SDF 6/3 SM-2

THE REVIEW OF THE SPECIAL DEVELOPMENT FUND (UNIFIED )
RESOURCE ALLOCATION SYSTEM AND MANAGEMENT'S RESPONS E THERETO

1. BACKGROUND

1.01 Considerable attention was given during SDF 5 replenent negotiations to the strategy for
allocating the limited concessionary resources thate made available. Contributors drew on the
experience of other Multilateral Development Ba(idBs) and approved a new system to replace the
old method of allocating resources by country geoupphe objective of the new system is to strengthe
development results by targeting needs, placinguress where they are likely to be effective, aivihg
member countries an incentive to perform well.

1.02 The Caribbean Development Bank (CDB) adopter] gerformance-based allocation (PBA)
system in 2001 at the start of SDF 5. It replatedprevious system of allocation of resourceslpdig
country groups and country need. Since that tithere have been four SDF allocation exercises
conducted by the Bank — three in SDF 5 (an ingi&dcation, a mid-term reallocation and an end-of-
period allocation); and one in SDF 6, an initidbeation of funds.

1.03 The Resolution and Report of the ContributorSDF 6 called for a mid-term review that among
other things, would examine the experience with BBA system for the Special Development Fund
Unified [SDF (U)] to date. The objective of thesmment is to consider CDB’s experience with the
SDF allocation system between 2002 and 2006, amagtaccount of the evolution of similar systems at
other multilateral development institutions, to ntd#/ options and possibilities for improvement of
CDB'’s approach.

1.04 On May 29 and 30, 2007, CDB’s Board of Direstand Contributors to SDF 6 noted and
discussed respectively a draft Review Report onSpecial Development Fund Resource Allocation
System (RAS). During the discussion, Contributorade several suggestions for consideration by
Management and for input into the final documerite main recommendations of the review were that:

(@) country performance scoring as the basis efallocations should be undertaken with
more senior Management participation;

(b) the portfolio performance variable in the eliton formula should be reformed; and
(c) reallocations by formula be more frequentetpravoid ad hoc adjustments.

1.05 This paper sets out Management’'s respons&igordcommendations contained in the final
Review Report which is attached as Appendix A &f gaper. Sixteen of these recommendations require
changes to the allocation process and of thesendeave been accepted for implementation prioheo t
next reallocation exercise. Nine of the recommé&oda will require further study before a deterntioa

is made, and the other three do not require angraby the Bank.
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2. SOME KEY ISSUES AND RECOMMENDATIONS

The Allocation Formula

2.01 The Consultants’ review of CDB’s allocatiomrfmla points to its complexity compared with the
Inter-American Development Bank’'s (IDB) and the klaof harmonisation with the major MDBs,
particularly on the governance aspect of the foaywhich may be critical to the context of policysed
lending products. The review suggests that CDB daange its formula to harmonise with IDB’s,
leading to the loss of continuity, experience andt@misation of the current formula. However, the
World Bank/International Development AssociationBMDA) is currently reviewing their RAS which
may result in the use of that system as a starfdarather MDBs. As a result, the review recommends
that CDB awaits and considers the results of theld#review before deciding on any changes to its
formula.

2.02 Management accepts the recommendation to #weaibutcome of the WB/IDA review before
deciding on any changes to its formula.

Reallocation

2.03  Currently, CDB conducts an allocation exereisthe beginning of the cycle and two reallocation
exercises during the cycle, i.e. one at the miavpai the replenishment and another during thd fiear.
However, CDB has made ad hoc changes to allocatintie face of absorptive capacity constraints in
some countries and unmet demand for loans in @bentries. This raises a question as to whether a
reallocation every two years is sufficiently freque

2.04 Most MDBs reallocate their concessionary ression an annual basis and some do so even
more frequently. The Consultant recommends thaB GBallocates resources every two years at a
minimum, as is the present practice, or annualtjrdfumstances require.

2.05 Having regard to the demands on a relativelglisstaff complement, Management has reviewed
the outcomes of its various allocation exercisedluiling the scoring of the Poverty Reduction
Effectiveness Situation (PRES) and is satisfied thanore frequent application of the system wilt no
yield any different outcomes. In addition, havinggard to other demands on a relatively small
complement of Economists and Sector or Thematicigligs, it will be more efficient to conduct the
exercise every two years.

3. PRES — SCORING PROCEDURES AND RATING TEAMS

3.01 PRES scores reflect the quality of the coumtryrrent policy/institutional performance, i.¢s i
actual performance with its stated intentions. réutty, PRES is scored by CDB’s Country Economist
with inputs from functional specialists (environmegender, social development). If there is a latk
consensus on a performance score for a particalarty and criterion, the Director of Economics esk
a final determination.

3.02 In this regard, the Consultant recommends ihmabrder to enhance the credibility of the
performance ratings:

(@) a country performance rating team be convesrez® each year to consider, revise if
necessary, and approve the PRES country performatiog. The rating team should
comprise the Vice-President (Operations) as Chée; Director of Economics; the
Director of Projects; and the Director, Finance @uadporate Planning;



(b) the inputs of the Country Economist should dmordinated by the Chief Country
Economist who should present the proposed perfazenanores to the rating team for
those criteria most relevant to the expertise @& Htonomist. The output of the
functional specialists should be coordinated amdgmted by the Division Chief, Project
Services Division;

(c) for each performance criterion, Country Ecoisisnin the Economics Department and
functional specialists in the Projects Departméwaiugd prepare worksheets of suggested
scores, with supporting text; and

(d) in order to support policy dialogue and to eplcountry ranking on the particular
criterion, the Bank should select one country peménce criterion each year for
intensive review (including a cross-country comggeastudy).

3.03 Management recognises the need to enhangedbess to protect the credibility and integrity of
the performance ratings. The committee systenessgded to bring a broader set of perspectivebdo t
process and enhance the degree of confidence inatimgs and rankings. As a result, Management
accepts the recommendations contained in paragBaf)s (b), (c) and (d).

4. SCORING QUESTIONNAIRE

4.01 To reduce subjectivity, CDB and other MDBs asguestionnaire to help score the policy and
institutional performance. CDB’s questionnaire wessed on WB’s 2000 questionnaire with some
customisation. WB’s questionnaire has since uraedurther development and there has been greater
harmonisation with those of other MDBs.

4.02 CDB can continue to develop/customise itsquar@nce criteria or it can decide to harmonise
more fully with WB and other MDBs. Previously, tharmonisation option was not open because the
WB/IDA scoring exercise and resulting scores weoe disclosed, except in broad ranges. This has
changed, and with full disclosure in 2007, harmatiis and collaboration on the questionnaire and
benchmarks is now possible.

4.03  Further development of CDB’s own questionnaiceild require a great deal of work and past
experience suggests that resource limitations wmadte this a difficult and drawn-out process. The
reviewer recommends that CDB adopts the WB/IDAgolnd institutional performance questionnaire,
while keeping its own weights and applying its gadgement to generate the scores.

4.04 CDB's questionnaire is already very simila¥’s, and a decision to use the WB’s updated
guestionnaire would result in substantial staffetisavings and allow for some joint benchmarking of
country performance by CDB, WB and other MDB’s. ridgement accepts the recommendations
including that of continuing to assign CDB'’'s own iglgs to the criteria used in the updated
guestionnaire.

5. GOVERNANCE AS A PERFORMANCE CRITERION

5.01 The Consultants recommended and Managemesgsatitat no further action needs to be taken in
order to emphasise governance in the performairitegiar
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6. SECTOR SPECIALISTS, THEMATIC STUDIES AND COUNTRY PERFORMANCE
SCORES

6.01 The Consultants found that one of the keylehgés to managing CDB'’s concessionary RAS is
finding a way to generate country performance scéoeeach performance criterion. To date, thekBan
has relied on the professional judgement of then@guEconomists with some assistance from sector
specialists to generate country performance sdoresach performance criterion.

6.02 The weakness of this approach is that sontbeoftems in the performance questionnaire are
more related to the expertise of sector speciatatser than the Country Economists and the process
would benefit substantially from the greater invehent of the former in the process. At the same,ti

it is recognised that the process would need tsupported by cross-country thematic studies todbuil
expertise and credibility. The Consultants recomaniat:

(@) responsibility for different PRES criteria 8iwided between the Economics Department
and Project Services Division to do the work-up pafssible scores for the Rating
Committee to consider. A work-up will comprise theggested score by country for
each criterion supported by a short comparative &nd

(b) the scores and supporting text will involve profesal judgement supported by periodic
cross-country comparative thematic studies and ¢batmissioning of such thematic
studies should be an eligible use of SDF (U) funds.

6.03 CDB'’s sector specialists already play a sigaift part in the setting of the country perforr@nc
scores. However, Management agrees that theiceamde further strengthened. The commissioning of
cross-country comparative thematic studies is atsmmgnised as one way of facilitating knowledge
capture and dissemination, as well as strengthehm@ank’s knowledge management process.

7. HARMONISATION AND COOPERATION WITH OTHER MDBs

7.01 One of the principal benefits of harmonisatiérsome aspects of the RAS with other MDBs is
likely to be derived from the joint benchmarking thie detailed performance scores of one or more
countries, so that the scorers of other countpesformance will have something against which tigg
appropriate scores and ensure consistency witlonpeahce scoring across countries (especially common
member countries).

7.02 It also opens the possibility for joint benanking of common member countries involving
CDB, IDB and WB/IDA as well as joint benchmarkin§environmental criteria between CDB and the
Global Environment Facility (GEF), which also opesaa PBA system. The Consultants recommend
that CDB explores the possibilities for joint ben@rking with MDBs operating in the Region as well a
to participate in the joint MDB country performanmenchmarking exercise.

7.03 CDB will proactively pursue the possibility gbint benchmarking with other multilateral
development institutions in the Caribbean includibg and WB/IDA.

8. DISCLOSURE, COUNTRY DIALOGUE AND PEER INPUT

8.01 CDB has been at the forefront of MDBs withamrehto the disclosure of all aspects of the
performance-based concessionary RAS. Country peafoce scores disaggregated to the level of
individual criteria have been available to the CBBoard of Directors and to any member country that
makes a request. The Consultants believe thatdésirable to take this degree of disclosure theen
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level and to involve the Borrowing Member Countri@d1Cs) in a dialogue as an input to performance
scoring. They further recommend that:

(@) CDB explore the possibility of an annual diggion with each BMC in its performance
rating, perhaps jointly with other multilateralatinow score country performance; and

(b) to facilitate dialogue with BMCs, each setsmfores by country and by criterion be
supported by a short written text.
8.02  Further enhancement of current disclosuregas®s and the improvement of country dialogue
are desirable and would increase the effectivenésSDB’s development efforts. Some degree of
forward planning would be required to implement tbensultants recommendations, especially with
regard to the assignment of additional human ressur Management will need to examine the full
implications of pursuing these recommendationsrieedeciding on further action in this regard.

9. THE SMALL PORTFOLIO VOLATILITY PROBLEM

9.01 All of the multilateral institutions that allocat®ncessionary resources by formula use portfolio
performance as a variable in the formula. It ssnfinor component in assesso@untry performance. If

a country has a small CDB portfolio [say, less thaee operations, including technical assistai@g (
projects] then its portfolio performance score nhigbt be a good indicator of its true performandée
performance score might be unstable, changing aofisly when a new project enters or a completed
project leaves the portfolio. The multiplicativerdn of CDB'’s allocation formula exacerbates this
instability as it makes the allocation outcome dlgeensitive to each and every variable in therfola.

9.02 Since PORT can be quite volatile in an aitifizvay, and its volatility can lead to major chasg

in a country’s allocation for no better reason thhat a single project has moved into or out of the
country’s small portfolio, this artificial volatty is a serious problem for CDB, particularly besau
several BMCs have small portfolios of capital invesnt projects. Hence, in order to ameliorate the
small portfolio problem, the Consultant proposesftilowing:

(@) that CDB extend its Project Performance Inteinclude all operatives including TA
over a certain size. This requires entering fufthimation into the Portfolio Performance
Management System (PPMS) for TA projects as wetlsgstal investment projects;

(b) the country portfolio performance score shdgdaveraged over all project scores for the
previous three years rather than only current ptsjeand

(c) where a country still has such a small poxfand CDB judges that its portfolio
performance score is not a reliable measure gfatéormance, it is recommended that
PORT be given zero weight in the calculation ofitieeuntry’s allocations, i.e. country
performance would be judged solely by PRES.

9.03 These recommended measures will be subjeftirttoer study by simulating the outcomes of
various scenarios after the agreed number of Tfepr® (say, those above $100,000) have been intlude
in the PPMS system.

10. PORTFOLIO PERFORMANCE INDEX (PPI) OR PROJECTS AT RI SK

10.01 CDB does not use projects at risk in its wes® allocation formula. It uses a portfolio
performance index, which is the average performarical investment projects active at the time.l Al
other institutions base their portfolio performarare projects at risk. The CDB method of usingitall
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active projects rather than projects at risk presid better basis for the portfolio performanceéatée
because it captures information about the qualitglloactive projects. In any event, CDB has seo fe
projects flagged as at risk that the measure deésdistinguish much among BMCs. Hence the
recommendation is for CDB to continue to use PRhadasis for its portfolio performance variable.

11. WEIGHT OF PORTFOLIO PERFORMANCE

11.01 The 30% weight of portfolio performance ie tountry performance factor of the PBA formula
is common among multilateral institutions except MXB which gives it a weight of 20%. In light of
the volatility issue and in the interest of harnsation, the Consultant recommends that CDB rediges
own weighting to 20%. Management proposes to iteths issue and the recommendation after the
completion of the WB/IDA review.

