the long distribution lists as well as the long reports.

15 Comments would be welcome!

G.B.Votaw
July 1972
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DALD BANK) Cable Address ~-INTBAFRAD

.oj INTERNATIONAL DEVELOPMENT ASSOCIATION

Cable Address -INDEVAS

1818 H Sixeet, N.W., Wasl‘l_ington, D. C., 20433, U S A.
Ares Code 202 « Telephome - E Xecutive 3.6360

July 22, 1972
Mr. Mohammed Shoaib
Vice~-President
IBRD
1818 H Street, N.V,
Washington, D.C. 20433
Dear Mr. Shoaib,
1. You asked me to put down before my home leave my reaction to

the draft McKinsey report and the subsequent discussions you had with
the McKinsey team. Due to an unforeseen need to attend a Chana debt
meeting in London during most of this week, my comments would have to
be briefer than I had planned, but I think they cover the major points
which I have expressed during our discussions and should enable you to
see how you could "count my vote" when you finalize your Commitiee's
report.

2. I fully support the regional approach suggested by McKinsey.
The Bank has grown too large to operate effectively under its present
organizational structure:

- because of larger scale operations, present Area/Projects
relations lead to often to destructive tension rather than
creative tension,

-~ because of larger scale, projects staff become too far
removed from country considerations. Result: project

approach may more often diverge from the countries develop-

ment objectives.

- because of larger scale, borrowers find it more cumbersome
to deal with the Bank. Borrowers view its organization as
too fragmented with a seemingly large number of units
(departments and divisions) dealing with substantive
decisions affecting their country. This causes confusion,
irritation, and resentment.

- Bank field offices can't cperate properly now, These can
and should become more important in our operation work and
the regional approach would seem to enable this to take
place.
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= at the staff level we certainly need more and better team
work approaches to development problems and Bank operations,
Again the regional approach seems to provide this more
effectively than today.

- Inter-sectoral approaches to development problems are now
most difficult to bring about. The regional approach would
seem to make it more readily workable.

3 In determining what type of regional structure is best suited
for the Bank, the following points seem important:

(2) since there is no "tidy" solution which will give each regional
unit fuller control over all staff needed for project work, it may be
better to have three or four regional units rather than five, In the
first place, three or four regional units would reduce substantially the
relatively large and apparently cumbersome unallocated technical pool
under a structure of five regional units. Secondly, the problem of
borrowing staff from other regional units - because of the peak problem -
the use of project staff would seem better accommodated under less than
five regional units.

(b) it is utmost important in my opinion to have the Regional Vice~
Presidents report directly to the President. The proposal to establish a
Senior Vice-President for Operations does not seem advisable. On the
other hand, an Executive Vice-President working directly under the President
as his substitute whenever required, has merits. (If a Senior Vice=-
President for Operations is needed temporarily it would seem better to make
him an Executive Vice~Fresident in the President's office - even if there
have to be two bearing that title temporarily.

(¢c) A regional decentralization of the project work is not enough
in itself to do the Bank's work more effectively. Equally urgent is a
regional decentralization of the Bank's economic work. As a logical
corollary to McKinsey's Area/Projects “core" recommendation, the regional
units should also absorb parts of the central economic complex. The basic
objective behind such a move should be to staff each regionzl unit with
enough economists to staff their own economic missions = or at least most
of the staff required. While today Area departments do have country
economists, they can frequently only staff less than twenty-five percent
of staffing needed for field economic missions. Consequently, I would
recormend that regional units be staffed with their own fiscal economists,
sector econonists, commodity experts, statisticians, etc.
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(d) the Vice-President for technical policy (or whatever the latest
title given to him by McKinsey) should be given control over what remains
of the economic work done by today's Economic department (except what
has been shifted to the regional units). This would overcome a basic
organizational problem we face today - namely, the inadequate coordination
between the technical and economic work done by projects department on
one hand, and the projects related economic work done by the Economics
department on the other hand., (This problem still remains, although it
has been reduced relative to what it used to before, under the leadership
of the new director.)

(e) the long term development planning unit should, I believe, be
separated from the others under a Vice-President. However, its staff
should be relatively small. The emphasis here should be on quality
staff rather than quantity. To ensure that it does not become an "ivory
tower" unit removed from the mainstream of the Bank's operational work,
frequent rotation of higher caliber staff should be envisaged - both
between it and the regional units and also exchanges with the technical
policy staff.

(f) in order to sharpen up the economic work done within the
divisions of the regional units, and to ensure a more logical and attractive
career path for country economists, each of the divisions on the Progranm
side of the regional units should have a senior divisional economist who
can supervise and provide more dynamic leadership to country ecocnomic work.
At present the division chiefs far too often fail to do this job properly
and the senior econonists from the Front Office of today's Area departments
are too far removed from the action to be effective,

(g) in order to provide effective use of the Bank's Cooperative
Program with other international organizations it would seem necessary to
organize the sub-units of the Cooperative Program staff on the same basis
as the Bank's regional units,

L. In the implementation of the regional units it is, I believe,

of utmost importance for the acceptability of such reorganization to the
Bank's staff that it is made clear that it is a reorganization that not
only is directed towards the project staff, but that also a re~evaluation
of today's Area departments is envisaged. Consequently, it is important

to stress that the staffing of present Area units will not necessarily
remain unchanged. It would seem particularly important to the acceptability
of projects staff if one of the regional vice-presidents could be appointed
from within the present Projects complex. If this is not possible, at
least one should recruit project staff for some of the Assistant Vice-
Presidents for Program and the Program division chief jobs.
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5e While I strongly agree with the need for a speedy decision
on the basic "con" problem and would hope that the President can
announce such a decision by mid-August, I strongly recommend that much
more time be given to the subsequent stage of that implementation =
namely, the appointment of staff for all jobs in the new regional units
proposed to be completed by mid-September. This is going to look too
much like a steamroller operation and more time should be allowed =
particularly if, as I thought we agreed, it is necessary to take a
complete audit of Bank staff resources before appointments to the new
positions in the regional units are finalized.

Sincerely yours,

leif E. Christoffersen

FE N'S DEPARTURT «
TYPED AFTER CHRISTOFL‘LRSON
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OFFICE MEMORANDUM
Mr., M. Shoaib DATE: July 7, 1972

Davidson Sommers

McKinsey Study

The point I was trying to make when I saw you on the sidewalk
this noon was as follows:

(1) I believe that any new top management structure would be
seriously handicapped by the continuation of the President's
Council, in actuality or in concept. I have always been
dubious about the idea, but it is essential in my opinion
that under a new structure the President be free to adopt
different forms of top level consultative arrangements at
different times and for different purposes.

Whether or not McKinsey mentions this, I think your Group ought
to express a view.

S .

cc: Mr. Rohrbacher
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more of e .a;;;:s-:.e;:-;__m-.- fund-raising act.: ties ncow hasdled by the V2 we.d



£zl o toe Tossstver, viho seexad wifssutiilec. &F prasent, this “savine
the VP free to spend time cn the clisr deperzrents in his w:.u:.:.:o.'_'_ & ’.:‘::e
other a ternstive was to conzine the VP-Finence ard th¢. Treasurer

positions in one, to reccabire the present Tressurer's and Controller's
staff in a financial services departyent &g o eliminate the Controller's
positica.

Tuxning o the Controllex's leparcrent, 1. Gedriel sald h_s department
at presenc handled sore ectivities pormelly In the Treasurer'’s area and was
not responsible for others nours’ly in Controiler's. 3As example of the
formers, he sald that Coatroller's proviied camplete back-up for =1l invesiment
wozk o Tressurer's and had ¢z facoo the invesarant respornsibil_cy for IDR;
e Investmenyd Divisica contcefpiaced in Dressurer's at the time of the gplit—up
of tha two departments had rever bexa staffed. IHe a.,;.ee:d to prepare a note
for Mr. Shoaib on the rel: t...ve x0.e3 of Treasurer's and Controller's in
respect to the hendling of investosalts. ks exemole of tne latter, he thougnt
thaz the budget and f:l.narc:.c_ orojecsios '...'..’.;.J.O""‘ ssioned ©o 2.& BE. should
mie eppropriaiely be hardied by Comrolle='g., Mz Georiel Zelt that cne

“ozgenizaticnal volt, wstever Loo nors, £aCuld e the primsry sousce of
".c....C""" infoxmacion foir the Baric Sous. also, the Bank ned to decide whether
= wanted ©o have the a,,-;_;lce cr tha ;.L.o_.«_a:_cﬂ of budgstary c:;m:':ol, he
c\g...ea\.. thiat trensier of tha r\..’“:c.:;;.:u.l..g.-r 1:1\.... rne organizaticnel wnit to the
ocher weilé not bring impro et wless the nmenagemsnt was Limly Dei‘_md
the eficst o improve c\:;ol He a:’a.c‘.;cl ;_‘u:.., that the Bank had more to gain
from improving the financial decisica-msking process than from im “‘*oved control
over administrative expenses buc et &s & taxpayer-sup,_*ao:ted entity the Bank
had to ke concerned about its imace.

4..
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3. ErErasoTigns

Tozezorarts and Controller's share the task of executing investment

socncactions. This task comprises intitiating purchases, salss,
suitches and ogening or closing tims deposits by cable, telsghone

As a rule, trensactions that require negotiaticn, like

Tz cranding of US Time Deposits or purchases of large amounts, are

exccuted by the Treasurer’s. Controller's initiastes routine tran

aecigns like purcheses and sales of treasury bills.
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WBG ARCHIVES
Dear Shoaib:

I read over the draft McKinsey report on the plane
coming to Burope yesterday and, as promised, I am writing
to give you my impressions. I do not have time to set
forth my views at length, but since you are familiar with
them I don't think it is necessary in any event. In the
body of this letter I am making the points which seem to
me to be of major importance; minor comments are set
forth in the attachument.

l. The report secems to me a vast improvement in
presentation over its immediate predecessor.

2. I think McKinsey makes a persuasive case for almost
all the steps it rocommends up to the final step of "sub-
stantial modificati a of basic structure". The report
states that the changes recommended through step 4 "come
very close to meeting most of the objectives of change"
(pe 2-10). Tae only additional arguments for going to
step 5 are that somehow this step will make the other
changes easier to accomplish (the opposite could easily be
argued), and, more importantly, the concept that step 5
would firmly establish "accountability for country program
development and achievement of planned program results"
(p. 2-11). It seems to me that this concept, while
admittedly of some validity, is far more applicable to a
commercial venture than to an institution such as the Bank.

Mr. Mohamed Shoaib
Vice President
International Bank for
Reconstruction and Development
Washington, D.C. sila



The establishment of accountability, in any event, is not
even possible at this stage under step 5. As against
these doubtful advantages, adoption of step 5 now would
cause a major disruption of staff and would inevitably
create an unfortunately large '"pool'" of manpower.
Accordingly, I do not believe McKinsey has made a
persuasive case for adoption of step 5 at this time, and
I am not persuaded that a change should be made.

Se The real argument in favour of step 5 seems to me

a quite different one than McKinsey has advanced, i.e.

that by 1980, or some time sooner, the Projects Department
will become too large to be manageable and the Bank will
therefore need to be broken up into what will be, in effect,
three, four or five regional Banks. It is clear from the
figures given by McKinsey that this state of affairs is
still a few years off. I think what we should do, there-
fore, is to move towards solution 5 but delay its full
implementations for another four or five years.

ki, The way to move towards full implementation, it secens
to me, is to make now almost all the changes which McKinsey
recommencs but proposes should be delayed because of the
disruption which would be caused by step 5. In other words,
I would take the first four steps recommended on page 2-2

: o S e ; ; ¢
and, in addition, most of the other recommended changes in ,uﬁdt ,ﬁ,ﬁ
the rest of the Bank's structure, all of which would facil- BAtfﬁ prw”
itate adoption of step 5 at an appropriate later stage when ‘@Eﬂkuﬁa-
in this way would mean creating the position of Executive e

Vice President immediately and avoiding the unnecessary step
of having a Senior Operating Vice President. It would also
give us ample time to work out the substantial personnel
reassignments which step 5 involves.

it could be done without creating a large pool. Proceeding l {

De I have some doubt whether the new Vice President -
IMinance should be responsible for IDA Replenishment as well
as for Bank marketing operations and financial policy.
Dealing with the market and dealing with governments are two
very different things. Depending upon the personalities
involved, the IDA Replenishment task could ve assigned to any
of three persons: the Executive Vice President, the Vice
President - Finance, or the Vice President - External Affairs.

5 I believe there is a real question whether the
planning and evaluation functions should be combined under a
single Vice President. My reaction, in the absence of dis-
cussion of the problem, is that there should be a Vice
President - Planning, and that the evaluation function

o/



should be assigned to the Senior Vice President for Economic
and Technical Policy. Similarly, I do not see any
particular merit (although there may be some) in trans-
ferring responsibility for "organization and processes"

from the Vice President - Management Services to the Vice
President - Planning and Evaluation.

7 I believe the recommendations on page 3-13 with
respect to IFC are inadequate. To give the Executive Vice
President of IFC the title of Vice President of the Bank
seems appropriate, but so long as he is responsible for
IFC operations and not for Bank operatiocns, I do not
believe that he will be effective in coordinating the

Bank Group's overall industrial strategy. As you know,

we tried something similar through the creation of the
Industrial Coordination Committee, under Bill Gaud, and it
did not work. The reason for this, I believe, is that the
IFC work is so demanding that the man in charge will
necessarily give it priority unless he is also responsible
for the industrial work within the Bank. That is why I
proposed, and I gtill believe it would be desirable, to
create a Bank Vice President for Industry and to delegate
to him responsibility for supervising the work of IFC, the
Industrial Projects Department, the DFC Department and the
Economics of Industry Division.

8a A final word about the central economic and policy
staff. I still remain of the view that it is unlikely that
we will be able to attract and hold quality technical staffl
for purely stafi functions. It is easier to do this with
economists who are used to staff functions than it is with
technical personnel who are generally operationally oriented.
AID never succeeded in getting top-notch people into its
central technical group and neither has UNDP where somewhat
the same kind of reorganization recommended by McKingey has
been carried out. That is one of the reasons why I think it
is important to combine the economic and technical policy
groups and to see how they work together before we go through
with the full implementations of step 5.

I don't suppose any of the foregoing will be of a
surprise to you but I thought it might be helpful to put my
views on paper nonetheless.

‘ of



Att.

I wish I could be with you Wednesday morning.

Best regards,

Sincerely yours,

8 -/?
| fek

\j rl!..'/"-'

Richard H. Demuth
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Minor Comments

Ls Page iv - ten lines from the bottom - insert the
word "more' before the phrase '"lending to boorer countries'.

2 Page v - six lines from the bottom - delete the word
"‘more" or indicate what comparison is intended.

B Page 1-4 - five lines from the bottom. It is
incorrect to say that water supply is one of the four basic
sectors in which the Bank initially established its lending
operations. It took a long time -- I think almost until
1960 -- before %he management was convinced that water
Supply was a respectable object of lending. Lending for
agriculture preceded water supply by many years.

b, I do not agree that the procedural changes suggested
will be facilitated by structural changes. If we want to
introduce the Proposed procedural changes in the Processing
of projects, I think the best way to do it would be to
convince Messrs. Chadenet and Baum of the desirability of
the changes and not to remove Projects personnel from under
their technical control.

s I find the last paragraph on page 2-9 wholly un- J ﬂlgrméf ‘
convincing.

Bia Tre absence of any evaluation of the contribution of a;~ &
the Developme... Research Center to the Bank's objectives
seems to be a aoticeable omission from the report. o
7 Page 3-17 - nex: to last sentence. I believe the "ﬁﬁc -
projects selected for review should be chosen by the Senior 3 e [ San
Vice President - Lconomic and Technical Policy in consultation 1 ﬁﬁ L
with the Regional Vice “resident, instead of vice versa. | A lﬂiht

/

- “Ld
&y On page 4-%, in the paragraph numbered 2, "technical aéf
assistance" should be added as one of the non-financial A T
assistance activities that the Bank carries out. A -
9. On page 5-4, the statement "that the slightly 'civil {
service' atmosphere that prevails can and will be blown away" \ - ‘I
by the McKinsey recommendations strikes me as a little silly. ﬂtﬂﬁbu}
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I am not commenting on all the exhibits and
appendices which I am sure the Committee will go over
carefully. I do want to note, however, that I found
the very large number of these charts and tables, and
the order in which they are presented, thoroughly
confusing. I believe a number of them could be omitted
without any loss. In particular, I find Exhibit V
complicated, confusing and in many respecls erroneous.
I also do not believe that presentations such as Exhibits
XXIV and XXV add much in the case of a sophiscated
organization such as the Bank.

One final remark. The “"Present Appraisal Cycle"
in Bxhibit XAVII still dces not contain the important
step of the "back-to-office report'.

! IJ."’.’{ ‘.f'
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION, AND DEVELOPMENT CORPORAT | ON
TO: Mr. Mohamed Shoaib DATE:  June 21, 1972

FROM: John A. n.ng{
SUBJECT: Organization Study: Views

1. Since I will be on leave when the consultants submit their next effort,
I thought it might be useful if I were to set down my ideas on the consultantst
work and their proposals for change.

2., As I indicated to you earlier (memorandum of March 23), I have had some
reservations about how the consultants have gone about their work. In brief,
I think they have spent too much time listening to what people say about the
Bank and its operating characteristics and not enough in experiencing and
analyzing these characteristics. As a result, they do not fully understand,
I believe, some of these characteristics or such matters as how quality is
achieved and maintained and the physiology of the project cycle. 4s a result,
their conclusions and recormendations are somewhat distorted. In addition,
this approach means that their proposals are based on hearsay, and makes it
very hard to examine those bases in a rigorous and objective way.

3. Farthermore, in spite of the number of interviews, I think that for the
Projects Departments as a whole there is a feeling or an impression that the
interviews have not provided a good coverage of key staff, or conveyed a
clear impression of the consultants'objectives or of their interest in trying
to understand the whole project cycle or how project work is done.

. '
k. I understand and share the consultants' very real concern for (a) greater
delegation, particularly at the top levels of the organization, (b) a couniry
focus in the Bank's work, and (c) efficiency, but I share the fears of the
Study Cormittee that the consultants' Solution IV, as elaborated at present,
will provide these benefits at a very high cost and possibly will not provide
some of them at all. The reasons for this are summarized in the minutes of
the Study Committee, particularly those of meetings on June 12 and June 13,
and in a more fragmentary form in my memorandum to Mr. Graves of June 20 on
the Presentation of June 8. I also believe that there are other less costly
ways of achieving these benefits.,

5. Tpe consultants appear to have concluded that risks of reducing project
quality should be accepted in the interest of speeding the appraisal report
rele and achie o some of the objectlives described above. Solutions I

h td\g;g measures limiting quality control, the most extreme
he

g those in Solution IV where quality control is M%mj
‘operations and made ex post facto and where the conditions of work make
unlikely that top quality staff can be attracted to this work. Given the
enormous pressures to get on with lending which now exist and will, I believe,
persist, it seems highly likely that these measures will, in fact, result in
projects of lower quality. It is just so much easier to leave out certain
elements of a project such as training or institutional changes, to accept
the country's view of the future demand for power instead of making an indew




2.

pendent analysis, not to require changes in the lending rates for credit

projects and the like that these difficult but important elements of projects
will drop by the wayside under Solution IV, For this and other reasons, I
am opposed to Solution IV, as elaborated at present, and I do not share the
consultants' coalidence that the gaps, flaws and inconsistencies in it can

be so easily repaired.
6. Two other characteristics of the consultants! work also trouble me:

a) One is the use in the Presentation of June 8 and elsewhere of
the word "technical" in describing project work (e.g. item L
on page 12 - "with the projects departments responsible for
the technical soundness of projects"). The technical aspects
of a project are only part of the project and certainly not
the most difficult part. If the use of this language in dese
cribing project work means that Projects Departments staff are
to be concerned only with the technical side of a project,
the concept of a project and of project work has been come

Pletely altered and drastically downgraded., "~

Current thinking about projects is that they are designed to
provide the borrower and the member country not only with a
capital investment which will contribute directly to economic
development by providing an adequate rate of return but which
will also provide such other benefits as the transfer of
knowledge and experience, institutional and policy changes or

. social and human development through training and demonstration,

” achieve these results, organizational soundness is at least

as important as technical soundness and probably more so. ‘
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Furthermore, it is well known that analysis of 'problem projects®

reveals few projects which are in difficulties for purely tech-
nical reasons; most of the problems relate to instituticnal
and organizational matters. It seems to me, therefore, that
if the consultants really mean what they appear to be saying,
they are making a serious mistake which will adversely affect
;’/i, the Bank's work and development generally.

/ v) My other concern is over the consultants' apparent concentra-

- tion, not on the project cycle as a whole from identification
through disbursement (or longer in some cases), but on that
part of it from field appraisal to Board approval, what might
be called the appraisal report cycle. They have concentrated
on the appraisal report cycle and on suggestions for speeding
it up and have paid little attention to elements of the pro-
Ject cycle outside this and problems to be found there such
as delays in disbursements and project execution. Since the
main business of the Bank is not to have loans approved but
to foster economic and social development, this concentration
seems to be wrong. .

7. I would favor a solution along the following lines:
a) Improvements in the planning system. As I pointed out in my

memorandum of June 15 to you on this subject, such improve- o

ments can and should be made independently of any other
structural or procedural changes,

T
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b)

«d)

3.

Maintenance of the Projects and Area complexes as they now
are with the exceptions set forth below:

i) The staff of the Projects Departments would be M
assigned to the greatest extent possible to J -
countries within a single Area. Scheduling of /rﬂr ’./
project work would continue to be under the con-\ 1,1 / ‘{
trol of the Projects Departments but Area would | r/r
be expected to participate in the planning, | W’J) ‘[‘M

ii) The Industrial Projects Department, the IFC, the MJ V
Development Finance Companies Department and the W\/
Economics of Industry Division would be grouped -
together under a separate vice president in order "
to achieve a coherent approach to industry and / (\M»
industrialization. To the greatest extent pos=-

sible staff would be assigned to countries within
a single Area.

-\

#

Improvement in procedures. From the beginning of the study,

Mr. Demuth has urged the consultants to devote as much thought
to improving procedures as to structural changes., I am not
certain that all of the procedural improvements suggested in /
the consultants' proposals of June 8 will work as they sug-

gest, but some of them are worth trying and I understand there
are more ideas which have not yet been displayed to the Study
Committee. I believe that improvement in procedures has con=
siderable potential.

Delegation. I believe that some of Mr. Knapp's work in resolve
ing differences between the Area and Projects Departments could
be delegated. Some of the problems come up repeatedly - the
on-lending rate in credit projects, approval or consultation
for appointments to key posts, rate-of-return covenants s
expatriate managements and the like. These qQuestions could be
delegated to specialized individuals who could act as trial
examiners making an initial judgment for review by Mr. Knapp.
Alternatively, as you have Suggested, these and other respon-
sibilities such as the allocation of IDA funds could be dele-
gated to two or three regional vice-presidents.

I also believe there may be opportunities for greater dele-
gation within the Projects Departments to Division Chiefs and
Senior Chiefs of Mission, particularly now that staff is not
being increased so rapidly. :

Such a solution, particularly improvements in planning, would test whether

M risks and costs connected with a major structural change like Solution IV

need to be seriously considered. If such a solution brought about significant

JAKing:1b

. improvements in Bank operations, as I believe it would, it would be unnecessary
/% to consider drastic structural change. On the other hand, if it did not, many
of the measures would be elements in or constitute a basis for structural change.

"cc: Messrs, Shoaib, Sommers, Demuth, Twining, Christoffersen, Messenger,

Schumacher



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR I INTERNATIONAL FI!INANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OFFICE MEMORANDUM
TO: Mr., Michasl Graves DATE: June 20, 1972

FROM: John A, mgaﬁ
"'SUBJECT: Presentation to the Organization Study Committee of June 8, 1972

1. Because it is difficult at the sams time to talk and taks notes of the
meetings of the Study Committes, I thought it might be useful for me to
supplement my oral comments on the Pressntation to the Organization Study
Committse dated June 8, 1972. I am keenly awars of thes very diffieult task
pressntad to the consulunts and the pressurss of time under which they have
worked, and I would hope that you would accept my comments, which night
appsar somewhat critical, as mads with the best of imtentions,

2., Pags 3 - Step I: Understand Benk (bjectivss: The Study Committes has | /-
already commsnted on the basic statemsnt of Bank objectives, but I fimd thse s
statenmsnt as expressed on pags 3 so wrong in tone and emphasis as to give me ) fom
great doubts of the comsultants! uaderstanding of the Bank and its objectives hs

as they exist today.

