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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | Iin . cRNATIONAL FINANCE
ASSOCIATION | RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: UMr. Christopher Willoughby through DATE: lovember 23, 1970

S. feutlinger
FROM: Hichard 3. I-Iannir%

SUBJECT: Ivaluation of Bank Group Operations in Colombia - Draft Proposal.

1. I have read the draft with interest and the comments which follow
are intended to be suggestive of ways in which an overwhelming task might
be brought within reasonable bounds. If all items in the draft make their
way into the final report I fear that its main impacts will be a short
paragraph in the Annual Report and a great deal of dust gathering.

2 Accepting the idea that it is useful to ask what impact the Bank
operations had on Colombia as a whole leads very logically to recognition
of the fungible nature of foreign assistance. I feel strongly that it
would be instructive to guantify the means by which the process of resource
transfer occurs within and between sectors of the economy so as to more
nearly identify the areas of true marginal impacte. Thus, any economic
analysis of Bank operations should begin with a careful analysis of the
natlonal budget and public and private-investment undertakings. At the
same time attention should be paid to the characteristics of Bank funded
investments in those cases when Bank initiative was important for their
inclusion in the investment plan. In particular the gestation character-
istics and associated output-capital ratios should be compared to those
that would have prevailed (on average and at the margin) had the project
not been undertaken. Such an approach would be necessary to meet the most
fundamental criticisms of currently popular methods for evaluation of the
demand for foreign resources.

3e The draft emphasizes the need to measure the role played by the Bank,
through technical assistance and leverage, in achieving institutional changes
in Colombia. The approach suggested seems good so far as it goes, but it
fails to include the impact on the Central Bank and Ministry of Finance. 1
know nothing of the Colombian case, but from what I do know of other countries
having as long’an association with the Bank, I would guess that they have by
now become well trained in serv1ng up projects that meetb the Bank's require-
ments as Tiéarly as possible. Hven if quentified, it may be hard to apply the
right sign to this institutional change in the evaluation calculus though it
has doubtless smoothed relations with all donor agencies.

lie Any evaluation using macroeconomic data over a twenty year period will
need to guard against the built in tendency for the relevant data to be better
collected, and with more complete coverage, over time. Wot only does more out-
put pass through the marketplace where it is readily measured, but statistical
services develop to measure the residue that is distributed in other ways.

5, At least in the power and transport sectors it is proposed that alternative
investment patterns be considered in judging the dESlrabllltJ of the one actually
wdertaken, This involves construction of a model capable of identifying the
ontimal mode, time pattern and location of investments necessary to satisfy a
given level of demands for the resulting services. The draft rightly points

out that knowing this demand pattern is the key to the problem and L fear that



Mre. Christopher Willoughby -2 - lovember 23, 1970

the crucial importance of the assumptions made in this area will be swamped
by the apparent elegance and precision of the proposed (linear) model. It
is not only that Say's Law might operate (especially as between modes ) but
that since prices get lost in the wash, there is no market basis for recon-
ciling divergences between ex-ante demand and supply. One boggles at the
guesswork necessary to generate even this inadequate model in the time avail-
able, but the model's inadequacy should ensure that the guesswork is never
undertaken.

6o In paragraph 2, I have suggested a treatment of the work at the macro
and sector level. With respect to specific projects, I would like to suggest
that a more econometric approach could be adopted with a data base arising
from projects of a given nature over time and across countries. I would not
wish to suggest that the methodological problems are any less serious when
one takes this approach, but I do believe that economists have the toola, and
?“experience in their use, to be able to distinguish any contribution that is
*Wuniquely attributable to the source of finance for such projects. It should
even be possible to quantify some of the less tangible institutional aspects
of IBRD work through responses on the part of indigenous agencies to unexpected
eventualities.

Te Finally, I would encourage the independent development of some novel
measures of interaction. Tradeoff tables, distributional density coefficients
and output-labor ratios are a few that comé to mind. The questions which have
to be answered by the Cperations Evaluation Unit are multi-dimensional and it
seems likely that at least some of these dimensions will fall outside the scope
of what we have been able to give as answers in the past.

RCManning:rlb
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INTERMATIONAL DEVELOPMEN INTERNATIONAL BANK FOR ERMATIONAL FIMANC
ASSOCIATION v | RECONSTRUCTION AND DEVELOPMENT [ CO\RF‘OIHF\ IiON )
FICE MEMORANDUM
- b i‘n - " \
OHICE MEMORANDUM
TO: Mr. John Rlaxall paTE:  April 10, 1970

From: Donald T. Brash

suBJECcT: Ex post Evaluation cf Operations

Rather than attempting to refine your draft memo to Mr. McNamara,
I have decided that I would be wiser at this stage to try to sort out wy
own thoughts on this subject.

I think it is important to have clearly in mind that there are
two somewhat distinct reasons for the need to imcrease the Group's ex post
evaluation of its operations. First, since our primary objective is develop-
ment, it is of fundamental importance that we have a way of appraising our
contribution to that goal. Secondly, even if we ourseclves were confident
that outr operations were making the maximum possible contribution to develop-
ment, we would still need & more explicit re~evaluation procedure because
of the very strong pressurcs building up, particularly in the U.S. Congress,
for tangible assurances that the taxpayer's dollar is being used to greatest
effect. 1In other words, we not only have to use our resources Lo contribute
to development but have to make this effective usc apparent also.

As you know, I was particularly impressed with this latter point
after doing some work on aid auditing procedures when on the staff of the
Pearson Commission last year. As a result of congressional pressures, the
U.S. General Accounting Office has already begun a series of "management
audits" related to international organizations. GAO does not clainm the
right to audit these organizations directly, and indeed it is recognized
that it would be highly undesirable if each menber of an international
organization were to assert such a right. OSc GAO contents itself with
auditing U.S. participation in international crganizations. But the dis-
tinction is a fine ome: a CGAO audit of U.S. participation in the W.H.0.,
released early in 1969, was designed to "determine how well the United
States was able to exert a beneficiazl iunfluence over (1) the make-up of
the programs and budgets of V.H.0., and (2) the mgoner in which the prograws
were carried out". Since that report was released, the GAO has completed
reports on FAO, CAS (classified), UNICEF, and UNDP.

This new intevest of CAO in international erganizations appears to
reflect a congressional feeling that (1) some of these orgenizations arc not
well managed, and (2) that the authorities nowinally controlling them do mot
get adequate information from theiy mauagements to make real decision-making
possible. It was congressional pressure also which obliged the IDPB to
establish a special GAO-type auditing unit within its structure, a unit
designed to assess the efficiency and effectiveness of IDB lending programs
and Lo report that assessment not merely to 1DB management but alsc directly
to the IDB Board. (Congress had originally demanded that GAO itself should
be responsible for the "management auditing" of the IDB.)



Mr. John Blaxall - 2 =~ Aprdld 10 19370

At the moment, project performance in the BFank Group is monitored
in several ways. The moet common of course is the project supervision con-
ducted by the Projects Departments, both at headquarters and in the field,
during the period until the loan cr credit is fullydisbursed. Another is
the monitoring implicit in the fact that wmany of cur loans go to operating
entities which havé received previocus Group support: the appraisal report
for the new loan in this situation normally includes an assessment of the
use made of previous loans. This has been particularly important for loans
made for electric power, railways, and ports. Thirdly, several in-depth
studies of particular projects have been completed by the Economics Depart-
ment (most motably one on Iranian roads and another on eight irrigation
projects) and more are in progress.

The completed in-depth studies referred to were useful in highlighting
some real weaknesses, in both appraisal and fellow-up procedures. The Iranian
road study, for example, revealed that, prior to the loan agreement there had
been: o

(a) no analysis of the relative advantage of improving the existing
rail link, as compared with improving the highway;

(b) no systematic examination of alternative road routes (with the
result that some of the roads financed showed a negative present
worth when examined, and one was substantially by-passed by
another road financed by a later Pank loan);

(c) inadequate technical preparation (resulting in & cost overrun
of 40%);

(d) substantial over-estimation of ancillary '"development benefits".

The study of eight irrigation projects drew attention to frequent
under—estimation of costs and construction periods. 1t made no systematic
attempt at all to assess the accuracy of predicted benefits because "the
data presently available in fileg do not provide even a minimum foundation
for reappraisal of benefits".

1t is not fair to imply, however, that the conditions prevailing
when the first Iranian road loan was signed in 1959 still prevail today.
There have been some substantial improvements in appraisal procedures, and
the consideration of alternative ways of achieving the same goal is now, at
least formally, common practice. Pre-investment sector studies are now
frequent,

But the systematic reappraisal of individual projects after the
construction phase is over is still very rare (except where "repeater"
loans to the same operating entity are involved),
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Mr. John Blaxall kb = April 10, 1970

Perhaps even more serious, we have at present no way of judging
whether the projects we finance are being selected in an appropriate manner.
Are economic reports devoting enough attention to highlighting "priority
sectors"? Are sector studies highlighting the need for particular projects
adequately? Are we paying sufficient attention to the international con-
sistency of our project recommendations? (It is interesting in this connec-
tion to note that the recent Agricultural Sector Suxrwey Report for Brazil
recommends that measures should be adopted quickly to increase Brazilian
coffee production.) There arc difficult issues of principle raised by this
line of questioning (Harry Johnson's comment about the World Bank as a kind
of embryonic world governemnt comes to mind) but it scems that some of them .
can not be avoided in any appraisal of our overall operations which goes
beyond a very narrowly national framework.

As an interim judgment, I find myself agreeing with you that to do
this ex post evaluation we really need two different staff groups. One would
be doing the kind of in-depth study of particular projects which the Sector
and Project Analysic Division of the Fconomics Department seems well-placed
to do. The other would have a much broader set of objectives, along the
lines of those suggested in your draft. Logically, the place to establish
such a group would be in P & B —- the group's function is clearly related
closely to the programming function, and it would be essential that the
group be both removed from immediate operational pressures and yet have
close contact with senior management. Could such a staff group also serve
the Bank's Board, or will we, like the IDB, be compelled to set up another
group to keep the shareholders informed?

DIBrash:omc
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SUBJECT: Ex-post Evaluation of Operations

I The minutes of the March 9 Senior Staff Meeting note your
comment that "the FY1971 budget should include provision for the
post-supervision evaluation of projects, to determine how far they
had achieved their objectives.'" This is a matter that has come up
two or three times before in different contexts, but never in such a

way as to force a resolution of the issues.

f\? o -:-'\IS f"! (4 (i\l‘."i{'\;‘_) & L_'-: (\} (\

2, My own preliminary view is that there are two aspects-of-
ex-post evaluation to”be-covered. The first is some set of procedures
And7activities through which a fairly small staff could cover the
whole spectrum of Bank operations on a continuing basis. The
objectives would be to gain a synthetic view of what and how well
the Bank is doing, to identify general features of projects where an
improvement in our methods or focus of effort might be expected to
provide substantial benefits, to suggest certain projects or classes
of projects for much more intensive investigation, and to provide an
overall framework for explicitly recording and transferring the Bank's
. Qc{uig .
operational experience. The second aspect™is the carrying out of
detailed reevaluations of particular projects}with a view to improving

our techniques of evaluation and the focus of our effort during project

preparation.