12. USE OF THE AVERAGE OF WEIGHTED PROJECT SCORES

12.01 CDB weights its project performance indexdan approval amounts. At least one MDB uses
the undisbursed amount in problem projects. Basetheir comparative review of the two methods, the
Consultants conclude that CDB’s approach is mopeggpiate and recommends its continued use. They
also recommend that the Bank consider other waygetoalise non-completion or extremely late
completion of projects. The Bank will explore atlapproaches to this issue at the earliest possibée

13. THE PORTFOLIO PERFORMANCE SCORING SCALE

13.01 CDB scores portfolio performance on a scél®-0 and other MDBs use 1-6. This has no
significant implications since (a) the portfoliose aifferent so there is no reason why a countoukh
receive the same or even similar portfolio scoremfdifferent institutions, even if the scoringas the
same scale; and (b) it is relative performance thaters to the allocation so the measurement ssale
immaterial. However, if CDB adopts the WB/IDA cayn performance questionnaire, it would be
convenient to adopt the six-point scale at the same, rather than have to adjust the related sgori
guidelines to the CDB scale. The Consultant recendn that CDB adopts the six-point country
performance scoring scale.

13.02 Management will make a determination of thieability of this change after it assesses the
impact of the current WB/IDA review on the directiof the harmonisation of the various RASs.

14. DEFINING COUNTRY NEED

14.01 CDB's allocation formula contains three Vialéa related to country need, i.e., population, per
capita income and country vulnerability. In gehef2DB like other MDBs needs to develop better
measures of poverty in its allocation formula. &apon and per capita income can be used to itelica
relative poverty as long as the distribution ofame is the same in the two countries being compared
However, since that will seldom or never be theecasmore direct measure is the number of people (o
families) earning less than the poverty threshold.

14.02 The Consultant recommends that CDB studyetpossibilities with regard to these two poverty
variables:

(@) replace the population and per capita income vksalbvith the logarithm of the
population earning less than the poverty threshold;
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(b) replace only the population variable with the pagioh earning less than the poverty
threshold; or

(© make replacements as in (a) or (b) with extra weighthe level of indigent population.

14.03 CDB'’s vulnerability index combines vulner@iilto natural disasters with vulnerability to
economic shocks and the Consultant recommendshikdie retained.

14.04 The proposals with respect to the populadioth per capita income variables will be considered
in the context of the ongoing Country Poverty Asseants (CPAs). These CPAs will provide the data
for testing the appropriateness of these options.

15. NEW BMCs

15.01 New borrowing members are in a special $itnatith regard to the RAS because they will not
have an established track record on “CDB’s poufgerformance”. This may not be an immediate
problem if early lending volume is low and the nex@mber’s allocation is determined largely by a need
for TA for governance and institutional strengthmni However, some method needs to be developed to
incorporate new members and special cases withiRBA system. The Consultant recommends that:

(@) affixed country allocation for a new memberaigpropriate untii CDB has enough
experience to consider the country’s performanoagblwith other BMCs in the normal
allocation exercise; and

(b) for special cases of new members that havewsgigovernance problems, CDB should
give a fixed allocation, as recommended above, @ifer to increase that allocation
according to performance on negotiated criterid thaght resemble the post-conflict
allocation criteria used by other MDBs in similadgique cases.

15.02 The Bank already uses a fixed allocation @gogr for its newest member country and accepts
that it needs to gain experience in dealing with a@pects of the new member’'s situation before
attempting to apply the RAS.

16. BASIC NEEDS TRUST FUND (BNTF)

16.01 Among the SDF (U) grant programmes only BNS Ellocated to eligible countries on the basis
of the resource allocation formula. The revieworamends the continuation of this approach to the
initial allocation of resources in each BNTF cyclglanagement agrees and will assess the outcomes of
this approach during future mid-term reviews of BMTF programme.
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AfDB - African Development Bank
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PPI - Project Performance Index
PPMS - Project Portfolio Management System
PRES - Poverty Reduction Effectiveness Situation
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TA - Technical Assistance

WB - World Bank
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1. _INTRODUCTION

1.1 The SDF (U) Allocation System

1.1.1 The Caribbean Development Bank (CDB) allecat® single largest source of concessionary
resources, the Special Development Fund UnifiedH$D)], among member countries according to a
performance-based allocation (PBA) formula that sunees country need and country performance. The
objective is to strengthen development resultsabgeting needs, placing resources where they leely li

to be effective, and giving member countries armiwe to perform well. Since resources are dtesta
PBA is, ideally, a strong form of “policy dialogueétween the Bank and member countries.

1.1.2 The allocation guidelines agreed by the Gluniors include rules that define access by country
group, set-aside resources for special purgpaes state a formula by which each country’s aliion is
calculated. The PBA allocations are not entitletsenor are they absolute limits on the grantslaads
that a country can receive. They are indicativenping figures and they may vary depending on
circumstances and on the level of effective denfeard member countries.

1.2 The Allocation Experience

1.2.1 CDB adopted the PBA allocation system in 280the start of SDF %.1t replaced the previous
system of allocation of resources solely by cougtgup and country need. Since that time there hav
been four SDF allocation exercises conducted byBtrk — three in SDF 5 (an initial allocation, admi
term reallocation and an end-of-period allocaticaemdd one in SDF 6, an initial allocation of funds.
Appendix A Table 5 shows the dollar allocations dpuntry at each stage. Appendix B shows an
example allocation for the Basic Needs Trust FIBMIT(F).

1.3 Purpose of this Paper

1.3.1 SDF contributors asked for a review of thecaltion experience at SDF 5 mid-term and at SDF 6
mid-term. A Working Paper was distributed to tHeB_Board as part of the SDF 5 Mid-Term Review in
April 2003 entitled fmplementation of the SDF (U) Resource Allocatitat8gy.*

1.3.2 TheResolution and Report of the Contribufote SDF 6 called for a mid-term review that,
among other things, would examine the experiente the PBA system for SDF (U) to datélhis is the
report of that review. The CDBtrategic Plan 2005-2008imilarly commits the Bank to a review of its
SDF (U) resource allocation system.

1.3.3 CDB'’s objective in commissioning this repas to have an independent reviewer assess the
allocation systefin light of experience between 2001 and 2006; iarliyht of the experience of other
multilateral development institutions. The repdescribes the CDB'’s experience, identifies pogssl

for improvement in the allocation system and preseptions for consideration.
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2. _CONCESSIONARY RESOURCE ALLOCATION

2.1 Allocation Processes

2.1.1 CDB allocates SDF (U) funds among member ttmsnevery two years, at the start and the
midpoint of each replenishment cycle, and setseasaime funds for special purposes. All borrowing
member countries (BMCs) are eligible for an SDF &jcation, but Group 1 countries have access only
up to the amount of their own contribution to then& and then only for certain purposes, such agri
and projects that contribute to regional “publiods’”

2.1.2 The Corporate Planning Division of the Baakculates the country allocations, according to a
formula, with inputs from other branches of the Barin particular, the Country Analysis and Policy
Unit of the Economics Department has in the pagtiged country scores on “policy and institutional
performance”.

2.2 The Allocation Formula

2.2.1 The allocation formula of CDB’s Special Deymhent Fund, is shown below (See Appendix C
for the formulae of other multilateral developmdranks). The CDB formula is multiplicative. It
contains three factors to reflect country need (etjon, per capita income, and vulnerability) and
factors to reflect country performance (a policghamstitutional performance score and a portfolio
performance score). Each member country receivedl@cation in proportion to its allocation score.

Allocation score = (country need) x (country pedrmance)
= (logPOP x GNPpc®®x VUL %9 x (0.7PRES+0.3PORT}"°
Where:
logPOP = the logarithm of population
GNPpc = gross national product per capita
VUL = country vulnerability (according to CDBisdex of member country
vulnerability)
PRES = country performance on policy and institng (similar to the World Bank
CPIA)
PORT = performance of the country’s portfolio dE loans

2.2.2 Factors in the formula have two kinds of ‘gies”. First, the two component factors in “coyntr
performance” (PRES and PORT) have arithmetic wei@i0% and 30% respectively). Second, three
factors are raised to a power (exponent). In génére larger the absolute vaiusf the exponent the
greater the weight of this factor in the formula.

2.2.3 CDB gives greatest weight to country perfaragaand country vulnerability. Average per-capita
income receives a lesser, but still substantialgte Population does not have an exponent, kibera
appears in the formula in logarithmic form. Théeef of this is to change the exponential distitrutof
population data into a linear form. This does gotatly affect the countries with relatively small
populations but it strongly moderates the influeat®opulation” for the largest member countries.

2.2.4 CDB has two main options for its allocatiomfula in future:
1. CDB could keep its existing allocation formula. eTtadvantages are continuity,
experience and customisation to CDB’s own priasitjpoth in terms of the weights of

various factors and by including a “vulnerabilitidctor). The disadvantages include
complexity (compared with the Inter-American Deysteent Bank (IDB) formula, for
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example) and some degree of lack of harmonisatidth whe major Multilateral
Development Banks (MDBs), particularly in regardheir treatment of “governance” in
the allocation formula. However, while maintainithg existing type and structure, CDB
could modify its allocation formula to include avwgonance factor or, more sensibly,
could give the existing governance cluster in tiREB greater visibility and greater
weight. The advantages are, first, that this magttribute towards giving governance
more importance in CDB’s dialogue with member caestnot a bad thing when CDB is
considering major policy-based loans; and, secbatmonisation with other MDBs that
follow the World Bank/International Development Asgtion (WB/IDA) model would
be enhanced.

2. Alternatively, CDB could change its allocation fara to be similar to the IDB formula.
The advantages are simplicity and harmonisatiorhiwithe Americas region. The
disadvantages are discontinuity with CDB’s est&igiisapproach, and the likelihood that,
as harmonisation proceeds, the MDBs will take thB/MYA type of formula as the
standard.

Recommendation 1:

2.2.5 The WB/IDA, the Asian Development Bank (ADBhd the African Development Bank (AfDB)
have harmonised on a single formula (or, at leasty similar formulas). If IDB decides to harmamis
with this group, despite the manifest advantagdassaiwn simpler formula, then the case for CDRIto
the same would be strong. However, since the WiB/IBtends to review and perhaps change its
allocation formula during the IDA 15 negotiations 2007, we recommend that CDB wait to see the
result before deciding on any changes to its owmiida (apart from a change in the weight of “pditfo
performance” — see recommendations number 13).

2.3 Reallocations

2.3.1 CDB conducted one reallocation exercise antid-point of the SDF replenishment period and
one in the last year of the period. In a reallocgtthe funds that are unlikely to be used areqalan a
common pool and then reallocated iteratively byrfola to countries with unmet demand. (See Talde 2.
for an example.)

TABLE 2.3: AN EXAMPLE REALLOCATION

Initial Expected Pot for New
allocation demand reallocation allocation

Country $mn
1 $5 mn $12 mn $11
2 $20 mn $19 mn $1 mn $19 mn
3 $10 mn $17 mn $15 mn
4 $10 mn $0 $10 mn $0
Sub-totals: $45 mn $41 mn $11 mn $45 mn

2.3.2 In the example shown in Table 2.3, counthad no demand for SDF funds during the period so
its initial allocation goes back into the common.p8imilarly, country 2 requires $1 million lessan its
initial allocation, so that amount returns to tleencnon pot. The other two countries demand mordgun
than they were initially allocated and, in totabna funds than are available. Therefore, the fundke
common pool are reallocated by the standard altmtdibrmula to the two countries that have effegtiv
unmet demand. How well each does in the reallonadepends on its need and performance scores, as
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usual. The important point is that funds thatarailable for reallocation are reallocated by folamuot
ad hoc.

2.3.3 However, CDB has, on occasion, made ad hangds to allocations in the face of absorptive
capacity constraints in some countries and unmetadd for loans in other countries. This raises the
guestion whether a reallocation every two yeamufficiently frequent. Most MDBs, including WB and
ADB, reallocate their concessionary resources dhnuaome reallocate even more frequently. The
International Fund for Agricultural Development AB), for example, conducts a reallocation
immediately after the initial allocation to copethwthe fact that it has a large number of small ipens
that are unlikely to borrow during a particularoaktion period, and then reallocates annually at a
minimum.

2.3.4 More frequent formula-based allocations arefgpable to less frequent allocation exercises
combined with case-by-case adjustments. Howewsetis no “correct” allocation period. If alloaatis
move too far out of alignment with effective demasHtort of the two-year milestone, then a formula-
based reallocation is in order.

Recommendation 2:

2.3.5 We recommend that CDB reallocate its SDFrféidpurces every two years at a minimum, as is
present practice, or annually if circumstancesirequ

2.4 Other MDB's Allocation Formulas

2.4.1 The allocation formulas used by other mu#ilal development institutions are shown in
Appendix C Tables 2 and 3. There are two maingygeformula: (1) a complex multiplicative formula
with exponent weights as exemplified by WB; and dX%impler additive formula with percentage-share
weights, as exemplified by IDB.

2.4.2 The CDB formula is similar to the WB/IDA fouha, as it existed in 2001 when the CDB adopted
a formula approach. However there are some impbdifferences. The CDB formula gives much less
weight to population than the WB formula does.effect this means that the CDB gives relatively enor
weight to poverty, vulnerability, the environmemtdacountry performance.CDB also added a second
“needs factor” (vulnerability) that is not parttbie WB formula.