3. Page 5 = The Table "Ths Bank's Role is Changing": Such a table is
obviously very useful and should be 2 part of the consultants! report, but
the table, as presented, has a aumber of flaws. Some of these have already
been noted by the Study Committes, particularly those relatiang to supervision
and domor coordinmation, but, if I understand correctly what is meant by the
heavy lines and arrows, I am left with a very confused impression, For (_i,‘.-‘.-"—"'
example, the Bank has been giving advice on country developmsnt through ths A
means of gensral economie survsys since 1949; donor eoordimation has been )L
going om since 1958 and 3o on, so that thess are not new dap:u-tares. I be.. U™
lieve major work is required oa this table. .

L. Pags 6 - The Bank's Major Managenent Requirements for Effeciivensss:

Mr. Demuth has already commentsd om A, Country Bas=sd Approach (i.e, countriss
determine their own objectives; the Bank kelps them im developing stratagiss

to carry them out), aad I would join him in his comments., Under B, Technieal/
Financial Soundess of Projects, a mumber of poiats should be mads, First,
projects should be sound from more aspecis than the techmical and fimancial
(i.e. economic, managsrial, ergamizational, emvirommental, etc.). Second,

the Stady Committee has already raised questions concerming item 7 "Respon-
sibility for reviewing prejects should be separated frem respomnsibility fer
preject preparatisn and exseutisan", Third, I believe responsibility fer estiab-
lishing standards and policies relating to the soundness of projects is

already clearly defined and is the responsibility ef the Office of the Direcior,
Prejects, Cenditiens, particularly conditions relatiag teo projects, are a
matter of judgment, and im arriviag at that judgment, consideratiens relating
te the techmical characteristics ef the project must be balancad agaimst macre-
economic and political considerations relatiag to the country. Responsibility
with respect to exercisiang this judgment is also clearly defimed; it is the
responsibility ef the Chairman of the lean Cemmittes., Yeu may believe that



2,

this responsibility is lecated im the wreng place, but at preseat it is
clearly defined. Fourth, as was reflectzsd in the discussiens of the Study
Committee, the conditiens set in items 9 through 1L were net fully met by
Solutien IV, as elaberated at present.

S. Page 7 = Summary Evaluatien of Curreant Bank Organizatien: Item 2 sug-«
gests that Arsa Departments are unable te exsrcise any control ever the
activities ef ether departments with relation te the ceuntries fer which they
are responsible., I de net believe the situation is nearly as bad as yeu
suggest here and I wender if, im fact, yeu really mean te say that it is. Im
my experience with training activities, fer example, the Prejects Depariments
are rather careful te werk clesely with the Area Depariments in this peliti-
cally sensitive area,

In Item 3 yeu suggest that the dual erganizatien structure prevents effective
delegation to residant field missions. I questien whether that is the real
cause of this problem., I submit that there are more fundamental cuases -
one human and ene substantive. The human reason is that seme technical staff
in the field effices have been recruited directly te werk in these effices
without prier werk at headquarters. As a result, technical staff at head-
quarters eften do met knew them persenally and have not had the experience of
working with them. Under the circumstances, it is difficult fer technical
staff at headquarters te delegats full respensibility. A more serieus diffi-
culty, I think, is that technical werk has many aspects and a single persen
in the field may net have the capacity, experience, and training te cever all
these aspects., It is, therefere, impossible te dslegate full responsibility
te him.

Item 5 suggests that operating procedures are too inflexible. I would submit
that they have considerable flexibility., For example, the degree of detailed
engineering required before presentation to the Board varies according to the
type of project. I have already commented on the fact that repeater projects
are not necessarily easier to process than new projects. I am not sure what
you mean by "simple loans", I would like to see substantiation of the state-
ment that "standard conditions are often applied irrespective of the nature
of the project and the specific problems of the country"”.

Ttem 6 suggests that it is difficult for some Projects staff to develop an in-
depth country knowledge. I would concede that more could be done in the way
of allocating technical staff to certain countries so as to acquire in-depth
country knowledge, but I would point out that substantial numbers of technical
staff do have in-depth country knowledge already, and that under any organi=-
zational arrangements a certain number of technical staff will never have ine
depth country knowledge because they will always have world-wide responsi-
bilities. I would also add that tying technical staff too closely to
particular countries may limit their professional development and make the

working climate less appealing.

Item 7 implies that under the existing organization, quality might be sacri-
ficed under pressure for lending because of the lack of an independent unit

with exclusive responsibility for policy formulation and quality control. As

was pointed out by Mr. Demuth, the Office of the Director, Projects, as presently
constituted and operating, provides quality control. In fact, in other parts

of the Presentation one gets the impression that the consultants believe it
provides too much quality control. Consequently, I do not think the risk of
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poor quality is a serious one under the existing organization, but I do believe,
however, that quality control may well suffer under Solution IV precisely be=
cause it is to be exercised ex post facto by a unit divorced from operations.

Ttem 8: I would submit that the establishment of policies and quality control
standards is already the highest priority task of the Office of the Director,
Projects.

Ttem 1) suggests that the project cycle seems over-eclaborate and leads to une
necessary delays in the execution of projects. I am not sure whether you are
referring to the entire project cycle (i.e. from identification till the loan
is fully disbursed) or to what I might call the appraisal report cycle. I
would submit that what may appear to be delays in the appraisal report cycle
are often necessary to insure proper conditions and understandings necessary
for successful execution of the project and may well shorten the total pro-
Ject cycle. As far as the overall project cycle is concerned, I would be
interested in seeing any substantiation of the conclusion that procedures and
practices relating to it are over-claborate and time consuming.

6. Page 10 - Solution I: Mr. Demuth has already noted that Item 1 for
improvement of Economic Work. reflects steps which have already been taken.
Item 1 under Project Work re:uires several comments. First, I have already
commented on the differing characteristics of various repeater projects.
Second, project preparation and appraisal are already very closely related
and over the years numerous steps have been taken to have preparation work
done in such a way as to facilitate and expedite appraisal.

Item 2 under Project Work reflects some misunderstandings. Firsti, Area
Departments receive copies of the white cover appraisal report as a matter of
course. Second, in the past, loan documents were not prepared until after
the green cover report had been approved by the L2on Cormittee. This often
resulted in considerable delays in sending the invitation to negotiate. To=-
day, however, the loan documents are prepared earlier and the invitation to
negotiate goes out very shortly after approval of the green cover by the
loan Cormittee. Third, it is true that the President's Report is prepared
sequentially after the green cover and perhaps after negotiations are com=
pleted, but it is not on the "eritical path" leading to Board presentation
because the time required between negotiations and Board presentation for
the govermment's approval of the loan agreement as negotiated is more than
adequate in most cases for preparing the President's Report.

Item 3: The comments relating to the rewriting of the reports do not reflect
the multiple purpose which these reports serve.

Item 1 under Ioan Administration: I am not sure what is meant by "a gap in
project implementation between appraisal and Board approval', The govermment
needs a certain amount of time to approve the loan as negotiated. In recent
years the Board has been very sensitive about retroactive financing., And
Part I countries complain that acceleratzd procurement procedures before
Board approval handicap the Bank's efforts to secure intermational competitive

bidding.

Item 2: I would concede that supervision is a mixture of audit and providing
assistance in the implementation of projects, but I am not sure what operational
significance attaches to this. The Bank's philosophy of supervision has always
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been that supervision is not for the purpose of pointing out errors or allot-
ting blame, but for the purpose of anticipating problems which may arise and
correcting those which have arisen so that the project can be carried out as
effectively as possible. I am not clear, therefore, on the point of this
distinction.

7. Page 12 - Solution II: Item L: I am not sure what you mean by the
technical soundness of projects as contrasted with primary responsibility for
operations. If by technical soundness you mean the engineering characteristics
of the project only, Solution II will have rather dire consequences for pro=
Ject quality. If, however, technical soundness describes all the elements of
a project for which the Projects Departments now have responsibility I do not
quite understand what Item L means.

8. Page 1l - Solution IT - Examples of Delegation: Am I correct in under=
standing that the Oifice of the Director, Projects would have only ex post
facto responsibility for quality control?

9. Page 15 = Tabular View of Solution III: I do not see how the organi=-
zation presented in this table could work and I believe that to have been the
view of most members of the Study Committee when it was first presented to us.

10. Page 16 = Solution III - Improved Management Process: Item C. Operational
Planning: As you probably know, steps have been instituted by P & B to

improve operational planning and to relate the aggregate of projects in the
Country Programs with the manpower and financial resources available.

11. Page 17 - Evaluation of Solutions I, II and IITI: I have already commented
on a number of points made here, including the alleged inability of the Area
Dapa.rtments to coordinate the Bank's contacts and activities in particular
countries, the cause of the difficulty in delegating technical work to the
field, the question of quality control by the Office of the Director, Projects
and the related question of responsibility for technical policy formulation
and the decrease in the flexibility of allocating scarce manpower resources

as we move from Solution I to Solution III. A new problem is raised under

Item 5, that of cross-sectoral projects. In recent years I believe the
Projects Departments have made a very considerable advance in working on
cross=sectoral projects = I refer to the work of the Transportation and

Public Utilities Projects Departments in support of Tourism Projects; to the
Joint work of the Education and Agriculture Projects Departments in the field
of agricultural education; to the work of the Transportation Projects Department
in connection with Agricultural Projects and Rural Development Projects and the
like.

12, Page 18 = Solution IV Described: Item A.1 says that the five regional
bureaux would be responsible Tor maintaining and improving the technical
quality of the Bank's work. Hmf would they do this if quality control is
located elsewhere.

Item B says that you are not considering recommending structural changes in the
Central Economic Staff, In the oral presentation, however, you hinted that

you were considering such changes. What is the position?
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13. Page 19 - Evaluation of Solution IV against Requirements: Item 2 states
that each division (by which I assume you mean Area Division) would have

wide responsibilities for the Bank's activities in their respective ccuntries.
It is hard to see why this should be so since Projects staff will be under the
technical vice president who will be reporting, not to the area division
chief or even to the assistant vice president program, but to the regional
vice president.

Item 3: As I have suggested earlier, there may be technical and human reasons
which make delegation to field missions difficult under any structural setup,
and I do not believe Solution IV will provide any substantial improvement over
the existing organization in this area.

Item L4z I believe that the Country Program Paper should be the basic planning
document, and I believe that it should be made more useful and important than
it is at present. Solution IV is not necessary to make it so.

Item 5: I agree that operating procedures should be flexible enough to meet
the needs of each individual country, but again I do not think Solution IV
is a necessary prerequisite for this purpose.

With respect to Items 7 and 8 I have already expressed my doubts that Solution
IV would improve the soundness of projects. I am not clear how the technical
policy staff would insure that policies and quality standards would be
implemented.

For Items 9 through 1L, questions could certainly be raised as to whether
Solution IV would achieve what the table suggests it would. In other words,
Solytion IV does not insure the results suggested and in some cases is not
the necessary means of achieving them.

14. Paze 20 - Evaluation of Risks: Item - the risk of reduced objeciivity:
I wonder whether ex post facto review of quality will have much practical
effect in managing this risk. I believe it will be very difficult to estab-
lish management performance criteria that include quality as well as volume
considerations., Iooking at the project cycle as a whole rather than concen-
trating on loan approval will have some beneficial effect, but it may lead to
too much emphasis on quick-disbursing projects.

Item - risk of reducing creative tension: I believe that dividing up the
Projects Departments and placing technical staff under the control of bureaux
will tend to reduce the determination of technical staff to insist on those
aspects of quality which are difficult from the political point of view. To
what extent, I cannot estimate, and the results may not be altogether bad,
but I do not believe that you can state that creative tension will be main-
tained at the same level as under a system that unified technical staff. How
will the technical policy staff become involved in the project cycle at an
early stage? It would seem that the incentives would all be in the other
direction. :

Item - risk of reduced cross-fertilization: I believe that the steps suggested
to manage these risks will be reasonably effective, though to the extent that
technical staff are rotated among the regional bureaux, their familiarity with



particular countries will be reduced. However, it should be pointed out that
technical staff working on particular types of projects benefit from being

in a coherent group of a reasonable size so that they can discuss technical
problems with colleagues. The allocation of staff among the regional bureaux
may make these groups too small for this purpose so that this benefit may be
lost.

Item - risk of reduced flexibility in allocating technical staff: The
measures proposed for managing this risk seem to be sound, but I think it is
unrealistic to expect much lending of technical staff from region to region.

Item - the risk of policy staff becoming too remote from operations: This
risk is very real and I am not sure how it can be managed., Your suggestions

1 and 2 sound very well, but I am not sure that they will work in practice,
The same may be said concerning the difficulties of attracting qualified staff
for this work.

15. Page 22 - Terms of the Industrial and Private Sector Work: I understand
that Development Finance Companies Department is capable of being easily
divided among the regional bureaux, but I wonder whether this is, in fact, the
best solution for work in the industrial private sector area. I was taken
with Mr. Demuth's suggestion of grouping IFC, DFCD, Industrial Projects and
the Economics of Industry Division so that coherent policies and practices in
the industrial field could be worked out. Why do you believe that a task
force suggested in paragraph 6 on page 23 would work any better than the
existing Committee with the same terms of reference.

16, Page 27a - Summary Basic Responsibility: It is not clear to me how the
staff from the central technical operating staff will be allocated to the
regional bureaux.

17. Page 27b - Description of Basic Responsibilities: How does the assistant
vice president program resolve operational and scheduling conflicts with the
vice president technical? How does the program division chief manage all
aspects of the operating cycle in his country, including the identirication,
preparation and appraisal of projects (why not supervision too) if the tech-
nical staff are not under his control? How does the program division chief
provide appropriate implementation assistance for project administratioh?
Does the chief economist provide guidance to the Project economists as well
as to the Area economists or does guidance for Project economists come from
the office of the vice president technical policy? Who are the senior regional
managers that the planning and control officer provides staff assistance to?

With respect to the probable initial staffing requirements of the technical
policy staff, I have the following questions (Page 3L):

Who is the Project procedures adviser, is this a new post?
What has happened to the existing assistants of the various advisers?

18. What has happened to the Loan Committee?
How will IDA funds be allocated?
How will differences between technical policy staff and the regional
bureaux, and among regions be resolved?

cc: Messrs. Shoaib, Sommers, Demuth, ‘hr@, Christoffersen, Messenger,
Schumacher

JAKing:1b
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OFFICE MEMORANDUM

TO: lMr, Mohamed Shoaib DATE: June 15, 1972 -

FROM: John A, Kj_ngg/%/\

SUBJECT: Organization gtudy: The Planning System

INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
CORPORATION

Liw One of the basic complaints heard repeatedly in the course of the
organization study is that the Projects Departments can, and do, effectively
negate country development plans, as expressed in the Country Program Papers,
by their failure to allocate staff to do the project work necessary to bring
the project to the Executive Directors for approval. As a description of
what happens, this complaint is only partially true, and by itself, it does
not provide a justification for structural change.

2. In considering this problem it is important to distinguish between:
a) constraints on project work imposed by manpower shortages, and

b) technical considerations relating to the project, the sector
or the borrower which affect the Justification of the project
itself or its timing,

By the latter I mean, for example, such considerations as capacity-of the sec~
tor or the borrower to absorb the project in question in the time indicated,
the need for institutional change, the passage of legislation, the availa-
bility of data, and the like.

5 As far as constraints imposed by manpower shortages are ccncerned,
understand that only two sectors are affected - agriculture and, to a less
degree, education., In the Agriculture Projects Department there is a real
shortage of staff to do project work and this may make it impossible for that
Department to do all the project work called for by the Country Program
Papers in the time allotted. The Education Projects Department finds itself
in a similar, though less serious, position. The charge, therefore, may have
merit for some projects in these sectors, but this is not the case Ior the
other Projects Departments, as I understand the situation, and there is
therefore no need for them to do what is complained of.

s
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L. Solution IV will, in my Jjudgment, make the situation worse, as far zs
constraints imposed by shortages of manpower are concerned, by reducing
flexibility in the use of slkdilled manpower. In agriculture the problem will
be particularly acute because in working out the allocation of technical
staff, the consultants appear to have assumed that agronomists are comp_stiely
fungible whereas in fact they are not, particularly in General Agriculture.
Though the regional vice president will be able to determine prioricies ith=
in his region and assign technical staff under his control accordingly, less
stef?, in effect, will be available for all his projects than there is uuder
the existing system. And Solution IV, as elaborated at present, dccs nosu resolve
the question of determining priorities between projects in different regions
when there is insufficient manpower in the "pool".



5. As far as technical considerations relating to the project or the
sector are concerned, the Projects Departiments must, when marshalling their
manpower, take these considerations into account, for it is a waste of
scarce resources to appraise a project which is not ready for appraisal. It
may appear, therefore, that a Projects Department in scheduling its work is
negating a Country Program by not scheduling work on a particular project
for reasons of this kind. But the root of the problem is found in the pro-
Jject itself and not in the actions of the Projects Department in question.

6. It is hard to see how Solution IV will change this situation. It will
not make projects ready for appraisal when they are not and presumably the
regional vice president will not want to waste scarce manpower in apprais-—
ing projects which are not ready for appraisal. ©Solution IV will permit
him to assign manpower to particular projects to try to bring them to the
appraisal stage more rapidly, but this will be at the expense of other
project work and he may find that this use of scarce resources is not the
most effective one, because some of thesec technical difficulties are of a
kind which are not solved by the assignment of Bank staff. He will also
be able to downgrade the importance of certain technical considerations
which may be delaying the appraisal or presentation to the Board, but this
may well cause difficulties and delays in project execution and prevent

* the project from achieving its objectives.#*

7. It seems to me, therefore, that before any rational choice can be made
among the existing organization and the consultants' proposed solutions,

some effort should be made to develop a mechanism for improving the plamming
system so that the various pricrities can be determined and the aggregate of
Country Programs can be reconciled with the technical manpower available for
executing them. I believe that such improvements would have the effect of
removing much of the basis for dissatisfaction with the existing organization.
P & B has just initiated such an effort (a copy of their proposal is attached).

8. The consultants?! outline report of June 8 places improvement of planning
in Solution III. While this enhances the elegance in the gradation of change
from Solution I to Solution IV, it seems to me quite arbitrary because
improvement in the Bank's planning system is needed in any of the Solutions
and has in fact been initiated, as noted above, within the existing
organization.

Attachment

cc: Mr. Christoffersen

* This point is made in greater detail in my memoranda -to you of lMay 23
concerning project "quality" (particularly paragraph 7) and June 5 concern-
ing the project cycle.

JAKing :1b
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&P,
FROM: John Blaxall Q?/

c1JBJECT: Propgramming of Eéﬁhing Operations

1. It is essential that realistic processing schedules be prepared
for all operations being processed. - At present there are two different
senses in which schedules are not realistic. On the one hand, projects

in the operations program often have individually unrealistic schedules;
the answer to this problem is to ask Loan and Project Officers to pay

more abtention to the timing of projects than seems to be the case at

- present. As soon as we have finished analyzing the FY72 outcome, we will
provide departments with a set of tables showing the distribution of actual
processing times of proj ects approved by the Board in the last four fiscal
years. On the other hand, too many projects are included in the operations
program, particularly for the period 13 to 25 months ahead. Some over-
programming is of course desirable, since we know that there will be delays
and difficulties in some of the projects, and we allow for this slippage.
From time to time, however, we find ourselves facing a more than the normal
decgree of overprogramming; for example we already know that we will not
have the capacity to process all the projects now in the operations program
for FY7L, cven after allowing for normal slippage. And the process of
trinming down the FY7L program will no doubt lead initially to overprogramming
jn the operations program for FYT75.

2 The solution must therefore be some method of regularly rationing
the Banl's scarce project processing capacity (and more particularly the
Agriculture Projects Department's capacity). In doing this departinents
should not be inhibited from proposing changes in the program, especially

in connection with Country Program Reviews; a project should not have
priority just because it has been in the operations program for a long

time. At the same time, we should prevent the development of "bulges"

in the operations program, such as the one which has now developed in the
period 13 to 25 months ahead, and which we shall soon have to reduce ratner
drastically. :

F= Tt has therefore been decided to establish a regular quarterly
rationing procedure along the following lines. At the end of each cuarter,

P & B will ask each of the Projects Departments affected by overprogramming

to make recommendations on which projects, from the sector or project
perspective, should be postponed or dropped from the program. The recommend-
ations will take into account the state of project preparation, the need for
continuity in a sector, institution building aspects, and so on. They _
will be addressed to Area Departments, with copies to Mr. Knapp, Mr. Aldewereld
and P & B; to the extent that issues are not resolved in discussion between
the Projects and Area Depariments, they will be compiled by P & B for
discussion with Mr. Knapp and Mr. Aldewereld, and for final decision by

Mr. Knapp.
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. The effect of this procedure will be to eliminate at the
beginning of each quarter all excessive overprogramming. During the .
following three months a few new projects (or advancements of old projects)
may cnter the operations program, but the rationing would take place at
the end of the quarter and prevent any large '"bulges" from developing
in the program. 2

£
5 Irmediate action is needed with regard to the FY73 operations
program. As far as we can ascertain, .the Agriculture Projects Tepartment
is at present the only one where uncertainiy about the most appropriate
composition of the operations program exists. I have therefore addressed
a separate memorandum to Me. Evens inviting him to make recommendations
along the lines mentioned in para. 3. Cther departments are, of course,
free to do the same. The memoranda should reach the Area Departments
by the close of business of June 16. If necessary, Messrs. Knapp and
Aldewereld will meet in the week starting June 19 to discuss open issues.

6. With regard to FY7h, we propose to wait till after Mr. Aldewereld's
next review of that program be’ore inviting rationing suggestions. Meetings
to review the FY7L program will :i%is place in mid-July.

Ta Tn order to focus special attention on this matter, two small
changes in our other procedures will be made. The first is that in
Attachment 1 to the Country Program Paper all projects which are either
completely new or were previously scheduled for later years should be

marked with an asterisk against the amount. The second is that in Table IVb
(showing the operations program for each year) any projects added to the
year's program since the last quarterly round of rationing will be specially
maried.

HSchulmann/JBlaxall/ed

cc: Messrs. McNamara, Knapp, Aldewereld,
Chenery, Cope/Williams,
Chadenet/Baum
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OHFCE MEMORANDUM

TO: Files DATE: June 19, 1972

FROM: John A, ¥in

SUBJECT: Study of Organization and Procedures: Meeting of June 13, 1972

1. On June 13, 1972 the fourteenth regular meeting with McKinsey was held;

present were lessrs. Shoaib, Demuth, Twrining, Christoffersen, Messenger and
King for the Bank and Messrs, Rohrbacher, Graves, and Iynn for McKinsey. The

purpose of the meeting was to continue the review of the outline of the pro=-
posed report submitted to the Study Committee on June 8,

2. The first topic was the proposed compromise, "Solution 3.5", submitted
by Mr. Christoffersen on June 8, under which project appraisal would continue
to be done by a central group resermbling the existing Projects Departments and
identification/preparation and supervision would be done by technical staff in
the regional bureaux.

a) The rationale for this alternative suggested by Mr. Christoffersen
was that it was a less drastic step than Solution IV, maintaining
the existing Projects structure, but would have most of the
advantages of Solution IV. It would also meet some of the diffi-
culties foreseen in the quality control and technical pool unit, if
it were corbined with them, by providing a more rewarding weorking
climate for professional steff and by associating policy staff
with operations,

b) The consultants indicated that one serious consequence of the
proposal would be that only 2L0 of the Projects Departments staff
could be assigned to the ragional hureaux under this seclution
(with about 176 assigned to the appraisal unit and the balance in
the pool) as contrasted with LOO allocated to the regional bureaux
under Solvtion IV,

¢) In the consultants! view, this solution was subject to three
major defects:

i) It diluted the regional approach.

ii) It was more vulnerable o scheduling problems,

iii) It introduced discontinuities into the operational
cycle,

d) Several members of the Study Committee considered the proposal un-
workable for two mzlior reasons:

1) It was unrealistic to consider breaking up the pro-
ject cycle which was a continuous process,

ii) It would be difficult to identify appraisal staff
as opposed to other technical staff working on pro-
jects. Appraisal staff were not necessarily those
with the highest skills or specialists as contrasted
with generalists. '



e) Tt was concluded that this alternative did not seem worth con-
sidering further, though discussing it had generated many
interesting insights relating to the other alternatives.

3. Mr, Rohrbacher pointed out that the consultants had concluded that there
were three major reasons for changing the Bank's structure and style of
operations,

a) As a result of growth in the Bank's size and in the variety
of activities it was undertaking, top management was over-
loaded. Delegation of some sort was necessary. The consul-
tants believed that this view was widely held in the Bank.

b) The Bank w2s talking a broader view of development needs and

as a result was entering new fields of lending and providing
a broader range of services. For this to be effective, there
should be a better integration and interrelationship of nro-
Jects in particular countries. There was therefore need for
a country focus resulting in a country strategy. The consul-
tants believed that this view was also widely held in the
Bank, though less widely than (a).

c¢) In order to ensure efficiency in the use of the Bank's
resources and effective impact on country development, there
was need for improved management techniquss. The consultants
believed that there was considerable support in the Pank for
this view though less than for (a) and (b).