Gxﬁ((b\h;
S The second -aspect'mentioned above is within the terms of

reference of the Sector and Projects Analysis Division of the
Economics Department. The group works closely with the E?ojects
Eﬁepartments. It completed in a reappraisal of a FY1959 road project

in Iran, and since then has worked on

L. The activities and procedures | noted earlier as constituting
(&0 'y EY L SE Lo

the first aspect.cf. the problem are by no means well defined in my

mind. |t would, | think, be necessary to devote a fair amount of

effort over a period of two or three weeks to come up with a proposal

which had been well thought through. | should be glad to turn my

department's attention to this problem, but as you know we are

heavily preoccupied for the moment with the budget, and it will be

difficult to take the necessary time.
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Calle Address - INTRAFRAD PARIS
INTERNATIONAL DEVELOPMENT ASSOCIATION
Cable Addicss — INDEVAS PARIS
EUROPEAN OFEICE:
66 3, AVENUE D'IENA, PARIS (16°) — ERANCE
.I.PICPLUIIC > 553_2510

June 19, 1970

Dear Dick,

Pleage see attached letter tc me from Hellmuth Fiihrer,
reference HF/970, dated June 18, regarding a Seminar to be /
held in Holland on October 28-30 on the subject of ex post
evaluation of the effectiVeness of aid.

I should be grateful if you would considér the request
for a Bank representative at the Seminar and let me know, in
due course, how to reply to Fiihrer. Incidentally, Fithrer
came through on the 'phone and stressed to me that he hoped
that you would not mind his suggesting the names of possible
Bank representatives. He appreciated that this is entirely
a matter for the Bank. I told him we were always pleased
to take into account anything OECD/DAC may have heard
regarding interest by Bank staff members in the subject matter
of a meeting,

With kind regards.

Yours sincerely,

I
\ P
Mr. Richard H. Demuth J

Director

Development Services Department
Room D 1128

International Bank for
"Reconstruction and Development
Washington D. C. 20433
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QCDE OECD
ORUANI_SATION DE COOPERATION ORGANISATION FOR ECONOMIC
ET DE DEVELOPPEMENT ECONOMIQUES ; CO-OPERATION AND DEVELOPMENT

Téléphone: 524 82-00 Télégrammes: DEVELOPECONOMIE 2, rue André-Pascal, PARIS-XV]®
Development Assistance Télex : 62.160 OCDE PARIS
' Directorate

Département du Développement

Development Department
Le Directeur Adjoint '

The Deputy Director

HF/970 - 18th June, 1970

1y Jik el

Dear George,

As you know the 0.E.C.D. intends to orgenise, with the
financial sponsorship of the Dulch Government, a Seminar on ex
post evaluation of the effectiveness of aid. You will see
sone of the details from the attached very preliminary working
paper. We hope very much that the Bank will actively particie-
pate in this Seminar so that we can benefit from its wides
ranging experience. Mr. van der Tak, who is now on leave of
absence from the Bank,bas already agreed to participate in a
more or less private capacity, but I hope we would also have an
official representative. I gather that Ben King has been
interested in this general subject, but the Bank is, of
course, entirely free as to whom they think would be most
suitable. The Seminar will be from 28th-~30th October in
Vassenaar near The Hague.

Yours' sincerely,

H. Fihrer.

b

Mr. George C, Wishart,
I.B.ReDoy

64~66 Ave. G'Iéna,
Paris, 16.
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Paris, 25th February 1970

Developnent Dircctorate
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WBG ARCHIVES

PROPOSED SEMINAR ON THE
EVATUATI N OF THE EFFECTIVENESS OF ATD

(Note by the Secretariat)

_ In the D.4A.C. Work Programme as agreed by the Committec
/DAC(69)30(3rd Revision)/ and the Council it is proposed to call
a meeting of interested D.a.C. countries to review the experience
of Members with evaluation work and %o exchange views on
appropriate evaluation techniques and criteria. The Dutch
government has kindly offered to sponsor a seminar which might be
held in preparation of such a meeting. The following note puts
forward proposals for the content and organisation of such a

meeting.

E. 35491



Seminar on Evaluation

wdkw Evaluation of the efficacy of past aid activities is of
essential importance: _ ite R %

(i) to improve aid giving techniques in the light of past
experience; ' . -

" (ii) to demonstrate that the taxpayers' money is wisely used.

P Experience with ex post evaluation is still very limited.
~Few aid agencies have established systematic evaluation procecdures.
' Bveluation techniques and even terminology are usually developed
on an ad hoc basis. But there is growing interest. (See e.g,
the pertinent comments in Chapter V of the U.N. Capacity Study.)

B The D.4.C. has agreed to call a meeting of interested
D.L.C. countries later in 1970 to review the experience of lMembers
in this field and to exchange views on appropriate evaluation
techniques and criteria. :

4, It would be extremely useful if such a meeting of
government representatives could be preceded by more informal
technical discussions among persons with particular competence in
this field.

o " Purposc and subjects to be discussecd. The purpose of
the Seminar would be Go draw on the experience of experts with
knowledge in a wide range of fields which are relevant for
evaluation work. The Seminar should take stock of available
evaluation techniques and criteria, assess some of the experience
with evaluation work made so far, i1dentify the major issues which
donor governments and organisations and also recipient countries
have to face in establishing effective evaluation procedures and

to make suggestions for subjects warranting further consideration
and study. ;

6. Ex post evaluation of development assistance projects

or activities comprises activities which vary widely in character
and scope and consequently raise very different conccptual end
institutional problems. Evaluation in the true sense of an

ex post asscssnent of the results of activity after it has come

To full fruition raises very different problems from evaluation in
the sense of operational control as a current management tool
designed to improve the planning and implementation of on-going.
activities. The problems of evaluating the oost/benefits of
large capital investment projects are very different from those of
technical assistancc activities. Assessing the results of a
specific individual project activity raises problems very differcnt
from appraising the eifficacy of the overall aid programme of a
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given donor or group of donors in a particular recipient country.
It would scem desirable that a general stock—taking seminar should
deal with all thesc aspects. But it will no doubt be necessary,

at a subsequent stage, to concentrate on more selectively deflnod
-problems.

P The detailed issucs to be discussed must also be care—

- fully defined and prepared. It may be useful to distirguish

broadly between economic—analytical probloms and organisational~

institutional problems. The questions and toplcs to be taken up

_mlght 1ncludo, for cyample

a. Scope and nature of culrpnt GX popt ovaluatlon work
by aid agencies and r001plont .

b. Techniques and procedures for ex post evaluation
.. currently being used. What has.been the gencral
ae experience? p o W i
¢. Proper role of the different types of evaluation,
such as:

bulitwln evaluation by‘proacct staff 1tself
inspections from headguarters during
implementation,

ex post evaluation by outside teams,

scctor SULVEYS,

macro-economic evaluation studles of overall
aid programmcs.

g . @. Relative adventages and shortcomings of practical
# ol X - -managenent oriented evaluvations versus quantlfled
cost/benefit studies;

¢. What lessons can be drawn from evaluation work out—
sid¢ the field of development assistance?

f. What has to be done at the planning and project
formulation stage to cnable effective evaluation to
be made subsequently (e.g. clear and, if possible,
quantitative formulation of objectives, colloctlon
of relevant bench-mark data);

- 8. Neecd for systematic collection of data on output and
- other effccts of project; need for proper
'.analytical cost accounting;

"« h.- I8 it possible to quantlfy the expected rgtulns or
. cost/benefit ratios of tcchnlca1 assistance projects?



w 8w DD-1.24

i. Aid projects are not necessarily selected on the

' basis of maximum cxpected cost—benefit ratios. On
the contrary, donors often finance projects facing
particularly difficult conditions of operations.’
How can such factors be adequately taken into account
in cvaluations?

'J. Foreign-financed projects tend to use more
sophisticated, capital-intensive techniques than
comnparable local activities. Need to demonstrate
hlgher chicionoy as against implied higher comfort
and amenilty sbtandards of f01clgnw1mported techniques

.-and facilities.

k. What are the appropriate organlsatlonal/lnatltutlonal
arrangecments?

1. What should be the role of the recipient country in
the evaluation of assistance activities?

m. What can be donc to assurc full use of the findings
of evaluations? Have the results of evaluation
work alrecady led to improvements in aid management?
What is the cost-benefit ratio of evaluation work
itself?

n. Public infomation aspceccts of evaluation work; nced
for creditability, objectivity and intelligibility.

8. Participants. The major advanbtage of a seninar would
be that it could bring into the discussion persons who would nob
normally attend D.i.C. mcetings. It is proposed to invite

rcepresentatives of rescarch institutes (e.g. the German
Development Institute, the Netherlands Economic Institute, the
Japanesc Rcscarch Ins {Ltutc for Economic Deveclopnent, Brookings),
university scholars, cxperts from the private sector (e.g.
representatives of onc or two rcputed consultant firms or research
staffs of large oorporatlonﬂ), and expcrts from two or three
developing countries, who can express the cxperience of the
recipicent side. It would probably also be uscful to draw on the
experience of experts who have worked on the cvaluation of the
econonic and social effccts of investment projects in developed
countries (c¢.g. thce U.S. Burcau of Land Rcclamation, economists of
Public Works Departments, a spccialist from an auditing board or
cours des comptes). In addltlou, therc should be rcpresentatives,
in a personal capacity as oxperts, of sonc national and
international aid agencies, (¢.g. US-AID, U.K.-ODM, Germany BMZ,

- Swedish SIDA, French CCCE, FEDOM, I.B.R.D., UNDP, UNITAR, F.A. 0.).
The host country, the 0.E.C.D. SCCILthlat and tho Dcvelopmont
Centre would, of course, also be represented. Albtogcther the
number of participants should not exceed 25%30.
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9. ' Length. It is pfoposed that the Seminar should be held
for three full days. : :

uf 4 78 Timing and Locabtion. The Seminar might be held in
October with a view Yo calling a D.A.C. meeting in December. It
is proposed that the Seminar be held in the host country.

1 Preparation. Invitations would be extended by the
.0.E.C.D. Secretariat. The 0.E.C.D. Secretariat would prepare a
.basic paper for the discussion. In addition, it would be useful
if three or four participants could submit contributions on
special subjects. The practlcal preparatlons would lie in the
;hands of the hosgt. counbry. .. s wild ; .

Lo
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TO:

FROM:

SUBJECT:

z

INTERNATIONAL DEV NT | INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATIO RECONSTRUCTION AND DEVELOPMEI | CORPORAT | ON
OFFCE MEMORANDUM
: C 28
Mr. W. C. Bau i " DATE: October 21, 1968
f{ ) _!I‘
LG

H. G. van dsr Tak ¢ 2
L,/

Yollow-~up of Projects
- e

I refer to our recent conversation concerning what we are
doing or planning to do about follow-up of projects after a loan is
made. I have discussed this with llessrs. Reutlinger and de Weille.
The attached note oriefly reviews past and present efforts and makes
proposals for greatly erxpanding activities in this area,2s a basis
for further discussicn.