2.4.3 In a multiplicative formula, one cannot charige weight of one factor, or add a factor, withou
changing the relative weights of all the other dast sometimes quite radically. The interactiotwieen
factors is complex. Consequently, some membertdesrhave criticised the allocation formula beeaus
it is difficult for a government to understand wiaa¢ the most important things it needs to do forave

its allocation.

2.4.4 This complexity was magnified when the WB/IDB#anged its formula, thereby double counting
“governance” and giving the “governance factor'ud-exponent. That is, the current WB/IDA formula
has exponents on exponents. Not surprisingly, Ifficgtion is one of the main themes of discussabn
present, and WB management has undertaken to gilapéification options in front of the IDA Deputies
during the IDA 15 replenishment negotiations.

“... Management proposes that the country performarating formula be simplified and its
outcomes be made less volatile. Simplificatiorhefformula is necessary at a time when IDA is
taking steps to be transparent about how its resesiiare allocated through public disclosure of
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its country performance assessments. A simplerdlarnvould promote a clearer understanding
among partner countries of which factors most ierfice IDA allocations*®

2.4.5 In contrast, the allocation formula of IBBs much simpler. (Appendix C Table 2) IDB decides
how much weight it wants to give to country need how much to country performance. It then divides
the total money accordingly into two pots and ales each pot of money separately. For example,
suppose IDB has $100 of Fund for Special Operat{b8©) monies to allocate. If the Bank decides to
give 60% weight to country performance then it sefisle $60 and allocates that amount among member
countries strictly according to their performancerss alone. The remainder, $40, is allocated grtfuan
same countries but according to the “country neatteria” alone. It is a simple system and no
econometrics is needed to understand the weigbacdt factor in the formula. For this reason, DB |
Board is able to understand and control the aliocatwhereas the WB/IDA Board relies more on expert
staff for guidance.

2.4.6 AfDB has adopted a formula that is similathe WB/IDA formula, except in two aspects: (1) the
“governance factor” in its allocation formula doest have a separate exponent and is, therefor®, les
complex and (2) AfDB adds a “post-conflict enhaneatfactor” to its formula rather than dealing with
post-conflict countries separately, with a sepasateof performance criteria, as the WB does.

2.4.7 In 2005, the ADB set out to harmonise itoadtion formula with the WB/IDA system.
However, it did not like the obvious double cougtiof “governance”, which in the WB/IDA formula
appears both in the “policy and institutional periance” factor and also separately as the “goveman
factor”. Therefore ADB removed the “governancestdu” from its policy and institutional performance
score and had it only as a stand-alone factordarfdhmula. ADB then chose exponents for each fdato
its allocation formula that, together, result itoeftions that are identical to those that ADB vaoobtain

if it used its own data and the WB/IDA formula. dammary, ADB has a more elegant, but still complex
formula that produces the same allocation resbls the WB/IDA formula would produce if used with
ADB data.

2.4.8 IFAD is an interesting case among the sng#haies because, like CDB, it took the WB/IDA
formula, changed the exponents to fit its own fities (giving much more weight to relative povetfiyr
example, and much less weight to population) amttdc new factor that reflects its special man(ate
policy and institutional performance score for theal sector alone). This is similar to what CD&sh
done with its formula, except that CDB added a gtability factor that reflects regional conditiarasher
than reflecting a particular sector mandate akércase of IFAD.
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3. _POLICY AND INSTITUTIONAL PERFORMANCE

3.0 Defining “Policy and Institutional Performance”

3.0.1 One of the two measures of country performancCDB’s allocation formula is called the
Poverty Reduction Effectiveness SituatifPRES). It is a measure of policy and institusiion

performance, based on 17 performance criteria. fppendix C Table 4). Bank staff assigns a score t
each country on each criterion, in light of theomfation available and professional judgement.

3.0.2 Other MDBs use similar variable$or the same purpos&. This is partly because most of the
allocation formulas were adopted soon after thelipatipn of WB research that indicated that
development aid was effective only in the contekigood policies and institutiotsin the recipient
country’® However, the adoption of this variable also rtfea reluctance to assess country performance
by results. It was thought that economic growtlr, éxample, is affected by too many exogenous
variables to be a good measure of government peafoce, at least in the short term.

3.0.3 Each member country receives an allocatigoraportion to its allocation score (in additionit®
access to any set-asides). The absolute valubeopérformance variable is used in the allocation
formula’® However it is not the absolute scores but thetire scores that affect the allocations of funds.
This is important because the relative countryqremince can change from year to yédfor example,
Dominica improved from 16in 2003 to 18 in 2006. (See Table 3.1).

TABLE 3.1: CDB PRES SCORES AND RANKS, 2001, 2003MD 2006

2001 2003 2006
Country Rank Score Rank Score Rank Score
Antigua and Barbuda 17 2.10 17 215 17 2.87
Guyana 16 2.50 13 3.13 14  3.10
Dominica 15| 2.68 16 2.46 10| 3.39
Belize 14 282 14 3.10 15 3.06
St. Kitts/Nevis 13 2.89 12 3.16 13/12/11 3.30
St. Vincent/Grenadines 12 2.92 11 331 13/12/11 3.30
Turks and Caicos 11 2.93 07 3.58 9/8 3.40
Grenada 10 2.94 15 3.01 16  3.00
Jamaica 09 3.12 09 3.40 6/7 3.7Q
St. Lucia 08 3.22 04 3.75 4/5 3.80
British Virgin Islands 07 3.23 10 3.38 9/8 3.40
Montserrat 06 3.25 08 3.50 4/5 3.80
Anguilla 05 3.34 02 3.98 13/12/11 3.30
Trinidad and Tobago 04 3.49 06 3.65 3 3.82
Cayman Islands 03 3.70 05 3.66 6/7 3.70
Bahamas 02 384 01 4.03 2/1 3.90
Barbados 01 3.89 03 3.90 2/1 3.90
Haiti
Suriname

Score on Scale 1-5
See Appendix A, Table 1, for more details



REVIEW OF THE UNIFIED SPECIAL DEVELOPMENT FUND RESO URCE ALLOCATION SYSTEM

3.1 CDB Review of the PRES

3.1.1 In 2006, CDB undertook a review of the PRESBhe resultingDiscussion Noteoncluded that
the process is basically sound and largely harrednigith the WB/IDA and other MDBs. The Note
recommended two main reforms. First, the scoringgss needs improvemé&rand, second, the scoring
instrument needs improvement.

3.1.2 The Discussion Note describes when each gdote 5) is appropriate for each of the PRES
performance criteria. It also makes referencelkevant literature and data series.

3.1.3 However it does not address the matter akescsub-criteria that has been the key development
at the WB during the past three years. The WB/H& developed scored sub-criteria (typically tloee
four for each criterion). That is, it has broké&n16 policy and institutional performance critanto sub-
criteria. It is the sub-criteria that are scoréekatly. The score on each criterion is the averafjthe
scores on its sub-criteria. The intent is to middeescoring more consistent across countries byrecat

the concrete sub-criterion level rather than alekel of general criteria.

3.2 The PRES and the WB Country Policy and Instituibnal Assessment (CPIA)

3.2.1 CDB'’s PRES variable is based on the WB/IDAACYariable, as it existed in 2001. At that time,
there were 20 criteria in the CPIA, each equallyghied (5%). They were arranged in four clusters.
CDB took a similar approach, although it gave ptvessues greater visibility. Also, CDB made
“environmental sustainability” a fifth “cluster” adriteria, rather than being only one criterionhaitthe
“economic management” group. This was to reflhetimportance and the fragility of the environment
in the Caribbean. Environmental sustainability \ga®n a weight of 10% and, to enable this, thegivei

of “structural policies” (trade, financial sectand business environment) was reduced from 25%%o. 1
(Appendix A Table 3 shows a comparison between CEX8ria and WB/IDA criteria in 2006).

3.2.2 Over time, both CDB and the WB/IDA have mudiftheir formulas, so they are different from
five years ago. For example, the WB/IDA has redute number of criteria from 20 to 16. Describing
the recent changes the WB/IDA staff have said:

“Measurement has improved... To begin with, the gatanderpinning the ratings have become
very explicit. Previously, they were specified dolythe top and bottom ratings (for ratings “2”
and “5” to be precise) and were not very exhaustieey now cover all rating levels (from “1”
to “6”) in detail. In addition, each question is mently made up of two to four sub-ratings,
which need to be evaluated separately. Country $eare therefore discouraged from basing
their ratings on selected areas in which the cogrmerforms particularly well, but have to
address all areas ... Moreover, country teams havprovide written explanations that justify
their ratings. Finally, the Bank-wide reviews oétregions’ (proposed scores) have become more
thorough. The networks perform more in-depth quatitie and qualitative analysis, often
complemented by external indicators... (Performarames) also benefit from the advances
made by other agencies in improving measuremddéspite these measures, as with other
governance indicators, CPIA is still subject tote@ measurement errors”

3.3 Scoring Procedures and Rating Team
3.3.1 The PRES for each country is calculatedwasighted average of its criteria scores. The wsigh
are defined in the working paper “Allocation of t8pecial Development Fund Resources (Fifth Cycle),

June 2001". The PRES score reflects the qualith®fcountry’s current policy/institutional perfeance
— its actual situation not its stated intentiori3evelopment results (such as growth rates) arentake
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account, but these are influenced by many factesgomid a government’s control. The main focus is
policies and institutions, which are within its tah.

3.3.2 In the past CDB’s Country Analysis and Politit of the Economics Department has scored the
PRES. Each Country Economist makes the score ifoohher assigned countri€s. Thereafter, a
general meeting of all of the Economists in the tUtiscusses the performance scores. In 2005,
functional specialists in Projects Department (mrnent, gender, social development) were asked to
contribute to the country performance scores imanmk¢p criteria related to their specialties. hiétte was a
lack of consensus on a performance score for acplkmt country and criterion, the Director of the
Economics Department has made a final determination

3.3.3 There is an alternative approach. The WBus#gs the analysis of scores (the “work-up”) from
the scoring itself. Country Economists and funwdilo(network) specialists develop suggested scamds
short supporting texts, but a Rating Team of senianagers, chaired by a senior policy advisor ¢ th
President, decides the final scores (not the CguBtionomists). Of course this requires senior
managers’ time, which is scarce; but it would henany potential benefits both within the Bank and in
terms of the external credibility of the performan@atings. We believe that it is worth the senior
manager’s time once a year to consider the braageraf BMC performances in depth.

Recommendation 3:

3.3.4 We recommend that CDB convene a Country Redioce Rating Team once each year to
consider, revise if necessary and approve the P&EE@try performance ratings. The Rating Team
should comprise a small number of executive marsag@ne good designh would be to have the Vice-
President (Operations) as Chair, and, as memlherg)itector Economics, the Director Projects, dred t
Director Finance and Corporate Planning. To migérthe time burden, the size of the team should be
kept to four.

Recommendation 4:

3.3.5 The Rating Team should be supported by thent®p Economists and by topic specialists in
Projects Department. We recommend that the inptiteoCountry Economists should be coordinated by
the Chief Country Economist who should present psep performance scores to the Rating Team for
those criteria most relevant to the Economistseettpe. The input of the functional specialisteugd be
coordinated, and presented, similarly by the DarnsiChief, Project Services Division. For each
performance criterion, Country Economists in EcomsmDepartment and functional specialists in
Projects Department should prepare worksheets giestied scores on each criterion, each with a
supporting text. The rating meeting should be lel8ebruary and the background work for the seprin
exercise should be integrated with the developrmE@DB’s Annual Economic Review

Recommendation 5:

3.3.6  We believe that the Bank is ready to makeewidse of the performance scores in policy
dialogue. This should be selective. If, for exéanghe Bank selected one “country performance
criterion” each year for intensive review (includia cross-country comparative study of performdede
by Economics or by the Project Services Divisianyvould be well prepared to present and explain
country rankings on that criterion. TA@nual Economic Reviewould, in our opinion, be a good venue
for such discussion.
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3.4 The Scoring Questionnaire

3.4.1 To reduce subjectivity, CDB and WB both uségaestionnaire” to help score policy-and-
institutional performancé. For each performance criteria, the questionrdgseribes the circumstances
in which it is appropriate to assign a score 02,13, 4 or 52 The CDB questionnaire was based on the
WB questionnaire in 2000, with some relatively nrinastomisation.

3.4.2 In the years since two things have happerfdct, the pressure to harmonise procedures across
the MDBs has increased; and, second, the WB questie has become more sophisticated.
Specifically, in the past two years, the WB haseabddub-criteria to each main performance criterion.
The sub-criteria number 46, about three per mater@n. It is these sub-criteria that are nowredo
although the questionnaire has not been fully reldged to reflect this. In general the sub-cratdrave
equal weights and each main criterion score isnplsi average of its sub-criteria scores. In twaesahe
sub-criztfria have different weights. Other MDB&etaa similar approach with some differences in
details?

3.4.3 CDB could continue to develop and custonts@erformance criteria, adding sub-criteria as the
WB has done and developing a more extensive questiee for country performance scoring, or,
alternatively, CDB could use the WB questionnaifEhere is at least one precedent for this since the
ADB decided in 2005 to use the WB questionnairefuture. If CDB further develops its own
guestionnaire, it requires a great deal of worlpeemlly to develop sub-criteria and guidelines for
scoring them. Experience in the first five yeafsC®B’s system indicates that finding staff time to
develop the questionnaire and keep it current tseasy. Using the WB questionnaire would result in
substantial savings in the economist and sectariajs time that would otherwise be needed to kaep
guestionnaire up to date. Using the same quegtimwould also facilitate some joint benchmarkirig
country performance by CDB and WB.