. Rohrbacher went on to s2y that the consmltants had examined every conceivable
structural alternative for meeting these criteria and had concluded that Solntion
IV provided the best answer. Iz said that if the S*tudy Committee did not agree
with these criteria of delegation, country focus and efficiency, it should say so.
Le There was general supmnort in the Ciudy Crumittee for the criteria hut there
a2ll or met them without excessive cost. It was pointed out that more delegation
counld be achieved in other ways, as could country focus. It wos sugesested that
the sxdsting orceopization made more efficient use of the 2Bank's rssourcss of
techrical mznpower than Solution IV.

5. lir. Rohrbacher pointed out that the consultante were advocating not only
structural chance but changes in processes and in managerial style and that the
latter two were easier to achieve when accompanied by structurzl change than
without it. e alsc conceded that a line/staff organization (Solution IV) was
mere difficult to run than a2 line orgsnization.

6. lir. Rohrbacher went on to say the consultants were convinced that Solvticn
IV wos the best alternative and that, given time (it-was not clear how much but
rore than a fortnight), they could correct the flaws, difficulties and inconsis-
tencies in the existing presentation of this Solution. To do so, however, would
be rmuch easier if a decision, in principle, to go ahead with Solution IV were
taken and if key appointments were made so that the conswltants could work with
these perscns on implementation. IMr. Rohrbacher implied that the consultants
had thought that lir. lcllamara would be prepared to make such a decision before
A scussions with the President's Council and Senior Staff. IMNr., Shoaib said
that this had never been the case and that lr. liclamara wished to get the views
of these bodies before maldng up his mind.



T It was agreed that the meeting scheduled for June 16 would be postponed
2 week and that the consultants would prepare a paper which would make a
"persuasive case for the core organization" (i.e. the projects/arez solution)
in the perspective of a skeleton outline of what, in their view, should be
the final ideal organiczation for the entire Rank.

(

cc: Messrs, Shoaib, Sommers, Demuth, Twining, Christoffersen, Messenger

JAKing:1b
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John A, King{:,/ & /\

Study of Orgahization and Procedures: Meeting of June 12, 1972

1. On June 12, 1972, the thirteenth regular meeting with McKinsey was
held; present were Messrs. Shoaib, Demuth, Twining, Christoffersen,
Messenger and King for the Bank and Messrs. Rohrbacher and Lynn for
McKinsey., The purpose of the meeting was to continue the review of the
outline of the,proposed report submitted to the Study Committee on

June 8, Mr. Shoaib once again emphasized that no decisions had been
taken and that all options were still open.

2. The discussion began with a statement of objectives prepared by
Mr. Sommers. It was agreed that a revised form of that statement,
which follows, would be an improvement over what had been stated in
page 3 of the consultants' outline. There was no discussion as to
whether this relatively brief statement was fully sufficient.

The World Bank Group is a complex of international organiza-
" tions whose basic objective is to promote, in the interest

of all its member countries, the development of its less

developed members, primarily by mobilizing and providing

capital, by furnishing technical and other advisory services

and by assisting and, where appropriate, coordinating similar

activities undertaken by others,

3. There was considerable discussion of the consultants! Solution IV
and most people present found difficulties with it, some believing the
costs involved were greater than the benefits, although a number of
them were basically sympathetic to the concept of regionalization.

The principal points made were:

a) Under the present system the Area Departments were subject
to control from three sources of authority - the Chairman
of the Loan Committee, the Office of the Director, Projects,
and the Economic Adviser. Under Solution IV this problem
would persist because the senior vice president for opera-
tions would exercise a control similar to that of the
Chairman of the Loan Committee, the vice president technical
policy would exercise a control similar to that of the
Office of the Director, Projects, and the vice president
economic policy would exercise a control similar to that
of the FEconomic Adviser. In the discussion which followed
it became apparent that the vice president technical policy °
would not have the same measure of control as the Office



b)

d)

“&)
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of the Director, Projects, because all quality control
would be ex post facto. Nevertheless, he would have some
measure of control through allocation of the technical
staff in the pool.

There was concern as to how well quality control would be
maintained if it was exercised only ex post facto.

It was pointed out that under Solution IV the regional vice
presidents would not control all the resources necessary to
carry out their functions because they would be dependent
upon the technical pool. This might lead to a distortion
in lending with regional vice presidents pursuing projects
for which they had the resources at the expense of projects
which would have to be prepared, appraised and supervised
out of the pool.

Solution IV reduced the flexibility in assigning technical
staff and made for a less efficient use of skilled man-
pover, It also tended to isolate specialists from others
working on the same technical problenms. Arrangements for
quality control suffered from two defects., It would be
difficult to attract high quality staff for this work because
it was so remote from operations and completely ex post
facto. The quality of the work of the staff on matters of
policy and quality control would suffer because of the
remoteness of staff from operations.

A number of people were concerned about the size of the pool.
It was pointed out that the Bank's experience with large
pools of manpower had not been good. Adminjistration of the
pool and allocation of its resources would be very difficult.
If planning techniques for the allocation of pool staff could
be developed, they could also be develcped for all Projects
staff under the existing organization. It was suggested

that as far as Area Division Chiefs were concerned Solution
IV was more complicated than the existing organizatiocn in
that they would have to deal with two sets of technical

staff - the Projects Department within their regional organi-
zation and the technical pool. The consultants suggested
that further refinements might result in decreasing,the size
of the pool, but some of the assumptions on which staff had
been allocated under Solution IV were challenged, particularly
the assumptions that any staff member with a grade of 'C' and
two years experience could be a Mission Chief, that 1.5
appraisal teams per sub-sector per region were adequate, and
that certain specialists, such as agrcnomists, were.as .
fungible as assumed - so that the size of the pool might have.
to be increased. In connection with the pool, a number of
questions were raised concerning the morale of staff assigned
to the pool, whether it would be more difficult for them to
have a satisfactory career, promotion and the like.
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f) It was noted that Solution IV, though it permitted
increased delegation (from one vice president to five vice
presidents) made it much more difficult to coordinate poli-
cies and practices and to insure quality control.

he The consultants stressed their strong belief that Solution IV was
the best solution. Under the present organization, the President had

no one to whom he could delegate except the Chairman of the Loan Commit-
tee and it was very important for him to have the possibility of further
delegation. Solution IV provided this opportunity. Furthermore, some
kind of reorganization was abolutely necessary because of the size of
some operating units and because of the breakdown of the existing system
of creative tension between Area and Projects. Solution IV also helped
to blend country and technical expertise and tended to facilitate the
management of field offices. The consultants did not vouch for the accu-
racy of the staff allccations under Solution IV; they had been made
merely to test its feasibility. The consultants believed that an early
decision on the "core organization" was required. They appeared to
believe that many of the difficulties mentioned above could be worked
out after that decision had been reached.

5. A number of other points were made:

-a) The outline (on page 7) was critical of the Country Program
system. It was pointed out that this sytem was new, was
being improved and was capable of further improvement. The
consultants indicated that in fact they shared this view
and that the outline would be rewritten to remove any doubts.

b) It was urged that economic and technical policy work should
be merged and that economic and technical staff doing sec-
toral work should be merged. The consultants indicated they
were studying this question and might make such a recommenda-
tion,

c) It was pointed out that repeater projects were not necessarily
easier to process than new projects. They might be so from
a purely technical point of view, but not from the institu-
tional or financial points of view for example, In addition,
projects were tending to become more complicated and more
elements were being included in design and appraisal with
the result that more effort was required.

6. T.ere was some support for a solution, something like Solution II,
under which the existing Projects organization would be maintained but
staff within the sectoral departments would be assigned as much as
possible on a regicnal basis, and under which the Country Program system
would be improved to provide a better matching of technical resources .
for executing programs with the programs themselves.
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7o Mr. Shoaib indicated that the discussion would continue on June 13,
that the consultants could rewrite the outline on June 1L and 15 and the
revised outline could be discussed on June 16.%

v

cc: Messrs. Shoaib, Sommers, Demuth, Twining, Christoffersen, Messenger

*Subsequently thié schedule was altered by cancelling the meeting on
June 16 and setting it tentatively for June 23,

JAK:pfa
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO:Files DATE: June 13, 1972

FROM: John A. King

SUBJECT: Study of Organization and Procedures: lMeeting of June 8, 1972

1. On June 8, 1972 the twelfth regular meeting with McKinsey was held; present
were Messrs. Shoaib, Sommers, Demuth, Twining, Christoffersen, Messenger and
King for the Bank and Messrs. Garrity, Rohrbacher and Craves for McKinsey. The
purpose of the meeting was to review an outline of a proposed report to present
to the President's Council (and possibly Senior Staff) the recommendations of
the consultants. The outline was presented to the Study Cormiteee only at the
meeting and the discussion which followed was based on a hasty reading. It was
agreed that the report would be further discussed on lMonday and Tuesday, June
12 and 13, at 3.00 pm. In addition, there would be a further meeting of the
Committee on Fridsy, June 16, at 3,00 pm. It might also be necessary to hold
additional meetings between Tuesday and Friday. It was also agreed that the
consultants would attempt to up-date the report neriodically in the light of
the comments received at these meetings.

2. Mr. Shoaib pointed out that it was the responsibility of McKinsey to pre-
pare and present their conclusions and the responsibility of the Study Committee
to review those conclusions and make recormendations concerning them to

Mr, Mcllamara.

3. The consultants pointed out that in this report they were presenting four
alternative solutions to the Bank's need for procedural or structural change.

These alternative solutions were built one upon the other so that Solutien IT

included elements of I and Solution IV (formerly Hypothesis II) included ele-

ments of all three preceding solutions.

k. A number of specific points were made:

Page 3 - Cbjectives: There was considerable criticism of the basic
statement of =2ank objectives by the Study Committee and it was con-
cluded that in its present form it was unsatisfactory. There was a
difference of view in the Study Committee as to whether any state-
ment of Bank objectives was needed in the consultants' report. This
question was not resolved.

Pace 5 - Tabular View of the Bank's Role: The concept of a tabular
presentation of this xind was accepted but the details of the broad
presentation were criticized in several respects, in particular the
treatment of supervisiwzwmd donor coordination.

Pane 6 = The Bank's lMajor Management Requirements: The Study
Cormittee pointed out that the report should make it clear that the
Bank did not assist countries in cdetermining their social and
economi.c develomment objectives (that was the countries' responsi-
bility) but assisted them in developing strategies to achieve these
objectives.,




It was z2zrsed that item 7. was unclear and that the consultants
would rerhrase it, They apparently intendad the paragraph to
refer to quality control for project and economic work within
the Banl,

Page 7 - Surmary Evaluation of Pank Organization: Though the
Cormitiee was in general satisfied with the right-hand column of
the table a number of reservations were expressed with respect to
items in the center and left-hand colurms. In particular, there
was discussion of quality control and an affirmation that the
present 2ank structure could not be criticized for failing to
provide guality control.

Page 10 - Solution I: Paragraph 1. under "improvement possibilities™"
describzd steps which had already been taken within the Banlk,

Page 11 - Agnraisal Cvcle: The Study Cormittee expressed consider-
able sympathy for the concept advanced by the consultants df con-
centration on the substance of the project rather than report
writing.

Page 1L = Solution II: The Study Committee questioned the accuracy
of the cescription cf some of the functions of the Chairman of the
Ioan Cormmittee and stressed the importance of the step - approval
of the bhack-to-office report.

5. A nrber of other more general points were made:

a) M. Christoffersen proposed another alternative organizational
solution under which:

i) regional bursaux would be created and given the respon-
sibility for project identification and preparation and
for project supervision, and

ii) an independent project complex retained with responsi-
bility for appraisal and for technical support when
needed for project supervision.

b) Would Hypothesis II or Alternative IV permit the retention of
leading project specialists? It was suggested that the con-
sultants in considering the various solutions should consider
their effect on:

i) placing existing staff,
ii) requiring additional new staff, and
iii) providing career opportunities for staff generally,
c) Mr. Sommers expressed his long-time concern that a great deai of
time was spent in the Bank approving papers instead of actions or

steps to be taken, and his belief that this situation should be
change do

cc: lMessrs. Shoaib, Sormers, Demuth, ik ing, Christoffersen, lMessenger
JAKine:1b



INTERNATIONAL DEVELOPMENT |
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

TO: Piles DATE: June 8, 1972

FROM: John A, mg&ﬂ/<

SUBJECT: study of Organization and Procedures: Meeting of June 2, 1972

INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
CORPORATION

T« On June 2, 1972 the eleventh regular meeting with MMcKinsey was held; present
were Messrs. Shoaib, Sommers, Demuth, Twining, Christoffersen, Messenger and
King for the Bank and Messrs. CGarrity, Rohrbacher and Graves for McKinsey. The
primary purpcse of the meeting was to bring the Study Cormittee up-to-date on
the work of the consultants. The consultants reported that at their meeting
with Mr. McHamara on May 25 they had discussed Hypothesis I = i,e. changes in
procedure but no structural changes. They noted that there were many oppor-
tunities for change and improvement within the existing organization, but

that most of these changes and improvements would be desirable if Hypothesis II
w=re adopted.

2. In approaching Hypothesis I the consultants had attempted to analyze the
tasks to be performed and the responsibility for them. These tasks and the
responsibility for them were presented in a table which was provided to the
Committee at Mr. Shoaib'!s request. The consultants pointed out that the present
organization made it very difficult to assign responsibility to any individual
in the Bank for the Bank's producing development assistance; as things stooed,
these responsibilities were shared. Under their Hypothesis I, therefore, to
achieve accountzbility, they simply assigned to Area responsipility for all
decisions including all decisions related to the project cycle. The Study
Committee suggested that this solution was an unworkable one and that the real
cocmparison should be made not between Eypothesis I so formulated and Hypothesis II,
but between the existing organization with minor changes and Hypothesis IT,

The consultants appeared to agree to this view but added that they had con-
sidered a number of other alternative soluticns for a "Hypothesis I" including
rore delegation of Ir. Knapp's functions, the particular solution described
above, and additional tinkering with procedures (they had concluded that the
additional tinkering would be required in Hypothesis II and had not pursued
this alternative further).

3. The consultants were asked why they believed Hypothesis II was to be pre-
ferred over the existing system. They replied that while creative tension be=-
tween Area and Projects Departments did produce projects of high quality and of
undoubted technical viability, it had excessive costs - (2) there was no account-
ability for delivering development assistance to merber countries; (b) it was
expensive in time and staff, with decisicns made at too high a level, and was
inefficient managerially. :

L. The Study Committee cautioned the consultants against exaggerating the
benefits of Hypothesis II and suggested that Hypothesis II consisted merely of
replicating the existing organization and the existing creative tensions with-
in five regional bureaux.

5. The consultants reported that they were due to meet with lMr, McNamara on
June 5. They believed he would wish to make a basic decision soon between the
two Hypotheses and would announce his decision to the President!s Council in
about one week thereafter and subsequently also to Senior Staff,
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6. There was considerable discussion of presentation of these decisions to
the staff and to the Executive Directors. Among the points made by the Study
Cormittee were the following:

2) Any discussion should examine the reasons why procedural changes
within the existing organization would not achieve satisfactory
results without imposing on the Bank the various costs of
structural change.

b) Presentation to the Senior Staff should be postponed until the
consultants were in a position to provide a fairly complete
picture of any new organization. It would be very important
to deal with the future of the Central Economic complex at the
same time that decisions were announced with respect to the
Area and Projects complexes (the consultants said they were
somewhat less advanced in this phase of the work but believed
it would be possible to make recommendations within a reason-
able time with respect to it).

c) The policy functions of the Central Economic staff should be
examined and the question of whether these should be combined
with the new technical policy unit should be considered.

7. The consultants pointed out that most of the work on procedure could not
be finalized until a regional structure had been decided on, until the regional
vice presidents had bsen appointed and until the technical policy ccrmittee
h2d been created. They distributed an outline for a phased program of change
(assuming that Hypothesis II would be adopted) and believed that Phase I would
be accomplished by the fall, perhaps in time for the Annual leeting. It was
agreed that the consultants would prepare a first draft of "the case for
structural change" which would be submitted to the Study Committee for it to
shoot at on June 8 at 2,30 pm.

o
L
cc: Messrs. Shoaib, Sommers, Demuth, Twining, Christoffersen, llessenger

JiKing:1b
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INTERNATIONAL DEVELOPMENT

| INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: ¥r, Mohamed Shoaib DATE: June 7, 1972

e
——

FROM: John A, ﬁng{[fk

SUBJECT: Organization Study: The Country Focus

1. One of the points stressed by the consultants is that the Bark's activi-
ties should have a '"country focus" and this is contrasted with what has been
described as one of the deficiencies of past operations, a concentration on
individval projects without regard to their relation to the development of the
sector of which they were 2 part or to the priorities of the country as a whole.
If one is describing the past, particularly Bank lending in the 19L40s and 1950s,
this criticism may well be justified to a considerable extent, but it is not,

I believe, an accurate description of current policy and practice. Further-
more, the prescription for the future, "country focus", has certain limitations.
Both these points will be discussed below.

2. Project lending Todey: While there are limits imposed by technical or
political considerations, it is Bank policy today to consider projects in
sectoral terms and to examine sectoral needs in terms of national considerations.
Bank projects are based increasingly on a study of the sector which analyzes
the needs for various types of facilities and determines their economic
priority. The analysis also covers policy questions relating to the organi-
zation and menagement of the sector. These studies provide the basis, therefore,
for a sound sector strategy and for a rational identification, selection and
design of projects. In Brazil, for example, the Bank's large lending programs
for power and transport are based on comprehensive studies made in the late
1960s of both sectors which determined the priorities for each. Furi srmore,
in certain sectors, such as education and telecommunications and scnecuimes
power or railways, projects tend by their nature to be sectoral projects. On
the other hand, the emphasis on agriculture projects in recent years reflects
a recognition of the importance of agricultural development for many or most
countries (i.e. a recognition of national priorities), and the selection of
individuel agricultural projects is based for the most part on an analysis of
sectoral needs and national priorities (e.g. maintaining or increasing foreign
exchenge earnings, bringing farmers into the money economy and the like). In
other words, projects today are based on an analysis of country and sectoral
needs.

3, There ic an increasing tendency today for Bank lending to be determined
through consideration of three interrelated sets - the total investment rro=-
gram for the sector in question, thal part of the sector program constituving
the project and the elements of the project being financed by the Burc, Often,
the Bark seeks a wide definition of the project, and a close correlaiion ove-
tween the project and the sector program, in order to get wide applicaticn of
the policy changes and sector strategy it is advocating. Under this approach
Bank lendinc and the project are increasingly conceived of and carried out in
terms of the sector.
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L. The Limitations of "Country Focus': In any given country, Bank lending
will constitute only a very small Iraction of that country's development needs.
Tf the Bank's lending is to have more than marginal significance, it must be
given some special atiributes and the Bank has found that the best way to do
so is to lend for well-designed projects which will have a developmental im=-
pact greater then the mere transfer of funds by introducing technicel or

.b, ﬁ institutional innovation, by having a demonstration or catalytic effect, by

V producing reform or social change and the like. In other words, "country
‘J focus" gets you only so far; you still have to have well defined projects with

Specific objectives, Those projects, however, should be selected and designed
’G";W"

with the country's needs clearly in mind.

ce: Mr, Christoffersen

JAKing:1b
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ASSOCIATION RECONSTRUCTION AND DEVEEROPMENT

OFFICE MEMORANDUM 4

INTERNATIONAL BANK R | INTERNATIONAL FINANCE
CORPORATION

TO: }r, Mohamed Shoaib DATE: June 5, 1972 -

FROM: John A. Kin;{ﬂ'ﬁ |

SUBJECT: Organization

tudy: Hypothesis II: TFive Regions

1. At the meeting with the consultants on June 2, they confirmed that,
according to present thinking under Hypothesis II, there would be five as
opposed to four regions, In their presentation on the feasibility of
Hypothesis II to Mr, licllamara on May 12, the consultants made their hypo-
thetical allocation of Projects Ibnartments staff on the basis of four
regional departments. Have they since made such an allocation on the
basis of five regional departments? If they have not, it would seem very
important for them to do so because the addition of another region compli-
cates the allocation of staff and reduces flexibility.

2. If they have done so, their hypothetical allocation should be reviewed
by a Bank team intimately familiar with the scheduling of operations to

» check the validity of their paper exercise. The same team should also make

a similar review of the allocation on the basis of four regional departments.

3. One of the problems with the consultants exercise, if I understand
correctly what was done, is that it tends to demonstrate that one could do
with the new organization what actually was done with the existing organi-
zation during the pericd in cquestion, but it gives no assurance that the
new organization would have the same flexibility as the old to deal with
the changes in scheduling and work patierns which actually took place dur-
ing that period and which can be expected to take place in any period. It
is, in effect, an after-the~fact type of analysis and as such does not

fully demonstrate the feasibility of what is proposed. p
J&L ex o ,.,
o s 7
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INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO:}r., Mohaned Shoaib DATE: duos oy 1370

FROM: john A, V
SUBJECT: Organization’Study: The Project Cycle

The Question

1. Many of the comments on the project cycle and many of the suggested schemes
for reorganization appear to consider that the project cycle ends with Board
presentation and contain elements which appear to be based on a notion that if
some aspects of what is now project work, particularly those relating to
institutional matters and financial viability, were treated as non-technical
matters removed from the control of projects~type staff, the system would work
better, This approach is most explicit in lir, Benjenk's second memorandum

from which the following is taken as an example:

"A word of caution is necessary here. While it is stressed above that
technical staff must be given considerable professional scope and that
quality must be checked at the highest independent level in the hierarchy,
there must be no confusion of functions., The making of decisions as

to what constitutes or does not constitute 'leverage! for the Bank in
its lendinz conditions to a borrower is not an appropriate function for
technical staff. It should be the task of technical staff ‘o help pre-
pare the most viable project possible since, in strictly technical
matters, few risks can be taken without ricking complete feilure. But
where matters such as passage of legislation, the need for consultation
or Bank approval on the appointment of a manager, the application of an
appropriate rate of return covenant in any particular year, etc., are
concerned, these all necessitate the exercise of a !'risk judgment! which
is best exercised by those who view the country relationship as a whole,
‘and who know that the Bank!s rezl ‘'leverage! is in its future lending
over the whole spectrum of sectors, rather than in a single loan. Even
in individuel loans, it is necessary that the task of appramsmng Prow-
jects, the key element in the lending process, be performed in such a
way that, where nontechnical matiers are concerned, the country staff
participate and, in the end, play a determining role in deciding what
constitutes an acceptable development banking risk and how !'leverage!

is appropriately exercised."

Comments
2. I velieve this approach to be in error for the following reasons:

a) The purpose of the Bank is not merely to make loans but to
foster economic and social development., It is not enough,
therefore, to make a2 loan for a project; it is necessary to
do everything possible to ensure that the project is carried
out effectively and in a timely manner. This, in turn, may
well require a variety of conditions relating to institutional
changes, staffing, training, coordination with other institutions,
supply of local currency for the project and the like. These
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conditions may well be difficult politically and delay negoti-

ations and presentation of the loan to the Executive lirectors, Jé“'“(
but they may also be critical to the successful implemen- ffﬁ;ff ol
tation of the project. Experience suggests that if they are | ./ JE.Z? ’
vatered down, there will be delays and failures in achieving fp&f o ﬁfy
project objectives., il T st

b) It is a2ll very well to say that these exercises of "risk
judgment" should be in the hands of those "who view the country
relationship as a whole", but each project is a discrete unit ,h£*°
and its failure or success will be determined by the partlcula;w ﬁﬁ
inst{tutional and financial arrangements made for it and not by |
the general characteristics of such arrangements in projects
throughout the country. The conditions appropriate for each
project should be determined, therefore, by the characteristics
of that project and the situation in which it will be executed
and not through some general negotiations relating to conditions
acceptable for a number of projects.