We look forward to discussing this question with you in the
near future.

HGvanderTalk: : znc

cc: I, Kamarck
Mr. Stevenson
Ir. Reutlinger
Mr. de Weille

—
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DISCUSSION DRAFT

FOLLOW-UP EVALUATION OF PROJECTS

I. General Background

L Many people in the Bank have expressed concern over the past d
lack of effort to follow up and learn from the development impact of Bank
projects. So far, this concern has not been translated into remedial

action. The purpose of this memorandum, therefore, is to review past and
present efforts and to suggest how the Bank could intensify project follow-up
activities now and in the future.

2 Ex post evaluation of public projects has become of increasing
concern in many agencies. A growing tendency to base ex ante project
appraisal on rational analysis has also made it feasible and necessary to

make more ex post evaluavions. As evidenced, for instance, by recent
experience with U,S. manpower development programs, it has become standard
procedure for government programs to require and to allot funds to a careful
ex post evaluation of a program's performance. Can the Bank afford to do any less?
3. If anything, the Bank has an even greater need to follow up projects
than governments in the developed countries. The Bank has a potential
comparative advantage in collecting and evaluating data on ongoing projects

in the less developed countries and in transmitting follow-up experience to
its member countries. This would corplement its efforts to improve project
appraisal procedures. Since efforts by national and international agencies

in this follow-up area are mostly inadequate, there is very little risk of
duplication and much opportunity to tap experience for useful policy
reevaluation. At the very minimum, resources committed to this area should

be equal to those used in gathering macro-economic statistics.

. | This memorandum deals only with the purpose and substance of

follow-up activities, leaving organizational issues for subsequent
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consideration. At this time, we suggest oﬁly that project follow-up
would be most usefully performed by an agent not directly involved
either in the original appraisal or in the supervision of the prcject?,
yet fully informed on project history. It should be remembered that |
the follow-up is primarily research-oriented and should not be handled

like an accounting audit.

II. Past Efforts at Follow-up

5. Past attempts to follow up Bank projects have been limited in

scope, depth and number. The Project Supervision Reports, formerly

called End-Use Reports, provide a limited follow-up of projects during
the construction phase. They often compare original and final cost
estimates and discuss the reasons for differences. Sometimes they also
contain some reference to the benefits as originally estimated and some
data on the actusl development (e.g., traffic counts in case of road
projects). In addition, théy may occasionally provide some information
on another, similar project in the same country which the Bank has
financed some time before.

1/
6. Tn "A Review of 62 Road Project Appraisal Reports”, an attempt

was made to analyze systematically the quantitative information in 62 road
project appraisal reports prepared by the World Bank from 1950 to 1966.
This attempt.was largely unsuccessful, however, because the information
contained in the appraisal réports was insufficientiy deﬁailed and/or
defined for the purpose of such an analysis. Because of the Bank's

fairly unique potential for providing comparable data on road projects

all over the world, the authors make some suggestions in this paper as to

1/ J. de Weille and H. Angeles, "A Review of 62 Road Project Appraisal
Reports", Fcononics Department Working Paper No.5, December li; 1957.



w3 w

how this potential might be exploited.
1/

T ° The Reappraisal of a Road Project in Iran =~ has been the

Bank's first and only attempt thus far to reevaluate in some detail

one of its projects. One of the authors' recommendations is "that J
during the period of project supervision as well as later a more

systematic effort be made to gather information on the economic results

2/

actually obtained from the projects". "Development Projects Observed!

is an attempt by Albert Hirschman to extract lessons on administrative,
political and social factors governing success or failure from a series
of Bank projects.

8. Finally, under some of the Bank's recent loan agreements the
borrower is obliged to provide the Bank regularly with some specified
information (in the case of road projects, e.g., with traffic count

data for certain roads).

IITI. Current Efforts at FblloWhuE

8 A new data bank questionnaire has been designed to collect
information from project appraisal and supervision missions about new
projects until completion of construction. It will only provide a part
of the information necessary for full follow-up. Information derived
from the questionnaire should be useful in identifying operational
bottlenecks, and coverage should be more systematic than in the case of

the project supervision reports. However, the data requiremsnts for an

1/ H. G. van der Tak and J. de Weille, "An Economic Reappraisal of a
Road Project: The First Iranian Road Loan of 1959" (IRN-227), EC-1L47,
September 26, 1966. This study is s’ortly to be published by the
Johns Hopkins Press.

Institution, Washington, D.C., 1967.
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appraisal of cause and effect relationships are not spelled out in
sufficient detail and-the questionnaire still does noi provide guidance

on how data are to be collected. Thus, it will be difficult to ascertain
the validity of data obtained from the questionnaire for particular analysis.
10. The FEconomics Department is currently carrying out an evaluation

of experience during the construction phase of 15 Bank irrigation projects.
The study is first reviewing those changes in construction costs and
schedules, as recorded in supervision reports, which have ndt affected

the nature of the prbjec% or the benefits as initially conceived. The
effect of these changes on the rate of return based on the original

expected results is calculated. The report will then briefly describe
changes which have been made in the nature of the project and the anticipated
gain or loss in benefits, to provide background for field investigations

to reappraise project benefits.

IV. Proposals for New Follow-up Procedures

i 12 B% Follow-u§ activities have two major purposes:
i) Monitoring implementation of a project in order
to alert the Bank and the authorities concerned
to any difficulties and delays in construction or
utilization that may arise so that remedial action
can be taken,

ii) Learning more about the functioning and impact of
projects, and the relevant relationships determin-
ing the outcome of projects, to provide a basis

and

for appropriate policies, better resource allocation

and design of projects.
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12, Specifically, three research-oriented follow-up procedures
are suggested:

a) Systemabic reporting and evaluating of actual against
predicted benefits and costs for all new projects (simplel
indicators).

b) In-depth data collection on all aspécts of project
impact, included as an integral part of project
execution, for selected individual projects (complex
indicators).

c) Major reappraisal of impact for selected projects.

The needs both of monitoring and corparative resesarch should
be met by the planned project data bank, provided that its scope is
properly extended.

13, For several reasons, discussion below centers primarily on the
design and collection of data for new projects. First, the proposed
activities tie in with the budding interest in establishing?general project
data bank . Second, the proposed activities require major administrative
decisions on staffing and organization. Third, the chances are better
with new projects that the Bank will receive the needed cooperation from
a2ll parties concerned,

1. However, it would be extremely advantageous to include some
projects which have already passed through the construction phase and
are now entering the benefit phase. As far as is possible, the major

reappraisal studies should cover selected projects in this stage.
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A, Systematic Collection of Actual Benefit and
Cost Data :

15. The primary objectives of this activity would be to provide
the data basis (i) for monitoring projects during their implementation

phase for operational purposes, and (ii) for comparative research on

actual behaviour of benefit and cost variables in relation to their anticipated

behaviour, Through systematic data collection and periodic evaluation, it
should become possible to identify the major erroneous assumptions used
in appraising projects and to recommend policies to improve project
performance.

16. This type of data collection and evaluation is only likely to
produce results if the original project appraisal reports spell out in
considerable detail all assumptions and predictions. General propositions
with respect to benefits and costs, even when quantified, cannot be
effectively evaluated. Lessons concerning appraisal methods

and predictions cannot be learned unless information is available on

the components entering into costs and benefits. At best, data on many
benefit factors can be combined with some reésoned judgments about
unmeasursble phenomena to construct an estimate of total project benefits.
It is imperative to sort out the systematic biases made in the original
projections. Actual benefits, or costs, may differ from original projections
because of either faulty predictions or unforeseeable events.

i iy g Setting up a system for the collection of project data requires
integrated planning of the kinds of evaluation to be made, of the data
required, and how and by whom the data are to be obtained, reported,

assenbled and evaluated. The data bank procedures recently initiated




-7 -

only partially meet these requirements. They need to be extended and
adapted to serve the dual purpose of monitoring projects, also after
completion of construction, and comparative research on behaviour of
benefit and cost variables.
18. Eventually, all new projects would be covered in the above
reporting program., Initially, a list of items to be réported on would
be prepared for each type of project, but to assure successful implementa~
tion, data collection and reporting requirements should probably be tailored
to each project. Special efforts should be made to define clearly the
variables to be collected. In selecting them, one should weigh their value
for analysis against the difficulty and cost of collection.
19. Tentatively, the responsible agent would proceed as follows:
a) Compile a list of variables for which data are to be
collected and record their predicted values at the time
of appraisal.
b) Prepare a proposal on how data should be collected.
c) Decide whether to recommend that the borrowing country
be given any special incentive or assistance for the
reporting of data, and if so, in what form.
d) At the time of loan negotiations, determine what person
or agency in the country would be responsible for date
reporting.
e) Handle data records, to be kept inside the Bank, either
inside or outside computer.

f) Periodically report on project developments.
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B. In-Depth Collection of Data on Selected Projects

20. The objective of this activity would be to permit a thorough

ex post evaluation of a project's benefits and to estimate basic causal
relationships between variables. Experimental design features would be
incorporated into the chosen projects. This should make it possible

to evaluate the development impact of specific projects and project
features in specific environments.

21, A small number of projects would be chosen to represent major
lending activities of the Bank Group and to highlight central problems
of a particular geographic area or of a particular class of projects.
Other important selection criteria would be the ease with which data
collection and experimental design could be built into project execution
and the availability of a suitable agency to handle data collection.

22 In some cases, the desired data may already be collected as a
matter of routine by an existing country agency. In other cases, minor
adjustments in the existing reporting system may be sufficient to provide
meaningful data for this kind of project evaluation. Otherwise, a
special survey scheme may have to be established and an organization
designated. The complexity of the desired data, the countiry's capacity
for statistical reporting, and the ability of the project appraisal:

team to define and organize data reporting schemes would determine whether

the Bank agent for data'cdllection would need to visit the projects in

question.
C. Major Reappraisal of Selected Projects
23, The objective of these studies would be to reappraise the

total impact of a project and various project features in different

circumstances. Particular attention would be given to projects which
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have proved to be unusually difficult to appraise for lack of adequate
data.

2ly. For some time such studies in depth, as well as the conparative
studies referred to earlier, will have to be pursued without the benefit
of the proposed data collection schemes. They would be carried on as
part of the regular research program in the Sector énd Project Studies
Division of the Economics Department. Pending the results of the
current irrigation projects study, a similar appraisal may be followed
in future studies. In this case, the first stage of the study would
consist of a careful desk review of a number of projects in the designated
class. Field investigations would follow, for one or two whole projects

or for a few selected project features in a large number of projects.

V. Summary

25, Current efforts and plans in both the Projects and Economics
Departments fall far short of meeting the minimal needs for ex post
project evalvation. If any re#i progress iq to be made in learning
systematically from project experience, the designing, collecting and
recording of project data must be given high priority. Some proposals
for new follow-up activities are outlined above.