3.4.4 On the other hand, if CDB decided to harmmoffidly with the WB questionnaire, it would lose
some of the nuances that are possible when onts eraustomised approach. However, the structure o
CDB’s questionnaire is already very similar to théB’s. Its results, in terms of ranking country
performance, are probably the same as they wouldebe similar if the same scorers used the WB
guestionnaire.

3.4.5 Even if CDB used the WB questionnaire, itlddweep its own priorities for country performance.
That is, CDB could use the WB guestionnaire buigasiss own weights to the criteria therein.

3.4.6 In 2001, the full harmonisation option was$ apen because the WB/IDA scoring exercise and
the resulting scores were secret. Scores werglisoibsed even to the IDA Deputies, except in broad
ranges (quintile groups). This has changed. With disclosure in 2007, harmonisation and
collaboration with CDB on the questionnaire anddbenarks have become viable options.

Recommendation 6:

3.4.7 We recommend that CDB adopt the WB/IDA pokeyl institutional performance questionnaire,
while keeping its own criteria weights and applyitsggown judgment to generate scores. The PRHES wil
need minor adjustments to cope with this changeaning instrument.
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Governance as a Performance Criterion

3.4.8 Governance is important to all aspects oéltgment and particularly important in the coniaixt
debt problems and policy-based lending. The CDBE®Rcontains a cluster of criteria called
“Governance/Public Sector Management”, which covéhng rule of law, anti-corruption and
accountability institutions, civil service, revenumobilisation and budgetary management; and
management and efficiency of public expendituré€ee Appendix C Table 5 for a comparative view of
the weight of “governance” in the MDBs’ concessignaesource allocation formulas.)

3.4.9 The WB recently published a review of its erignce with “governance” in the concessionary
resource allocation formufd. “Governance” is one of the clusters of criteriaits assessment of policy
and institutional performance (CPIA), entitled “Ralsector Management and Institutions”.

3.4.10 The WB cluster contains five criteria: (Ipperty rights and rule-based governance; (2) tali
of budgetary and financial management; (3) efficieand equity of revenue mobilisation; (4) quatify
public administration; and (5) transparency, actalitity and corruption in the public sector. latb the
CDB and the WB/IDA this cluster of criteria has aight of 25% in the assessment of country poliay an
institutional performance.

3.4.11 The WBJ/IDA has experimented with various sv&y emphasise “governance” in its allocation
formula, without great success. In its currendation formula, the WB/IDA has combined this chuist
with the “procurement efficiency indicator” fronsifAnnual Review of Portfolio Performance and called
the combined variable “governance”. It is, cleangainly public sector management rather than
governance more broadly defin€dThe previous approach (a “governance factor” usediscount
allocations) was deemed too draconian and the mtuapproach (double counting the public sector
management criteria in the allocation formula) doaisseem appropriate either.

“The PBA formula has become more complex. Doubletioguthe CPIA governance cluster and
the procurement flag from the ARPP, and introdu@ngexponential multiplier in the form of the
governance factor, has made the calculation anerpretation of the country performance rating
more complexAs a result, it is difficult to say how much eammponent contributes to and
weighs within the formula. This complexity of thenfula is especially problematic at a time
when IDA is taking steps to be transparent about fie resources are allocated through public
disclosure of its country performance assessméitplaining how allocations change at the
country level due to changes in underlying coumpieyformance is not straightforward and this
difficulty has surfaced regularly in conversationgh country teams and governments who want
to know what impact improvements in certain comptser clusters of the CPIA would have on
the final country performance rating, and therefatlocation”?’

Recommendation 7:

3.4.12 CDB has selected an appropriate weighthfer‘¢overnance cluster” of performance criteria in
the PRES. Nothing additional is needed to emplatssmportance.

3.5 Sector Specialists, Thematic Studies and CougtPerformance Scores

3.5.1 One of the key challenges in managing CDRjacessionary resource allocation system is
finding a way to generate country performance stwe each performance criterion. To date the Bank
has relied on the professional judgment of the trgueconomists, with some assistance from sector
specialists in 2006. One can see the rationaléhtBoeconomists to do the scoring for those perdocea
criteria closest to the economists’ expertise, udilg the following items in the performance

-10 -



REVIEW OF THE UNIFIED SPECIAL DEVELOPMENT FUND RESO URCE ALLOCATION SYSTEM

guestionnaire: Trade Policy, Financial sector &fficy and soundness; Factor and product markets and
prices; Revenue mobilisation and budgetary managemdanagement and efficiency of public
expenditures; Fiscal policy, Monetary policy anddtral financing policies.

3.5.2 However there are other PRES criteria that Ieacloser to the sector expertise to be fouriden
new Project Services Division of Projects Departmérhese include:

- Social Analysts:
Framework for poverty reduction policy. Enhancidge thuman capital of the poor.
Enhancing the economic capital of the poor. Eqaitgt social safety nets

- Gender Specialist:
Gender, empowerment and participation

- Governance Specialists:
Rule of law. Anti-corruption and accountability fitgtions. Civil service

- Environmental Specialists:
Environmental laws, regulations and institutionsviEonmentally damaging subsidies
and other damaging practices

3.5.3 Specialists could score these criteria indhume way as the economists presently score them.
However, progressively, they need to be supporiedrbss-country thematic studies to be really well
based. Perhaps only one such study could be akéereach year because they are expensive, e in t
long run they are very important to CDB’s expertigel credibility.

Recommendation 8:

3.5.4 (A) We recommend that responsibility for eéifnt PRES criteria be divided between Economics
Department and Project Services Division to dowloek-up of possible scores for the Rating
Committee to consider. A work-up will comprise theggested scores by country for each
criterion supported by a short comparative text.

3.5.5 (B) The scores and supporting text will imelprofessional judgment supported by periodic
cross-country-comparative thematic studies. Wemaoend that commissioning such thematic
studies should be an eligible use of SDF (U) funds.

3.6 Harmonisation and Cooperation with Other MDBs

3.6.1 The idea of benchmarking is to assess tHerpgnce scores of one or more countries in detail
so that the scorers of other countries’ performamaee something against which to judge appropriate
scores. Benchmarks would improve the consisteffigcaring within the CDB and, possibly, between
the CDB and other multilateral institutions thatabcore Caribbean countries’ performance.

3.6.2 A ‘benchmark’ borrowing member country maydadected for each performance criterion. The
benchmark country could be different for each dote if appropriate, or the same for all criteridhe
benchmark country is chosen not because it isyliteeleceive any particular score, but rather bseais
performance and the appropriate score are likelyetalear. Logistically it is generally easieriave a
single benchmark country (although the WB had 22086 to ensure that each region was represented in
the benchmark group).
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3.6.3 The WBIJ/IDA relies on benchmarking to ensuomsistency of performance scoring across
countries and regions. For instance in Decemb86 28e WB conducted a benchmarking exercise in
preparation for the main country performance sgpgrercise in March 2007. Twefityountries were
scored against the policy and institutional perfange criteria. There were two Caribbean countries
the benchmark group — Guyana and Grenada.

3.6.4 One can envisage the possibility of a joedhmarking exercise involving CDB, IDB and the
WB/IDA. Similarly one could envisage joint benchkiag of the environmental criteria between CDB
and the Global Environmental Facility (GEF), whadko operates a PBA system.

Recommendation 9:

3.6.5 We recommend that CDB explore the possibdityoint benchmarking with other multilateral
development institutions working in the Caribbeac|uding the IDB and the WB. CDB should send an
economist, one or more sector specialists and aluaor from the Evaluation and Oversight Division
(for general methodology and for the portfolio peniance variable) to Washington D.C. each year to
participate in the joint MDB “country performanceerithmarking exercise”, which is generally in
November/December.

3.7 Disclosure, Country Dialogue and Peer Input
Disclosure

3.7.1 CDB has been in the forefront of MDBs in melga disclosure of all aspects of the performance-
based concessionary resource allocation systenunt§operformance scores disaggregated to the level
of individual criteria have been available to theaBl and to any country that wishes to ask. (See
Appendix C Table 10 for a comparative table of ldisere practices among MDBS.)

3.7.2 The WB has disclosed less than the CDB. Famynyears it disclosed only the quintile ranks of

country performance (top fifth, bottom fifth, etc.)t now discloses the performance scores of each
member country, whether IDA eligible or not, butdites not disclose the actual dollar allocations by
country.

3.7.3 Obviously full disclosure is necessary if BIRES is to be a significant part of the CDB’s ppli
dialogue with member countries. In principle thRES provides a framework for country dialogue.
Written text in support of the PRES scores wouldabaseful addition. It would be sensible, in most
cases, to undertake such a dialogue in conjunetitm other MDBs that are also scoring the country’s
performance.

Peer Input to Country Performance Ratings
3.7.4 In the medium term CDB should engage its BMEsa dialogue as input to the country
performance scores. At some stage in the futuig é¢onceivable that two or three BMCs each year
(perhaps on a rotating basis) might be invitedadigpate in the annual meeting of the CDB’s Coynt
Performance Rating Team, providing a peer persgeoti country performance.

CDB-Country Policy Dialogue
3.7.5 A third kind of dialogue involves “triggersThe idea is that a country would receive nonglsi

allocation figure but a range. Thereatfter its acallocation would be high or low in the range eleging
on its short-term performance on agreed policy iastitutional objectives. The WB and ADB tried to
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implement “triggers” for some years. In princighe approach may strengthen policy dialogue; but in
practice it proved too complex and too demandingupervision time, and was discontinued.

Recommendation 10:

3.7.6 (A) We recommend that CDB explore the pobsitof an annual discussion with each BMC on
its performance ratings, perhaps jointly with othrrtilateral institutions that now score country
performance (including WB/IDA and IDB).

3.7.7 (B) To facilitate dialogue, we recommend tath set of scores (by country and by criteri@n) b
supported by a short written t&k{See Appendix D for an example of a WB templatetfiis
purpose). This would involve greater disclosurantthe WB currently undertakes, since, at
present, it discloses the scores but not the stipgdext.

3.7.8 Dialogue could also be facilitated by a gysthat alerts CDB to projects or portfolios at risk
The WB/ADB “red flag” system performs this functiGghppendix E).

3.7.9 Some multilateral institutions have foundttipalicy dialogue is more possible, and more
productive, when it is related specifically to caspects of the institution’s mandate. For examniple
GEF calculates a country performance index thamnly partly portfolio performance (See Section 4.0
following). It contains two other variables exlig focused on the environmental mission of theFGE
(See Appendix F).

3.8 The Influence of PRES on the Allocations

3.8.1 The PRES appears to have had a strong ic#uen the SDF (U) allocations. For example,
consider the performance scofesnd dollar allocations of six member countliefour of which are in
Group 3, one in Group 2 and one in Group 4. Tlesmtries display a strong correlation between PRES
performance and SDF (U) dollar allocations. (Fig8r&). The correlation coefficient is approximgtel
0.76, which is very high. About 57% of the varlapiof SDF (U) dollar allocations is explained by
country performance (PRES), in these cdes.

3.8.2 However in some other cases PRES has not sseenfluential. Dominica, for example, has

received a greater allocation per capita than onaldvexpect purely on the basis of its policy and
institutional performance scote.In contrast, St. Lucia received a per-capitacallion that was less than

its PRES performance score alone might have peatictSt. Lucia’s population is more than twice
Dominica’s and its per capita income is about 258hér. On the other hand its portfolio performance
score was better and its vulnerability index higher

3.8.3 In summary, a country’s PRES performancenigeneral, a strong influence on its SDF (U)

allocation, but there are four other factors in @lecation formula, each of which can be influehtn a
particular case.
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FIGURE 3.8: PRES PERFORMANCE AND PER-CAPITA SDF (U) ALLOCATIONS,
SELECTED COUNTRIES, 2002-2006

Per Capita
Allocation 0
350 Dominica
2.81, $360

St. Kitts/Nevis 0

300 3.16, $305
St. Vincent &
Grenadines / |0 0
250 3.21, $259 Turks & Caicos
3.33, $257
Grenada 0
3.02, $213
200 St. Lucia
0 3.63,%$190
150
Belize
100 0 3.02, %$99
Guyan 0
2.97, $75

50

2.5 2.6 2.7 28 2.9 3.0 3.1 3.2 3.3 3.4 3.5 3.6 3.7

Performance
(PRES)

Notes:

“Per capita allocation” is for SDF 4, 5 and 6 takegether. See Appendix A, Table 5.
“PRES Performance” is the average of four PRESais@s, 2001 to 2006, See Appendix A, Table 1
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4. COUNTRY PORTFOLIO PERFORMANCE

4.0.1 All of the multilateral institutions that atlate concessionary resources by formula use tgiortf
performance” as one variable in the formula. Ittlh® minor component in assessing country
performance. (“Policy and institutional performahrsethe major component, in all instances.)

4.0.2 The CDB gives the performance of the coust@DB loaft* portfolio a weight of 30% and it
gives policy/institutional performance (PRBSa weight of 70%. These weights are similar séhof
other institutions, although both the WB/IDA ande tADB give portfolio performance a somewhat
smaller weight, 15%-18% in the case of ADB. (See@dmlix G); and 20% in the case of IDA (See
Appendix C Table 3 and Appendix H).