¢) In general, conditions which are pre-'"commitment" are much more
likely to be complied with than those which are post-'"cormitment". /{
This is because the remedies for failure to live up to post-
cormitment conditiocns, suspension of disbursements or cancel- /Zbﬂb -

lation, are usvally too drastic to be applied. As a result, the ‘y/ g’?m‘

postponement of the time when conditions should be met has the

‘effect of watering down the condition itself, ¢ 1?
i 2 m umg

d) The distinction between "strictly technical matters" (by which i
I assume 1. Denjenk means the engineering characteristics of
a road or a dam and perhaps the economic analysis) and other
aspects of project work is a misleading guide to project
viability., It is well knowm that analysis of "problem projects®
reveals very few projects which are in difficulties on "strictly
technical® grounds; most of the problems relate to institutional
matters, management, staffing, toriff-making, passage cf legis-
lation and similar matters which !a. Benjenk appears to believe
should be bteyond the competence and responsibilities of projects~
type staff. He would appear to believe that conditions relating
to these aspects of the project should be less demanding, From
this it would seem that he is less concerned with project
viability and project execution than the signing of loan agree-
ments,

3. Quite apart from its effect on project quality and project execution the
distinction proposed between "strictly technical" matters and other project mat-
ters would, if it were put into effect, have a disastrous effect on the morale
v{ of projects~type staff and would meke it difficult to attract and retain the
J J high quality staff the Bank needs for the "strictly technical' work, The best
Vb power, irrigation or highway engineers are interested not only in their designs
th (= | but also in how they are to be carried out and in how the completed facilities
hiv' J are used. They have experience in these maiters as well as in design and if they
LT A" cannot apply this experience, the job will be less attractive,

W
cc: M. Christoffersen

JAine:1H
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E INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
TO: Mr. Mohamed Shoaib DATE: May 31, 1972

FROM: John A. mn%%z/(

SUBJECT: Organization Study: The question of the Appraisal Report Cycle

The Question

1s The study team has come up with a number of questions relating to the y
Appraisal Report Cycle (i.e. the period from the beginning of field appraisal
to Board presentation) - it takes too long, there is too much editing and
reediting, there are too many levels of approval, in the later stages there
are no improvements in substance but only changes in form and, a conflicting

|k
idea, substantive changes are introduced at the level of the Department pv) H""
Director or higher which were not discussed during appraisal, and the like., ?y‘(,

Comments

A

(&
2, It is important to get some of the facts in order. The attached table M
shows the median processing time from field appraisal to Board presentation I'F“
in fiscal year 1971 for projects in some sectors and the percentage of that T%
time devoted to three broad categories of work - (a) field appraisal, (b)
report preparation through green cover, and (c) activities from green cover
to Board presentation. This table indicates that between one third and two / X}‘"’
fifths of the appraisal report cycle is devoted to matters other than I f‘;""

appraisal and report writing. This fact should be taken into account when the
7 length of the cycle 1s considered. The table also shows that between three

% " and five times more time is spent in report writing and clearance than is

spent in field appraisal. This does suggest that there is a lot of editing
and rewriting.

3. It is also important to recognize that though the white cover report goes
through 2 number of editions, it is most unusual for the yellow cover to have
more than one, and during the past several months the green cover has been
omitted for a number of projects. A copy of the white cover goes, as a matter
of course, to the Area Department.

L. There are a number of reasons for having the appraisal report go throuch
a number of editions and through several levels of approval. First there is

a group of reasons which can be described as mechanical. Projects Depart-ents
staff are not hired because of their writing skills, but for other aturibu.iss.
Furthermore, English is not the native language for many of them, and thic
characteristic is increasing as efforts are made to increase the proporti = of
non-Anglo-American staff. This means that first drafts are likely to be .-
clear and difficult to understand. Though writing~courses and editorial stafl
help in coping with this situation, problems of this type persist arnc will
continue to do so whatever the form of organization.

S. Second there are a number of more substantive reasons for edit: > ar:
clearance:



c)

d)

2.

Technical Adequacy: It is essential that the work of the
appraisal mission be reviewed to make sure that it is tech-
nically adequate and that the project is viable from every
point of view. Review of this sort is usually accomplished
at the Division or Department level, though occasionally the
economic or financial analysis or the institutional arrange-
ments will provoke questions at the level of the Office of
the Director, Projects.

Clarification: Frequently unclear expression in a report
reflects conclusions or solutions that have not been fully
thought through. Editorial assistance is not the answer
here., Professional review and discussion are required to
detect the lack of clarity and resolve the problems. This
can be most effectively accomplished through a system of pro=
gressive review, which brings to bear the experience and
knowledge of senior staff. To be sure, some of this review
is devoted to non-substantive revisions of the report which
will make it more acceptable to the Executive Directors.

But the major purpose of clarification is to make sure that
the objectives of the project are clearly understandable and
that the-report forms the basis for solid agreements between
the borrower and the Bank so that the project can be executed
and supervised in a satisfactory manner and its objectives
achieved.

Education: In addition to providing a basis for decisions by
management and the Executive Directors relating to the project,
the appraisal report has other purposes. It is distributed in
the borrowing country and to various entities concerned with
development such as members of the UN family, regional develop-
ment banks and the like. It thus acts as an indication of
Bank policy and practice and provides examples of the issues
and considerations which the Bank regards as important in pro-
ject design and execution. In particular, for the borrower
and government officials concerned with the project and the
sector, it constitutes a statement of the critical issues and
the objectives of the project. A clear statement on these
matters is necessary to arrive at basic understandings on which
successful project execution and supervision depend and to
realize the catalytic and demonstration effects which are
usually sought as part of the project. A system of progressive
review is necessary to make sure that Bank policy and practice
are clearly and correctly stated and that the reports can have
their educational impact.

Internal Training: The system of progressive review also pro-
vides the opportunity for continuous training of Projects
Departments staff., With the large numbers of new staff added
in the recent past and with the newer elements, such as concern
for the environment or distribution of income, which have bcen
added to projects and their appraisal, such training has been
urgently needed. At the level of the Office of the Director,
Projects, the various Advisers can make staff aware of tech-
niques and approaches used by other Projects Departments when
dealing with similar issues, of innovations and technical
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developments affecting project design and appraisal, and

even of Bank policies relating to project work. A parti-
cular benefit of review at this level is the possibility of
making staff continuously aware that the Bank is more flex-
ible and more willing to experiment than is often thought

at the working level. And review at other levels can provide
training in departmental or divisional approaches and policies,
in Bank quality standards, and the like. Training in the
framework of the appraisal cycle is a most effective type of
training.

6. These characteristics of the appraisal report cycle will persist as long
as the concept of a project, as something more than a mere transfer of funds,
remains central to Bank lending. The characteristics and skills of Projects
staff will persist, as will the need for quality control, for training staff
and introducing them to new ideas and techniques, and for educating borrowers
and others. The consultants appear to believe that the training aspects can
be taken care of through the use of written materials, such as checklists,
and refer to Mr., lee's success in introducing environmental considerations
into appraisal through the use of checklists. My own judgment would be other-
wise., Having participated in a considerable number of yellow cover reviews
at the Office of the Director, Projects level, I am convinced that they are a
significant training device and essential to getting staff to accept and use
new ideas and concepts relating to project design and appraisal. For example,
the great improvement which has taken place over the last eighteen months or
so with respect to the training element in projects is attributable in large
measure, in my opinion, to the system of progressive review, including review
at that level.

7. ‘This is not to say that the appraisal report cycle is perfect and that it
cannot be improved and the time devoted to it reduced. But something like it
will continue to be needed as long as project-~lending continues, regardless

of the form of organization adopted.

Attachment

cc: Mr. Christoffersen

JAKing:1b
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OFFICE MEMORANDUM
TO: Mr. Mohamed Shoaib DATE: May 23, 1972

FROM: John A. King,\f—/”%{\

SUBJECT: Organization étudy: The Question of Excessive Concern for Excellence and
Quality in Project Work

The Question

1. You told me that NMr. Sommers had raised again his question as to whether
there was too rmch concern with excellence for its own sake in the Bank's pro-
ject work. Similar questions have been raised by the consultants as a result
of their interviews with Bank staff; these can be swmarized as = does con=
centration on project quality distract the Bank from what should be its main
focus, country development?

Corments

2 Central to this question is what is meant by quality or excellence. Tnose
asking the question often give, as an example, excessive refinement of rate of
return calculations or the editing and reediting of appraisal reportis, but the
question appears broader than that and can perhaps be rephrased as = from the
point of view of a country's development is a gcod project better than an
excellent project?

3s But before discussing this question, it should be pointed out that the
interviews with Bank staff also exposed an opposite view with respect to
quality, i.e. that, in fact, quality was declining as a result of lending tar-
gets and the problems of meeting them. These problems are said to range from
simple ones, such as making what should bhe conditions for negotiations or Board
presentation conditions of effectiveness, to much more subtle ones, such as
preferring conventional projects or approaches over innovations with the
potential for greater developmental impact.

L. Central to the issue of quality, I believe is the concept of a project.

If 2 project is viewed primarily as a transfer of funds, then much of what con-
stitutes "gquality" can he cdisregarded. But if projects are to be vehicles for
reform, for institutional or technical change, or for demonstration, if they

are to take into account employment, income distributicn, or the environment,
then there must be great concern with quality - the suitability and relia-
bility of the techniques being introduced, the adequacy of the manpower needed
and the means for strengthening its skills if necessary, the adequacy of the
finances and the financial system, the economic justification, the risks involved
and the safeguards to minimize them and the like. As the Willoughby exsrcise
demonstrates, if the Bank has learned anything over the years, more rather than
less cecncern with these matters is needed. Furthermore, more and more conw-
siderations are being found relevant in project design and exccuticn as time
goes on. Broadly speaking, more quality translates itself into more development.
And agreement that the principal focus is the country does not change the
situation, unless the project is regarded merely as a vehicle for the transfer
of funds.



5, Mr. Sommers has suggested that the origin of the emphasis on quality lay
in a concern for the money markets. He suggests that these markets could now
tolerate somewhat less quality. The argument would go as follows: When the
Bank was formed, international lending was in bad repute and a great many of
the Bank!s members were in default on their external debt. In fact, the Bank's
Articles contained a number of provisiens intended to prevent a recurrence of
some of the practices of international lending that had led to this situation,
of which the requirement of project lending was one. Today, the argument con—
tinues, after a quarter of a century of successful operations the Bank's
reputation in the money markets is such that they could accept somewhat lower
standards of lending. The trubh of the matter today is, however, that concern
over the money markets is only a minor element in the emphasis on quality. 4s
noted above, the real basis for that emphasis is concern for the developmental
impact of the project - does it include the elements necessary for it to be
technically, eccnomically, institutionally and financially successful and for
it to have an impact on the country greater than thes mere transfer of resources
involved. It is worth adding, however, that the money markets follow the Bank
closely and have shown themselves sensitive to suggestions that the quality of
projects for which the Bank lends may be changing.

6. It should be noted, in addition, that some of the external manifestations
of today's emphasis on quality reflect the extremely rapid growth of the
Projects Departments in the last three or four years and their decentralization.
With new Department Directors (six of the eight hold their present positions
for less than three years), new Division Chiefs and large numbers of stafl new
to the Bank and with large increases in the numbers and varieties of projects,
emphasis on quality was essential and it often resulted in such frustrating
exercises as rewriting reports. If there were five hundred professionals with
the experience and gifts of lr. Knapp working on projects, there could be
emphasis on gquality with much less quelity control, but this is not the case
and never will be. It can be expected, however, that quality control can be-
come less direct, continuous and obvious as the staff becomes more experienced
and the rates of change less rapid.

7. The concern over the emphasis on quality in projects arises from a feeling
that it causes delays in the project cycle, Making sure that all the critical
elements are considered in project design and appraisal and agreed upon during
negotiations may well take more time than a less complete study, and requiring
conditions considered essential to achieving project objectives may delay cise-
bursements. On the other hand, the omission of parts of the analysis or of
some of these conditions is likely to lead to misallocation of resources and
waste and a failure to achieve developmental objectives. And in many cases,
insistence on quality in project design and appraisal, including insistence on
appropriate conditions for lending, may actually speed up the later phases of
the project cycle after the loan has been approved or result in savings in
costs which far outweigh the time required to analyze the problem.

8. There are elements of judgment in this. What are appropriate conditions
for lending, how many alternative solutions should be examined in design and
appraisal, how detailed or far-reaching should the market analysis be, and the
like. And it is peossible to go too far. But a conscious decision to reduce
quality in general to save time is likely to have costly consequences for the
borrowing country. This is not to say that quality should be pursued at any
cost; the test should be a comparison of the costs of requiring particular
elements of quality with the benefits likely to flow from each of them.

s
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9, In short, there must be emphasis on quzlity; a project should be not
merely good; it should be the best project possible in that country under the
circumstances and at that time. At the same time, some of the frustrating
consequences of quality control are likely to disappear in time.

cc: Mr. Christoffersen
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OFFCE MEMORANDUM ,

Files DATE: May 11, 1972

John A, ng\j ﬁ/<

Study of Orgdnization and Procedures: Meeting of May L, 1972

T On May L, 1972 the ninth regular meeting with McKinsey was held; present
were Messrs. Shoaib, Sommers, Demuth, Twining, Messenger and King for the Bank
and Messrs. Rohrbacher, Iynn and Lethem (Bank) for McKinsey.

2ia The purpose of the meeting was essentially to continue the discussion of
the two hypotheses proposed to Mr. McNamara by the study team = Hypothesis I:
no substantial changes in organization but changes in procedures so as to im-
prove operations, and Hypothesis II: a major structural reorganization based

on the creation of several regional bureaux which would include both Area and
Projects staff (the latter only so far as functional specialization permitted).
Mr., Rohrbacher indicated that the study team had had a second meeting with

Mr. McNamara (on lMay 1) and had discussed these hypotheses and how each might
work. The study team was in the process of developing information bearing on
these questions and an initial review indicated that under Hypothesis IL 80
percent of Projects staff could be allocated satisfactorily to the regional
bureaux, leaving only 20 percent for the ceniral technical pool, and only aboud
1l additional Projects staff would be required to round out the technical stafl
of the bureaux.

3. In response to questions, Mr. Rohrbacher indicated that the study team had
not yet fully analyzed the economic complex and the industrial/private sector
complex or examined how they would fit into either hypothesis. It was suggested
that the study team might consider another alternative under which a separate
Industrial Bureau might be created outside the Regional Bureau, if Hypothesis II
was adopted, and regionalization of work in this sector might be postponed un—
til an integrated approach to industrialization and the work of IFC and the
Development Finance Companies Department had been worked out.

i« Mr. Rohrbacher indicated that in the view of the study team Hypothesis II
had a great advantage over Hypothesis I in that it would greatly facilitate the
introduction of line/staff concepts of management and organization and that

the introduction of these concepts was very important for the effectivensss of
the Bank in the coming years. Though procedures could be improved in the
existing organization — a major target would be procedures relating to CPP
concepts and work -~ and its effectiveness thereby increased, the team did notv
believe that this would be enough. The team, however, was working on recoi~
mendations for procedural improvement,

5. Members of the Study Committee made a number of points including the
following:

a) There was no perfect organizational solution and any parti-
cular solution would have its merits and defects. Hypothesis
II appeared (i) to offer opportunities for greater delegation



of authority, (ii) to increase focus on country programs and
objectives and improve the planning and coordination of country
work, (iii) increase the opportunities for experimentation in
new fields (e.g. program lending or new types of projects). On
the other hand, it appeared to be less likely (1) to produce
uniformity in policy and approach (though questions were raised
as to how serious a fault this might be), (ii) to maintain
standards and quality of project work (though it was argued that
these standards would be satisfactorily maintained by having, in
effect, a Projects Department within each regional bureau with
its own director responsible only to the vice president in
charge of the bureau), and (iii) to be more costly in terms of
technical staff,

b) The study team should consider three related questions - (i)
was it physically possible to carry out a reorganization along
the lines of Hypothesis II, (ii) should such a reorganization
be carried out, (iii) what would be the costs of not carrying
it out? These questions were raised in an alternative form -
given the fact that the Bank was currently organized on a
functional basis were the advantages of a structural change
sufficient to compensate for the costs of that change?

6. The next meeting of the Study Committee would be on May 16 at 3.00 pm,
following a meeting of the study team with Mr. McNamara on May 124

el

cc: Messrs. Shoaib, Sommers, Demuth, Twining, Christoffersen, lMessenger
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INTERNATIONAL DEVELOPMENT I INTERNATICNAL BANK FCR INTERWATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: ¥, Yohamed Shoailb DATE: April 2L, 1972
FROM: John A. King ﬁ/< | {

SUBJECT: Study of Organizstion and Procedures: Staffing Patterns

1. This memorandum brings up-to-date the staffing assignments of the study
team since my memorandum of February 28 on this subject.

2. During March Messrs. van lede (lMcKinsey) and Winterton (IFC) have studied
the IFC and made a preliminary report dated April 7 which.was discussed at the
Study Committee leeting of April 10,

3. Messrs. Rohrbacher and Iynn (McKinsey) visited Japan, Indonesia and the
Philippines and Messrs. Kubes (Mclinsey) and Barry (Bank) yisited Ivory Coast,
Kenya, Ethiopia and Nigeria during the first half of March.. On their return
they discussed their impressions with Bank staff. They reported their tentative
conclusions in a paper dated lMarch 27, which was discussed at the Study
Cormittee Meeting of March 25.

L. During the first week of April Messrs, Kavarana (McKinsey) and Dosik (Bank)
visited Iran., This was intended originally to be one of a second group of
country visits to gain an impression of the Bank's image from the point of view
of its borrowers and to view its procedures from the other end of the telescops,
but other such visits have not yet been made. No special report of this visit
has been prepared for consideration by the Study Committee, and the findings
resulting from the visit are to be found in the general work and conclusions of
‘the study team.

5. During Mzrch and April, I understand, the rest of the study team have been
consclidating the diagnostic work needed for the study and have in effect con-

cluded the first half of the study. In doing so, they report that they have
reached factual conclusions with respect to =

~a) the objectives of the Bank,

b) the organization of the Bank,

c) its basic procedures,

d) its management style,
and have some judgrments concerning the strengths and weaknesses of each of these,
These conclusions and judgments will be precented to Mr. McNamara in an organized
form but without much detail on April 2L4. The detail, however, has been organized
and is available.
6. In the next phase, the study team is concentrating on two areas -

a) New organizational hypotheses and variations of them. An

important element of this work is examining the risks inherent
in these changes and how to minimize these risks. Messrs.



Lynn, Kavaranz, van lede (McKinsey), Richardson and Winterton
(Bank) will be working in this area,

b) New procedures needed to overcome major weaknesses identified
in management procedures, the project .ycle and supervision.
This work will be done on two levels - the procedures needed if
the organizational changes mentioned above were to be accepted
. and those needed if the existing organization or something like
it were to be maintained. Working in this area will be Messrs.
Cornudet and Kubes (McKinsey) and Barry, Dosik and Iethem (Bank).

¢) In connection with both efforts, Messrs. Graves (McKinsey) and
Beauzelin (Bank) will prepare materials on "the case for change",

7. At the end of April and beginning of May, Messrs. Garrity (McKinsey) and
Richardson (Bank) will visit Turkey to =

a) view and understand the last stages of an economic mission and
an appraisal mission,

b) view and understand a supervision mission,
c) examine the case for and against a resident mission in Turkey,

d) interview DFC/IFC "customers" about their views of the
institution,

e) interview other donors (U.S., UNDP) about their views on the
Bank Group's effectiveness and on coordination problems,

f) ascertain from key Turkish officials their perceptions of
Bank Group strengths and weaknesses.

In early May Messrs. Craves (McKinsey) and Beauzelin (Bank) will visit India to
test some of the hypotheses of the study group in the field,

://’ —— I
cc: Messrs. Demuth, Twining, Christoffersen, Messenger

JAKing:1b
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I INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND CEVELOPMENT

CORPORATION
OFFICE MEMORANDUM
TO: I, Mohamed Shoaib DATE: 1lay 9, 1972

FROM: John A, King d/’ﬂ/<

SUBJECT: Pearcon Cormissicn Staff Vlork on IFC

S

1. There are three backeround papers dealing with private foreign investment

prepared by the staff of the Pearson Cormission, and two of these (actually

two vercions of the same paper) speak, inter aliz, cf the IFC, but they do not

add much to what is said in the Commissicn's report itself, In fact, the text
of the report on these questions is based largely on one of these papers. The

relevant parts of Partners in Develonment are:

",.. because of their links with the private sectors of both
developed and developing countries, IFC; and organizations like
it, ere logical apznis for project identification end investment
promotion work, zuime accordingly recormend that they becore

much more active i :513.field,

M'e hope that a recrientation of IFC policy éfbward grcater re-

gard for econoric considerations and influence on policy with

respect to industrializatiog7' is possible, for the szke of the

econoriic impact of its own investment and even mere for that of

the new investrments we believe it is well placed to preomote,

However, we would also recomnmend that cther internavicnal insti-

tutions, such as the World 3ank and UNIDO, expsond furvher their

advisory role regarding industrial end foreign investment

policies, These activities could eventually be fully trans-

ferred to IFC if the prorosed reorientation c¢f IFC is successe

fully achieved."
2. The specific references to IFC ere found in Pearson Commission Staff Faper
No.L5 dated ray 29, 1965, entitled "The Contribution of the Foreign Privcte
Sector", preparsd by Donald Erash.

2) It recormends the establishment in IFC of a separate office to
engare actively in investment promotion work. The argument in
favor of this is as follows: "Secondly, vwe feel that there is
a real and urgent need for better and more carefully targeted
promotional programs than now exist. lost of the present in-
centive schemes are designed to prevent an investor deciding

against an inv.:&nenl which he already has under consicderation,
and those invewltwnt surveys which are made are oiten too
general to be ({:mwal value in promotional work. The

International Finance Corporation has in the past interpreted
the clause in its Articles requiring it to finance only projects
twhere s.fficient private capital is not available on reasonable
terms! to mean that it should leave all project initiative to
others. As a result, even its own financing activities have
been on a small scale. 3ut there are some signs that IFC is
now beginning to appreciate the role it could play in actively
seeking out investment opportunities and bringing together
domestic and foreign partners to execute them. Bacause of its



position as & multilateral institution with links with the
private sectors of both developed and developing countries, it
seens a logical place for major expansion of promotional acti-
vities. Ve accordingly urge the establichment in IFC of a
separate office to encace actively in investrment treroticn
work, Although IFC is concerned only with private sector ine
vestrnent, its affiliation to the United Nations might well make
such an office #) appropriate recipient of UNDP financial
suppor-t' n v

b) A recormendation that IBRD take a more active advisory role in
the industrial and foreign investment rolicies of the LDCs.
The argument in support of that recommendation is as follows:
"le_believe that the international develorrent cormunity could
play a uvsefui role in advising developins countries in treir
Dolicies tovards foreirn direch investment. 11 the past, 1FC
has teen the only internavional organization active in the
field of private “forsiem investment, though the creation of
UNIDO has changed the situation scmewhat in recent years. The
IBRD has tended {»o delegate much of its industrial work to the
IFC and its discussicns with mesmber countries primasrily in-
volve fiscel affairs., This has been unfortunate. To begin
with, IFC deliberately aveids beconing involved in government
policy issues wherever possible., Its own investments require
no host government guarantee and it normally behaves in very
much the same manner as an ordirary comercizl investment
house, i.e. it takes governnent policies as given. lore
sericucly, to judge fron its own investment pattern IFC is not
competent to judge government policies from an economic point
of vieuw. l=zny of the projects in which IFC has participated
have certainly benefited the host country invelved, but many
others, regrettably, have been of the type noted earlier as
contributing marginally if at all to economic develcpment. In
particular, they have clten been in secters subsidized by very
high levels of effective tariff protection. In very few cases
are investments preceded by an econonic analysis of their im-
pact. In practice, prefitability nas veen the princiral cri-
terion used in assessing investments and, wnile this is clearly

a2 necessary critericn for any agency which would stimulate the =

growth of the private sector, it is hardly a sufficient criterion
for an agency purporting to be concerned with eccnomic develop-
ment,

'We very much hope that some reorientation in IFC's perspective
is possible, for the saxe of the eccnoric impact of its own
investrments and eve;i"rore for that of the new investments we
believe it is well-{.laced to promote, If in vractice it is not
possible to cormbine a concern for private proritaoility with an

l/ The implicit distinction drawn between private profitability and social
economic desirability might be without much real neaning in developed countries:
it assumes very great importance in developing societies where market prices are
often very poor indicators of social cost.



ric desirehility, a much more

active advisory r ez 12D a2 L0 In Incductrial
and foreifn investirant policies is essenti

equally vital conec2rn for ecan
¢r bow: 5.4

i The paper has a few interesting remarks on the different connotations of
direct private investment: "Discussion of the eronomic impact of direct invest-
ment has tended to employ highly emotive languzge. To capital-cxporting
countries, direct investment means all the advantages of the free enterprise
system, along with foreign exchange, technical knowledge, management skill, and,
often, access to markets., For LDCs, direct investment spells high cost capital,
foreign control of key sectors of the economy, insensitive foreign managers,
and undue competitive pressure for domestic entrepreneurs,"

L. The President's memoranda dealing with Pearson Cormiission Recommendations
Nos. 7, 9 and 10, all dated December 11, 1969, in effect, accepted the merit
of the corments in Partners in Develoorent and indicated that IFC policy was
already being changed in tacse directions,

5. The potential conflict between private profitability and social/economic
desirability referred to in paragranh 2(b) nevertheless remains and is probebly
the reason behind the corments frequently heard by the study team of the nsed
for a separate organization fer private investors who do not want to be dealing
with Bank staff whese principal work is in the public sector and with public
sector officizls. I surmise, but do not know, that this potential conflict

may also 1lie behind the cases, referred to by the study team, where the Zank
and IFC have taken differing posi‘ions with respect to the szme oroject. This
potential conflict presents, in my judgment, the most difficult organizational
issue in the industrial/private sector area,

v’

cc: lMessrs, Sommers, Demuth, Twining, Christoffersen, Messencer
3 b ] =} ] 3 o

JAKing:1b



R R MR L

.3 _u ﬂmm 78 agaiiiEf AL

ke Sl il i

1 Blagg] frhil HE 00
pies g ler)
il et wmmwmwy

: m“mmmw i ks
ity s Loy
Pl Bk R
il s e

s b1 hsfeads Ly il
Iy ittt e Ll
S I H | EH B H S R M T



FY'70
FY'71
(Half) FY'72

Total

FY'70
FY'71
(Half) FY'72

Total

FY'70
FY'71
(Half) FY'72

Total

Attachment 1

Extent of Multiplier Effect on Projects Financed by IBRD and IDA

FY"s 1970,

1871 and 1st half 1972

Total
Projects

Total
Projects

4,177.6
4,549.1
798.4

945251

Total
Projects

2,092.0
2,067.8
251.9

4,411.7

1/ Both local and foreign.