26, Further discussion of these proposals should also consider

the desirability of establishing a small project data and evaluation
unit, staffed initially with three to four professional staff members
from the Sector and Projects Studies Division in the Economics Department.
The project data generated by such a group shouvld be in high demand both
inside and outside the Bank. The Bank could enjoy a large degree of

con -age in this area of resesrch.
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Sector and Projects Studies
October 23, 1948,
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August 31, 1970
DRAFT
ADMINISTRATIVE CIRCULAR

Establishment of an Operations Evaluation Unit

1. Effective audit and control procedures have always been matters of

major concern to the World Bank Group. Two of the most important innovations
introduced by the World Bank in its early years were the procedures developed

for supervision of loan disbursements and of the execution of the projects (end-

use supervision). Over the years these procedures have been continuously strengthened
and adjusted in the light of changing circumstances.

2 This process continues. In addition, in the last two years, budgetary
controls have been strengthened by the creation of the Programming and Budgeting
Department. Financial controls have been improved by the establishment of the Audit
Committee of the Executive Directors and by the strengthening of the Office of the
Internal Auditor.

i I feel that, with the growth of the Bank Group, the time has come to

carry our systematic auditing procedures a stage further -- to cover the contribu-
tion of our operations to development. Some review of our operations from this
point of view has of course always been carried out in the course of Economic and
Sector Missions, but these have other overriding responsibilities. As regards
projects which we have helped to finance, end-use supervision generally stops with
the completion of construction, but the results of many of them have been reviewed
by the Projects Departments in the course of appraising further loans or credits to
the same entity or sector. Here again, however, the review of past operations is
only a subsidiary issue and time seldom sufficies to carry it very far. A number of
thorough reviews have been carried out by the Sector and Projects Division of the

Economics Department in connection with their responsibility for helping to improve



the methodology of project appraisal, but the number of projects covered in depth

is small and the focus is generally more on methodological improvements than on
re-evaluation of costs and benefits as such. Evaluation of the impact on develop-
ment of our operations is thus at present limited. I believe that the growth in

the funds that we are responsible for channelling into development and in the number
ﬁf countries with which we are actively involved makes it important for us to

develop a more systematic approach.

4, I have therefore decided to establish, in the Programming and Budgeting
Department, a unit whose sole responsibility will be to evaluate the contribution

of our operations to the development of member countries. The principal task of

the unit will be to review past lending operations with the central objective

of establishing whether the actual benefits of the completed projects are in accordance
with those expected at the time of appraisal and, in case of divergence, the reasons.
Our methods of project appraisal have developed and improved over the years. Our
quantification is sounder now than in the past, our view of development more compre-
hensive and our analyses of projects and sectors deeper. Naturally, our current
techniques and methods will be used in evaluation of past operations, but in
comparing results achieved with original forecasts due attention will be paid to

the cost and benefit concepts prevailing at the time these operations were appraised.
5 Since this type of work has not been carried out to any extent before in
the Bank I envisage the new unit starting with a modest staff complement of three
and a workload of some five projects in several different sectors. Especially in
the beginning, the staff of the unit will need to draw heavily on the advice and
knowledge of those in other Departments of the Bank Group who have been concerned

with the projects selected.
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6. I believe that this initiative will have two principal benefits.
It will contribute to the formulation of policy and procedures by enabling us
to learn more from our past experience. And it will give us a degree of conviction

about the impact of what we are doing which we could obtain in no other way.
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION

August 2l, 1970

Donna has prepared the attached

list of countries (or in two cases, regions)
in which there are now at least eight projects
which would, on the face of it, be suitable
for Ex Post evaluation. Only those loans/
credits have been included wheie the commit- .
ment date has been since January 1, 1960, and - \
where the undisbursed portion is less than

10% of the original principal amount. Perhaps
~we could get together tomorrow (Tuesday) to
discuss which of these countries would be most
suitable for the'initial pilot project.
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gpntral America

Costa Rica

El Salvador

Honduras

China

Eggﬁ_ﬁfrica

Kenya, Tanzania & Uganda

(jointly)

Kenya (U.K. guarantor)

Uganda (U.K. guarantor)

Kenya

Tanzania

1961
1960
1961
1961
1963

1960
1963
1963
1962

1960
1961
1965

1963
1965
1967
1961,
1961 -
1961
1961
1961

1965

1960
1961

1961
196),
1965
1966

1963
196

Roads
Industry
Industry
Power

Power & Communications

Power
Power
Communications
Roads

- Power

Roads
Roads

Fishing vessels
Railways

Fishing vessels
Industry :
Harbor dredging

Ground water development

Water supply
Industry . ¢

Railways & Harbor

Agriculture & Roads

Land Settlement
Power
Roads

Tea Roads
Education

Education
Roads

(Bank & IDA)
(Bank)
(Bank)
(Bark)
(Bank)

(Bank)
(Bank)
(Bank)
(1m)

(Bank)
(1ma)
(Ipr)

(Bank)
(Bank)
(Bank)
(Bank)
(TDA)
(IDpA)
(Ipa)
(Tmn)

(Bank)

(Bank)
(Bank)

(Bank)
(IDAr)
(1DA)
(Ipa)

(Ipn)
(IDa



India

1960 Railways (Bank)
1961 Coal mining (Bank)
1961 Railways (Bank)
1965 Power (Bank)
1960 Industry (Bank)
1962 Industry (Bank)
1963 Industry (Bank)
1961 Port (Bank)
1961 Highway (Ima)
1961 Tubewell Irrigation (Ipa)
1961 Shetrunji Irrig. Proj.  (IDA)
1961 Salande Irrig. Proj. (Tm)
1961 Flood Protection &
Drainage : (Ipa)

1962 Power (1DA)
1962 Sone Irrig. Proj. (Ima)
1962 Purna Irrig. Proj. (IDA)
1962 2nd Koyna Power Proj. (IDA)
1962 Telecommunications (Ima)
1963 Railway (Ipn)
1963 Kothagudem Power Proj.  (IIA)
196 Industrial Imports Proj. (IDA)
196), 2nd Telecomm. Proj. (1Ima)
196); Railway (Ima)
1965 ond Industrial Imports  (IDA)
1966 Railway (IDA)
1966 3rd Industrial Imports  (IDA)
1966 Lth Industrial Imports  (IDA)
1969 Sth Industrial Imports  {IDA)

Mexico
1962 Power (Bank)
1965 Power (Bank)
1965 Power (Bank)
1960 Roads : (Bank)
1963 Roads (Bank)
1961 Irrigation (Bank)
1965 Agriculturel-~*- < (Bank)
1962 Toll Roads (Bank)

Pakistan

o 1962 Railways (Bank)
1962 Railways , (Bank)
196, - Pipeline (Bank)
1961 Industry (Bank)
1963 Industry (Bank)
1961, Industry (Bank)

1965 Industry (Bank)



Pakistan (Contd.)

Peru

Thailand

1967
1961
1961
1962
1962
1963
1963
196l
1961,
1961,
196l
1965
1966
1966

1960
1961
196l
1960
1965
1963
1960
1963
1966

1962
1962
1963
1961
1963
1965
1967
196

Industry

Dacca Irrig. Proj.
Inland Ports Proj.
Irrigation
Industry

Flood Proj.
Irrigation

E. Railway

W. Railway

Indus Basin Proj.
Inland Water Transport
Agriculture

Roads

Industry

Roads
Roads

Port
Agriculture
Agriculture
Railways
Power

Power
Power

Irrigation
Irrigation
Roads
Railways
Power
Power ~
Power
Industry |

(Bank)
(IDA)
(Ion)
(IDA)
(TDA)
(Ipa)
(IDa)
(Tm)
(Tma)
(Ima)
(Tm)
(IDA)
(Im)
(Im)

(Banlk)
(Bank)
(Bank)
(Bank)
(Bank)
(Bank)
(Bank)
(Bank)
(Bank )

(Bank)
(Bank)
(Bank)
(Bank)
(Bank)
(Bank)
(Bank)
(Bank)

i
e
iy
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B.

ESTABLISHMENT OF A SYSTEM FOR THE CCMPREHENSIVE AND CONTINUING
AUDIT OF THE OPERATIONS AND OTHER ACTIVITIES OF THE BANK

I. BScope of Audit

Introduction

After nearly seven years of extensive operations by the Inter-American

Development Bank resulting in a large portfolio covering a broad vari-

ety of projects, the Board of Executive Directors of the Bank deems it

timely to create a system vhich will enable it to more fully assess the
results of the Bank's activities, and thus lead to an even more effec-

tive discharge of the responsibilities of the Board of Executive Direc-
tors in particular, and of the Board of Governors and the Bank in gen-

eral, pursuant to the Agreement Establishing the Bank.

Purpose of Audit

The purpose of the audit is to provide for the Board of Executive Direc~
tors and through it, for the Board of Governors and the member countries,
a program of selective and continuing independent and comprehensive exam-
ination of the manner in which the Bank is discherging its responsibil-
ities under the Agreement Establishing the Bank. Thege responsibilities
include the administretion and implementation of loans to borrowers, both
public and private, and the granting of technical sssistance.

The general aim of the audit is to examine into whether the Bank's activ-
ities are conducted in a manner designed to attain the objectives intended
and in an effective and efficient way and at the lowest reasonable cost.
The major objective, within this general aim, is to evaluate the conduct
of the programs and activities of the Bank, as they bear on the effec= -
tiveness of the implementation and administration of loans and technical
assistance activities of the Bank, in the light of the Agreement Estab-
lishing the Benk and the policies and directives of the Executive Direc-
ters and the Board of Governors and to make recommendations concerning
any matters in which those programs and activities can be improved, bear-
ing in mind the banking and international character of the institution
and its assigned role in the financing of hemispheric development.

The sudits are intended, within the general aim, to be analytical examina-
tions of all important operations, activities and procedures of the Bank
with special considerabtion to the implementation and administration of
the Bank's loans and technical assistance operations. Accordingly, the
ave not restricted to accommting matters or to books, records, and docu-
nents and they extend beyond those nsually periturmed by independent pub-
iiz sccountants leading to the expression of an opinion on the financial
statement of an ingtitution.
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The effective digscharge of these audit responsibilities requires the
prompt reporting of audit findings and related recomuendations to the

Board of Execubive Directors and through-it-to-the-Board -of GOVErBORS.w==——m—o

The Board of Ixecubive Directors, when it deems appropriate, may request
the observations of the Manegement on any such matters.

The deteiled auditing .standards to be followed shall be set forth in
regulations to be adopted by the Board of Executive Directors.

Depth and Scope of Audits

In order to achieve the aim and carry out the major objective as indicated
in the preceding section,the pregram of examination should.provide evalua-
tions in decpth and extend to all inmportant operations, and procedures of
the Benk, however, with particular emphasis on the effectiveness of the
implementation and administrarion of the loans and technical assistance
activities of the Bank. To achieve this would recquire giving considera-
tion to such matbers as:

(a) Whether the programs and activities of the Bank are consistent with
the scope and intent of the Agreement Establishing the Bank and with
the decisions of the Boards of Governors and Executive Directors,
and are being conducted in a manner likely to accomplish the objec-
tives intended.