4.1 Defining Portfolio Performance

411 Most MDBs use a “red flag” system to meagumgect performance. However they vary in the
way in which “red flags” are converted to a perfamoe score. The WB uses a simple measure of
percentage of projects at risk. IDB, in contraddes not convert raw percentages of problem/alert
projects to a 1-6 scale using an arbitrary equnaddable. Instead the IDB measures a country$qdior
performance as the undisbursed amount in probleonailert projects compared with the total amount
undisbursed from all current projects in the copliéxpressed as a percentatjejSee Appendix I). The
AfDB goes a step further and includes potentiatlyopematic projects as well. (See Appendix J)

4.1.2 CDB keeps Broject Performance IndefPP1)*” which reports project performance scores based
on the Bank's PPES. The project performance @ifemre strategic relevance, poverty relevance,
efficacy, economic efficiency, institutional devetoent impact, and sustainabilify. A country’s
portfolio performance scoris the average performance score of all currergstment projects.

4.1.3 This is a distinctive system that meets siea®l of good practice among the MDBs. The
performance index number captures a good dealfofnmation. Its strength is that it is based on the
performance of all active investment loans, noyaml the percentage of “projects at risk” as otfi&Bs

do. However the system needs to be up-dated aedded to cover technical assistance (TA) operstion
(at least over a certain size) as well as investrmperations.

4.2 The Small Portfolio Volatility Problem

4.2.1 If a country has a small CDB portfolio (ségss than three operations, including TA projects)
then its portfolio performance score might not begand indicator of its true performance. The
performance score might be unstable, changing suodisily when a new project enters or a completed
project leaves the portfolio.

4.2.2 The form of the allocation formula exacerbatds instability. CDB’s allocation formula is a
multiplicative one. Therefore the allocation outeis equally sensitive to each and every variabthe
formula (putting aside for the moment the issudifierent weights for different variables). To neathe
point another way, a 25% change in “vulnerabilihgds the same effect on the allocation outcome as a
25% change in country performance.

4.2.3 However, as a practical matter, the valuesoofie variables do not change much from year to
year (population, per capita income, and vulneitgbilor example) and, in contrast, the values mhe
variables can change a lot. Therefore it is teisoad set of variables (PRES and PORT) that tend to
result in changes in allocations from year to year.
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4.2.4 This is fine if the changes in the varialddues are meaningful. Unfortunately this is somes
not the case. For example, PORT is quite volatilen artificial way, and its volatility can lead major
changes in a country’s allocation for no betteisoeathan a single project has moved into or ouhef
country’s small portfolio.

4.2.5 Consider a country with two projects curiantear 1. The better project has a PPI of 7.5thad
worse project a PPl of 2.0. Imagine that in Ye#ni& country has only one project still activéit is the
better project then the country PPl in Year 2 wal 7.5 and if it is the worse project that is sittive
then the country PPI will be 2.0. Imagine furthieat the country’s PRES is 3.0. In the first ctse
country performance factor will be (0.7*3.0 + 0.35F = 18.9, and in the second case the country
performance factor will be (0.7*3.0 + 0.3*2.0) 229. To put it another way, this country’s allooati
could be more than twice as large in the secondif/#ge worse project is terminated in Year 1.

4.2.6 This artificial volatility is a serious pravh for CDB because several BMCs have small
portfolios of capital investment projects. In 200&r instance, at the time the PPl was calculdited
reporting to the Board, nine BMCs had two or fewsetive capital investment projects. Eight other
countries each had seven or more projects eaclte PHi is an unstable measure for the first set of
countries and a much more stable measure for ttundeset.

Recommendation 11:

4.2.7 We recommend three things to ameliorate il portfolio problem in the PORT variable: (1)
CDB should extend its PPI to include all operatjonsluding technical assistance over a certaie arm
this requires entering full information into the rBaolio Performance Management System for TA
projects as well as capital investment project$;tii2 country portfolio performance score should be
average® over all project scores for the previous threergeeather than only current projects; and (3)
where a country still has such a small portfoliatt@DB judges that its portfolio performance sasreot

a reliable measure of its performance, we recomntieaidPORT be given zero weight in the calculation
of these countries’ allocations (that is, counteyfprmance would be judged solely by PRES).

4.3 Portfolio Performance Issues
Capital Projects or All Operations?

4.3.1 Most institutions base their portfolio perfance scores on all operations. CDB does not
presently score TA operations, so the PPl is basédon investment projects. A recent evaluatibn o
CDB’s TA operations found no bar to extending perfance scoring to all operatiofis.If this were
done then the PPI could be based on all CDB opastivhich is desirable in itself and would harnseni
the CDB’s approach with other multilateral institus.

Should “portfolio performance” be based on the PBf on “projects at risk™?

4.3.2 All other institutions base their “portfolmerformance” scores on “projects at risk” which, in
turn, is based on a system of “red flags” (See AdpeE for a comparative table). In 2002, CDB etht
its intention at some time in the future to consi@éprojects at risk’ variable in its allocatioorimula for
concessionary resources. It does have such @laimits PPMS? The CDB project-rating form that is
comelseted after each supervision milestone indsctitat the project is ‘at risk’ if more than onedrflag’

iS up.

4.3.3 However CDB does not currently use “projexttask” in its resource allocation formula. Itass
a Portfolio Performance Indexwhich is the average performance score of akkstment projects active
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at the time. Therefore CDB is the only MDB to udkita project evaluation data (not only data for
“projects at risk”) as the basis for a ‘portfolierformance’ variable in the resource allocationfola.
This should provide a better basis for the ‘portf@erformance’ variable than projects-at-risk, dese it
captures information about the quality of all aetprojects rather than only the small group of guty at
risk. It also helps avoid or lesgégertain traps inherent in the at-risk calculatiootably that terminating
a non-performing project (and thereby removingant the at-risk category) can artificially and ctarn
intuitively sharply improve the country’s portfolerformance score. Also, at a practical levelBGias
so few projects flagged as “at risk” that the measloes not distinguish much among BME€s.

Recommendation 12:

4.3.4 We recommend that CDB continue to use the(fRBier than the percentage of projects-at-risk)
as the basis for its “portfolio performance” vateab

The weight of portfolio performance in the allodan formula.

435 The 30% weight of “portfolio performance” the “country performance” factor in the PBA
formula is common among multilateral institutioakhough the WB/IDA gives it less weight (20%).

Recommendation 13:

4.3.6 We recommend that CDB change the weight dRP@ the country performance factor in the
allocation formula to 20%. This harmonises wit WB/IDA and seems a reasonable weight. When the
volatility problems of the variable are remedie@BECmight wish to consider a weight of 30% againt A
the same time CDB should engage with other MDBsdeee on a consensus weight for “portfolio
performance”.

Should portfolio performance be the average of gletied project scores?

4.3.7 The IDB uses of the undisbursed amount iblpm/on alert projects (rather than the simple
number of problem/on-alert projects). In effedstiveights the performance scores by project sixe.
very small project that goes on alert, or a projeat goes on alert late in its life, will affebietcountry’s
portfolio performance score less than large prejacd early alerts. CDB does something similain vist
project performance scores, weighting the PPI bap lapproval amounts.

4.3.8 On balance the CDB approach seems betteonelfweights by the undisbursed balance of the
loan, then a loan project that remains bad througits life will gradually influence the country PRRss
and less as its budget gets disbursed.

Recommendation 14:

4.3.9 (A) We recommend that CDB continue to weithPPI by project size (approved budgets). This
will avoid small operations being overly influertia the country portfolio performance score,
balancing our recommendation that TA operationsglwtend to be small) should be included in
the base on which country portfolio performancedkulated. At the same time, weighting by
approved budget avoids the problem encounteretédiDB that a good (or bad) project declines
in influence on the country average PPI as it gaiglalisburses its monies.

4.3.10 (B) The focus on the currestate of the portfolio (rather than a longer vieaip lead to volatility

in scored? For instance the failure and closure of a wealeptocan result in an improved
country performance score without anything elsepbajng to the portfolio. CDB should count
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the score of a project terminated incomplete irtuating the country’s portfolio performance
score in that year; and should consider other waysenalise non-completion or extremely late
completion of project$’

Adjustment for the age of the portfolio

4.3.11 New portfolios tend to have an over-optiiniperformance score because problems have not yet
had time to emerge. It is difficult to assess gheformance of new borrowers [or a new governmént o
an established borrower, or a country that hasraevew loans] until sufficient time has elapsed to
expose problems.

4.3.12 Because managers in charge of projects at@ically underestimated the number of ‘projects
at risk’*® the WB adjusts the estimate to take into acccumiaiverage ‘net disconnéétbbserved in the
past between managers’ assessments and actuaimestédf the ‘net disconnect’ for a country during
the most recent WB fiscal year was 20% or mordf net commitments associated with unsatisfactory
projects, as rated by the WB Operations Evaluatizepartment, represent more than 40% of
commitments for completed projects over the pastyears, then this raises a red flag.

4.3.13 CDB could prepare an exploratory paper erdteconnect (if any) between early-year PPI scores
and scores on completion. If a significant disaarins found, CDB could consider an adjustmentofact
to each country’s average PPI linked to the avesageof the projects in the country portfolio. Tisi:mot

a high priority but could be investigated after estmeforms to the project performance variable are
complete.

The Scoring Scale

4.3.14 CDB scores portfolio performance on a s€sl) and other MDBs use 1-6. This has no
significant implications since (1) the portfolioseaifferent so there is no reason why a countoukh
receive the same or even similar portfolio scoremfdifferent institutions, even if the scoringas the
same scale; and (2) it is relatiperformance that matters to the allocation sontleasurement scale is
immaterial. However if CDB adopts the WB/IDA copntperformance questionnaire it would be
convenient to adopt the six-point scale at the siime, rather than have to adjust the related sgori
guidelines to a five-point scale.

Recommendation 15:

4.3.15 We recommend that CDB adopt the six-poinohty performance scoring scale.
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5. COUNTRY NEED

5.1 Defining Country Need

5.1.1 The SDF (U) allocation formula contains thrkegiables related to country need. These are
population, per capita incortteand country vulnerability. Together these vaeabhre a reasonable
surrogate for country poverty, although individyathey leave much to be desired as measures of
poverty. In general, CDB, like all other MDBs, dsebetter measures of poverty in its allocation
formula. IFAD has made some interesting effortsthis regard, using rural population (not total
population) and considering the addition of UN meas of the incidence of malnutrition.

5.1.2 Population and per capita income can be utseshdicate relative poverty as long as the
distribution of income is the same in the two coi@stbeing compared. However, since that will seld

or never be the case, a more direct measure ofutmbder of poor people would be preferable — say the
number of people (or families) earning less thangbverty threshold.

Recommendation 16:

5.1.3 We recommend that CDB study three poss#sliin regard to the “poverty” variables in the
allocation formula: (1) replace the population it capita income variables with the logarithm had t
population earning less than the poverty threshdldis would involve changing the weights of vatéh
in the allocation formula, since the variables teelwes would change; (2) replace only the popuiatio
variable with the population earning less thangbeerty threshold; Or (3) make replacements a )il
(2) with extra weight for the level of the indiggrapulation.

Recommendation 17:

5.1.4 The third needs variable is “vulnerabilityided on CDB'’s Vulnerability Index (200%). This
index combines vulnerability to natural disasterhwulnerability to economic shocks. We recommend
that CDB continue to use this variable.

5.2 Fragile States

5.2.1 MDBs have recognised that certain “fragilegtaes should be treated differently with regard to
concessional resource allocation. In post-disaptest-conflict or turn-around situations, CDB nreeed

to be more involved with a particular borrower thi#we standard resource allocation formula would
indicate. CDB’sNatural Disaster Strategy and Operational Guidetiiavere amended in February 2000
to provide further flexibility for an early respansluring the initial phase of recovery when distimres
affecting the poor are greatest. However, loansitgthin an emergency situation may not be fully
disbursed, and need to be returned to the fixedaon ‘pot’ as promptly as possible. At some st
residual, if any, needs to be reallocated for ofheposes, if it appears that not all the allogatidll be
needed for disaster response.

5.2.2 As well, there may be a need for some fléiggihiin ‘turn-around’ situations — that is, if a aotry

is undertaking important and difficult reforms, tBank may need to be supportive sooner than waoaild b
possible if it waits for results to show themseledsarly. In the case of countries that have haor po
policies but have reformed, increased technicapeoation may be warranted as well as, or prior to,
increased lending.

5.2.3 New members are in a special situation becthesy do not have an established track record on
‘CDB portfolio performance’, which is an importafatctor in the standard allocation formula. This may
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not be an immediate problem if early lending voluiselow and the new member’s allocation is
determined largely by a need for technical assigtdar governance and institutional strengthenamgl
BNTF-type projects, as is the case with Haiti. wedger some method needs to be developed to
incorporate new members and special cases witkipenformance-based allocation system.

Recommendation 18:

5.2.4 (A) A fixed country allocation for a new mieen is appropriate until the CDB has enough
experience to consider the country’s performanoaglwith other borrowing members in the
normal allocation exercise.

5.2.5 (B) For special cases of new members thag baxious governance problems CDB should give a
fixed allocation, as recommended above, and offeintrease that allocation according to
performance on negotiated criteria that might rdserthe post-conflict allocation criteffaused
by other multilateral development banks in simifarhique cases.

5.3 Volatility of Allocations

5.3.1 Some have criticised concessionary resoulloeation systems because the allocations are
volatile. A country’s allocation may vary substaily from one period to the next. The volatiliy the
allocation depends on its sensitivity to changebénvalues of variables in the allocation formula.