(Source:

PandB)

$ Millions
Total

IBRD/IDA
Contribution

Sourccs-/

1,664.2
2,480.5
448.6

4,593.3

IBRD only

IBRD

Contribution

IDA-only

IDA

Contribution

605.6
Y B84,
117.0

1,306,7

Other
1

4,605.4
4,136.4

' 601.7

9,343.5

Other

Sourcesl/

Other

Sourceslj

1,486.4
1,483.7

134.9

3,105.0

Al

Multiplier
Effect

=R
- - -
W~ o

Multiplier
Effect
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~p0

Multiplier
Effect

= NN
-
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(T.S. 4/20/72)



Attachment II f

Extent of IBRD and IDA Participation in the PPiVatG.SectorE/
FY1957 throu oh FY1971

$(Millions)
Original Commitments $ _Volume # of Loans
Comprising = -
Agriculture " 27.5 3
Development Finance Corporationsgf - 923.1 51
Industryg/ 3/ W/ - ' 549.6 27
Tourisml/ = 10.0 L

1/ A borrower in the Private Sector is defined as an entity with more than
50% of its equity held by private individuals or concerns themselves
outside of government control,

2/ From April, 1965, through October, 1969, IFC acted as "executing agency"
for both IBRD and IDA's industrial projects. IBRD and IDA, however, pro-
vided the finance for these loans/credits. A similar arrangement existed for the
Development Finance Companies projects through November, 1958, at which time
the Development Finance Companies Department was transferred from IFC to IBRD.
3/ Excludes loans amounting to $359.2 million to the Netherlands, Italy and Japan.

L/ Includes loans to Yugoslavia

{T.8. Wig1/72)



INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR I INTERNATIONAL F INANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT I ON ,
« 2 nv
- J.l"l}»' ; ) 14
OFFICE MEMORANDUM I (el
!
TO: Files ' DATE: April 14, 1972

P il r
FROM: John A. King \,.7{/{%\ |

SUBJECT: Study of Orgaﬁization and Procedures: Meeting of April 10, 1972

1. On April 10, 1972 the seventh regular meeting with McKinsey was held;
present were Messrs. Shoaib, Sommers, Twining, Christoffersen, Messenger and
King for the Bank and Messrs. Rohrbacher, Graves, van lede and Winterton (IFC)
for McKinsey. The meeting was devoted to the study team's preliminary assess-
ment of the IFC, dated April 7, 1972.

2. The meeting opened with a number of general comments on the McKinsey
report:
N
a) The study team was advised that the Bank Group w;§ cormitted,
by decision of its member governments, to serving the private
sector and that the study team should not study the question of
whether or not the Bank Group should do so.

b) Mr. Sommers believed it was wrong to describe IFC as the pri-
vate investment arm of the Bank CGroup; it was merely an arm
for this purpose., He noted that IFC had been established as a
separate identity for particular reasons which were relevant
when it first was being considered and which may have been over-
taken by events, at least for many countries; it had continued
in this form for historical and personality reasons., He be-
lieved there was still a need to perform the basic funchbions
belonging to IFC, but said the study team should examine whether
this separate identity should be continued or whether some other
organizational solution would be more appropriate. He alse
suggested that IFC's separateness tended to make it continue
on its own way without considering what else it might profitably
undertake. Others suggested that this tendency had been modi-

~ fied since Mr. Caud had become Executive Vice President.

¢) He pointed out that IFC had been compelled by its institutional
characteristics and the facts of economic life to serve the
more advanced of the LDCs. It, therefore, could not fairly be
criticized for failing o serve the non-industrialized LDCs or
those lacking a private industrial sector., He noted that the
language of the Articles, "particularly in the less developed
areas", was intended to refer to the underdeveloped countries
generally as opposed to the developed countries, and not to the
poorer LDCs as opposed to the richer LDCs.

d) It was noted that the Bank was active in the private sector in
the field of industry, development finance companies, tourism
and agriculture.

e) It was recognized that overall economic planning and macro-
economic analysis had not played a significant role in IFC
investments. Nevertheless, in recent years the role in IFC of
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£)

2.

economists had increased (there were now four economists includ-
ing an Economic Adviser) and more than lip-service was now
paid to economic considerations in making investment decisions.

- It was noted that in theory, IFC relied on development finanée

companies to create future opportunities for IFC in countries
where there was no immediate opportunity for IFC investment
but that, in fact, few efforts were made to ensure that this
reliance produced the effects sought.

A nurber of specific comments on the report were also made:

a)

b)

c)

£)

g)

h)

1)

Page 1=3: The description of the Bank as "primarily public
sector financing" with a few exceptions was somewhat mislead-
ing. As a matter of fact, the Bank did considerable amounts
of private sector financing in industry, development finance
companies, tourism and agriculture.

Page 1-li: There was some discussion of the wordS\vehicle".
¥cKinsey did not intend it to be the equivalent of "organi-
zation", but gave it a rather open-ended meaning. It was
suggested that the time comparisons were unfair, comparing
non-comparable items. The concept that the qualifications of
IFC staff should be drastically different from Bank staff was
questioned, and reference was mede to evidence to the contrary

on page L=5.

Pace 1-5: Exception was taken to the phrase = "it is doubtful
if IFC could effectively compete wilth normal investment and
cormercial banks". As is pointed out in the following sentence,
it would be contrary to IFC!'s Articles for it to try to do so.

Pace 2: It was noted that the Articles called for IFC to act

in association with other investors" and that this affected

its way of doing business. It was also noted that in some
quarters there was a belief that IFC was quite right in develop-
ing passively in response to needs expressed to it, rather than
adopting an aggressive developmental policy. Others believed

that this may have led to an imbalance in the use of its resources.

Pare 2-2: A question was raised as to what proportion of the
additional capital mobilized by IFC was foreign and what local.

Page 2=6: It was suggested that, though they had fallen since
[932, administrative costs were still high.

Page 3: The need for a single management mind and a coordinated
strategy for the Bank and IFC was accepted.

Page 3=li: Mr. Shoaib asked for details of the conflicts listed.

|

Pare lj=3: It was suggested that the criticism of the Personnel
Departnment was unjustified and that the views of the other
Departments criticized should be sought.



j) Page 5: The general concept that further analysis of IFC by
The study team should be in the general framework of the Bank!s
work in the private sector was accepted., The basic questions
were how much and how should the Bank Group serve the private
sector.

i, The next meeting was set for April 25, at 3.00 pn.

N

cc: Messrs. Shoaib, Sommers, Demuth, Twining, Christoffersen, MNessenger

JAKing:1b
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TO:  Mr. Denton N

FROM: J. E. Twining, Jr.

At the meeting of today's date, I told the
McKinsey team members that I did not agree that the
comments made about the Personnel Department were
accurate as an indication that sufficient services
were not provided to IFC.

It was generally agreed around the table that
these points, as well perhaps as those referring to
the Treasurer's and Controller's Departments and
the Information and Public Affairs Department, were
not supported by facts and it was suggested that
the McKinsey team members should talk to the repre-
sentatives of the Departments cited before reaching
such conclusions.

Attachment (page 4 - 3 of report of April 7, 1972).
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The Meeting of the Organization Study Steering Committee on March 29

Attending were Messrs. Shoaib, Demuth, Sommers, Twining,
Christoffersen, and Messenger for the Bank; Messrs. Garrity, Rohrbacher,
Graves, Kubes, and Barry for the Study Team.

Mr. Rohrbacher gave the highlights of the trip that he and Mr. Lynn
took to Tokyo, Djakarta, and Manila. In Tokyo, in addition to talking
with the staff of the Tokyo Office, Messrs. Rohrbacher and Lynn interviewed
several officials of the Japanese Ministry of Finance. It was thought that
the views of the individuals they spoke with were representative and that
the discussions were helpful. In Djakarta, discussions took place with
almost all of the Bank's staff members stationed there and with several
Government ministry people. Also in Djakarta, several of the donor
organizations with representatives there were contacted. A field trip
was made to one of the Bank's projects, a large irrigation scheme. In
Manila, officials of the Asian Development Bank were interviewed, as well
as a group of Philippine officials.

Mr. Kubes reported that he and Mr. Barry visited Ivory Coast,
Ethiopia, Kenya and Nigeria in Africa and in each place they spoke with the
Bank's staff stationed there, with donor organizations, with representa-
tives in the countries, and with various government officials. Mr. Kubes
felt that the trip had been useful in that it had given him and Mr. Barry
quite a different perspective on some of the Bank's problems.

Mr. Shoaib enquired about criticisms the travellers might have
heard of the Bank and its operations. Mr. Rohrbacher said that the lapse
of time between the departure of an appraisal mission from the field and
the time when the borrowers are "summoned" to negotiate a loan or credit
is felt to be excessively long. The borrowers feel that they are not kept
informed of what is transpiring during the period or what they are being
summoned to negotiate. They claim that in the interim the project or the
terms to be negotiated have often been changed by the Bank. Mr. Shoaib
said that in his experience borrowers usually receive, at least on an
unofficial basis, a copy of the draft appraisal report prior to negotia-
tions. Mr. Graves noted that criticism was also heard of the Bank's
procurement and disbursements practices and the numbers of missions. The
Team is presently in the process of gathering data that will permit a
determination of how valid these criticisms may be. A short discussion
of the cost of sending staff members from headquarters into the field
on mission versus maintaining field offices followed during which it was
noted that one of the non-quantifiable costs associated with sending
missions from headquarters is the irritation felt by borrowers of too
frequent missions.



In deciding what, if any, additional authority can be delegated
to the field, the question of projects standards and decision criteria
was raised. Mr. Shoaib noted that the Study Team will need a clear
description of the project cycle together with the failings as perceived
by the recipient countries and an analysis of the time that the cycle
requires.

Mr. Rohrbacher said that both Team missions had heard statements
about the Bank's arrogance. This referred to both arrogance on the part
of individuals and on the part of the institution itself. The individuals
most frequently "accused" are on economic missions and tend to be staff
members new to the Bank with little practical experience - a shortcoming
also mentioned by Bank staff stationed abroad. The institution was felt
by some donors to be arrogant in the way it handles negotiations and in
some of its other discussions with govermments. Mr. Sommers noted that
perhaps "arrogance" is an occupational hazard in the kind of work in which
the Bank is engaged.

Mr. Sommers also noted that it should not be surprising that the
various Bank resident missions are different - they were created for
varying reasons. The countries are different and no single pattern of
Bank behaviour will be satisfactory in all. He urged the Study Team to
take this into account in their recommendations to be flexible, and to
be willing to recommend experimentation.

Mr. Rohrbacher noted that there seems to be more dialogue between
the Bank and its recipient countries on economic reports than on project
reports. Mr. Twining said that this is probably explained by the fact
that the economic report tends to be more of a joint Bank/country
exercise than the project report. The former is intended to analyze
and present a summary of the country's economic position, not only for
the Bank, but for the country and other potential donors as well, whereas
the project appraisal report is a decision-making document intended,
primarily at least, for the Bank's internal consumption.

It was noted that appraisal reports are intended to do two quite
different things: (i) to present a summary memorandum of the terms for
negotiation of the project and (ii) an analysis of why the particular
positions were reached. It was suggested that perhaps the two should
be in separate documents. ;

Mr. Graves announced that the Study Team plans three missions
during the early part of April; one to India and Iran, a second to Turkey
to observe an appraisal mission at work, and a third to South America,
probably to observe an economic mission at work, possibly in Colombia
and/or Brazil. Mr. Shoaib emphasized the importance of the Team seeing
the various kinds of Bank missions in action.



Mr. Graves prefaced the discussion of the Study Team's interim
report, dated March 27, by stating that with respect to the field missions
the Team had reached two very tentative conclusions:

(i) there is a prima facie case for stronger field missions than
now exist to do Bank operational work; and

(ii) it is difficult to see how an effective field organization
with greater authority can be created, given the present
headquarters organization.

In enquiring why the Bank's present headquarter's organization was much of
a handicap to expanding field missions, Mr. Shoaib cited the United States
as an example where several of its departments, e.g. State, Defense,
Agriculture, all have programs in the same recipient countries and the
embassies reporting to the State Department appear to be able te coordinate
all of these activities. Why then, it was asked, is it considered necessary
that the Area/Projects split be somehow removed in order to have effective
delegation to the field? Mr. Graves replied that there was no certainty
that the Team will recommend a change in the Area/Projects relationship.
However, it would appear at least that if some work now under the authority
of the Area and Projects Departments were to be delegated to the field,
some arrangement would have to be made to avoid the field offices reportlnc
to two or more headquarters units.

Mr. Graves said that there is some feeling among borrowing countries
that the Bank tends to be dogmatic and rigid in the application of its
rules. Mr. Shoaib said that perhaps this is because we have more in-
experienced people now than we had in, say, the early sixties or before.
This feeling that the Bank applies its rules rigidly is somewhat anomalous
because relatively few of the Bank's rules and policies are committed to
writing. Therefore, if true, it is a rigid application of the practice
of doing things the way they were done before.

Mr. Demuth commented that an additional reason for the Bank having
more of its operational work done in field missions is to be able to
coordinate better with the other donors. He felt that this is something
that was overlooked in the Team report but is a factor that is of con-
siderable importance.

Mr. Demuth also questioned whether the headquarters organization
must be changed to have useful overseas offices, but conceded that our
overseas offices might be made more effective with improved headquarters
organization. He noted that our present offices overseas are by and
large discharging the limited responsibilities that they hawve been given.
Additional responsibilities could be delegated even with the present
headquarters organization if it were decided to do so.
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The next meeting of the Steering Committee will be held one week
from Monday, on April 10, at 3 p.m.

cc: Mr. Shoaib
Mr. Sommers

Mr. Demuth

Mr. Twiningu///
Mr. King

Mr. Christoffersen
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OFFICE MEMORANDUM

TO:Mr, Mohamed Shoaib DATE: March 23, 1972

FROM: John A, ngj ff/Q

SUBJECT:The McKinsey

1, Since I will not have a chance to see you before the meeting with the study
team next Wednesday, I thought I might set down a few thoughts about the way the
study is going. I have no direct experience with studies of this kind or how
they should be conducted, however, and so some of these ideas may be mistaken.,

2. My first thought is that while the interview technique may be useful for
getting insights, it also tends to generate one-sided or oversimplified state-
ments of the issues and a certain amount of froth arising out of the real
frustrations of Bank staff with certain aspects of their work. Carried beyond
a certain point, it tends to produce a Gallup poll, which probably has some
bearing on the implementation of the recommendations of a study, but which is
certainly not the study itself.

3. It seems to me, therefore, that it is important for the study team to
grapple with and analyze the Bank'!s operating characteristics themselves, rather
than with what people say about them. To do this requires them, among other
things I believe, to take part in secvor missions, economic missions, apprzisal
and supervision missions, negotiations, yellow-cover meetings, Loan Commitize
meetings, CPP meetings and discussions of the CPP in the Economic Committee,
Board Meetings and the like. This sort of investigation is important because
the Bank is different from mos~ of the enterprises that McKinsey analyzes; con-
sequently the study team cannot approach this study with the same fund of experi-
ence and background as it would other studies. Any such program of work should
be planned so that they can take part in typical but significant missions with
experienced mission leaders and in useful and informative meetings of other
types. This will take some effort, P

. In view of the fact that only two or three members of the study team have
had operational experience, this immersion in actual Bank work will take a

little time, probably more than the present schedule allows., Consideration
should be given, therefore, to revising this schedule,

cc: Messrs. Sommers, Demuth, Twining, Christoffersen, Messenger

JAKing:1b
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OFFICE MEMORANDUM
TO:Mr, Michael Graves DATE: March 23, 1972

FROM: John A, King_#/ ﬁ [

SUBJECT: The Problem “inltlon Statemunts of February 25, 1972

1. I have been over the Problem Definition Statements prepared in connection
with the review session of February 25. Though I recognize that these are pre-—
liminary and tentative, I thought it might be useful if I set down my reactions
to some of them, which seemed to me mistaken or oversimplified. I shall identify
them by the name of the author and the principal issue. Iet me add, however,
that I found a number of the PDS penetrating and very much worth pursuing.

a) Iynn - Supervision: I am not sure that supervision "is the first
activity to be sidetracked when target lending pressure is applied";
I suspect that sector economic work would be the first victim. Not
only does supervision enjoy a higher theorstical priority than
sector work, but supsrvision work can be more easily combined with
appraisal work than can sector work. At any rate, the ratio of
supervision missions to the number of projects under way has
steadily increased; at the end of 1967 - .70, 1968 -~ 90, 1969 - 27,
1970 - 1,15, 1971 = 1,25. I also believe that there is now more
system in putting projects on the problem list and for taking
corrective action than the PDS indicates.

b) Iymn - Project Appraisal Report Preparation, Review and Decision:
It is extremsly rare for more than one version of the yellow
cover appraisal report to be made.

i

¢) Iynn and Beuzelin - Lack of Delegation: While there appears to

be a lack of delegation, there is in fact very large delegation
of authority to preparation, appraisal and supervision missions
vhich deal directly at a high level with officials of the bor-
rower and its govermment and who have a great deal to say about
the technical characteristics of the project, its size, its

= financial plan, the institutional changes associated with it
and the like. This delegated authority is, of course, subject
to review when the missions return to headquarters, but it is
very real and far-reaching.

d) Iynn - Bunching of Aovraisals: The fact of bunching is real but
the two causes suggested (yearly lending targets and home leave
in the summer) are not the only ones. Climatic conditions make
appraisal difficult or impossibls in many countries in July and
August and holiday habits of govermment officials may have the
same effect in others.

e) Iynn - Physical Decentralization: Comparisons with other
organizatlone such as AID do not have much meaning, in my opinion,
unless the Bank's concept of project-iending is changed.




f) Iynn - Adherence to lending targets tends to drive out other
development assistance: This may be true but needs qualifi-
cation., First, there is no point in making a loan for a 'comp-
licated" and hence more desirable project if it is not ready to
go. Actually, if concern with lending targets had the potency
the PDS suggest, slippage would not occur at all and projects
would be presented to the Board with a lot of post-approval
conditions. But disbursements for the project would not occur
any earlier in either case. OSecond, the postponed project is
not lost forever; it reappears in the lending program when it
is ready to go. Third, substitution of another project provides
a vehicle for the transfer of funds and early disbursements
which may be needed by the country. It is inaccurate, therefore,
to conclude that "rational country economic and social develop=-
ment ... may be overlooked as hasty nonintegrated projects are
tacked on to meet Bank not country needs".

. g) Barry - Smaller countriss do not get the attention afforded
larger countries: At best this statement is oversimplified, at
worst, it appears wrong. To say that Ivory Coast, Tunisia,
Senegal, or Bolivia, for example, (all countries with populations
under five million) have been neglected by the Bank seems mis-
taken. Furthermore, I believe that a comparison on a per capita
basis of loan/credits would also show in general that small
countries have done better than large., In addition, since pro-
Jjects require about the same amount of work by Bank staff what-
ever their size and since projects in small countries tend to

be smaller than those in large, the small countries are receiv=-
ing a larger proportion of staff time. My memorandum of March

3 has already: discussed the tentative conclusion that small
countries have more problem projects than large countries and has
suggested that this conclusion is not supported by the facts.

-

h) Beuzelin - Excessive Paper Work: There is certainly a lot of
paper work and some of 1t is certainly frustrating, but how much
is excessive is not clear in my mind. As far as the appraisal
report is concerned, much of the rewriting is concerned with
getting all the elements precisely defined and the issues clearly
stated. This is necessary to achieve the basic understandings
on which management decisions are reached and on which successful
project execution and supervision depend and to realize the cataw-
lytic and demonstration effects which are usually sought as part
of the project. Rewriting is also necessary because of the large
proportion of new staff and of staff whose professional back=
ground or native language means that first drafts need basic
improvement.

i) Barry - Area Departments do not control the resources necessary
to carry out the tasks for which they are accountable: 'This
places the Projects Departments in the position of selecting out
projects which the Area Department may consider important." This
concept requires several comments., First, even if the Area




3.

Departments had direct control over project staff, not all the
projects in the country programs could be processed because of
the manpower constraints. Second, "selection out" has two
aspects. One is the determination of priorities within the
country and between countries and regions; the Projects Depart-
ments have no role in this. The second is the determination on
project grounds, sector grounds or experience with the borrower
whether the project is justified and if the timetables proposed

" in the country program are realistic. The Projects staff must
have an important role in this determination under any organi=-
zational arrangement.

j) Graves - Objectives should be expressed in terms of development
goals rather than lending targets: I applaud the concept but
question one of your basic facts = "Most of the Bank's lending
is in the same areas that it was 5-6 years ago". Using the
"fever chart" to compare the number of projects under way (a
measure which tends to understate the amount of change) at the
end of 1966 with the end of 1971, we find that of 238 projects
in 1966, L3% were in transport, 35% in public utilities, 17%
in agriculture and 5% in education, while of the LS55 projects
in 1971 (excluding industry which was in IFC in 1966), 31% were
in transport, 27% in public utilities, 27% in agriculture, 11%
in education, 2% special projects and 1% in population., If we
compare projects approved in 1965/66 with those approved in
1970/?1 (excluding industry and development finance comoanles),
we find that of the 38 projects app"'ovmd in 65/66 399 were in
transport, 26% in public utilities, 237 in agriculture and 11%
in education while of the 11L projects approved in 70/71 32%
were in agriculture, 27% in public utilities, 26% in transport,
12% in education, 2% in population and 1% in tourism. It should
also be noted that there have been important changes in the
patterns of lending within the larger sectors. Considering the
amount of time required for preparation of the newer types of
projects this represents a very considerable shift, Frocn the
point of view of organization and procedures, I believe that
numbers of projects are a more significant measure than amounts.

You also say that there are very few small projects. Of the 11L
loans approved in the last fiscal year mentioned above, 31, or
27%5 were for $5 miliion or less.

It is, I think, fair to say that it is difficult for the Bank
to expand its operations into areas where the principal costs

are current costs or, to a much lesser extent, local currency
costs,

»
cc: Messrs. Shoaib, Demuth, Twining, Christoffersen, Messenger

JAKing:1b
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FROM: John A. Kin } f‘ ()
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SUBJECT: Study of Organization and Procedures: Meeting of March 9, 1972

TO: Files

!,

1. On March 9, 1972 the fifth regular meeting with McKinsey was held; present
were Messrs. Shoaib, Sommers, Demuth, Twining, Messenger and King for the Bank
and Messrs. Garrity, Craves and Kavarana for McXinssy.

2. The meeting was devoted to the study team's ‘“report to the committes!
dated March 6., It was made clear that this report was merely a tool in carry-
ing out the study and not in any way a part of the formal conclusions. Mr.
Graves pointed out also that the "report" had been completed a week earlier
and some of its tentative conclusions had been overtaken Dy more information
leading to somewhat different views,

3. Mr. Sommers expressed his reservations about defining general objectives;
he believed they were meaningless or opsn-ended. Nevertheless, he and members
of the Steering Committee believed the statement of the Bank's ultimate purpose
(page 1~1 and exhibit I) incorrsctly presented the relationship betwsen ths
Bank and its members, particularly with the developed countries., The funda-
mental basis for these relationships was that the Bank was an instrument of

the internmational community through which economic and social development could
be advanced. A numoer of specific points were also made:

a) Social change was not universally desired among the member
countries.

b) Improvement in the quality of life was an element, but was
hard to define.

c) The concept of "informal partnership" between the Bank and
the developing countries could be misunderstood.

d) There was suspicion of the Bank, in some LDCs, as an agent
of neo-colonialism.

h. With respect to the three objectives described on page 1-2, some questions
were raised as to the order of these objectives, to the apparent primacy given
to financial resources. It was also pointed out that while no objection could
be taken to the coordinating objective as stated, the main coordinating role
in the UN system had been placed elsewhere by the UN Charter,

5. With respect to the roles set forth on page 1-3 ii was agreed that -

a) The term "investment banker" was not entirely appropriate;
tmobilizer of rescurces'" was to be preferred.