(b) Whether the programs and activities are conducted, expenditures and
the resources (which would include funds, property and persoanel )
of the Bank are applied in an effective and efficient manner, and at
the lowest reasonable cosh, in compliance with applicable policies,
restrictions and instructions, and with adequate controls.

{e) Whether the Bank's accounting system is sufficient for the sound
administration of the programs and activities.

(d) Whether reports by the Bank contain the information required for ths
purposes thersof.

(e) Whether the results of the loans and technical assistance provided
by the Bank ave consistent with the provisions of the respective
documents propoging the operations.

In establishing the specific scope of audit work to be performed and
devising specific audit procedures, the auditors referred to in Part II
below shall give full consideration to the nature end effectiveness of
the Bank's system of management controls, including internal auditing
and other forms of internal review, and shall not suvbstitute for or
interfere with the work of the independent public accountants leading
to the expression of an opinion on the Bank's financial statements
performed at the request of the Beard of Governors pursuant io

Article VIII, Section 2(b), of the Agreement Establishing the Bank.

4



D. Belectivity in Audits

9, The provisions for a program of selectiveand continuing—comprehensive———————=
examination do not require that all activities of the Bank be examined in
a single year.

10.: To systematically provide for the required audit coverage Over a reason-
able period of time and for the assignment of priorities in the conduct
of the work, the auditors shall propose a time-phased audit plan, which
shall be revised periodically for consideration and approval by the Board
of Executive Directors.

11. In the formulation of this plan, and the priorities to be assigned, partic=-
ular consideration should be given to those matters which appear to be in
need of attention or offer prospects for significant improvement. Such
matters, to the extent they exist, will become apparent in part as the
result of preliminary reviews of the Bank's activities to ascertain their
nature and in subseguent tests of their effectiveness in accomplishing
their objectives, The plan should therefore permit the necessary flexi-
bility to enable appropriate attention to then.

. Matters for Special Consideration

12. In planning end conducting the audits, special consideration should
be given to the manner and effectivencss of the implementation and admnine
istration of the loans made by the Bank. Particular attention should be
directed to questions of whether the necessary control and follow-up is
provided, and vhether the projects financed are completed or are progress-
ing in a timely manner, end effectively accomplish the objectives sought.

II. Operatiocns of the System of Audit

A. TIntroduction

13. The audit is to be carried out within the Bank's structure, but independent
of the Management. 1In each case the audits shall be directed by a group
of three individuals, selected by the Board of Executive Directors &as set
forth below, who ghall act as a unit pursuant to regulaticns to be ap~
proved by the Board of Executive Directors. The group shall be responsi-
ble to and derive its working instructions from the Board of Executive
Directors, which will include therein any specific requests by the RBoard
of Governors. The group shall receive all necessary staff assistance and
support from the Bank, as the Board of Executive Directors shall determine.

B. Selection of Auditors

1Lk, The three auditors shell be persons of recognized competence and wide
experience in evalvating economie and financial matbers pouvsuant to the
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qualifications set forth in the regulations to be adopted by the Board
of Executive Directors. They msy not, at the time of their nomination,
be employees of a member govermment or of the Bank, or have any interest
in an operation financed by the Bank. The Board of Executive Directors
shall select the auditors in the manner prescribed in the regulations,
one of them shall be a national of the member country having the largest
number of votes and the other two shall be nationals of the other member
countries.

The auditors shall have a term of three years. Nevertheless from among
the auditors designated in the first election, two shall have terms of
one and two years, respectively, as determined by lot. No suditor may
serve more than one term, except that the auditor elected for one year
may be re-elected once.

Appended to each nomination shall be a written statement declaring the
nominee's willingrees to serve for the full respective term if selected
by the Beard of Executive Directors.

N
The Board of Executive Directors shall designate annvally one of the
auditors to act ags the Coordinator of the group.

In the selecticn of the auditors and their subordinate staflf, ard in
the performance of their duties, the provisions of Article VIII, Sec~
tion 5 (a), (e), and (f) of the Agreement Establishing the Bank shall
apply.

Work Program

Within the approved audit plan, and in conformity with guidelines estab-
lished by the Beard of Executive Directors the auditors shall present for
the consideration of the Board recormendations for the annuval work pro-
gram at least two months before the beginning of the year. The Board of
Executive Directors shall consider and approve the definitive annual pro-
gram with such additions or deletions as it may deem appropriate. The
program for the first year shall be presented within two months from the
date on which the auditors assume their duties.

The auditors may propose to the Board of Executive Directors upon their
own motion or at the request of the Board additions or deletions to and
from the work program at any time. Such changes shall require the prior
approval of the Board of Executive Diveclors.

Cost of Audit

The Board of Executive Directors shall include.in the annual budget of
the Bank the amounts which it deems necessary to cover the expenses of
tuc audit, including the cost of personal services, office space and
other facilities which the Bank shall make aveilable to the group to
carry out their duties. The expenses of the first year shall be incor-
porated in the budget for 1968 at the appropriate time.
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The Board of Executive Directors shall determine the conditions of
employment of the auditors and their subordinate steff, including their
compensation, in accordance with the policies and procedures of the Bank
relating to personnel.

Basic Organization

The basic organization of the Bank shall be emended to indicate the exist-
ence of the audit group, which shall be shown as being directly dependent
upon and responsible to the Board of Executive Directors.

IIT. Sterndards of Reporting

.- —

In order to assure that the reports of the auditors are complete and
appropriate, the standards set forth in the succeeding paragraphs should
govern.

Written reports are to be rendered to the Board of Executive Directors
when!

(a) The Board of Executive Directors so requests on its own ini-
tiative or by reason of & decision of the Board of Governors;
or

(b) Significant watters warranting the attenticn of the Board of
Executive Directors or, in its Judguent, that of the Board
of Governors, are involved; or

(¢) It is needed to keep the Board informed cn the results of audit
work.

The Board of Executive Directors shall present such reports to the Board
of Governors at the request of the latter or when it deems appropriate.
In either case it may add such observations as it considers pertinent.

Matters included in the auditors' reports should be significant, end
they should be elearly written, accurate, and fully supported by facts,
Audit findings and related conclusions and recommendations should be
presented in an objective, concise, complete, and constructive manner.

Reports should be timely.

Reports should be available to all Executive Directors and through them
to the CGovernors of the Bank, However, such reports shall not be con-
sidered officisl until the Board of Executive Directors so determines.

ALY reports should clearly state the scope of the awditors' inquiry and
nature and extent of their work as well as any exceptions to their
inquiry, either self-imposed or otherwise, so that the reader can clearly
understand the coverage of the work.
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The reports should contain such information concerning the conduct of
the loen and technical assistence activities by the Bank as will permit
an appraisal of the effectiveness of the implementation and administra-
tion of such leans and activities of the Bank.

Effort should be made to provide reports not containing confidential
information. However, since the subject, scope and depth of the studies
available to the Board of Executive Directors should not be limited, when
there is need to present confidential information, the pertinent portion
of the report should be prepared as a supplement so that the usefulness
of the basic report is not linmited.



RESOLUTION DE-35/68

EST/BLISHMENT OF A SYSTEM FOR THE COMPREHENSLVE AND CONTINUING
AUDIT OF THE OPERATIONS AND OTHER ACTIVITIES OF THf BATK

WHERFAS:.

The number of loan operations has resulted in & large portfolio cover-
ing a broad variety of projects;

The other activities which the Bank must necesserily undertake in order
to perform its functions es stated in the Agreement Establishing the Bank
are bound Lo grow;

Without failing to recognize the value of the system of internal audit
and control of operations which the Bank now has, it is advisable, for the
reasons set forth sbove, to adopt additional measures 1o maintain in the
future a satisfactory discharge of its responsibilities;

There is 5 consensus of the Board of Executive Directors that it is
desirable that a system of comprehensive and continuing review and evalua-
tion of loan operations and other activities of the Bank be carried out
without substituting for or interfering with the existing system of external
accounting audit;

A continuing review and evaluation, under standards and procedures
established by the Board of Executive Directors, of the Bank's work with
special emphasis on the implementation and administration of the Bank's lcan
operations ard technical assistance activities would enable the Board of Ex-
ecutive Directors and through it, the Board of Governors, more effectively
to discharge thelr decision-making responsibilities, and

_ Pursuant to the Agreement Establishing the Bank, the Board of Executive
Directors is responsible for the conduct of the operations of the Bank, for
determining its basic organization, and for approving its budget annuallys

The Board of Executive Directors
RESOLVES:

That 8 system of comprehensive and continuing review and evaluation of
the loan operations and all other activities of the Bank is hereby established.
Such system shall be in accordance with the concepts of document CN-430-5 and
its application shall be subject to pertinent regnlations to be adopted by
the Board of Executive Directors.

(Approved March 28, 1968)

68/158
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMEN1

INTERNATIONAL CEVELOPMENT INTERNATIONAL FINALCE
ASSOCIATION CORPORATION

August 26, 1970

Herewith Mark IT of the Ex Post
Evalvation paper. Your comments on the
need for further redesign would be ap-
preciated, though since I will probably
have to work on liquidity for the rest
of this week, I may not be able to in-
corporate your suggestions in a new

model until early next week.

Don Brash

e
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8/25/170

TO: Mr. Robert S. McNamara, through Mr. 5. Aldewereld
FROM: John H. Adler

SUBJECT: Ex Post Evaluation of Operations

ﬂr. Aldewereld has asked me to give thought to how best the Bank
Group might set up a procedure for evaluating the impact of the projects it
finances. This memorandum sets out my conclusions and their justification.
In brief, I recommend that a unit be established within the Programming and
Budgeting Department (initially of #iree people ) to evaluate the impact of
past operations, and that this be done as soon as possible.

Importance of Ex Post Evaluation

I think it is important to have clearly in mind that there are two
somewhat distinct reasons for the need to increase the Group's ex post eval-
uation of its operations.

a) First, since our primary objective is development, it is of
fundamental importance that we have a way of appraising our contribution to
that goal.