5.3.2 In the multiplicative formula, used by the ERnd modeled on the WB/IDA type of formula,
volatility in any factor has the same effect on #flecation as volatility in any other factor. Ths, a
20% change in population of a country will havedatlathe same effect on its allocation as a 20%mgka

in its per capita income or a 20% change in itsntguperformance score. If one is multiplying sede
factors together it does not matter which one mses by 20% because the number resulting from the
whole multiplication of all factors (which deterneim the allocation share) will be 20% larger whiarev
factor actually increases.

5.3.3 However, of course, the factors in the aliocaformula are not typically equally volatile.ol
volatility factors include population, per capiteome, and (in the CDB formula) vulnerability. Tl
the “country needs” factors do not tend to be walatin contrast, the country performance factans be
very volatile. The relative scores of a countryegard to policy-and-institutional performancertfmio
performance or governance can change markedly fneenperiod to the next. The most volatile factor
tends to be “portfolio performance” especially whike country has a small portfolio of CDB loansneO
good or bad loan can make a large difference tethatry’s performance score.

5.3.4 In practical terms the volatility of a cowrallocation is determined by its relative scoogs
each factor in the formula, and the propensityittoscores to changg. If there is little difference among
country scores on a particular factor then thisoiawill make little difference to the allocatiomtzome.
Similarly, if the relative scores of the member nwies in regard to a particular factor in the fatendo
not change much over time, then this factor wilhtcidbute little to volatility. The term “relativefs
important. If eligible member countries were sgobj® a lot of volatility in, say, their “vulnerdty”
scores, but these scores always moved up or dayethter, then this factor would have little influermn
the resource allocations. It is change in_thetivedascores that affects allocations. Therefore tpe ©f
volatility that matters is the volatility of rela® scores.

5.3.5 On average CDB scores of country policy amgtitutional performance, made four times

between 2001 and 2005, varied by 0.44 betweeroth@hd the high score (Appendix A, Table 1). Eight
countries out of 17 had differences between lowlsigt scores that were greater than 0.5. The cpunt
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whose scores varied the most was Dominica anddhetiyy whose scores varied the least was Barbados.
The average score across all member countriesease time the scoring was undertaken, increasing
from 3.11 in 2001 to 3.45 in 2005. Therefore sahéhe apparent volatility may be a result of “ggad
inflation”. The alternative explanation is thatlipg and institutional performance has in fact ioyed
significantly in the Caribbean from 2001 to 2008nly one country, Anguilla, received a lower sciore
2005 than in 2001.

5.3.6 The WB/IDA Deputies have identified volatjliof allocations as one of two themes (along with
complexity) for discussion during the forthcomiri@Al 15 negotiations.

“Another possible area for modification (of the alition formula) to reduce volatility relates to

the portfolio performance ratings. If this would beinterest to the Deputies, management will
explore options for simplifying the formula for clission during the IDA15 replenishment
deliberations’™®

5.3.7 The discomfort with volatility is partly fdaly the related discomfort with complexity. That is
volatility is less acceptable if it is difficult tonderstand the reasons for it. To some degreilyl is
inevitable in a system that distributes a fixed anmaf money according to relative scores. Somegim
country’s allocation will go up without any abs@uimprovement on its part (other countries’ scores
decline) and sometimes its allocation will go doathough its performance improves (other countries’
scores improve more). On the other hand, soméefopacity is the result of the WB’s choice of a
particularly complex allocation formula. To a lesgxtent one can say the same thing about the CDB
formula.

5.3.8 The allocation system of the IDB is, in piatless volatile. This is because it treats neml
performance separately; and the “country needgbfacas mentioned above, are not volatile. Caesitr
tend to keep their relative positions in regardptmpulation, per capita income and vulnerability.
Therefore the pot of money allocated solely acemydb country needs (typically about 40% of FSO
funds) tends to be shared among member countriesialn the same proportions from one period to the
next. In contrast, the 60% of FSO funds allocaedording to country performance is subject to the
same high volatility as shown by the multiplicatfeemula allocations (WB/IDA, ADB, AfDB, and
CDB). To summarise, a country’s total allocatioonfi IDB has one volatile component and one stable
component — so, overall, it tends to be less Jeldtian the fully multiplicative systems. The riéss
somewhat analogous to investing some money inestadids and some in volatile growth stocks.

A Volatility Problem?

5.3.9 Is volatility of allocations, then, a proble@mnot? It is a problem if the volatility of sorfectors

in the formula is more apparent than real. Fom®da, a country’s score on portfolio performanceyma
be volatile for no better reason than the inhehemipiness of a small portfolio or an unreasonablgrs
timeframe over which portfolio performance is measgu The classic problem has been a small partfoli
in which a badly performing project is terminateéreby cleaning it up and resulting in a bettetfptio
performance score. This problem can be allevidtecsome degree by lengthening the measured
performance period, using a “rolling” measure iagte®f a current snapshot of performance; and by
instituting some kind of demerit for projects tenatied incomplete. If these reforms were institutiken
“portfolio performance” would become more like “myl and institutional performance” — that is, still
volatile but largely in a meaningful way.

5.3.10 Policy and institutional performance (ane tblated “governance” factor in the formulas af th

WB/IDA, ADB and AFDB) tend to be somewhat volatil&his is because the effective range of scores
on country performance is from about 2.5 to abodtoh the scale 1 to 6 (WB/IDA), or about 2.0 t6 3.
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on the scale 1 to 5 (CDB). That is, the scorescamepressed within a small range. Therefore alsmal
change in score, say from 2.0 to 2.5, can havege laeffect on the relative score, and it is thatred
score than counts. Consider a simple illustratbran allocation between two countries that, in one
allocation period, score 2.0 and 3.0 on countrfqgoerance. If everything else is equal, Agroland wi
have an allocation score of 4A and Upland will haweallocation score of 9A, since country perforogan
has an exponent of 2.0 (the score is squared)refidre Agroland will receive an allocation of 4/@Bthe
whole amount of money available for allocation.t@u$100 it will receive an allocation of $30.77.

5.3.11 Suppose now that Agroland increases itstopperformance score from 2.0 to 2.5, not a major
step although a significant one. Its allocatiormber is now (2.8)= 6.25, and it will receive an
allocation of 6.25/(6.25+9)*100 = $41. Its alldoat has increased by a little more than one third i
response to the minimum possible cha&hdgeits country performance score. The questidthis — is a
change in a country’s performance score from 2.R.foimportant enough to justify an increase of one
third in its total allocation? Is the allocatioppeiopriately sensitive to country performance ait @ver-
sensitive?

5.3.12 Policy and institutional performance canngigasubstantially in a short period, for bettefar
worse, sometimes with a change of government regifie the extent that the change is real and
permanent it is appropriate that it be reflectetheacountry’s dollar allocation. However if a oty has

a record of erratic performance one might not wargenalise it or reward it in quite the same wayfa
the deterioration or improvement were smooth andticoous. This kind of volatility of country
performance, which is a form of country risk, slibbke penalised, but there is no way to do thisiwith
the existing formulas.

5.3.13 Measuring country performance over a lomgeiod, rather than taking a current snapshot each
year, would stabilise the scores. However thisld/idne a superficial solution. It would make coyntr
performance look more stable than it really is.

5.3.14 This report has made recommendations (aboveg¢gard to reducing the artificial volatility
caused by small portfolios. CDB could investigdte possibility of a more sophisticated approach to
country risk (volatility of country performance ses). It could consider whether a BMC's allocation
should be lessened by adding a risk premium/deneethe country performance score based upon past
volatility of performance. If this proves practica is an area in which CDB could lead MDB praeti
This is not a high priority but perhaps worth corssibning an exploratory paper.
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6. SETASIDES

6.0.1 CDB has a considerable amount in set-asiolespecial purposes that are untied to particular
countries. These include set asides for disastelsding HIV/AIDS, for regional projects, for prajt
management training, for the programme entitledd®aan Technical Consulting Services (CTCS), and
monitoring the Millennium Development Goals (MDGahd for economic research.

6.0.2 There is a case for decreasing the set-asirstime, and having something closer to a single
pot of concessionary funds indicatively allocatedatparticular country. However, in that case, CDB
would need a general reserve of funds to maintasanable flexibility, as, for example, IDB has.

6.1 Grants

6.1.1 SDF (V) funds are disbursed as loans andgyrafhe proportion of grants has increased over
time and exceeded 50% of new contributions to SBF Fhe recipient BMC benefits from a grant but
there are costs to CDB, including substantial tiowsts in providing and administering technical
assistance and some costs of lost interest anthtapiflows. There may also be other costs sich a
potential loss of ownership, commitment and finahdiscipline by the BMCs. These costs are
mentioned in CDB’s recent (2007) evaluation ofTis operations’ Their practical implication is that
many TA projects are closed incomplete.

6.1.2 CDB has agreed with the SDF 6 contributoas ginants shall not exceed 35% of approved project
budgets. As well CDB has made so-far-unsuccessfygsals to contributors for compensation simuar t
that provided to other MDB3.

“Contributors undertook a review of the issues assed with grant financing, including the
extent to which grants reduce SDF income and futewrbows and, therefore, the contribution of
internally-generated resources to future replenishta. They noted that the share of grants, as a
percentage of new contributions, had risen shatiplyrecent SDF cycles. They also noted,
however, SDF had traditionally included grants,sticularly appropriate for certain types of
activity, such as BNTF and TA, and they concluded grants continued to be important for
these purposes and for certain other purposes aigitbin the special allocations referred to
above. They underscored, however, the need to amaimh appropriate balance, and agreed that
the share of grant funding allocations in the bpsagramme level for SDF 6 should be no higher
than 35%.""

6.1.3 The important point for this paper is thaithwhe partial exception of the Basic Needs Trust
Fund (BNTF), SDF (U) grants are not allocated amoogntries by formula.

6.2 BNTF

6.2.1 Among the SDF (U) grant instruments, onlyBMNTF is allocated by country, using the standard
SDF (U) allocation formula. The other set-asid@sdrants are in single pools of funds, organisged b
topic (regional projects, disaster assistance, Bda@ability enhancement, MDGs etc and any eligible
entity (country or regional or sub-regional orgatisn) may apply for a grant of any amount. Thgdh
allocation of BNTF funds is made according to ti#SU) allocation formula. The incentive allocatio
will be made by criteria to be decided upon.
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Recommendation 19

6.2.2 CDB should continue to use the PBA formulantike an initial allocation of BNTF funds. CDB
should continue to have special criteria for altasaof the incentive portion of BNTF that relateimly
to specific performance on BNTF projects but whigday, in part, also relate to country improvement on

the general PBA performance criteria.
6.3 BMC Capacity Building TA
6.3.1 In 2006 CDB has commissioned an evaluatidts &fA operations. When the recommendations

of that evaluation are available CDB should consttieir implications for SDF (U) resource allocatio
processes, particularly in regard to the “portf@eformance” variable in the allocation formula.
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7. _FINDINGS AND RECOMMENDATIONS

7.1 Strengths and Weaknesses of the Present System

7.1.1 CDB has successfully implemented a performdrased allocation system for SDF (U) and
operated it for five years, through a whole SDHe&yd he Bank has customised the allocation fornmla
its needs but, at the same time, has maintaineghadegree of harmonisation with other MDBs and an
admirable degree of openness and transparency.

7.1.2 However, on the basis of experience ovepts five years, CDB has opportunities to enhance
its allocation system to target it more preciselytte Bank’s poverty reduction mission, to makevien
more systematic and transparent and less subject bmc changes, to make allocations more predictab
and less volatile, and to strengthen the resodloeation system as a vehicle for policy dialogue.

7.2 Summary of Recommendations

Recommendation 1:

7.2.1 The WB/IDA, the ADB, and the AfDB have harngsd on a single formula (or, at least, very
similar formulas). If IDB decides to harmonise lwihis group, despite the manifest advantagessof it
own simpler formula, then the case for CDB to de #ame would be strong. However since the
WAB/IDA intends to review and perhaps change itscaltion formula during the IDA 15 negotiations in

2007, we recommend that CDB wait to see the rémitire deciding on any changes to its own formula
(apart from a change in the weight of “portfoliafoemance” — see recommendation number 12).

Recommendation 2:

7.2.2 We recommend that CDB reallocate its SDFr@idpurces every two years at a minimum, as is
present practice, or annually if circumstancesirequ

Recommendation 3:

7.2.3 We recommend that CDB convene a Country HAadioce Rating Team once each year to
consider, revise, if necessary, and approve theSP&intry performance ratings. The Rating Team
should comprise a small number of executive marsag@ne good design would be to have the Vice-
President (Operations) as Chair, and, as memiber&itector, Economics, the Director, Projects, ted
Director, Finance and Corporate Planning. To misénthe time burden, the size of the team should be
kept to four.

Recommendation 4:

7.2.4 The Rating Team should be supported by thmtop economists and by topic specialists in
Projects Department. We recommend that the inptiteocountry economists should be coordinated by
the Chief Country Economist who should present gsep performance scores to the Rating Team for
those criteria most relevant to the economistseetige. The input of the functional specialisteiudd be
coordinated, and presented, similarly by the DonsiChief, Project Services Division. For each
performance criterion, country economists in Ecoiesrdepartment and functional specialists in Pitgjec
Department should prepare worksheets of suggestedsson each criterion, each with a supporting tex
The rating meeting should be held in February d&edbackground work for the scoring exercise should
be integrated with the development of CDBisnual Economic Review
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Recommendation 5:

7.2.5 We believe that the Bank is ready to makeewidse of the performance scores in policy
dialogue. This should be selective. If, for examphe Bank selected one “country performance
criterion” each year for intensive review (includia cross-country comparative study of performdede

by Economics or by Project Services Division) ituMbbe well prepared to present and explain country
rankings on that criterion. Th&nnual Economic Reviewould, in our opinion, be a good venue for

such discussion.