%

b) Though the Bank was, in a number of respects, acting as a
n"thought leader on development problems", it was not clear
that this role was generally accepted.



2.

6. With respect to page 2-1, it was agreed that though treasury functions

did pose problems, they were not of the same significance and order of rizgnitude
as those connected with the lending and development assistance functions. The
questions concerning the Bank's role as a leading development institution were
good.,

7. With respect to page 23, there was considerable discussion about "the
perceived lowering of quality standards and neglect of non-lending objsctives',
The study team explained that the perception was not that of the study team
but that of those being interviewed, and that "non~lending objectives'" meant
development activities not directly related to the transfer of funds, Concern
was expressed about this conclusion, particularly that part of it referring to
quality standards. Did Bank staff really believe that quality standards were
being lowered or was this feeling part of their frustration with lending
targets? The study team indicated that the real concern, in general, of those
interviewed was with lending targets and the impact of the targets on choice
of project and country (i.e. in order to achieve targets conventional and easy
projects and countries with good absorbtive capacity were preferred).

8. With respect to page 2-l, Mr. Shoaib pointed out that the CPPs as a
planning device were relatively new and in the process of evolution, Neverthe=~
less the study team believed that management planning at a high level was lack-
ing and there was no anchor for planning and management other than the lending
targets.

9. VAth respect to page 2-5, there were questions about the meaning of 'pro-
ject cycle" as used in the text and exhibit IV and about the standards against
which it was being measured, and Mr, Graves expressed some reservations about
the basic conclusion (concerning use of time and manpower) as stated. There
was some discussion of the time consumed in preparing the appraisal report
and other documenits associated with Board approval, and a number of purposes
in preparing and revising such reports were suggested - internal training for
Bank staff, establishment of policies and attitudes for the Bank, and maxing
the appraisal report a coherent, self-suificient document suitable for con=-
sideration by the Board and for use as a guide in project implementation and
supervision, The format of exhibit IV was questioned.

10. With respect to supervision, it was noted that exhibit V did not reflect
all the supervision activities of the Bank (e.g. "loan administration" by the
Area Departments). It was pointed out that the question of supervision had
important organizational implications, and it appeared that the study team was
only just beginning to examine this subject. A number of suggestions were made
as to leads for them to follow.

11, With respect to page 2-6, the study team indicated that though they had
identified a number of weaknesses in the areas of planning, control and evalu-
ation, it was too early to say whether any wholesale organizational change

was called for.

12. During the discussion of item 3 = major iscues and next steps - the follow-
ing points were made:
: 8.
a) The tasks identified on pages 3=1 and 3-2 were sound and
replaced the earlier "issues papers".
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b) The study team was.still completely open-as to organizational
solutions.

¢) The role of IFC and its relation to other departments dealing
with industry (Industrial Projects, DFC, Economic and Agro-
Industry) would be examined.

d) The present institutional character of IDA was accepted and
a new organizational structure would not be studied.

13, The next meeting was set for March 29 at 3.00 pm.

il

cc: Messrs. Shoaib, Sommers, Demuth, Twining, Messenger

JAKing:1b
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OFFICE MEMORANDUM

TO:Files , DATE: March 1, 1972

i

FROM: John A, King 7°¢ L
i v T

SUéJECﬂHStudy of Orghnization aﬂd Procedures: Meeting of February 2L, 1972

F

1. On February 2k, 1972 the fourth regular meeting with McKinsey was held;
present were }Messrs, Shoaib, Sommers, Demuth, Twining, Messenger and King for
the Bank and Messrs. Garrity, Rohrbacher, CGraves and Lynn of McKinsey.

2. The meeting was primarily a review of the progress of the study and
McKinsey's summary of this is attached.

3, TField Visits: There was some discussion of the proposed field visits.
McKinsey reported that four were planned - two immediately to Africa and Asia
primarily for fact-finding and two later to latin America and Asia for testing
analyses and alternative conclusions. In addition, there would be a visit to
Mexico in connection with & McKinsey partners! meeting there. If it was
necessary to conduct interviews in Europe, that could be done through the
McKinsey offices there. 5

L. Mr. Shoaib urged the consultants to allew enough lead-time for these field
visits, noting that, for the most part, they were dealing with busy government
officials. It was suggested that the study team, in preparing for these visits,
take adventage of Bank staff in Washington with intimate knowledge cf field
operations (e.g. Messrs. Gerdon or Iithgow) and, in carrying them out, talk to
borrowers as well as high officials in the key Ministries. It was also suggested
that, to get a better understanding of the Bank's field operations, the study
team take part in a few typical missions (econord.c, sector, appraisal or super-
vision) in addition to seeing resident missions.

5, Costs of Doing Busciness: lir. Sommers urged the study team to examine ways
by which the acwmnistrative ccsts of the Bank could pe measured and compared
with the volume of loans and other activities. It would also be important to
be able to compare the costs of alternative organizational solutions.

6. Vork Programs: The study team would expect to have a clear statement of
the issues derived from the data collected in the fact-finding phase by mid-
March and a complete analysis of the Bank's prcblems by the end of March, As
far as the Bank'!'s objectives were concerned, the study team had had difficulties
in penetrating below the generalities.

7. Mr. Shoaib reported that Mr. Knapp had invited the Area Department Directors
to submit their views on organization, comparable to the Chadenet 1980 exercise.
He believed it would be desirable to get the views of other departments - parti-
cularly the central economic complex and the Development Finance Conmpany
Department.

8. In this connection the study team was asked to look at the central economic
complex closely and especially at its working relationships with the Area and
Projects Departments.



2.

9. As a result of concerns expressed by some staff, it was agreed that in
future interviews the Bank member of the interview “team would invariably leave
the interview before the end in order to give the person interviewed an oppor-
tunity to present his view to the McKinsey man alone. The next meeting was set
for Thursday, March 9 at 3.00 pm.

Attachment

2
cc: Messrs. Shoaib, Sommers, Demuth, Twining, Messenger

JAKing:1b \ ‘



SUMMARY OF PROGRESS AND IMMEDIATE PLANS

WORLD BANK STUDY

February 24, 1972

P BT L e

1. Progress to Date Rt o e

1. .Initial fact-finding interviews completed in most areas
a. Department Directors
b. Some Division ‘Directors
c. Selected Professional Staff
2. Review of key Bank documents underway
a. Sector Program Papers
b. Country Program Papers
c. Appraisal Reports
3, Initial analysis of Bank operating data completed.
4. Initial analysis of project cycle prepared.
5. Summary of the evolution of the Bank's organization prepared.

II. Immediate Plans - Rest of February

1. Conduct team meeting to review initial understanding of how the BEank
operates and discuss preliminary definition of major issues (Fricay,
February 25).

2. Complete fact-finding interviews in the major departments of the Bank.



o

I1I. Major Tasks for First Half of March

1. Carry out first two field trips: . 3

a. Japan and Indones.ia

b. Ivory Coast, Kenya, Ethiopia, and Nigeria
2. Carry out initial diagnostic survey of IFC

3. Begin work on detailed analysis of major issues identified at end of

February.

\ ‘



INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR t INTERNATIONAL FINANCE
ASSOCIATION ‘ RECONSTRUCTION AND DEVELOPMENT I CURFORATION

OFFICE MEMORANDUM

TO: Mr, Mohamed Shoaib DATE: February 29, 1972
FROM: John A, King _- '-a”é‘f ;I.H'W

SUBJECT: The Jackson Report (Volume I)

*

1. In the foreword to the Capacity Study, Sir Robert Jackson says, after not-
ing that the UN system as a whole has become unmanageable, that the Bank and
Fund are "largely untouched" by this conclusion because they are "independent
and well-managed". (page iii)

2. He then goes on to comment (page vii):

"The second comment is prompted by the question that many thought-~
ful people have asked me: 'Is it worthwhile going to all this fuss
and bother to try and reform the machine? IBRD is efficient; why
not let UNDP go on as it is, even if its capacity diminishes as the
machine grows more unwieldy, and let the Bank do the rest?! There
are at least three reasons for rejecting this approach., The first
is that it is in the interests of all Member States for the United
Nations tc carry on the technical co-~operation work which it has
pioneered and has shown can be handled successfully as an inter-
national operation. Hence, UNDP should be strengthened so that it
can effectively accomplish its role and, simaltaneously, help to
bring the machine under reasonable control. Next, evidence pre=-
sented to the Study indicates that the Third World would prefer to
remain in effective partnership with UNDP as far as developmenit co-—
operation is concerned for, much as it respects the World Bank
Group (and rightly so), there are misgivings about its weighted
voting and limited membership. Finally, although I obviously can~
not speak for the President of the Bank, I have the impression that
the Bank would prefer to see UNDP and the UN development system as
a whole operating with efficiency and interlocking their operations
in the field of preinvestment with the Bank Group."

3. It is clear that Sir Robert regarded the Bank and Fund as members of the
UN development system only in a special sense (footnote 2, page 3 and foctnote

2, page 36):

"Tn the terminology used by the Capacity Study, the UN development
system covers the organs of the United Nations (including UNICEF
and WFP) and the professional and technical secretariats which serve
them and the Specialized Agencies concerned in the promotion of
economic and social development, Vhere the IBRD and IMF are ine—
cluded, this is specifically indicated. Because the inherent in-
divisibility of capacity has been accentuated in the case of UNDP
by the practice of operating indirectly through other arms of the
UN development system, it would have been impossible to carry out
the Study by examining UNDP only. For this reason, all the various
components and inter-relationships of the UN development system had
to be considered as a whole."



"There are relatively few references to the IMF in the Study, but
its operations, of course, exercise a profound influence on develop-
ment in the widest sense., I hope that UNDP-IMF relations become
much stronger: the more closely the IMF, the World Bank Group, and
UNDP (as the co-ordinating body for the UN development system)

could work together at the country level, the more effective would be
the contribution of the United Nations to the developing Member
States." B

A1l references to the Bank, however, have a favorable tone.

L. But his view of the Bank formed the basis for his proposal for reorganizing
UNDP, He pointed to four themes in the Bank!s program to carry out its responsi=-

bilities in the field of development, which were of partlcular relevance to
UNDP = ‘

a) Rapid expansion :
b) Growing links with the specialized agencies
¢) Country programming
d) Possible changes in the role of IDA (as recommended
by the Pearson Commission) o

He then continues:

Sh. "Taken together, these developments all point in one direction.
Thus, if the supply of preinvestment studies is inadequate in re-
lation to the Bank's rate of expansion, it will have no alternative
but to prepare them itself., Again, IBRD's arrangements with FAO
and UNESCO constitute a new preinvestment axdis, even though much of
their work may be based on UNDP-financed projects. So, too, with
prograrming. If UNDP does not take the lead in integrated program=-
ming at the country level of preinvestment needs to be met from the
concerted resources of the UN development system, then the Bank will
once again have no option but to do so, in support of its own invest
ment programming.

55. "The relationship between UNDP and the World Bank Group in the
fields of preinvestment and investment must therefore be of crucial
importance. It must be understood - and clearly understood = by all
concerned. In my judgerent, there is a proper role for each of

these organizations. The World Bank Group should be the chief arm

of the UN system in the field of capital investment, while UNDP
should perform the same function for basic technical co-cperation

and preinvestment., However, as I have indicated, a number of forces,
now converging on both organizations = not all of which are under
their control =~ could produce a very different balance between them.
There is, therefore, a very real danger that the centre of gravity for
preinvestment work could be pulled away from UNDP to IBRD, If this
happened, the result would be a negation of one of the basic functions
for which UNDP was specifically created: to fill the Ypreinvestment
gap'. If governments do not give UNDP all the resources it needs to
play its full role then, in 'plain language, it must become, by sheer
force of circumstances, a junior partner of the World Bank in that
field. Is this the wish of governments?



5.

3.

56. "For myself, I believe categorically that UNDP could be trans-
formed by governments into an efficient medium for providing both
technical co-operation on a substantial scale and preinvestment pros-
jects in numbers and of a standard suitable for the Bank's require=-
ments. Of course, neither UNDP nor UN development system is exclusive:
the latter cannot provide 211 the preinvestment studies needed by

the developing countries, and the Bank cannot provide all the capital
they need. It is self-evident, however, that UNDP!'s operatlons must
expand at about the same rate as those of the Bank.

57. "The relationship between UNDP and the World Bank Group is not
the whole of the problem, however,"

In the Plan of Action, he urged that the Bank be closely associated with

the UNDP country programming exercise. The Study also rejected a number of
alternative organizational’proposals, including one that would transfer UNDP's
preinvestment function (but not its technical assistance function) to, IDA.

cc:

%

vl

Messrs. Demuth, Twining, Messehgef

JAKing:1b



INTERNATIONAL DEVELOPMENT | INTERMATIONAL BANK FOR [ INTERNATIONAL FINANCE

ASSOCIATION | RECONSTRUCTION AND DEVELOPMENT CORFPORATION

OFHCE MEMORANDUM

TO: Mr. Mohamsd Shoaib DATE: February 28, 1572

FROM: John A, Kingf,f.//[’f& r.-’
\

SUBJECT: Study of Orgapization and Procedures: Staffing Patterns

1.

During the initial fact-finding, which was virtually completed by February

25, the study team headed by Mr. Graves (McKinsey) was organized into three
groups:

Messrs. Iynn (McKinsey), Beucelin and lethem (Bank) on analysis
of the Projects Departments,

Messrs. Kubes (McKinsey), Barry and Dosik (Bank) on analysis of
the Area and Fconomics Depariments. 9 '

Messrs, Kavarana (McKinsey) and Richardson (Bank) on analysis of
the support de?artmentso

Messrs. Bower, Garrity and Rohrbacher (McKinsey) also took part in some of this
WOrko

2.

For the period February 23-March 10, the following assignments have been

made :

30

All teams in the first phase to complete any outstanding work
from that phase, including completing and recording interviews
and basic fact sheets

Mzssrs. Rohrbacher and Iynn (McKinsey) to visit Japan, Indonesia
and the Philippines,

Messrs. Kubes (McKinsey) and Barry (Bank) to visit Ivory Coast,
Kenya, Ethiopia and Nigeria. (The purpose of these two trips is

“to gain an jinitial understanding of the Bank's overseas operations,)

Messrs, van Iede (McKinsey) and Winterton (Bank) to make an initial
study of IFC.

For the same period the following tasks have been identified:

Construct a hierarchy of issues derived from the data already col=-
lected and prepare work programs to study them in detail.

Carry out a detailed analysis of the central economics complex.

Identify the priorities and objectives of the Bank reflected in
the Sector Program Papers.

Carry out a critical analysis of selected CPP papers, project
appraisal reports and economic survey reports.



Define the role of the President'!s Council and its consaquence
for management.

-
cc: Messrs., Demuth, Twining, Messenger

JAKing:1b
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McKINSEY CONSULTANTS ASSIGNED TO WORLD BANK ORGANIZATION STUDY
r
NAME CITIZENSHIP McKINSEY OFFICES COUNTRIES WORKED IN DEGREES LANGUAGES FIELD OF SPECIALIZATION OTHER

Graves, Michael J. Great Britain London, Chicago U.S. A., Great Britain, MBA, Economics, Univessity | English, French Organization; Fystems; Assistant to Common Market,

Kavanara, Farrokh K,

Kubes, Z, Jan

Lynn, Richard B,

Van Lede, Kees

Cornudet, Jean- Michel

Eell, P. Jackson

India

U.S5,A,; bomn in Awtrla of
Czech parents

U. 5. A,

Holland

France

|-I.S.A.

Dusseldorf

Washington, Paris

Amsterdam

Parls

‘Washington

Tarzania, Sierra Leone

U.S5.A., England, Northern
Ireland

U.5. A., Cermany, Switerland,
Yugoslavia, England, Sweden,
Lebanen, Syria, Austria

U.S. A,, France, Morocco

The Netherlands, Belgium,
Germany, France

France, Algeria

U. 5, A,, Brasl, Switerland

of Chicago; BA, Economics,
Cambridge University

MBA, Economics, Wharton
School of Finance; B. Com,,
Economics, University of
Bombay

MBA, International Dusiness,
Harvard Bisiness Schoel;
BA, Princeton University,
Woodrow Wilson School of
Public and International
Affaics

MA, University of Chicago

Math and Physics, Law -
Leiden University, Business
Administration INSEAD
INSEAD - with distinctien

MA, Intemadonal Affairs,
University of South Carclina

=)

English, French, Hindl, Gujerat

English, German,-Russian,
Ciech, French, Arable

English, French

Dutch, Freach, German,
English

French, English, Ce:rr.u- an

English, Portuguese

developing countries

Finance; banking; strategic
planning; developing countries

Organization; planning, bud-
geting, and contral; mergers
and acquisitons; financial
planning

Planning and control; govern-
ment organization; manage-
ment informatdon systems

Organization; mergers and
acquisidons; marketing strategy

Ormganlzation; strateglc planning

Organization; planning and

control; developing e

Advizor and Export Sales
Director = Thomas G Baldwims
Lid.

Dissertadon: Impact of De-
velopment om lodia‘'s Balance
of Payment

Published article ca inter~
paticnal mometary rystem,
Thesis - East-West trade

Managed study for Freach
Mnl:oy of Economics and
Finance

Shell Cil Co., The Hague
Assistant to Murketing Manager

SONATRACH - Algeriz
Bank Croups - France

Currently managieg Wodld
Bank compeasation study




KEES VAN LEDE

Mr. van Lede has participated in several important organization and
strategic planning engagements since joining the Firm's Amsterdam Office.
He has been involved in our work for the following companies with world-wide
operations: Compagnie Lambert pour 1'Industrie et la Finance, S.A., a holding
and investment company in Brussels; Steenkolen-Handelsvereeniging N, V.
(SHV), a shipping firm in The Netherlands; and Akzo, N.V., a paint and indus-
trial chemicals company, also in The Netherlands.

The study for Companie Lambert was directed at developing a long-term
organization structure and identifying opportunities for strengthening relation-
ships between the parent company and its subsidiaries. At Steenkolen-
Handelsvereeniging Mr. van Lede participated in a top management study
which involved an analysis of the advantages of product diversification and the .
development of a long-range strategy and organization for effectively managing
the company's diverse activities. In another effort for SHV he helped design
an organization structure for integrating two newly acquired companies.

In a series of studies for Akzo, Mr. van Lede was involved in assessing
potential benefits from the acquisition of German and French subsidiaries and
designing the organization for a multi-national division of the company; con-
ducting a product/market analysis; and implementing the market strategy and
organization recommendations that resulted from the studies.

Mr. van Lede participated in the pilot test of our comprehensive planning
recommendations to the Dutch Ministry of Education and Science; in that pilot
test, the study team worked at three universities to develop short- and long-
term plans that were submitted to the Ministry for testing the centralized
review and consolidation procedures.

Prior to joining McKinsey, Mr. van Lede was assistant to the marketing
manager of the Shell Oil Company in The Hague.

Mr. van Lede, who is Dutch, also speaks French, German, and English
fluently. He holds degrees in mathematics and physics and in law from
Leiden University, and a degree in business administration from INSEAD.



JEAN-MICHEL CORNUDET

Mr. Cornudet has been on the staff of the Firm's Paris Office for over
3 years and in that time has made major contributions to organization and
strategic planning studies in the banking field.

For Compagnie Bancaire, a rapidly expanding bank holding company, he
participated in a top management organization study which focused on markets
served, products offered, financing techniques used, management procedures,
and organization. In subsequent studies he helped develop a growth strategy
for the bank group and participated in a study to determine the capitalizing
needs of a subsidiary. Mr. Cornudet was also a member of the McKinsey
team that developed the strategy, organization, and management processes
for Groupe PARIBAS to ensure the most effective long-term utilization of the
resources of this unique investment banking group.

In a study for Source Perrier, he assisted in the development of a manage -
ment structure and processes to enable the individual operating units of this
diversified food company to work together as a group. More recently,

Mr. Cornudet has managed a major organization study in Algiers for Societe
Nationale de Transport et de Commercialisation des Hydrocarbures
(SONATRACH). This effort was the outgrowth of an earlier strategic planning
study to help Algeria develop its infant plastics industry.

Mr. Cornudet also participated in a general examination of the basic
chemical operations of Progil, S.A., in France. This study was focused on
the organization and management methods needed to cope profitably with the
increasingly complex character of this segment of the company's business and
the problem of multiple participations with other chemiczal companies.

Prior to joining McKinsey, Mr. Cornudet was associated with Generale
Alimentaire in Dijon, France, where he was responsible for economic and
commercial studies.

A French national born in Algeria, Mr. Cornudet is also fluent in English
and has a working knowledge of German. He holds a degree from Hautes
Etudes Commerciales and was graduated with distinction from INSEAD.



P. JACKSON BELL

Mr. Bell is currently managing the comprehensive compensation review
study for the World Bank Group. A senior associate in the Firm's Washington
Office, he is a specialist in organization and budget planning and control and is
experienced in the problems of management organizations involved in develop-
ment-related activities.

In the organization area, Mr. Bell has managed major reorganization studies
for: (a) Peace Corps headquarters; (b) headquarters and subsidiaries of
Construcoes e Comercio Camargo Correa, a Brazilian holding company; and
(c) corporate headquarters of Equitable Life Insurance Company (EQUILIFE).
More precisely, for the Peace Corps, he managed a series of efforts to evaluate
and restructure the headquarters organization and management processes sup-
porting both headquarters and field operations. With Camargo Correa, he
managed the restructuring of the company in light of its goals and strategy to
base its operations in the economic growth sectors of the Brazilian economy.

In the organization effort with EQUILIFE, he helped develop an improved
‘management structure to strengthen functional operations at the corporate level.

He has also worked extensively in the area of planning and budgeting process
development. For example, in the Office of Management and Budget (OMB), two
ma jor studies were conducted - (1) to design and (2) to pilot test improvements in
the federal government-wide processes for planning, budgeting, and program
management. In the first study, Mr. Bell worked on the design of improvements
in these processes and had special responsibilities for developing approaches to
integrating appropriations, PPBS, and program management systems. In the
second study, he managed the joint McKinsey/OMB team that pilot tested
recommended improvements in the Departments of Agriculture, Commerce,

and Labor,

In the economic development area, Mr. Bell has had experience with the
management problems of economic development and of operating under develop-
ment assistance programs. Inthe Peace Corps, for example, he managed our
efforts to strengthen program development, resource allocation among com-
peting priorities, and volunteer training. With Camargo Correa, the largest
civil construction company in South America, he assisted the client in develop-
ing a long-term strategy for operating in Brazil's economic growth sectors,
including construction, building materials, petrochemicals, agribusiness, and
reforestation, most of which involved the use of development assistance financial
or fiscal incentive arrangements.




)

Mr. Bell is an American citizen and has a working knowledge of Portuguese.
He holds a B.S. degree in business administration from Northwestern University
and an M.A. in international relations from the University of South Carolina.




MICHAEL J. GRAVES

Mr. Graves, a senior associate in our London Office, has had extensive
international experience, particularly in working with developing economies.

During 1970 and 1971 he managed a major study for the Government of the
United Republic of Tanzania. The objective of the study was to help establish
the government machinery needed to manage development, and the work con-
centrated on the organization and procedures needed to manage rural develop-
ment.

More recenfly, Mr. Graves completed a diagnostic survey of the manage-
ment problems at the National Diamond Mining Company of Sierra Leone, Ltd.,
an organization that is controlled jointly by the Sierra Leone Government and
private interests.

In the British private sector, Mr. Graves has served Sun Alliance &
London Insurance Limited in studies of overall organization structure and
management information systems; Barber-Green England Limited, in adapting
to the executive compensation system developed by McKinsey for the parent
company in the United States. Prior to these studies, he worked for several
U.S. clients and was based in the Firm's Chicago Office for over 2 years.

Prior to joining McKinsey, Mr. Graves was associated with Richard
Thomas & Baldwin Ltd. in London. As Assistant to the Common Market
Advisor and Assistant to the Export Sales Director, he was largely concerned
with export sales to Western European countries. He was also employed as a
financial analyst with the Harris Trust & Savings Bank in Chicago.

Mr. Graves has been a guest speaker at business seminars of the
Cambridge University Management Group and Imperial College of London
University. He has also addressed the Overseas Development Institute on the
need for institutional change in developing countries. He received a B.A. in
economics from Cambridge University and an M.B.A. from the University of
Chicago Graduate School of Business. Mr. Graves is British and until com-
mencing the present assignment lived in London. He speaks German and has
a working knowledge of French.



RICHARD B. LYNN

Recently returned to Washington from a 2-year assignment in our Paris
Office, Mr. Lynn has in-depth experience with the management of public
enterprise organizations in the United States and France, specializes in
planning and control and government organization studies.