At the moment, project performance in the Bank Group is monitored
in several ways. The most common of course is the project supervision con-
ducted by the Projects Departments, both at headquarters and in the field,
during the period until the loan or credit is fully disbursed. Another is
the monitoring implicit in the fact that many of our loans go to operating
entities_which have received previous Group support: the appraisal report
for the new loan in this situation normally includes an assessment of the
use made of previous loans. This has been particularly important for loans
made for electric power, railways, an%/ggrf/: Thirdly, several in-depth

studies of particular projects have been completed by the Economics Department
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(most notably one on Iranian roads and another on eight irrigation projects)
and more are in progress.
The completed in-depth studies referred to were useful in high-
lighting some real weaknesses, in both appraisal and follow-up procedures.
The Iranian road study, for example, revealed that, prior to the loan agree-
ment there had been: (i) no analysis of the relative advantage of improving
the existing rail link, as comparedwith improving the highway; (ii) no
systematic examination of alternative road routes (with the result that some
of the foads financed showed a negative present worth when examined, and
one was substantially by-passed by another road financed by a later Bank
loan); (iii) inadequate technical preparation (resulting in a cost overrun
of 40%); (iv) substantial over-estimation of ancillary "development benefits'.
The study of eight irrigation projects drew attention to frequent under-
estimation of costs and construction periods. It made no systematic attempt
at all to assess the accuracy of predictgd’ﬁé;;fits because "the data
presently available in filii/fg/neﬁjirovide even a minimum foundation for
reappraisal of benefits".~
It is not fair to imply, of course, that the conditions prevailing
when the first Iranian road loan was signed in 1959 still prevail today.
There have been some substantial improvements in appraisal procedures, and
the consideration of alternative ways of achieﬁing the same goal is now, at
///1east(59;mﬁlly, common practice. Pre-investment sector studies are nowlfzggueﬁﬁ;“
- But the systematic reappraisal of individual projects after the
construction phase is over is still very rare (except where "repeater" loans
to the same operating entity are involved), and there have been sufficient'

criticisms levelled (directly or indirectly) at the Group's methods of
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appraisal to raise legitimate doubts about what the real impact of our
operations is.%/ At very least, our own estimate of this impact should be
made.

b) But even if we ourselves were confident that our operations
were making the maximum possible contribution to development, we would still
need a more explicit re-evaluation procedure because of the very strong
pressures building up, particularly in the U.S. Congress, for tangible
assurances that the taxpayer's dollar is being used to greatest effect.

In other words, we not only have to use our resources to contribute to
development but have to make this effective use apparent also.

As you know, as a result of congressional pressures, the U.S.
General Accounting Office has already begun a series of "management audits"
related to international organizations, including lending institutions. GAO
does not claim the right to audit these organizations directly, and indeed
it is recognized that it would be highly undesirable if each member of an

g
international organization were to assert such a right. So GAO contents {xff’.

itself with auditing U.S. participation in international organizations. o~ hfﬁvi:

But the distiﬁction is a fine one. It was congressional pressure which
obliged the IDB to establish a special GAO-type auditing unit within its
structure, a unit designed to assess the efficiency and effectiveness of
IDB lending programs and to report that assessment directly to the IDB Board.

There appears a real risk that similar pressure will be exerted on the Bank

1/ See, for example, Albert O. Hirschman, Development Projects Observed,
1967; Michael Lipton, "Forward from Pearsonism", in Bulletin of the ’j;?
Institute of Development Studies, December 1969; Peaison Report, ¢
pp. 11L-115 (on IFC). e
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Group, perhaps in connection with ratification of the U.S. contribution to
the Third Replenishment of IDA.

There have been rumblings of a somewhat different character from
other quarters. Mr. Kalderen of the Swedish International Development Agency,
for example, has informed us that there is considerable interest in the
evaluation of the impact of development assistance in Sweden. Such interest
extends beyond questions of economic impact to those of social impact. He
warned us last November that a feeling in the Swedish parliament that IDA
often uses its resources to finance projects of little social merit could
well create obstacles to parliamentary approval of Sweden's IDA contribution
to the Third Replenishment.

Reasonable Targets

Most of the monitoring of project performance currently done in
the Bank Group is essentially of a supervisory nature, designed to ensure Z
that costs are minimized and our borrowers given every help in bringing
pro jects to a successfu; conclusion. The ex post evaluation now proposed
would be of a fundamentally different character in that it would be aimed at
helping the Bénk Group itself to improve its policies and methods by learn-
ing from the results of its past experience.

The principal focus of attention would of necessity be on the pro-
ject itself, narrowly conceived. Evaluation would involve a comparison of
the actual direct costs and benefits of the project with those foreseen in
the appraisal report, with a view to recomputing, on the basis of actual

data, the project's rate of return. In some cases, there would be considerable;

difficulties in achieving even this -- arising both from the practical f
difficulty of collecting some of the necessary data and from the fact that
until recently many appraisal reports include insufficient data to make a

fully adequate comparison possible -- but such a comparison, even in
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approximate terms, would be a minimum expectation. And where no expected
St

rate of return was given in the original appraisal report, it would normally
be possible to find quantitative targets which would serve as benchmarks.
The comparison would include an assessment not only of the "quantitative"
impact of the project, but of its "qualitative" impact, its impact in other
words on institution-building, management training, etc.

To the extent possible, ex post evaluation would also involve
looking at three broader areas. First, there would be an assessment of some
of the more indirect economic costs and benefits of the project. Relevant
questions might be: Did a road project, expected to open up new areas to
commercial agriculture, succeed in doing so? Did it also (instead?) result
in the destruction of village industries? Did it help to reduce the country's
dependence on future flows of external capital by increasing savings or
improving the balance of payments?

Secondly, there would be an assessment of the more strictly social
or political effects of the project. It would be impossible in a short
period of time to evaluate all of these, but it should be possible fairly
quickly to fofm some impression of a project's contribution to three or four
key social/political problems in most developing countries. As a start
these might be its contribution to the reduction of unemployment, to a more
equitable distribution of income, and to the reduction of intra-country
regional imbalances.

" Thirdly, there would have to be at least some attention given to
the impact of the project on other developing countries. Did an expansion
of exports from (or reduction of imports into) one country, made possible
by a Bank-financed project, significantly reduce the export prices of other

developing countries? (Tt is interesting in this comnection to note that
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the recent Agricultural Sector Survey RepQrt/for Brazil recommends that

measures should be adopted quicklg/;o/increase Brazilian coffee production.)

Possible Resultls

The primary benefit of better ex post evaluation would probably be i

o
the improvement it would make possible in the Group's own methods of project %ﬁﬂ /

'
i
P ,_ﬂJ"h /
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appraisal. For example it might shed light on the true importance of in-

direct effects, and on the relevance of the macro-economic enviromment to

project success in the wider sense. It might indicate biases in estimating i
rates of returns, such as are thought to occur because of the estimate of /
project benefit on the basis of disbursement schedules designed at least
partly to put pressure on borrowers to proceed with project construction
as rapidly as possible. It should suggest the kinds of measures which the ’

|

Bank must insist on as a condition of its loans, and on the other hand those |

v
which, either because they are irrelevant to success or because the chance [

of their fulfilment is so remote, are better ignored. As a by-product, it 5
should provide the Group with sustainable arguments in publicly defending
its contribution to development.

Proéedure

There is a limited amount of ex post evaluation-already being done
in the Economics Department, and it is important that this very detailed
approach continue. Because of the time required for such very thorough
research, hqwever, the work done in the Economics Department covers a rather
limited number of projects and so does not give a sufficiently broad view
of the impact of the Group's operations to satisfy fully either of the two

reasons for doing this kind of work indicated earlier. There is, then, a

need for a broader, more rapid, re-appraisal.
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The approach musﬁ/;tiiifbe essentially that of the test audit:
it is neither necessary nor practical to make the ex post evaluation all-
inclusive, either in breadth of coverage or in depth of study. The breadth
should be sufficient to give a reasonable impression of the impact of pro-
jects in different sectors, regions, and time periods, while the depth
should be adequate to provide some assurance that all major effects of
the project have been taken into account. It would not be possible to
explore thoroughly all the by-ways encountered, and this is where close
cooperation between the new ex post evaluation unit and the Economics

/”_/"’wa\ui .«;, Lottt 4 w"-f')/;
T— .__‘__L_____.__.________ )

There would seem to be little advantage, at least to begin with,

Department would be very important.

in conducting a re-evaluation of projects financed by commitments made in
the early years of the Group's operations: because of improvements in
appraisal methods since that time, lessons learnt from such evaluation
would be significantly less relevant than those which might be derived
from a study of more recent commitments. On the other hand, to be mean-
ingful evaluation should be confined to projects where the Group's commitment
is entirely, br at least substantially, disbursed. For a start we might‘.
focus on those commitments made since the beginning of FY1960 which had
less than 104 of the original principal amount still undisbursed as of
June 30, 1970. There are 283 Bank/IDA commitments in this category, while
in addition,since the beginning of FY1960 IFC has made commitments which

are fully (or almost fully) disbursed to 101 companies. Even excluding

- commitments to Australia, Austria, Denmark, Italy, Japan, Norway and South

Africa (all Part I countries to which no further commitments are currently
planned), and IFC commitments to companies also receiving Bank or IDA loans,

this yields a total of 338 commitments "available" for re-evaluation.
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For various reasons, it seems desirable that re-evaluation should
proceed on a country (or regional) basis rather than on a sectoral basis.
In part this is because of the savings in staff time which would probably
result from such a procedure, but even more important is that many of the
questions which must be asked in the course of the evaluation process will
be "country" in nature.

The first country or region which we look at will iﬁevitably be
something of a guinea pig, designed to give us experience of the problems
(practical, conceptual, and possibly political) which may be encountered.

It should, therefore,_be selected with special care. There are now nine
countries or regions where the Bank/IDA has made at least eight substantially-
disbursed loans or credits since the beginning of FY1960 -- Central America,
China, Colombia, East Africa, India, Mexico, Pakistan, Peru,.and Thailand.

Of these, East Africa is in many ways the most suitable: the
Group has financed a wide range of projects there (see attached list), we
have substantial knowledge of the area (a result of several major missions,
the office in Nairobi, and the Economics Department study on education in
Kenya), the area is more typical of developing countries generally (at least
in Africa) than some of the other possibilities, there have been relatively
few major problems with projects in the area, Eﬁglish is widely spoken in
all three countries, and IFC has also made investments in the area. None
of the other areas listed has as many advantages as does East Africa from
these points of view, though you may still feel, because of the work-load
likely to be imposed on local officials by the forthcoming pre-investment

missidn, that the choice of East Africa would not be wise.
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In that case I would recommend either China or Thailand. In both
there is a reasonable range of completed Bank/IDA-financed projects (see
attached 1list) and in both English-speaking sﬁaff would face no linguistics

- .
problem. Because of their unique foreign exchange positions, however, neither
is really typical of developing countries, and in both staff might well face
difficulties in getting completely frank answers to their questions.

For this first "test evaluation", I feel that all the other
countries listed above have problems of one kind or another, whether of aF
langvage (Central America, Colombia, Mexico, and Peru), politics (Peru),
inadequate sectoral spread (Mexico), or complexity (India and Pakistan).

I recommend that an evaluation unit be established as soon as
possible with an initial staff of three, two well versed in project appraisal
and the other a good macro-economist. The unit would almost certainly have
to draw on the expertise of specialists from elsewhere in the Group from
time to time, and might have to increase its "permanent" staff somewhat as
time went on. But a small unit would be adequate to initiate the evaluation
process, would enable us to "learn the ropes" before deciding on the
necessity of launching a larger unit, and would not unduly disrupt the
FY1971 budget (total cost of three additicnal professional positions,
secretarial support, and necessary travel for the balance of the fiscal
year after October 1, 1970, would be not more than $70,000).