Recommendation 6:

7.2.6 We recommend that CDB adopt the WB/IDA pokeyl institutional performance questionnaire,
while keeping its own criteria weights and applyitsgown judgment to generate scores. The PRHES wil
need minor adjustments to cope with this changedning instrument.

Recommendation 7:

7.2.7 CDB has selected an appropriate weight fer‘gfovernance cluster” of performance criteria in
the PRES. Nothing additional is needed to emplatssmportance.

Recommendation 8:

7.2.8 (A) We recommend that responsibility for eifnt PRES criteria be divided between Economics
Department and Project Services Division to dowlek-up of possible scores for the Rating
Committee to consider. A work-up will comprise theggested scores by country for each
criterion supported by a short comparative text.

7.2.9 (B) The scores and supporting text will imelprofessional judgment supported by periodic
cross-country-comparative thematic studies. Wemsgend that commissioning such thematic
studies should be an eligible use of SDF (U) funds.

Recommendation 9:

7.2.10 We recommend that CDB explore the possibiftjoint benchmarking with other multilateral
development institutions working in the Caribbeac|uding the IDB and the WB. CDB should send an
economist, one or more sector specialists and atuaeor from the Evaluation and Oversight Division
(for general methodology and for the portfolio peniance variable) to Washington D.C. each year to
participate in the joint MDB “country performancesrithmarking exercise”, which is generally in
November/December.

Recommendation 10:

7.2.11 (A) We recommend that CDB explore the pa#silof an annual discussion with each BMC on
its performance ratings, perhaps jointly with otherltilateral institutions that now score country
performance (including WB/IDA and IDB).

7.2.12 (B) To facilitate dialogue, we recommend #&ch set of scores (by country and by criterbm)
supported by a short written t&{See Appendix D for an example of a WB templatetfiis
purpose). This would involve greater disclosurantthe WB currently undertakes, since, at
present, it discloses the scores but not the stipgdext.
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Recommendation 11:

7.2.13 We recommend that three things be done ®dianate the small-portfolio problem in the PORT
variable: (1) CDB should extend its PPI to includkeoperations, including technical assistance @ver
certain size; (2) the country portfolio performarsmere should be averag&dver all project scores for
the previous three years, rather than only cunpesjects; and (3) where a country still has susmall
portfolio that CDB judges that its portfolio penfeance score is not a reliable measure of its
performance, we recommend that PORT be given zasightvin the calculation of these countries’
allocations (that is, country performance woulduusged solely by PRES).

Recommendation 12:

7.2.14 We recommend that CDB continue to use tHgrater than the percentage of projects-at-risk)
as the basis for its “portfolio performance” vatab

Recommendation 13:

7.2.15 We recommend that CDB change the weightGRP in the country performance factor in the
allocation formula to 20%. This harmonises wit WB/IDA and seems a reasonable weight. When the
volatility problems of the variable are remedie@BECmight wish to consider a weight of 30% againt A
the same time CDB should engage with other MDBsdeee on a consensus weight for “portfolio
performance”.

Recommendation 14:

7.2.16 (A) We recommend that CDB continue to weitghPPI by project size (approved budgets). This
will avoid small operations being overly influertia the country portfolio performance score,
balancing our recommendation that TA operationdgdlwvtend to be small) should be included in
the base on which country portfolio performanceakulated. At the same time, weighting by
approved budget avoids the problem encounteretéiDB that a good (or bad) project declines
in influence on the country average PPI as it gaigulisburses its monies.

7.2.17 (B) The focus on the currestaite of the portfolio (rather than a longer vieah lead to volatility
in scores’® For instance the failure and closure of a wealjeptocan result in an improved
country performance score without anything elsepbajng to the portfolio. CDB should count
the score of a project terminated incomplete itwating the country’s portfolio performance
score in that year; and should consider other iaysenalize non-completion or extremely late
completion of project®’

Recommendation 15:

7.2.18 We recommend that CDB adopt the six-poiohtry performance scoring scale.

Recommendation 16:

7.2.19 We recommend that CDB study three possdsliin regard to the “poverty” variables in the
allocation formula: (1) replace the population goeit capita income variables with the logarithm hod t
population earning less than the poverty threshdldis would involve changing the weights of vatéh
in the allocation formula, since the variables thelwes would change; (2) replace only the popuiatio
variable with the population earning less thangbeerty threshold; Or (3) make replacements a )il
(2) with extra weight for the level of the indiggrapulation.
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Recommendation 17:

7.2.20 The third “needs variable” is “vulnerabilityased on CDB’s Vulnerability Index (200%). This
index combines vulnerability to natural disasteihwulnerability to economic shocks. We recommend
that CDB continue to use this variable.

Recommendation 18:

7.2.21 (A) A fixed country allocation for a new mieen is appropriate until the CDB has enough
experience to consider the country’s performanoaglwith other borrowing members in the
normal allocation exercise.

7.2.22 (B) For special cases of new members tha sarious governance problems CDB should give a
fixed allocation, as recommended above, and offeintrease that allocation according to
performance on negotiated criteria that might rddenthe post-conflict allocation criteria used
by other multilateral development banks in simytarhique cases.

Recommendation 19:

7.2.23 CDB should continue to use the PBA formalanake an initial allocation of BNTF funds. The
Bank should also continue to have special crittataallocation of the incentive portion of BNTF tha
relate mainly to specific performance on BNTF pctgebut which may, in part, also relate to country
improvement on the general PBA performance criteria
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APPENDIX A

SDF (U) ALLOCATIONS TABLE

TABLE 1: COUNTRY POLICY AND INSTITUTIONAL PERFORMAN CE SCORES, 2001-2005

Year Average Difference
2001- (low to

Countries 2001 2003 2004 2005 2005 Range high)
Dominica 268 246 271 339 281 2.46 t0 3.39 0.93
Antigua and Barbuda 210 215 260 2.872.43 2.10to 2.87 0.77
Anguilla 334 398 381 330 361 3.30t0 3.98 0.68
Turks and Caicos Islands 293 358 339 3.403.33 2.93to 3.58 0.65
Guyana 250 3.13 3.13 3.10 2.97 2.50t03.13 0.63
Jamaica 3.12 340 353 3.70 3.44 3.12t0 3.70 0.58
St. Lucia 322 375 375 380 3.63 3.22t0 3.80 0.58
Montserrat 325 350 350 380 351 3.251t0 3.80 0.55
St. Kitts and Nevis 289 316 3.29 3.30 3.16 2.891t03.30 0.41
St Vincent and Grenadines 292 331 331 3.303.21 2.921t03.31 0.39
Trinidad and Tobago 349 365 365 3.823.65 3.49 to 3.82 0.33
Belize 282 3.10 3.10 3.06 3.02 2.82t03.10 0.28
British Virgin Islands 3.23 338 344 3.40 3.36 3.23 10 3.40 0.21
Grenada 294 3.01 314 3.00 3.02 2.94t03.14 0.20
Bahamas 3.84 403 389 3.90 3.92 3.84t04.03 0.19
Cayman Islands 3.70 366 3.66 3.70 3.68 3.66 10 3.70 0.04
Barbados 3.89 390 390 3.90 3.90 3.89t0 3.90 0.01
Haiti
Suriname

Average: 3.11 336 340 3.45 3.33 3.11to 3.45 440.
Notes:

Scores are weighted averages of policy and ingiitat performance scores as described in “Allocataf SDF

V Resources”, (Working Paper, April 2001)

Raw Scores are on a 1 to 5 scale: 1.Very Poor @.PaSatisfactory 4.Good 5.Excellent
Average weighted scores: 1-2 Very Poor; 2-3 Poe#; Satisfactory; 4-5 Good to Excellent
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APPENDIX A
Page 2 of 9

TABLE 1A: SCORES ON PRES 2006 AND IFAD RURAL CPIA2004 COMPARED

2004 IFAD
2006 PRES 2006 PRES (standardised (Rural
Countries (CDB) for IFAD comparability) CPIA)
Dominica 3.39 4.02 413
Antigua and Barbuda 2.87 3.40 413
Anguilla 3.30
Turks and Caicos Islands 3.40
Guyana 3.10 3.68 3.73
Jamaica 3.70 4.39 4.13
St Lucia 3.80 4,51 4.17
Montserrat 3.80
St Kitts and Nevis 3.30 3.92 4.17
St Vincent and Grenadines 3.30 3.92 4,13
Trinidad and Tobago 3.82 4.53 4.17
Belize 3.06 3.63 3.63
British Virgin Islands 3.40
Grenada 3.00 3.56 4.13
Bahamas 3.90
Cayman Islands 3.70
Barbados 3.90 4.63 4,59
Haiti
Suriname
Average: 3.45 4.10
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TABLE 2: CDB AND IDA SCORES FOR COUNTRY POLICY AND INSTITUTIONAL
PERFORMANCE, 2005

CDB Scores by Year
Countries 2001 2003 2004 2005
Dominica 2.680 2.460 2.71 3.30
Guyana 2.500 3.130 3.13 3.10
Grenada 2.940 3.010 3.14 3.00
St Vincent and Grenadines 2.920 3.310 3.31 3.30
St. Lucia 3.220 3.750 3.75 3.80
Haiti
Average: 2.85 3.13 3.21 3.32
IDA and (adjusted) CDB Scores 2005
CDB CDB IDA
Countries 2005 CDB Adjusted Rank IDA Rank
Dominica 3.39 4.06 2 3.80 3
Guyana 3.10 3.72 4 3.40 5
Grenada 3.00 3.60 5 3.70 4
St Vincent and Grenadines 3.30 3.96 3 3.90 2
St Lucia 3.80 4.56 1 4.00 1
Haiti 2.80 6
Average: 3.32 3.98 3.76

Notes:

CDB Scores are weighted averages of performancesam criteria set out in "Allocation of SDF V
Resources", (Working Paper, April 2001)

CDB raw scores are on a 1 to 5 scale. CDB adjustaates are on a scale 1 to 6 to be comparable with
IDA.
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TABLE 3: COUNTRY PERFORMANCE CRITERIA OF THE CDB C OMPARED WITH THE WORLD BANK/IDA AND ADB

Caribbean Development Bank Criteria

World Bank (IDA) and ADB Criteria

Socially— 25% | Framework for Poverty Reductio Policies for social| 25%
inclusive Policy inclusion/equity
development Enhancing the Economic Capital
the Poor Equity of public resource use
Developing the Human Capital of th
Poor Building human resources
Equity and Social Safety Nets Social protection and labour
Gender, Empowerment and
Participation Gender equality
Structural 15% | Trade Policy Structural Policies  25% T,5de policies
policies Financial sector efficiency an
soundness Financial sector policies
Factor and product markets and pric
Enabling Environment for Private
Sector Development Business regulatory environment
Govc_ernance, 25% | Rule of Law Public sector 25% Property rights and rules-based governance
public sector Anticorruption and  Accountability | Management and
management Institutions institutions Transparency, accountability and corruption inghblic sector
Civil Service Quality of public administration
Revenue mobilisation and budgets
management Efficiency of revenue mobilisation
Management and efficiency of publ
expenditures Quality of budgetary and financial management
Macroeconomic| 25% | Fiscal Policy Economic 25% | Fiscal policy
management Monetary Policy Management Macroeconomic management
External financing policies Debt policy
Environmental | 10% | Environmental Laws, regulations ai

sustainability

institutions

Environmentally damaging subsidies
and other damaging practices

Policies and institutions for environmental susadifity

Source: CDB Social and Economic Research Unit, Beoes Department, Caribbean Development Bank
Source: World Bank, Operations Policy and Counewiees, CPIA 2005 Assessment Questionnaire, @5
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TABLE 4: CDB'S (COUNTRY POLICIES AND INSTITUTIONS) PERFORMANCE CRITERIA COMPARED WTH THE IDB CRITERIA

Caribbean Development Bank Criteria

Inter-American Development Bank

Socially—-inclusive development

25%

Framework for Poverty Reduction Policy
Enhancing the Economic Capital of the Poor
Developing the Human Capital of the Poor

Equity and Social Safety Nets
Gender, Empowerment and Participation

Structural policies

15%

Trade Policy
Financial sector efficiency and soundness
Factor and product markets and prices

Enabling Environment for Private Sector
Development

Governance, public sector 25% | Rule of Law
management Anticorruption and Accountability Institutions
Civil Service
Revenue mobilisation and budgetary managemen
Management and efficiency of public expenditures
Macroeconomic management 25% Fiscal Policy
Monetary Policy
External financing policies
Environmental sustainability 10%| Environmental Laws, regulations and institutions

Environmentally damaging subsidies and other
damaging practices

Source: CDB Social and Economic Research Unit, Booes Department, Caribbean Development Bank

Source: IDB
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TABLE 5: SDF ALLOCATIONS - SDF IV, V AND VI