While in France, he capitalized on the public-enterprise management
expertise gained in the previous 5 years in Washington by participating in a
number of studies for units of the French national government. He managed
the initial stages of our study for the Ministere de 1'Economie et des Finances
to determine the major changes needed to improve collection, dissemination,
and analysis of economic and social information. He participated heavily in
our assignment for the Ministere de 1'Equipement et du Logement; that effort
was aimed at analyzing the objectives and options of the organization and at
introducing program-budgeting, first within the Highway Department and later
at the Ministry level. He aided the Aeroport de Paris in installing top-
management controls over airport operations. Mr. Lynn also participated in
major investment planning and control and strategic planning studies respec-
tively for the Chemical and Textile Divisions of Rhone-Poulenc, 2.8

In Washington, Mr. Lynn managed our study for the Department of
Housing and Urban Development to implement throughout its regional offices
a system of control of urban improvement program grants and loans. More
specifically, he worked with HUD regional office personnel to put into operation
the EDP-based management information system that enabled managers at the
regional level to monitor and evaluate contractor and area office compliance
and progress according to program guidelines and objectives.

In addition, he held major responsibility in our Office of Economic
Opportunity study to develop organization plans for the Community Action
Program regional structure; and he helped develop a comprehensive manage-
ment information system for that program. Mr. Lynn managed our study to
assist the Department of Labor in realigning the organization structure of the
Manpower Administration, as well as our study for the Federal National
Mortgage Association to assist that agency in shifting from HUD to a government-
sponsored private corporation.

Mr. Lynn also served the Office of Management and Budget (then the
Bureau of the Budget) on a study to design and develop an information system
_ to support and to help integrate the planning—programming—budgeting processes
of the Office. For this effort, Mr. Lynn was a member of the McKinsey/BoB




systems-requirements team responsible for developing a total program
evaluation concept.

Mr. Lynn has a working knowledge of French. He has a B.A. from
Hanover College and an M.A, from the University of Chicago.

)




FARROKH KAIKHUSHRU KAVARANA

Since joining the Firm's London office, Mr. Kavarana has participated in
studies for two large banks in England and on an assignment with a government
holding company in Northern Ireland.

His work with the National & Grindlays Bank Limited was part of a strategic
planning and profit improvement study to identify and quantify opportunities for
the Bank in non-traditional commercial banking activities in India. For the
Midland Bank Limited he helped develop an organization structure that would
strengthen Midland's ability to grow while continuing to improve its profit
and its competitive position.

Mr. Kavarana also assisted the Northern Ireland Transport Holding
Company in a study aimed at weighing the economic and social considerations
of implementing several major railway developments; this involved assessing
the interactions between private and competing forms of public transport in
order to determine the desirability of moving ahead with planned programs.

Before joining McKinsey, Mr. Kavarana conducted statutory and operational
audits of large international corporations for Whinney Murray & Co. in London
and Ernst & Ernst in Philadelphia.

A member of the Institute of Chartered Accountants in England and Wales,
Mr. Kavarana holds a degree in economics and accounting from the University
of Bombay and an M.B.A. in finance from the Wharton School of Finance. His
dissertation at Wharton was entitled '"The Impact of Development on India's
Balance of Payments, 1948-68"; and he also authored a paper on '"Special
Drawing Rights." He is an Indian citizen and is familiar with Hindi, Gujerati
and French.




Z. JAN KUBES

Mr. Kubes, a senior associate in our Dusseldorf Office, has broad
experience in political affairs and international business and has served a
variety of international clients on organization, planning and control, budgeting,
and management information studies.

Since joining McKinsey he has participated in a major organization study
for DEGUSSA, an international chemical and precious metals company located
in Frankfurt, Germany; his participation was chiefly in developing an organiza-
tion structure for the Finance Department; introducing the concept of project
management; developing planning, budgeting, and control systems; and
introducing an investment-planning system. He also worked with Dynamit
Nobel, the West German chemical company, to help develop and install control-
lership principles and techniques in its finance department.

For Volkswagenwerk A.G. , Mr: Kii"b_és‘héfped to develop planning and
control and financial management systems that would support top management
in implementing the world-wide organization structure we had recommended
in a prior study. He served one of the largest coffee and tea companies in
Germany, on a series of feasibility and organization studies relating to its
merger with one of the largest coffee and tea companies in The Netherlands.

Immediately prior to his assocjation with McKinsey & Company, Mr. Kubes
was a staff member of IMEDE (Institute pour les Etudes des Methodes de
Direction de 1'Enterprise) in Lausanne, Switzerland. While at IMEDE, his
consulting experience included participation in the merger of three Swiss
watch companies; development of a sales organization for an electrical and
communications equipment manufacturer in Yugoslavia; and determination
of a financial policy for a London-based subsidiary of a large Swiss consumer
products company. During a brief association with the First National Bank of
Boston, he participated on policy and loan review meetings of the Bank's
European Division, and carried out an independent project concerning the
Bank's strategy vis-a-vis Eastern Europe.

Mr. Kubes holds a B.A. degree from Princeton University's Woodrow
Wilson School of Public and International Affairs and an M.B.A. in interna-
tional business from the Harvard Business School.

Among his published articles while at IMEDE is one dealing with the inter-
national monetary system. Mr. Kubes' thesis at Princeton dealt with economic
and political relations between West Germany and the Arab East and involved



|

field research in West Germany. Lebanon, Syria. His research report at
the Harvard Business School dealt with a commercial bank's strategy toward
East-West trade. He is currently preparing an article on "Understanding
Profit Dynamics of Marketing Decisions. "

An American citizen, Mr. Kubes was born in Austria of Czech parents. In
addition to English, he is fluent in Czech, Russian, and German, has a working
knowledge of French and studied Arabic for 3 years while at Princeton.




INTERNAT! ONAL DEVELOPMENT i INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECCNSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

_TO: Files DATE: February 1k, 1972
FROM: John A. angf’,:r;(\
SUBJECT: Study of Organization and Procedures: Meeting of February 9, 1972

1. Cn February 9, 1972 the third regular meeting with McKinsey was held;
present were Messrs. Shoaib, Sommers, ITwining, Messenger and King for the
Bank and Messrs. Garrity, Rohrbacher, Graves and Lynn of McKinsey.

2. Mr. Shoaib opened the meeting by suggesting to McKinsey that it take
more time to prepare "the list of issues" for the study. HNcKinsey agreed
noting that the draft of Februery L was a preliminery attempt to organize
the issves raised in the staff memoranda (see minutes of the Jamuary 24
meeting) into the matrix of the work plan. Bank staff gave McKinsey a few
preliminary comnments on the February k draft.

3, Mr. Sommers noted that management succession was not included among the
topics and asked whether or not it was intended to be covered in the study.
Noting that some top management was near retirement and that the existing
Bank structure was not ccnducive to the development of replacements, he sug-
gested management succession could have important implications for the study
in two ways - (a) the presence or absence of talent could affect the organi-
zational solutions selected and (b) retirement could affect the implemen=-
tation of organizational changes decided upon. It was agreed that this was
an important topic which was inclucded in the study.

4. Mr. Sommers also noted that there were certain groups of decisions which,
if made at an early stage, could greatly simplify the work required for the
study.
a) In lhe carly days of Uie Bank 1b was lmportant thav no pro=

ject should fail and procedures were established providing

for an extremely careful review of projects., Did the same

considerations apply today, or could the Bank take more

risks and streamline these procadures, or was the same care

required today for other reasons?

b) Should the Bank really be run from Washington, or should it
be on a regional basis? Might it be run, as an experiment
perhaps, on a regional basis for part of the world, say
Iatin America, and on a centralized basis for the rest?

c¢) Some of the normal values associated with the operation of
enterprises, such as speed and:efficiency, had been delibe-
rately downgraded, for valid reasons, in the early days of
the Bonk. Did these reasons still apply?

5. McKinsey noted that they were trying to develop a hierarchy of issues,
but beczuse the Bank was large, complex and unique, they had to proceed slowly,
assuming nothing and finding the facts. The Bank should not expsct much for
about a month,
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6. In this connection, it was noted that many of the issues had a long
history in the Bank and that a variety of solutions to them had been tried.
As a result, a number of Bank staff had taken firm positions on these issues,
positions which might complicate implementation of the study. Implementation
might have to be carried out step-by~step; this was perhaps the best way of
proceeding because there was no ultimate organizational solution.

7. Mr. Twining noted that a meeting with the chief economists in the area
departments had revealed a general digsatisfaction among area economists
with opportunities for promoticn and career development. These dissatis-
factions were also related to the relationship of their work to that of
central economic staff and of the projects departments (sector work). This
raised the important questions of motivation and what organizational change
could contribute to that., Mr. Twining suggested that there were limits to
what organizational change could achieve; philosophical or policy changes
might be needed as well.

8. On the more mundane side, McKinsey reported that the study team was be-
coming organized and getting down to work. Mr. Shoaib repsated his requesi
for biodata on the McXinsey team and synopses of the intervisws. The next
regular meeting was sat for February 24 at 3.00 pm. Thers will be a lunch
for those associated with the study on February 28.

cc: Messrs. Shoaib, Sc;rmers, Demuth, Twining, Messenger

JAKing:1b



Hr. DRobert S. Mcllamara . February 5, 1972

Orzanization Study Teanm -

1. Tast week I promiszd to ssnd you soms information about tha
six Jank staff members sesondad to the Organization Study Team. Attachsd
ara brisf biozraphizal data on each of ths individuals.

2 For three of tha T2am members w3 ware looking for 3ank staff

with mowladra of and axperisnzs in diffsrant substantive Dank opzrations.
“a considared that five years or mors experiencs with the 3dank wasg nscessary
to provids th2 lavel of expsriance that would bs nesdsd to help guids the
Toam in its dsliberations. /2 wera zble to obtain: Iir. Dosil of ths

South Amarisa Araa Deparimsnh; lr. Lethsm of ths Sducation Projests Depart-
ment; and Ir. jinterton of tha IFJ Lagal Daparumsnt.

3. Ia wanted ona of the Tean membars to be familiar with the Bank's
infornation rzauirsnents and procadurss to b2 abls bo work on ths support
dapartmants ond systems. .o ware abls to obtain lir. Barry from ths
Prograrminz and Zudgating Department.

L. e wanted two of the Team to bz staff members whe would ba
availablzs to work on tha implamentation c¢f tha study recommsndavions that
ars azread upon, aftar the Tzam disbands. ‘2 assignad lir. Kichzrdsen
and lir. 3suz2lin from the Orzanization and Procedurss Division, Adninis-
trative Services Dspartmant.

Attachment
HuM:JST:bl \ L} } -



MceKinsey & Company. ing,

Febraary 4

Memorandom fo
Messrs. Shoaib, Dernuth, King,

o .

Megsenger, Sormmmers, Twining
From: Mr. Rohrbacher

Subject: Draft Issue List for the Organization Study

Enclosed is a draft inventory of iniiial issues for the organization study,

The list is designed to help orient the study team's work planning by majecr
project and subpreject, ¢.g., by suggesting analyses to be performed and
data to be collected.

Of course, not all the issues listed will be examined in depth in the study
and soimie are zlearly more important than others. Further, a simple listing
of this type neither suggests the close interdependency among the issues, nor
tho specific order in which they should be addressed in the study.

Our sbjective in sendiag this list to you at this time is to ensure thatl we

do not overiook significant issues as we undertake our analyses. Accoxrdingly

b

your comments on, or additions to, this list will be most appreciated.
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What is an appropriate level of decision authorlty delegahon within the

Bank (among the Prc.szldont his Cou.ncﬂ and the principal operating

units)?

What is an appropriate division of effort between Washinglon headquar-

ters acd the resident mrissions in performing essential bank operations
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tionships ameag the three major Bank
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plan ard the 1974-78 planning assumnﬂun {¢. g., implications of pro-

jected growth rates and changes in emphasis in the level and mix of

lending and »ther essential bank activities)?

Given the Danlk's current and probable future objectives, what is the

optinuaim overeall crganization structure for the Bank Group (i.e., cov-

J

ering foo management as well as cperating and support staft functions)?

What major procedural changes are needed to accompany agreed-on

orgenization chaonges (e, g., ir management deci

Not all izsues ¢n thiz liet will be examined in depth in the study;

s been Mmade to indicate the relative weight of the issues

the order in which sed; other issues will he added

revriate,
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they will be addres
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that muast bz closely coordinated across major proieat lines
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‘/{ G‘* pW Moekinsey & Compnny, Lo

7 phet

sion-making processes)?
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a. What are the differences of opinion as to lhe Bank's
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of those of its key connterparts (the UN &nd its gpecialized agencies,
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regional bauks, IMI} and how cau coruplementary or at least noua-
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11, What will be the implications of Bank Group objectives (or changes in

them) on its organization structure, on the activities it performs to

achieve these objectives, and on its processes?

Top-Management

Organization

12,

13,

15,

18,

What should be the responsibilities, role, and major activities of the
most senior executives (e, g., those reporting directly to the President}?
Should the President have a Deputy or Executive Vice President, and
if so, what should be his primary duties (e.g., overseeing area/project
operations)?
Are senior committees needed in making decisions and, if so, what
should be their duties and responsibilities?

a. Would the current economic and loan committees be needed

under various 6rganizationa1 alternatives?
b. Would new committees be needed (e, g., for planning or
finance)?

How can the secretariat and other services for top management be
structured tc best serve the needs of the President, the Executive
Directors, and other top managers?
Should outside panels or advisory groups be established and what func-
tions might they perform (e, g., advice on sectoral programs)?
What other persons or units should report directly to the President and
on what subjects (e. g., policy formulation, broad program evaluation,
management information)?
Given resolution of the above issues, what are feasible alternative top-
management organization structures that could permit the President to

manage the Bank more effectively asd efficiently?

Decision-Making

Processes

19. Is the process used by tep management for initiating, developing, re-

reviewing, and approving significant Bank policies adequate?

MeKinsey & Comgpany, Tne



20. What should be the process by which the Bank establishes long-range
objeclives (¢, g., those covering the period 1974-78)? 1Is there ade-
guate participation in planning at key levels in the Bank to ensure
soundness of projections and cohercnce of operating activitieg?

21, How is near-term financial and staff resource allocation accomplished

and does it represent a sound basis for decisions within longer term

objectives?
o il
Lo 22, Should the process be modified by which area and project decisions
—T’ﬁ,‘ L Lgﬂ‘"‘ P y P J
: < :
' e o1 are reached by Bank top management (e.g., by delegating sclected
-(.{,\.T\)' '\ r‘"LQ“
(or" Vu.t . )!n« investment decisions, by concentrating management review more on
,J*:x"'—"' S | ‘A-.:L,-."!-"‘ \X‘ : highlich h 1 ] 1 i1s )2
« Verrd NG ‘&%c%' project highiights rather than lengthy details)?# =
r CLINY 4 ” 7 s s
e\LMﬂtb"W;‘“”h 23, What bottleanecks occur in the management decision-making process
b w“*"‘p,L.ﬂ-‘{ anc how can they be reduced or eliminated (e, g., by delegating author-
A e % :
L ‘”‘f‘ [t ity, by improving the scheduling of project reviews throughcut the
v A qes b ¥ ¥ ¥ g g pProj &
LY zl
’ &\. .
I oA %™ & ﬁ,g,\ g ”‘? yl:%’_l }?
L e
< i v ! 4 . b & -
o 24. What regular or exceptional financial and other management inforina-
{ g P &

tion is reviewed by the President and other senior Bank officials as a
basis for contrclling performance and taking near-term corrective
action; is there a siagle {focal point for assembling and interpreting
this information?

25, What impact could changes in top management procedures have on the
Executive Directors' activities in the overall Bank decision-making
process? ik

BANK OPERATIONS

Major Operations.
Organization Issues

26, Is the current split between arca and project operations efficient and

effective (i, e., does the "creative tension'' between the two staffs

#* - Objectives ard operations project tcams,

w5 - A review of the Executive Direciors! role is outsida the scope of the study,
b
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{brf’{s:l the problems that are or will be encountered in coordination,
];z_-:;ticularly as growth in Bank activities creates more demands on
their time)?
a. Should project staffs be merged into operating units
which would have both area and sector expertise?
If so,
l, How can Bank-wicde consistency be maintained
and quality be assured?
2. What would happen to disciplines with a com-
paratively small number of experts?
3, At what level might the merger occur -
i.e., region or country?
b, Should project staffs retain a separate identity, per-
haps with some further specialization within sectors?

27, How can cross-regional or cross-sector problems be coordinated bet-
ter (e.g., by increasing reliance on special project staffs)?

28. Is the current geographic division appropriate for covering area
operations:

a. Should there be fewer, but more important, regional
units, perhaps each under a vice president (e.g., for
Europe/Africa/Middle East, Asia, Western Hemisphere)?

b. Should there be a larger number of regional divisions
than at present?

29. Is the central economics staff used effectively in support of area and
project operations; how should economics staff resources be allocated
between broad Bank Group level activities and area/project operations?

30, Is the legal staff involvement in area/project operations appropriate?

Should operating units have assigned legal staffs?

McRinsey & Company, Inc.



31, What should be the role and organizaticnal status of EDI {e. g., in
helping to meet overall Bank training assistance objectives}?

32. How should the Bank be organized to accomplish coordination with
other donor institutions (a) world-wide and (b) country-by-country?

33. How effective are current cooperative program relationships (with WHO,
FAQO, UNESCO) and should similar arrangements be made to cover

other areas (e, g., regional banks, other specialized agencics of the
8o B ’ pe . ¢
; 4

s i I,
!_“. ot g qr“'"
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Major Operations: : - A ¥ . e e
- oL
Procedures _ e b Y

W

34, How can the processes fo{performmg)economlc and sector analyses
and resulting repcrts be improved?

35, Is the process for developing Bank Group country strategics eflective?

a, How are country strategies translated into operating
guidelines?

b, Is the Country Program Paper preparation and review
process adequate?

36, How can the project cycle from inception to approval be made more
efficient while retaining or improving project quality (e.g., through
eliminating review bottlenecks)?

37. How can project supervision be made more eifcciive and efficient?

38. Is the operations evaluation process adequate?

Industrial/Private , ,_ ) f oamte . il Aol st i
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-% l“‘ ‘-’ ) 40, What are the current ings in IFC, DFC, and related opera.tior.s?

{
i 12 gt | =
“w*“h e { >+ 41 How should industrial/private sector operations be organized? -

--QL \‘_
AV
g S
W | ' ‘ | - \
%! & - In ccordination with Objectives project team. '\ '--'
V—ﬁ,\_,.ﬁ\‘“ ]’ "ﬂ ok :c;.m \\ N |
1 I rl -
ac“-'-‘”'v‘ . ) Y . " 2
oo P Vo
\\' ~ { { n "
- | L P II\
Mullhnaey & Company, lne. Tbk.bi T T B L
U | Sy



a. Are industrial sector operations too dispersed and un-
coordinated (e, g., IFC, DFC's, Industrial Project
Department, Economics of Industry Division of Econo-
mics, Agro-Industry Division of Agricultural Projects)?

b. Should 1FC exist separately from IBRD/IDA? If so,
how should complementary activities be coordinated?

c. Should DFC's and other industrial/private sector op-

erations be brought together under IFC?

Decentralization

42,
43,

44,

T
. A ,ﬂ“ B
A LD-/ - el

=t 4‘4} L 2 » 46'
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bl

Given World Bank Group agreed-to objectives and the operations to

be delegated by the President to other Bank officials, which activities
could be performed more efficiently or effectively by resident missions?
What should be the role of resident missions, criteria for their fur-
ther establishment, and their essential characteristics (e. g., what
would be the model for a '""complete' or "partial' mission)?

How can headquarters/field communications (e.g., to eansure project
quality) be maintained appropriately if further decentralization is
accomplished?

What should be the relationships between resident missions and coun-
terpart development institutions (e. g., wri}th UN country representatives)?
Should regional development banks be usEai_:’[ to perform some elements

— —

of World Bank Group activities; and if so, which ones?

-ﬁ" % _J‘_»
447 ¥ BANK SUPPORT
SERVICES

st

Financial Support

1

- AN

47,

-~

P
Should changes be madeéo}the Controller function (e. g., to support
operations, to provide financial reports to department-level managers)
and what, if any, changes are nceded in accounting and reporting

systems?

MeKinsey & Company. Inc.
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48, Should changes be made to the Treasurer function (e. g., increasing
the Treasurer's role in medium-or long-range financial planning)?
49, What should be the role of internal audit (e.g., purely financial or

expanded to include management audit)?

Administrative
And Other Support

50. Bow can organization and methods activities contribute to management

NS

vamp operatin rocesses roviding managerial guidelines to develop-
. H

decision making and operations (i, e., helping at headquariers to re-

-~

(’) —_— - — -
; ing countries)?)
e i - *
51, How can personnel policies and procedures contribite toward meeting

future staffing demands (e.g., for 1978), particularly for specialized

Cofrety b fomndt (DHC's
| P |_

Mellinsey & Company, Ine.

personnel?
E
52. How should computing activitics be best used to carry out Bank Group
objectives (e.g., what are the relative priorities for using the com-
puter on bread economic modeling, operatinus, administrative support)?
Should the Bank Group have an operations researcn capability?
| 53, What should be the role of information and Public Affairs in premoting
{ Bank Group objectives and activities?
54, What should be Bank Group's role in basic and applied research; what
is the appropriate level of WBG's activity in high-risk pilot or dernoji~
stration projects?
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Page 1

January 24, 1972

World Bank Group: Summary Organization Study Plan

PHASE | PHASE 1l
(Assess strengths and weaknesses, clarify Bank Group objectives, develop alternative organization structures) {Review and select from alternatives, prepare report and implementation program)|
PROJECTS/SUBPROJECTS
Jﬁ’;”';ﬁ‘;{ FEBRUARY MARCH APRIL MAY JUNE JuLy AUGUST SEPTEMBER
l. STUDY DIRECTION AND COORDINATION®2 Maior P
A. Initial study planning 1 McK. 1 WBG ;;;J:ims
B. Progress review and report preparation - ”
LT it
C. Study direction (e.q., progress control, | {Sfreng{hs and weaknes_m-, umimary Repo ;
e o alternative structures, given (Conclusions and rec
coordinating Bank Group contacts, t~=aBmme (ngoing throughout of study o 'E!:f."i:es} Ao e
administrative support) % / Structures, processes,
staffing; plans for
1. BANK OBJECTIVES AND TOP Draft Bank Agree to Bank implementation)
MANAGEMENT ORGANIZATION Objectives Objectives {input to
E o 1McK, 1 WBG : Prograss Review)
A. Clarify Bank Group objectives TNNEERERERRRARREREE
1McK, 1 WBG (March - Aprif) ; | 1 MeK, 1 WBG {Draft reports
B. Evaluate top management decision-making L . SLLLLELLLLELULD ' LI (Refine alternatives, by projects)
processes, delegation of authority draft report sections)
C. Evaluate top management organization 1 1 McK, 1 WBG (Fabruary - July 1)
including senior committee, secretariat l
L structures.
2 ‘ 4
1il. BANK OPERATIONS
. m— 3 McK, 3 WBG 1 McK, 1 WBG (March - July 1) 1 MeK, 3 Wee
A. Assess area/project operations : {Refing aliernatives,
B. Determine operating approaches for industrial 1 McK, 1 WBG (April - July 1) draft report sections)
sector (IFC, DFC’s) 1
" ! . 1 Mck, 1 WBG (March - July 7)
C. Determine level of delegation of operations
within headquarters and to the field “
B
1 Mck, 2 WBG
IV. BANK SUPPORT SERVICES? ]
flnitial fact gathering) (Complete assemlnenr,
A. Evaluate financial support RN NN RN RSN RN R RN RRRR draft report sections)
=i 5 1 Mck, 2 WEG
B' Evaluate admlnlstrat“"e ﬂnd Other suﬂport L1 "IIIIIII!IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII'.I
1 McK 2 McK
TAFFI UMMARY? 4 e o 5 McK, 6 WBG < I McK, 6 WB G —eee—————p = -
STAFFING SU 1 WBG diise

1. Included as a project for planning purposes; analyses to be performed in other projects.

2. See attached description.

3. Full-time McKinsey WBG team (i.e., not

4. Including economics and legal support, key operating procedures.

ing McK or WBG study direction, part-time specialists). 0

wmemenn  Major project work emphasis
Some project work possible
Key study end product




WORLD BANK ORCANIZATION .