Though it is impossible to be sure, the re-evaluation process
should on average require about four man-weeks per project: one man-week
of preparation at headquarters, two man-weeks in the figld, and one man-week
of assessment back at headquarters. On this basis, and with some help from
elsewhere in the Group, the unit would be able to re-appraise about 35-40
projects annually. The target might have to be revised substantially on

the basis of experience however.
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Incidentally, one innovation which could be made now to speed
ex post evaluation in the more distant future concerns the possibility of
requiring borrowers to furnish annual, or perhaps bi-annual, reports on
the working of the project after it has been completed. At present, only
IFC requires such reports after disbursements are concluded.

There are several departments in the Bank which might, in prineiple,
be an appropriate place for establishing the evaluation unit. Because of
(1) theéneed for objectivity to be apparent, (ii) the obvious relevance of
the evaluation process to the programming of future operations, and (iii)
the need for immediate feed-back of results to management, I feel that this
unit would most appropriately be established in the Programming & Budgeting
Department.

Reporting

The results of the eValﬁation process would obviously be communi-
cated in the first instance to the Group's management and to the heads of
the relevant Area and Projects Departments. An unanswered question, however,
is whether the results should also be communicated to the Executive Directors.
In favor of this is that such reporting might reduce the political pressure
to set up a separate evaluation unit, reporting primarily to the Board, such
as IDB has been compelled to accept. On the other hand, the need to report
to the Board might affect the objectivity of the evaluation process, and
thus its usefulness to management. On balance, and especially since the
objectivity of reports by a staff unit might well be doubted by legislatures
whatever their actual veracity, it seems better (at least initially) not to

make the detailed results of the evaluation process available to the Board.
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Substantially Disbursed Bank/IDA/IFC Commitments in

China, FEast Africa, and Thailand

since July 1, 1959 a/

Fiscal year

Country/Region

of commitment

1962
1962
1962
1962
1961
1965
1965
1967

China

1960
*. 1960
. X 1961
‘.ftu-,%___ bifunstd, prvibaer 1062

T x 196

1155 196),

g L1968

{ “\ebd 3k }‘965
ik Bl B Aed 3 1965
o Do b9, __ 1964

" r I.-l/\-,.{:f rﬂ’f\' I@f 1967
' 1967

Fast Africa

P

1961
1963
1963
1963
1963
1961,
1965
1967

Thailand

(Tanzania)
(Kenya)
(Uganda)
(Kenya)
(Tanzania)
(Tanzania)
(Kenya)
(Uganda)
(Kerya)
(EACS0)
(Kenya)
(Kenya)

Origina

1

Principal

Sector Amount

Organization

(% million)

Harbor dredging

Ground water development
Water supply

Industry

Fishing vessels
Industry

Railways

Fishing vessels

=
c*C)Ulﬁayierurv

Industry (sugar) _
Agriculture & roads KE 256
Power V& 479

Land settlement Kg 2ce¢3
Education ¥ T& 46 (.,
Roads TA 4% (Ca,

Roads KE& 7o L.
Industry (textiles)

Roads (tea) K& 77 G
Railways & harbors EA 429 3
Education K¢ 1? Ce.
Tourism

F‘C)C)C)U1U1C)O\:—£‘O\;J FOoOOmOoOLETN

=
EE oW

\_.AJ"'"JOD'\H\.AJ. -

no

W
V1o o UL O o

Railways
Irrigation
Irrigation
Power
Roads
Indus try
Power
Power

DoNOOOEO

IDA
IDA
IDA
IDA
Bank
Bank
Bank
Bank

IFC
Bank
Bank
Bank
IDA
IDA
DA
IFC
IDA
Bank
IDA
IFC

Bank
Bank
Bank
Bank
Bank
Bank/IFC
Bank
Bank

a/ Only those commitments with less than 10% of the original principal amount still
undisbursed as of June 30, 1970, are included.
p/ Includes subsequent commitments.
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8/13/170

TO: Mr. Robert 5. McNamara
FROM ¢ John H. Adler

SUBJECT: Ex Post Evaluation of Operations

In recent months, you have urged me on several occésions to give
thought to how best the Bank Group might set up a procedure for e?aluating
the impact of the projects it finances. This memcrandum sets out my conclu-
sions and their justification. In brief, I recommend thal a unit be estsb-
lished within the Programming and Budgeting Department (initially of two
people) to evaluate the impact of past operations, and that this be done as
soon as possible.

Importance of Ex Post Evaluation

I think it is important to have clearly in mind that there are
two somewhat distinct reasons for the need to ?ncrease the Group's ex post
evaluation of its operations.

a) First, since our primary objective is development, it is of
fundamental importance that we have a way of appraising our coatribution to
that goal.

At the moment, project performance in the Bank Group is monitored
in several ways. The most common of course is the project supervision con-
ducted by the Projects Departments, both at headquarters and in the field,
during the psriod until the loan or credit is fully disbursed. Another is
the monitoring implicit in the fact that many of our loans go to operating
entities which have received previous Group support: the appraisal report
for the new loan in this situation normally includes an assessment of the

use made of previous loans. This has been particularly important for loans
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made for electiric power, railways, and ports. Thirdly, several in-depth
studies of particular projects have been completed by the Economics Depart-
ment (most notably one on Tranian roads and another on ?iﬁﬁt*i?figation ﬁév}:_ i
' G T e, e sl
projects) and more are in progress.
The completed in-depth studies referred to were useful in high-
lighting some real weaknesses, in both appraisal and follow-up procedures.
The Iranian road study, for example, revealed that, prior to the loan agree-
ment there had been:
(i) no analysis of the relative advantage of improving the
. exiéting rail link, as compared with improving the highwayg
(ii) no systematic examination of alternative road routes (with
the result that some of the roads financed showed a negative
present worth vwhen examined, and one was substantially by-
passed by another road financed by a later Bark loan);
(iii) inadequate technical preparation (resulting in a cost overrun
of L0%);
(iv) substantial over-estimation of ancillary "development benef;ts".
Thebstudyfof eight irrigatﬁon projects drew attention to frequent
under-estimation of costs and construction periods. It made no systematic
attempt at 211 to assess the accuracy of predicted benefits because "the
data presently available in files do not provide even a minimum foundation
for reapprajsal of benefits".
t is not fair to imply, of course, that the conditions pre#ailing
when the first Iranian road loan was sigred in 1959 sti}l prevail today.
There have been some substantial improvements in appraisal procedures, and
the consideration of alternative ways of achleving the same goal is now, at

b . ; T .
least formally, common practice. Pre-investment sector studies are noy frequent.

T
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But the systematic reappraisal of individual projects after the

construction phase is over is still very rare (except where "repeater"
loans to the same operating entity are involved), and there have been
sufficient criticisms levelled (directly or indirectly) at the Group's
methods of appraisal to raise legitimate doubts about what the real impact
of our operations is.l/ At very least; our own estimate of this impact
should be made.

| b) But even if we ourselves were confident that our operations

were making the maximum possible contribution to development, we would still’

need & more explicit re-evaluation procedure because of the very strong

{_':;/_
pressures building up, particularly in the U.S. Congress, for tangible Af;wu ;ﬁ
y \ ‘.-" N
assurances that the taxpayer's dollar is heing used to greatest effect. ~~|f £\
e 7l
M L
b

In other words, we not only have to use our resources to contribute to Of J

development bul have to make this effective use apparent also.

As you know, as a result of congressional pressures, the U.S.
General Accounting Office has already begun a series of "management audits"
related to international organizations. GAC does not claim the right to
audit these organizations directly, and indeed it is recognized that it
would be highly undesirable if each member of an international organization
were to assert such a right. So GAO ccntents itself with auvditing U.S.
participation in international organizations. But the distinction is a fine

one: a GAO audit of U.S. participation in the W.H.O.,. for example, released

1/ See, for example, Albert O. Hirschman, Development Projects Observed,
1967; Michael Lipton, "Forward from Pearsonism", in Bulletin of the
Institute of Development Studies, December 1969; Pearson Report,
pp. 114-115 (on IFC).
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early in 1969, was designed to "determine how well the United States was
able to exert a beneficial influence over (1) the make-up of the programs
and budgets of W.H.O., and (2) the manner in which the programs were carried
out". Since that report was released, the GAO has complested reports on FAO,
OAS (classified), UNICEF, and UNDP, and informed the House Banking and Cur-
rency Committee on July 1, 1970, that it is currently making a study of U.S.
participation in international lending institutions.

This new interest of GAO in international organizations reflects
a congressional feeling that (1) some of these organizations are not well
managed, and (2) that the authorities nominally controlling them do not get
adequate information from their managements to make real decision-making
peossible., It was congressional pressure which obliged the IDB to establish
a special GAO-type auditing unit witﬁin its structure, a unit designed to v“;fj
assess the efficiency and effectiveness of IDB lending programs and to report \u// /
that assessment not merely to IDB management but also directly to the IDB
Board. (Congress had originally demanded that GAO itself should be responsible
for the "management auditing" of the IDB.)

There have been rumblings of a somewhat different character from
other quarters. Mr. Kalderen of the Swedish International Development Agency,
for example, has iﬁformed us that there is congiderable interest in the
evaluation of the impact of development assistance in Sweden. Such interest
extends beyond questions of economic impact to those of social impact. He
warned us last November that a feeling in the Swedish parliament that IDA
often uses its resources to finance projects of little social merit could
well create obstacles to parliamentary approval of Sweden's IDA contribution

to the Third Replenishment.
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Reasonable Targets of Ex Post Evaluation

a) The most straightforward task of such ex post evaluation -- §1%hY&££}T

o b -
and the one which can be regarded as a minimum expectation ~- will be to Ly
compare the actual direct costs and benefits of a project with those fore-

seen in the appraisal report with a view to recomputing, on the basis of

kwa [ £% a
actual data, the project's internal rate of return. Actual construction v¢})~“}1&
costs will presumably be known to the Bank but, except where we have made btﬁt

subsequent loans to the same operating entity, operating costs, and project
benefits, will not be known in Washington.

b) A more difficult task, but still one closely related to the
original expectations held by the Bank when it financed the project, will

be to ascertain whether the institution-building effects expected of the

1{\ i'u‘\ ¢ & /I»’c A — pce O\IHHI L-’ i )il s

loan have been realized. frhrievan

! L. L ‘rm{'\‘-""
¢) Perhaps the most difficult task of all, however —é;but a crucial

one if we are to provide an effective answer to the rising tide of criticism
of aid in general and of Bank Group assistance in particular -- will be to
nake an assessment of the more indirect costs and benefits of the project
in question.

Some of these indirect effects will be strictly economic. For the
host country itself, relevant questions might be: Did a road project, ex-

pected to opsn up new areas to commercial agriculture, succeed in doing so0?

~'Did it also (instead?) result in the destruction of village industries?

Beyond the host country, it would be desirable to examine the effects of a
project cn other developing countries. Did an expansion of exporis from one
country, made possible by a Bank-financed project, significantly reduce the

export prices of other developing countries? (It is interesting in this
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——

~

connection 1o note that the recent Agricultural Sector Survey Report for

,. o
S

Brazil recommends that méasures should be adopted quickly to increase
Brazilian coffee production.)