January 24, 1977

.DY: PROJECT DESCRIPTION

Project Title: STUDY DIRECTION AND COORDINATION*

Objective(s):

1. Prepare initial engagement plans (and issue analysis worksheets for
each major project) \
2. Serve as the overall study focal point for
a. Ensuring project completion and fulfilling study objectives
Maintaining client relatons (i. e., contact logs)
Coordinating project recommendations
Preparing progress reviews and final reports

ooy

Providing administrative and logistics support

Participation:

1 - January 15-30: McKinsey directors part-time, 1 associate full-time;
1 WBG equivalent full-time

2 - February 1 - September 30: McKinsey directors and associates part-
time as needed (e.g., to consolidate reports), V.P. Administration
part-time

Units Contacted:

Vice President Administration (Shoaib)

Subprojects/Major Tasks:

1. Prepare overall engagement plans (schedules, manloading, task
descriptions, end products)

1
2. Prepare major progress review

3. Consolidate draft project reports into final report

* Included as a project for planning; all substantive analyses to be
performed in other projects

Principal End Products:

1a - Summary engagement plans
b - Individual project plans
. schedule
. description
. issue analysis worksheets (including "must have" fact lists)

c - Initial client contact plan (i.e., for top management first round
interviews, focused on WBG objectives, major organization issues)

2 = Visual presentation on agreed-to objectives, organization strengths
and weaknesses, alternative structural improvements

3 - Written final report containing overall study findings, conclusions,
and recommendations (on structure, decision processes, key
procedures, and staffing implications); plans for implementation




January 24 1972

WORLD BANK ORGANIZA . UN STUDY: PROJFCT DESCRIPTION p. 3

BANK OBJECTIVES AND TOP

Project Title:
MANAGEMENT ORGANIZATION

Objective(s):
1 - Clarify World Bank Group objectives

2 - Identify organizational alternatives and recommend optimum
structure for setting overall bank strategy and providing executive
leadership and direction (within agreed-to objectives)

Participation:

1 - February 1 - April 30: 2 McK, 2 WBG
2 - May 1 - September 30: 1 McK, 1 WBG

Units Analyzed/Contacted:

1 - President
2 - President's Council
3 - Fconomic and Loan Committees

5 - Program/Budgeting Unit
6 - Vice President of IFC
7 - Selected counterpart units

4 - Secretariat (e.g., IMF, UNDP), clients

Subprojects/Major Tasks:
Objectives
1. Clarify cwrrent and possible future Bank Group objectives in consultation

with senior officials (and selected outside parties)

Processes

2. Examine adequacy of processes used to reach top management (i, e.,

President's Council) decisions, especially:
a. Policy formulation (e. g., changes to objectives)
b. Long-range planning (e.g., for 1974-78)
[ Programminga’B!ildgeiing (e.g., 1972-73)
d. Significant operating decisions (e.g., individual loan/credit

decisions)

Top Management
Organization

o

3. Determine optimum top management organizaton structure (i, e., for
President and President's Council, those reporting directly to the
President)

Principal End Products:

1a - Statement of current Bank Group objectives
b - Possible future objectives (e.g., permanent, but covering 1980 needs)
and accompanying rational for change

2 - Critique of decision-making processes and related procedures
(Note: but not to include detailed process revisions)

3a - Organization criteria, based on agreed-to objectives
b - Top management organizational altemnatives, including pros and
cons based on analysis of cuwrrent strengths and weaknesses
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BANK OBJECTIVES AND TOP
MANAGEMENT ORGANIZATION (Continued)

Project Titles

Objective(s):

Participation:

Units Analyzed/Contacted:

Subprojects/Major Tasks:

Top Management

Organization (Continued)

4, Assess appropriate senior committee and secretariat structures

5. Determine appropriate level of delegation of decision authority within
Bank*

* - In coordination with Bank Operations project team

Principal End Products:

4 - Recommended improvements (as needed) for senior committees and the
secretariat (e. g., including roles, activities, rationale)

5 - Inventory of decisions to be retained by top management, delegated to
operating staffs
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WORLD BANK ORGANIZATION >TUDY: PROJECT DESCRIPTION p-5

Project Title: BANK OPERATIONS

Objective(s):

1 - Determine optimum organization structure for conducting essential bank
operations (especially those dealing with areas and projects)
2 - Resolve industrial sector and operations decentralization issues

Participation:

1 - February 1 - June 30: 3 McK, 3 WBG
2 - July 1 - September 15: 1 McK, 3 WBG
3 - September 15 - September 30: 1 McK, 3 WBG

Units Analyzed/Contacted:

1 - Area Staffs 5- IFC
2 - Project Staffs 6 - DFC's
3 - Legal Staff (less Secretariat) 7 - Development Services
4 - Economics Staff (less Computing
activities) "

Subprojects/Major Tasks:
Cperations

1. Review essential bank operations® covering geographic areas and pro-
jects and determine most effective way to organize and carry out
operations

2. Assess roles/responsibilities of economics and legal staffs in essential
bank operations

3. Determine role of Development Services, particularly as a complement
to essential bank operations

4, Examine status of cooperative programs (WHO, FAO, UNESCO) to
determine adequacy and further applicability

Industrial Sector

5, Examine industrial sector operations, Bank Group involvement in
private investment, and the role of IFC, DFC's, and recommend
optimum organization structure and relationships for these units

* Including the project eycle and operations evaluation as well as area operations

2a - Role of economic unit
2b - Role of legal staff

Principal End Products:

la - Organization criteda (for conducting operations)

1b - Inventory of organization strengths and weaknesses

1c - Assessment of adequacy of key operating processes

id - Alternative organizational recommendations and rationale
le - Outline of essential procedures

in support of key operations#*

3 - Role and activities for Development Services

4 - Critique of cooperative relationship and recommendations for

extending this approach to other programs

5a - Objectives for industrial sector operations, Bank Group role in private sector
5b - Role of IFC, DFC's

5c - Current strengths and weaknesses

5d - Alternative structures and rationale

##% Includes analyzing support rendered to top management (with Bank Cbjectives

and Top Management Organization team)
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PROJEC T DESCRIPTION P-4

Project Title: BANK OPERATIONS (Continued)

Objective(s):

Participation:

Units Analyzed/Contacted:

Subprojects/Major Tasks:

Decentralization to the Field

6. Determine appropriate level of decentralization of operating respon-
sibility to the field (based on representative field visits, headquarters
analysis)*

* In coordination with Bank Objectives and Top Management Organization
Team

Principal End Products:

6a - Decentralization criteria
b - Configuration of field establishment and accompanying rationale
¢ - Inventory of activities to be decentralized and rationale
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JY: PROJECT DESCRIPTION

Project Title: BANK SUPPORT SERVICES

Objective(s):

termine optimum organization structure to provide essential
support services, given Bank objectives and appropriate structure
for operations

Participation:

1~ May 1~ June 30: 1 McK, 2 WBG
2 - July 15 - September 15: 1 McK, 2 WBG
3 - September 15 - September 30: 1 McK part-time, 2 WBG

Units Analyzed/Contacted:

5 - Information and Public Affairs
6 - Administrative services

1 - Controller
2 - Treasurer
3 - Internal auditor 7 - Personnel

4 - Computing activities 8 - Research Center

Subprojects/Major Tasks :
1. Determine roles, responsibilities and organization structure for
financial support
a, Controller
b. Treasurer
c. Internal auditor

2, Determine roles, responsibilities and organization structures for
administrative and other support

a, Administrative Services

b. Personnel

c. Computing activities

d. Information and Public Affairs

e. Basic Research

Principal End Products:

For each support unit:

1 - Alternative structures and recommendations, including rationale
2 - Proposed function statements as appropriate




INTERNATIONAL DEVELOPMENT 1
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

TO: Files DATE: February L, 1972

INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
CORPORATION

FROM: John A, King/;.._}ﬂ-{<

'
SUBJECT: Study of Organization and Procedures: Meeting of January 31, 1972

1. On Jamuary 31, 1972 the second regular Monday meeting with McKinsey was
held; present were Messrs. Shoaib, Sommers, Demuth, Twining, Messenger and
King for the Bank and Messrs. Rohrbacher and Lynn for McKinsey.

2. - Mr. Rohrbacher described the status of the work:
a) The first round of interviews (21) had been completed.

b) McKinsey was making an inventory of formal, written state-
ments of the Bank'!s objectives = statements in Mr. McNamara's
speeches, in books and elsewhere.

c) McKinsey was trying to pull together a factual profile of
the Bank based on organization charts, trends in activities,
numbers of staff and the like. .

d) The study team was being assembled. Three Bank stafi meme=
bers were being made available this week and a fourth next
week. McKinsey was bringing a man each from its offices in
Dusseldorf and Rotterdam., It hoped that the balance of its
team would be nationals of developing countries. Mr. Shoaib
asked for biographical data on the McKinsey staff assigned
to the study team.

;.a) The 1ists of issues to be covered in each of the subprojects
was being worked on and was expected to be completed this 5
week.,

3. The interviews completed showed (a) complete agreement on the Bank's ob-
jectives at a very high level of generality (say, "to aid the developing
countries in achieving economic and social development"), (b) some differences
concerning the sorts of activities the Bank should undertake to carry out these
objectives, and (c) wide differences on the appropriate organization for carry-
ing out these activities. There were also wide differences on how the Bank
could effectively exert its influence in developing countries.

4. The interviews had also revealed a variety of frustrations among younger
staff = the new initiatives being proposed by Mr. McNamara were not being put
into effect, a feeling of not belonging and of being under-utilized, wasted
time in- polishing and repolishing drafts and the like. It was agreed that
the climate of the Bank in its earlier days, the feeling of being fully inte-
grated into a highly professional, non-bureaucratic elite, had been lost and
could not be recaptured. Tne study should seek, therefore, to discover an
organization and procedures which would, among other things, be a substitute
for the old climate and eliminate or minimize these frustrations.



2.

S, Mr. Rohrbacher said that the interviews so far had helped McKinsey in
getting an understanding of how the Bank works. Most of the subsequent interw
views would be different from the first round, more factual and analytic, so
that it would be appropriate for Bank staff on the study team to take part in
them, Messrs. Shoaib and Demuth stressed that an opportunity should be given
to persons interviewed to talk privately with a McKinsey man if they wished.
They should also be invited to submit written comments.,

6. Mr. Rohrbacher noted that the first round of interviews confirmed that

the major issue was the relationship between the Projects and Area Departments.
It was agreed that Mr. Shoaib would ask the Area Departments (through Mr. Knapp)
to prepare papers equivalent to the Chadenet 1980 exercise of the Projects
Departments.

7. Messrs. Dermth and Sommers stressed the importance of examining the
relationships between the Bank, the UN, UNDP, the specialized agencies, and the
regional development banks. This should be done not in the abstract but on
particular issues as they arise and within the framework of delegation and de-
centralization, of how much and what the Bank should do,.

8. A number of other points were made:

a) The study will have to be carried out as if the relation-
ships between the Bank and the Executive Directors, and
their functions, remained unchanged, whereas in fact almost
any organizational change would have some effect on them.

b) The interviews revealed confusion over the role of the
President!s Council and concern over the ways in which
policy was formulated.

¢) The interviews indicated that there were wide differences
on whether support services within the Bank were well conw
ceived and well-executed.

-r

p=

cc: Messrs. ©Shoaib, Sommers, Demuth, Twining, Messenger

JAKing:1b



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR l INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON

OFFICE MEMORANDUM

TO: Files DATE: January 26, 1972

FROM: John A. Kin 4’{<
SUBJECT: Study of Organization and Procedures: Meeting of January 2, 1972

1. On January 2L, 1972 the first of the proposed regular Monday progress
meetings with McKinsey was held; present were Messrs. Shoaib, Sormers, Demuth,
Twining, Messenger and King for the Bank and Messrs. Bower, Rohrbacher and
Iynn for McKinsey.

2. Mr. Bower opened the meeting by saying that he had read the papers pre-
pared by various staff members on the organization of the Bank* and had found
them objective and useful. He noted that there was a general realization that
the existing structure of the Bank had been outgrown and a recognition of a
need for change, but that there was no agreement on what those changes should
be., This climate gave McKinsey special opportunities and special responsie=
bilities; they should be thoughtful and profound in examining what form the
new organization should take and, after the decisions had been made in
principle, in devising the best way of moving from the existing organization
to the new one.

3. There followed some discussion of the ways in which the Bank and the
consultants could work most effectively together. Among the points made were
the following:

a) Mr. Shoaib asked that he receive sunmaries of the interviews
made giving the range of views expressed and their weight,
but without attribution. He suggested that they might be
made avgilable for discussion at the regular Monday meetings.
McKinsey undertook, in principle, to do this but could not
guarantee that it would always be on a weekly basis,

b) Mr. Sommers indicated that he would be glad to help in any
way but he thought his centribution would be more effective
in the later stages of the study. He was not sure how much
time he could give, because of his commitments to the
Equitable. He would, however, try to be present at as many
of the Monday meetings as possible.

¢) The work plan, as revised in accordance with the Bank!'s sug=
gestions (see minutes of the meeting on January 19), was
accepted as a basis for going forward. The consultants
pointed out that the work plan perhaps oversimplified things;

* This was a reference to a collection of papers by such staff members as
Shoaib, Aldewereld, Chenery, Demuth, Projects Departments staff (the 1980
exercise) and others given to the consultants by Mr. Shoaib,
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d)

e)

£)

2.

for example, though the plan called for completion of the
clarification of the Bank's objectives by March 1 (item IIA
of the plan), this clarification would be affected by work on
Bank Operations (item III of the plan) to be carried out in
April, May and June.

The consultants pointed out that they had already begun the
first round of interviews (the President's Council and twelve
other staff suggested by the Bank), They asked for the Bank's
help in selecting persons to be interviewed in subsequent
rounds, suggesting two sets of criteria = first, those with
objectivity, the capacity to speak forthrightly, and cone
siderable experience in the Bank, and second, those with inter-
esting ideas on organizational and procedural problems even if
they lacked some of the other qualities mentiocned above. When
the consultants entered on phase III of the study, Bank
Operations, the process of work would automatically determine
those to be interviewed. The consultants noted that the inter=-
views would, of course, be balanced by objective data collected
in the course of the study.

Mr. Shoaib and Mr. Twining said that the Bank staff for the
study had been largely agreed upon and that McKinsey should bew
gin to fit them into the specific slots identified in the work
plan. The consultants asked that they be permitted to use some
individuals, who were not available full-time, as part-time
help, particularly for testing their ideas and tentative con-
clusions. Mr. Shoaib agreed.

McKinsey asked that they be given organization charts in greater
detail, showing the divisicnal structure. They also asked for
the numbers of staff allocated to each department, Mr., Twining
undertook to provide both, the former only to the extent that
it was available.

A number of substantive points were also discussed:

a)

b)

The Bank!s Cbjectives: It was agreed that there wers several
layers of objectives and probably no great differences of views
within the Bank as to these objectives at the highest levels of
generality. Differences did exist, however, both as to more
specific objectives and as to the means of carrying out the
larger objectives. An important difference had already been
disclosed in the few interviews already made. This differences
arose over a recognition that the Bank had changed considerably
over the last few years and the operational conclusions to be
drawn from that «~ should the Bank pause and consolidates or
should it go chead faster with these new activities,

Size: An important question which had arisen in the interviews
was = how big can the Bank get? Implicit in that question is
another = is it already too big? It was suggested that optimum



3.

size for the Bank is a function of a number of considerations -
such things as leadership, quality of staff, external political
factors and the like = and that there is no objective norm for
determining it.

¢) Experience of AID: It was urged that the consultants make an
early examination of AID's experience with regionalization.
Mr. Shoaib is making a number of documents on this subject
available to the consultants. It will be examined as part of
itens IITA and C of the work plan,

o
cc: Messrs. Shoailb, Sormers, Demuth, Twining, Messenger
' L

,
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FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

Files DATE: January 2L, 1972

Jobm A, mé,/éz&

Study ef Organization and Precedures: Meeting of January 21, 1972

1. On January 21, 1972 Messrs, Rohrbacher and. Lynn ef McKinsey and Company
met with Messrs. Shoaib, Twining, Messenger and King. The primary purpose
was to discuss the Bank!s corments on the McKinsey work plan; the discussion
followed the points made in the meeting of January 19 which were generally
accepted by McKinsey.

2. It was agreed that for the time being the work plan would not be dis-
tributed to merbers of the President!s Council or Senior Staff, though it
might be shown to individuals when they were being interviewed. At a later
time, it might be desirable for McKinsey to make a presentation on the scope
and character of the study to the President's Council or Senior Staff.

s
cc: Messrs, Shoaib, Twining, Messenger

JAKing:1b



INTERNATIONAL DEVELOPMENT ‘
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

70O: Files DATE: January 21, 1972

FROM: John A, King /7.%{/\

SUBJECT: Study of Organization and Procedures: Meeting of January 19, 1972

INTERNATIONAL BANK FOR 1 INTERNATIONAL FINANCE
CORPORATION

1. On January 19, 1972 Messrs. Shoaib, Demuth, Twining, Messenger and King
met to discuss the McKinsey proposed work plan for the study and some related
questions. A number of suggestions for additions to the plan or for clarifi-
cations or changes of emphasis were made, including the following:

a) To avoid confusion, the word "mission" should be replaced by
nobjectives" throughout the work plan. The phrase "study
secretariat" should be replaced by "study staff", The
qualifications for the Bank staff to be seconded to McKinsey
for various phases of the study should be struck from the
work plan,

b) An examination of the procedures for coordination of sectoral
work should be included.

¢) Item C of III Bank Operations should cover delegation of
authority generally, including at headgquarters, as well as
the division of responsibilities between headquarters and
the field.

d) The Project: Bank Strategy and Direction should include
under subprojects/major tasks an item for "decision making
at all levels", In this connection, the word "key" in ‘'key
decision-making processes" (last item under principal end=-
products) should be eliminated.

e) Under the Project: Bank Operations not enough attention was
given to procedures as contrasted with organization. In
this connection, subproject 1 should read "and determine the
most effective way to organize and carry out operations".
An examination ef project supervision and evaluation should be
included among the subprojects/major tasks, including an
examination of what kinds ef supervision and evaluation are
appropriate, of where the responsibility for them should be
located, and of the procedures for carrying them out, The
Cooperative Programs should alsoc be studied and relations
with the UN system should be looked at more generally. In
addition to exarmning the whole industrial activity of the
Bank (subproject 3), the role of the Bank in premeting pri-
vate foreign investment should also be studied. It might
be more appropriate to study the Development Research Center
under IV Bank Support Services than under III Bank Operations,

2., Mr. Shoaib proposed to discuss these points with Mr, Rohrbacher on Friday,
January 21,
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£ There was some discussion of the staff to be assigned to work with
McKinsey., Decisions had been reached on all but the individual from the Area
Departments.

L. There was a brief discussion of how the interviews will be conducted.
¥cKinsey is developing a standard interview form so that the interviews will,
in general, cover the same ground., This form will probably not be ready for
the first round of interviews. Only McKinsey staff will conduct interviews
with top-level staff, but the Bank staff assigned to the McKinsey team will
take part in interviews with lower-level staff.

el
cc: Messrs. Shoaib, Demmth, Twining, Messenger

JAKing:1b



. INTERNATIONAL BANK FOR Py
Fo?: ég) e RECONSTRUCTION AND nsvuamtu‘r C p
{NTERNATIONAL FINANCE INT

L DEUELQPM[NT
CORPORATION

ASSOCIATION

Date

ROUTING SLIP January 19, 1972

RAME ; ROOM NO.
Mr. John Garrity

To landle Note and File
ﬁpprsﬁ;iate Disposition Note and Return
Approval Prepare Reply
Commen t Per Our Conversation
Full Report Recommendation
Information Signature
Initial Send On

REMARKS

Here is a list of staff members as promised

with whom you may wish to make interview

arrangements. Their telephone and room

numbers are all in the Telephone Directory.

I1f you have any questions or want any fur-
er information please let me know.

From _ J. E. Twining, Jr.




ORGANIZATION STUDY - STUDY SECRETARIAT #1

STAFF MEMBERS TO BE INCLUDED IN FIRST-ROUND INTERVIEWS

A. Members of the President's Council:

Messrs. Knapp Us
Aldewereld Dutch
Shoaib Pakistani
Rickett UK
Broches Dutch
Demuth us
Gaud Us
Chenery Us

B. Senior Staff (Directors, Deputy Directors, Chief Economists, ete.)

Messrs. J. Adler Programming & Budgeting Dept. Us
B. Chadenet Office of the Director, Projects French
P.D. Henderson Economics Department UK
L. von Hoffmann IFC - Vice President Cerman
J.H. Williams Loan Committee UK
E.P. Wright Central America & Caribbean Dept. UK

C. Other Staff

Messrs. J. Bravo Information & Public Affairs Dept. Chilean
L. de Azcarate Kinshasa, Republic of Zaire French
S. Kuriyama South Asia Department Japanese
G. Okurume Eastern Africa Dept. Nigerian
R. Venkateswaran Special Projects Dept. Indian
Miss G. Kaplan Fast Asia & Pacific Dept. South African
JETWINING:ian

January 19, 1972



INTERNATIONAL BANK FOR
F°'{“;.";gi 75 RECONSTRUCTION AND DEVELOPMENT

INTEINATIONAL FINANCE INTERNATIONAL DEYV, NT
CORPORATION ASSOCIATI

ROUTING SLIP

To Handle o Note and File
Appropriate Disposition Note and Return
Approval Prepare Reply
Comment Per Qur Conversation
Full Report Recommendation
Information Signature
Initial Send On

[ REMARKS

Here is a suggested list. I have sent a
copy to John King. If you agree with this
list I will transmit it to John Garrity.

o T By ing, Jr.
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OFFICE MEMORANDUM

TO: Files . s —
- l"/ ‘ Zj
FROM: John A, King #7L_ ,
'.u-/ e

SUBJECT: Study of Organization "and Procedures: Mseting of January 18, 1972 .

1. On Jamary 18, 1972 Mr. Shoaib met with Messrs, Garrity, lynn and
Rohrbacher of McKinsey and Company to discuss the Organization Study. Messra.
Twining, Messenger and King also participated.

2, Mr. Garrity presented for discussion a work plan for the study. Mr. Shoalb

made a few preliminary comments - the Bank contribution to the working group
might be limited to four rather than six persons and item IIIc should be re=
vised to cover questions of delegation generally, whether within headquarters
or between headaquarters and the field = but reserved general discussion for a
later date after the Bank had a better opportunity to study the work plan.

3, Mr. Garrity asked that an initial round of interviews, all members of the

Presidentis Council and say ten to twelve other staff, be started at once.

The Bank agreed and will furnish a list within a day or so. A number of names
were suggested including Messrs. Chadenet, Baum, John Adler, Henderson, von
Hoffmann, Alter, Halbe, F.D.T. Reid, Bravo, Okurume, John Williams, Peter
Wright, Weiner.

L. Mr. Garrity recommended that the decision with respesct to the creatien
of an Advisory Group, its composition and its role be postponed until the end
of February. Mr. Shoaib agreed.

5. Tt was agreed that, for the time being, there would be regular moevings
between the Bank and McXinsey on Mondays at 3.00 pm.

v

cc: Messrs. Shoaib, Twining, Messenger

JAKing:1b




DRAFT
JETWINING:ian
January 18, 1972

ORGANIZATION STUDY ~ STUDY SECRETARIAT #1

STAFF MEMBERS TO BE INCLUDED IN FIRST-ROVND INTERVIEWS

A. Members of the President's Council:

Messrs. Knapp us
Aldewereld Dutch
Shoaib Pakistani
Rickett UK
Broches Dutch
Denuth us
Gaud us
Chenery us

B. Senior Staff (Directors, Deputy Directors, Chief Economists, etc.)

Messrs. J. Adler Programming & Budgeting Us
B. Chadenet 0ffice of the Director, Projects French
P.D. Henderson Economics Department UK
L. von Hoffmann IFC - Vice President Cerman
J.H. Williams Loan Committee UK

E.P. Wright Central America & Caribbean Dept UK

C. Other Staff

Messrs. J. Bravo Information & Public Affairs Chilean
L. de Azcarate Kinshasa, Republic of Zaire French
S. Kuriyama South Asia Department Japanese
C. Okurume Eastern Africa Department Nigerian
R. Venkateswaran Special Projects Indian

Miss G. Kaplan East Asia & Pacific Dept South African
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Authorized Positions as- at December 31,

INTERNATIONAL FINANCE CORPORATION
Seplember 1, 1971

ORGA[IIZATICH CHART

PRESIDENT
ROBERT . McNAMARA

|

OFFICE of the
EXECUTIVE VICE PRESIDENT

IFC Total: P:110 SS:2 “G5:75

EXECUTIVE VICE PRESIDENT
WILLIAM S. GAUD

VICE PRESIDENT
LADISLAUS von HOFFMANN

P:12 | G8:12

OFFICE of PORTFOLID

LEGAL DEPARTMENT ENGINEERING DEPARTMENT OFFICE of the
) ECONDMIC ADVISER SUPERVISION
CHIEF

DIRECTOR ECONOMIC ADVISER

GENERAL COUNSEL
R. B. ). RIChARDS
DEPUTY GENERAL COUNSEL H. GEOFFREY HILTON MOEEN A. QURESHI DOUGLAS ). A. DUPRE
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