Other indirect effects would be essentially social in character.
It would be impossible in a short period of time to evaluate all of these,
but it should be possible fairly quickly to form some impression of a pro-
ject's conbribution to three or four key social/political problems in most

developing countries. As a start these might be its contribution to the

reduction of unemployment, to a more equitable distribution of income, and L
. h?:j\. _II_ )
to the reduction of intra-country regional imbalances. e I
I ol ;
L op v .-3-9-."’
Y M'f"
) ﬁif {7
o W)
‘Notes on balance of paper e Y Y

~ g PG %, Jﬁ>‘

-.I ;“"
Possible Results of Betier Ex Post Evaluation ﬁﬂy

Ao
a) Might suggest more comprelensive ways of evaluating projects.

b)' Might indicate upward bias in estimating bensfit of project
arising from calculating the benefit on the basis of a
disﬁursement/construction schedule designed to put pressure
on borrower rather than on the best estimate of such schedule.
c) Might indicate the relevance of the macro-economic enviromment
to project success in the wider sense. ,Lafy.;;'

d) Would almost certainly suggest the need to require at 1eastx P
a small amount of project reporting from borrowers affer \
project completion.

e) Would provide the Group with sustainable arguments in publicly

defending its contribution to development
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Procedure

a)

b)

c)

d)

.e)

Some evaluation already being done in Economics Department.
Very important that this very detailed approach continue.

But because of the time taken for such very thorough research,
this does not give a sufficiently broad view of the impact

of the Group's operations to satisfy fully either of the two
reasons for doing this kind of work indi-aled earlier. Need
for a broader, more rapid, appraisal.

Initially, such evaluation should concentraie on projects
financed in the early sixties: such commitments were made
sufficiently recently to be relevant to present procedures
and yet sufficiently long ago to ensure that most of the
projects will have been in operation for at least a few years.
In total, there were some___ projects made by IBRD, IDA, and
IFC in 1960-6l, of which ___would be suitable for evaluation.
Propose that an evaluation unit be established as soon as
possible, with two staff members, one well versed in project
appraisal, the other a good macro-economist, The unit would
also be able to draw as need arose on specllists from else-
where in the Group. Because of (i) need for appearance of
objectivity and separation from Projects and Area Departments,
(ii) relevance to prégramming future operations, (iii) need
for immediate feed-back to management, this unit should be
established in P & B.

To economize on staff time, and to achieve the maximum results

as quickly as possible, would suggest that the evaluation unit
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r65/7 " . proceed by selecting individual countries in which Bank Group
Y A / YA~
R | . —— . " .
7, lending was significant in the early sixties, and then review-
7
I ing the projects in that country  simultaneously. On average, [
|

it might require for each project one man-week of preparation |

Vs &/3 " at headquarters, two man-weeks in the field (perhaps part of
Y”%M%;;gf it by a specialist from elsewhere in the Bank), and one man-
1AAM‘ week of assessment back at headquarters. On this basis,
ﬁ target of 20-25 projects annually appears reasonably, though
target might have to be revised on basis of experience.
\\; Reporting
. LY Most immediately, the results of the evaluation process would be
QJJ- communic;% d to the Group's management and to the heads of the relevant Area

and Projects\bepartments. An unanswered question is whether the results
should also be communicated to the Executive Directors. In favor of thie
is that such reporting might redvce the political pressure to set up a
separate evaluation unit,‘raporting primarily to the Board, such as IDB has
been compelled to accept. Against it is that the need to report to the
Board might affect the objectivity of the evaluation process, and thus its
usefulness to management. Even if objectivity not in fact affected, the

objectivity might be in doubt to oubside observers because of its source.
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poot Fvalustion of G‘""“tlru.

Rather than attompting to weflne your dealt mimo Lo M. i
I have decided that I would be wiscr ot this stage to txy to sovi cut wy
m thoughits on this gubjoect.
I think it is fwportant to have clearly in mind tist thore arve
tyo comovhat distinct reasens for the need to ducrease Lae Croup'e e%nﬂggg
evaluation of its oporstions. Fivst, sdace our primaxy ot estd

is develop-
wmont, it is of fundemenial lwporience that we have a vay of apprailsing ouvr

contribution to that goal. Secondly, even if we Oureclves Worc confident
that our operations were making the magioun possible cunrrih1‘~ﬁw to develop-
ment, we vu“ld ski1l need a more axpliclt ve-evaluation procodure beesusa

of the vory strong pressurcs bullding up, paridceolaxly dn tuv V.S« Conpress,

for tunglibla a;surtlceﬂ chat the texpayer's dollar s belag vsed to grestest
effect, In other words, we ‘noi. only bave €0 uoe ouY XKEBouXCES Lo t.,'hu.,l.? vute
to development but have to ¢his effective wse gprareat aleo.

a..mttc.r ﬁo.!*

. Ls you k”?d, I was pavticularly
afiter doing pone rk on aid auditing proscduros
Pearson Cormission last year. As o reoult of cor
U.5. Lhu_nul Ascoun imv DEfice has alzoesdy boegun &

audits” yelated te intermational cvganizations.

right to sudif these Qis;ﬂiauiigﬂ direetly, and indeced it is recognd
that it would be highly undadirebls if csch nember of on international
organlzation were to asgert such a rigit. o GA0 contents itself with

auditing U.8. pavticipation in Lﬁf&{umt&ﬁdﬁl organizationg. Dot the als-
tinction 18 a fine ona: & CAO audit of U,S8. participation in £hs W.H.C.,
re‘uaﬂ~a 0431y in 1969, was ‘u':;““u to "dotermine hovw well the Unlted

Seates was able to encrt a boneficial inflvonce over (1) thoe nake-up of
the pﬂcuruw“ anu hud suts of Wol.0., zud (2) the nanne v in which the progrs

wore carried out Since that report was raleascd, tnL G40 has cgoupleted
reporis on FAD, OAS (clossificed), UNICEF, and UIDP

This new interest of CAO In intornacional organizatlous appoers to
refioct & consyessional fesling Cuat (1) some of these orﬂaiizattans arc not
well wmapszod, ead '?) ?x: ¢he authorities pomlnally controlliug tiwa do uol
gt adoqusie Infor m thedr masagenents to male real decision makiag
bl 5 =T Gl & crﬁﬁ stonal pressure aleo widen obliged the IUb ﬁo
eotabliah & speeial tut 1:1 n J_‘ 5 "L1 LC‘ Lu‘“ﬂ a und t
desiened o assceaz the efffciency
sad to roport thab aﬂa“bbnﬂﬂt not~
Bongd.

te the
ba yousonoible fox tha

<"
L]
-
T~
#d
0
3-.
';“
w0
o]
i
=
b
3
et
f"
=
—hv

L-L‘!.i. Ly

weld

; pieh ;:-tli_l'i;
iting" of t,‘;.n IDBa)




br. Jobn Blazall B - April 30, 1970

At tho monent, projeet popforauicsd
in severeal woys. The poat counon ¢f couxse
ducted by €he Projects Duepaximents, btoth at hea
during the pericd unt ll the logoa or credit dg fﬂ‘D’dsu.u. eds An
thz pondterdng implicit dn the fact that moay of our loans go to oyc;nnimg
Lﬂtltlt? wiiich hJVL veceived provious Group suppori: the appr@isnl repoxt
for the new loan in thie situatics tormally includes an assssemant of the
usi: nade of previcuu loans. Tads Ras becn particulssly ﬁ'aO“tﬁuL for losas
nade for electric pover, railways, and po¥is. Thivdly, several in-aepth
studies of particulay preojocts have been completed by the Ncongmics Dopari-
ment (oost notably one on Ivandan rveads end another on elght irrigation
projects) and wmore erve in progross.

T'

¥

The complesed In~depth studics referred to were useful fa highlighving
some weal weakoosavs, in both appreisel and follow-up proccdurcs. The Ivanlan
toad etudy, for ezauple, revealed that, prior to the lven agrecnent there Ld
besn:

{e) no snalysis of the velative advantage of luproving the exdsting
rall 1k, as compared with inproving the higihway;

(L) ﬁo systonatic ewamdnation of alternative yvoad xoutes (with the
rosult that seome of the voads financed shoved a negative present
worth vhes exsuined, and one was substastiaily by-poesed by
evother road finsnced by a later Bank loan);

4y

{c) inadequate techanlesl preparation (resulting in a cest overrun
C‘f Z%Ura) )
(d) eubstantial cvarwuatlmatlua of ancillary “development benefits”.
The study of eight irvigation projc te droew agtention to frequent
undel- eatimation of cosis and construction p&fiﬂ(b- It nade no L}vLerhic
attenpt at all to assess the accurscy of p edicted Lcatb ts because Mthe
data p esently evailable in files do not px 1@@ even 2 nintmun foundation
for yea p sraldsol of bencfits".

It iz not fair 'to imply, however, that the condivlons prevailing
when the first Ivanian vood loan was gigned in 1959 still prevell today.
Thexze have besn some gubstantial Lmprovemonts in appraissl plQC”rUTLJ, and
the consideration of altermative ways of echieving the game goal is noy atl
leasgt formally, common practice. Pre-~lnveastmoent sector etudies age now
frequent,

Ll

But the systematie reapprailsal of individual pxujurtﬁ afver
construction phase s over is still very vave (except where "popeater'
loans to the sane cpurating cutity ave fuvelved).
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Porhiaps oven wore
wucther the projects we f£i
Are soenenic roports dovot
sectors ”? ire sector stud
adequately? LAre we pasiag contion to the
slstonty of ouy project recesnendaticas (It 418 dnteves
tion to note fhal L%: regent f"rlchlhural Seetor Survey
recormends that weasures should be adopted quickly Co iune
coffee production.) '$;?“ sre difficult fgsues of prineci 13h r"" 2 by this
line of guestiening {Uarzy Jolmsen's cgmscut about the World Bank ea a him
of ewbryonie world govermemnt comas to nind) Lv“ it secms that sove of tbum
can not be avelded in any sppyvaisal of our oversll Qym1ﬁtiuﬂa winleh goos
beyond a very narrewly natlonal framevork.

ot no way of

1 ;A
‘ '\n,‘nb\:‘l &-\- k‘ 1‘.(.'.

Ls en interim judgmont, I find uycelf agrecing with you that te do
this ex post evaluation we '"ll“ need two differont staff groups, One would
be doing the hind of in~depth study of particulsr projects which the Scetor
and Project Analysis Division cf tie Heeavmic
to do. Tne other would have o much byoader §
lines of those suggested in your drafe. Logleally, the place to eciablish
such a group moa]u b dst ¥ o B == the wkovp 's funcition is clearly relaced
cloo tlv ta the progropmivg function, and it would ke esseatial that the
grouy be both rbmav i from daediate o~a:atioaul prespureg ond yot have
close cowtﬂct with zenior mansgoment., Could such & stell group aleo serve
the Bank's Doard, or will we, like the ID3, be coupelled to set up ancther
group to keep the shazcholdirs informed?

a Departnoent .eeeng well-placed
et of objcetives, aloug the
c

DiBroshione
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