Allocation of SDF Monies ($US000)
Total
Initial
SDF 4 SDF 5 SDF 5 SDF6  Allocations
Initial Initial Revised Initial (SDF 4,5
Loans and Grants Categories Allocation  Allocation  Allocation  Allocation and 6)
Loans
Anguilla (Grp 2) 2000 5010 2742 3,460 10,470
Antigua and Barbuda (Grp 2) 4000 2480 1760 2,262 8,742
Barbados (SDF 4 Grp 1, SDF 5 & 6 Grp 2) 1000 3420 1000 4,420
Bahamas (Grp 1) 1000 0 0 1,004
Belize (Grp 3) 10000 10810 6100 7,256 28,066
British Virgin Islands (SDF 4 Grp 2, SDF 5 Grp 1) 2000 0 0 2,000
Cayman Islands (Grp 1) 300 0 0 300
Dominica (Grp 3) 11000 5970 8760 8,404 25,374
Grenada (Grp 3) 11000 5610 7841 5,716 22,326
Guyana (Grp 4) 12000 21540 25378 22,906 56,4116
Haiti [Financial Intermediaries/Microcredit]) , a0 6,000
Jamaica (Grp 3) 19200 12300 8274 13,393 44,893
Montserrat (Grp 3) 6200 3480 3480 2,507 12,1847
St. Kitts and Nevis (Grp 3) 7400 3660 7400 3,562 4,622
St. Lucia (Grp 3) 11000 9130 10035 10,841 30,971
St. Vincent/Grenadines (Grp 3) 11000 7300 6500 1@,8 26,110
Trinidad and Tobago (SDF 4 Grp 1, SDF 5 Grp 2) aL7o0 3770 1000 5,47
Turks and Caicos (Grp 2) 3200 2440 1430 1,451 7,091
Total Country Allocations for Loans 114,000 96,920 91,700 95,568 306,48B
Unallocated 12000 12,00d
Loans - Disaster Mitigation & Fiscal Distress 080 18000 45,000 60,00
Regional Projects 4000 5000 9,00(
Total Allocations for Loans 130,000 116,920 109,700 140,568 387,484
Grants
Haiti (including in SDF6 $19M BNTF, $2M TA) 10000 5000 21000 3100
BNTF (Excluding Haiti) 18000 32000 32000 32000 2080
BMC Capacity Building TA (Excluding Haiti) 9000 2000 15000 10000 31000
Natural Disasters, HIV/AIDS etc 8000 8000
Regional Projects 4000 10000 1000
Project Training 1000 2000 300(
Caribbean Technological Consultancy Services 1000 4000 5000
Economic Research 1000 1000
Millennium Development Goals 4000 40p0
Total Allocations for Grants 30,000 54,000 56,000 91,000 175,000
Total Funding 160000 170920 165700 231568 562,488
Structural gap 25,932
Total Programme 160,000 170,920 165,700 257,500 562,488
Source: CDB, Corporate Planning Division, Dec. 800
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TABLE 6: SDF V ALLOCATIONS AND APPROVALS

Approvals  Approvals
SDF 5 SDF 5 SDF5 as % of as % of
Initial Revised Approvals Initial Revised
Loans and Grants Categories Allocation Allocation 2001-2004 Allocation Allocation
Loans
Anguilla (Grp 2) 5010 2742 0 0% 0%
Antigua and Barbuda (Grp 2) 2480 1760 395 16% 22%
Barbados (SDF 4 Grp 1, SDF 5 & 6 Grp 2) 3420 1000 0 0% 0%
Bahamas (Grp 1) 0 0 0
Belize (Grp 3) 10810 6100 3,615 33% 59%
British Virgin Islands (SDF 4 Grp 2, SDF 5 Grp 1) 0 0 0
Cayman Islands (Grp 1) 0 0 0
Dominica (Grp 3) 5970 8760 6,108 102% 70%
Grenada (Grp 3) 5610 7841 18,280 326% 233
Guyana (Grp 4) 21540 25378 28,936 134% 114%
Haiti 0 0 0
Jamaica (Grp 3) 12300 8274 12,465 101% 151P6
Montserrat (Grp 3) 3480 3480 0 0% 0%
St. Kitts and Nevis (Grp 3) 3660 7400 10,042 274% 136%
St. Lucia (Grp 3) 9130 10035 10,271 112% 102p6
St. Vincent and the Grenadines (Grp 3) 7300 6500 ,348 87% 98%
Trinidad and Tobago (SDF 4 Grp 1, SDF 5 Grp 2) ®77 1000 1000 27% 100%
Turks and Caicos (Grp 2) 2440 1430 372 15% 46%
Total Country Allocations for Loans 96,920 91,700 97,832 101% 107%
Unallocated
Loans - Disaster Mitigation and Fiscal Distress 5000 18000 14,050 94% 78%
Regional Projects 5000 0 0 0%
Total Allocations for Loans 116,920 109,700 111,882 96% 102%
Grants
Haiti (including in SDF6 $19 mn BNTF, $2 mn
TA) 10000 5000 0 0% 0%
BNTF (Excluding Haiti) 32000 32000 32000 100% 0%®
BMC Capacity Building TA (Excluding Haiti) 12000 15000 11442 95% 76%
Disaster Response 0 0 0
Regional Projects 4000 903 23%
Project Training 0 0 0
Caribbean Technological Consultancy Services 0 0 0
Economic Research 0 0 0
Millennium Development Goals 0 0 0
Total Allocations for Grants 54,000 56,000 44,345 82% 79%
Total Funding 170920 165700 156,227 91% 94%
Structural gap
Total Programme 170,920 165,700 156,227 91% 94%

Source: CDB, Corporate Planning Division, Dec. 800



TABLE 7: SDF V APPROVALS BY COUNTRY (2001-2004)

SDF5 Loans:

Loans Disaster Capacity  Regional

2001- & Fiscal Total BNTF Building Projects Total
Loans and Grants Categories 2004 Stress Loans Grants TA Grants Grants
Loans
Anguilla (Grp 2) 0 0 74 74
Antigua and Barbuda (Grp 2) 395 0 395 31 31
Barbados (SDF 4 Grp 1, SDF 5 & 6 Grp 2) 0 0 5 8 85
Bahamas (Grp 1) 0 0 0 196 194
Belize (Grp 3) 3,615 500 4,115 3,255 380 3685
British Virgin Islands (SDF 4 Grp 2, SDF 5 Grp 1) 0 0 0 0
Cayman Islands (Grp 1) 0 0 0 0
Dominica (Grp 3) 6,108 0 6,108 1,785 590 2375
Grenada (Grp 3) 14,830 4,450 19,280 1,680 1023 2703
Guyana (Grp 4) 28,924 0 28,924 6,468 908 7376
Haiti 0 0 0 0 0
Jamaica (Grp 3) 12,465 9,000 21,465 1432 1432
Montserrat (Grp 3) 0 0 0 1,050 145 1196
St. Kitts and Nevis (Grp 3) 10,042 0 10,042 1,092 371 1463
St. Lucia (Grp 3) 10,271 3,050 13,321 2,751 497 3248
St. Vincent and the Grenadines (Grp 3) 6,348 500 ,84% 2,184 1110 3294
Trinidad and Tobago (SDF 4 Grp 1, SDF 5 Grp 2) aL0o0 0 1,000 68 64
Turks and Caicos Islands (Grp 2) 372 0 372 735 16 751
Regional Projects 0 0 0 11,000 4344 903 16247
Totals: 94,370 17,500 111,870 32,000 11,270 903 44173

Source: CDB, Corporate Planning Division, Dec. 800
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TABLE 8: POPULATION, PERFORMANCE SCORES, ALLOCATIO NS AND APPROVALS AND APPROVALS

Average Total Loans Total initial
Performance and Grants allocations $ Allocated
Population  Score 2001- Approved $ Approved (SDF per capita

Loans and Grants Categories (2004) 2005** (2001-2004)* per capita  4+5+6)*** (SDF 4+5+6)
Countries
Bahamas (Grp 1) 320,700 3.92 $196,000 $0.61 $1,000,000 $3.12
British Virgin Islands (SDF 4 Grp 2, SDF 5 Grp 1) 21,700 3.36 $0 $0.00 $2,000,000 $92|17
Cayman Islands (Grp 1) 42,400 3.68 $0 $0.00 $3a0,0 $7.08
Anguilla (Grp 2) 12500 3.61 $74,000 $5.92  $10,470,000 $837.60
Antigua and Barbuda (Grp 2) 80100 2.43 $426,000 53%  $8,742,000 $109.14
Barbados (SDF 4 Grp 1, SDF 5 & 6 Grp 2) 272400 903. $85,000 $0.31 $4,420,000 $16.23
Trinidad and Tobago (SDF 4 Grp 1, SDF 5 Grp 2) 90,200 3.65 $1,068,000 $0.83 $5,470,000 $4.24
Turks and Caicos Islands (Grp 2) 27,500 3.33 8000 $40.84 $7,091,000 $257.85
Belize (Grp 3) 282,600 3.02 $7,750,000 $27.42  $28,066,000 $90.31
Dominica (Grp 3) 70,400 2.81 $8,483,000 $120.50  $25,374,000 $360.43
Grenada (Grp 3) 104,500 3.02 $21,983,000 $210.36  $22,326,000 $313.6
Guyana (Grp 4) 751,400 2.97 $36,300,000 $48.31  $56,446,000 $7b.12
Jamaica (Grp 3) 2,644,600 3.44 $22,897,000 $8.66  $44,893,000 $16.98
Montserrat (Grp 3) 4,700 3.51 $1,195,000 $254.26  $12,187,000 $2,592.98
St. Kitts and Nevis (Grp 3) 47,900 3.16 $11,508,00 $240.19 $14,622,000 $305.26
St. Lucia (Grp 3) 162,400 3.63 $16,569,000 $102.03  $30,971,000 $190.7
St. Vincent and the Grenadines (Grp 3) 100,600 13.2 $10,142,000 $100.82  $26,110,000 $259.54
Haiti 8,600,000 $0 $0.00
Regional Projects $16,247,000
Totals: 14,837,000 $156,043,000 $300,488,000

* See Table 7 for more detail on SDF loans and tgday country.
** See Table 1 for details of the policy and ingdiibnal performance scores, 2001-2005
*** See Table 5 for details of the initial allocatis, SDF 4, 5 and 6

Source: CDB, Corporate Planning Division, Dec. 800

6 10 6 abed
V XIAN3dddVv

W3LSAS NOILVYOOTTV 30dN OS3d ANN LNINJOTIAIA 1VIOAdS d3IHINN IHL 40 MIIATH






BNTF ALLOCATIONS TABLES

ALLOCATION OF RESOURCES - BNTF 5

Item $'000 %
Country
Belize 3,254 10.2
Dominica 1,786 5.6
Grenada 1,680 5.3
Guyana 6,468 20.2
Montserrat 1,05( 3.3
St. Kitts and Nevis 1,098 34
St. Lucia 2,750 8.6
St. Vincent and the Grenadines 2,184 6.8
Turks and Caicos Islands 735 2.3
Sub-Total : Country 21,000 65.6
Regional Coordination 6,000 18.8
Unallocated Incentive 5,000 15.6
Total 32,000 100.0

APPENDIX B






ALLOCATION FORMULAE AND CRITERIA USED BY MULTILATER

AL INSTITUTIONS

TABLE 1: MULTILATERAL CONCESSIONARY FUNDS THAT USE A PERFORMANCE-BASED ALLOCATION SYSTEM

Current Started
Institution Fund Started Phase PBA  Country Eligibility Criterion
Caribbean Development Bank (CDB)  Special DevelogrRend (SDF) 1984 SDF 6 2000 All member countri@(p 1 has limited access)
. African Development Fund AfDB Credit Policy, 1995. The AfDB uses IDA’s count
African Development Bank (AfDB) 1973 ADF X 1999 L .
(AfDF) classification in Africa
Asian Development Bank (ADB) Asian Development FGABF) 1973 ADF IX 2001 ADB's Graduation Policy, 99
Inter-American Development Bank Aareement Five countries (Group D-2). Bolivia, Guyana, Hai{pnduras
(IDB) P Fund for Special Operations (FSO) 1961 g 1998 2002 and Nicaragua (+ small amount to the Caribbean Dpweent
Bank)
Inter-American Development Bank Intermediate Financing Facility 1982 Agreement 2002 Five countries (Groups C&D1), <$2150 GDP per capita
(IDB) (IFF) 1998 2000$). Suriname, Ecuador, El Salvador, GuaterRaeguay
International Fund for Agricultural . .
IFAD First 2005 All member countries.
Development (IFAD)
International Development
World Bank Group L P 1961 IDA 14 1977 Countries with GNP pc less thab2Blas of July 1, 2006
Assaociation (IDA)
Approximate Annual Envelope' Number of Countries Eligible/with Acces$
Loans Grants
Institution/Fund Phase US$ million US$ million % Grants __ Concessionary Only Blend® Total
CDB, Special Development Fund SDF VI 36 21 35% 1 418 19
African Development Fund AfDF IX 750 248 18921 38 2 40
Asian Development Fund ADF IX 1700 Up to 18% 15 12 27
400 (Board is considering an
IDB, Fund for Special Operations 1998 agreement (_ g Zerd 5 5
increase to 500.)
IDB, Intermediate Financing Facility 1998 agreement 250 Zero 5 5
) ) Highly concessional, intermediate and
International Fund for Agricultural ) .
450 25 Up to 10% ordinary terms. Terms are independent of 121
Development .
allocations.
World Bank (IDA) IDA 14 66 15 81

" Most recent complete fiscal year.

2 In some funds, there are countries that are teahyieligible but in practice do not have borrogisccess to resources.

% Blend borrowers can access both concessionarg fand ordinary capital resources in the one loan.

4 Group 4 countries (Guyana and, in future, Hai) eligible for SDF only, but in practice have szl ordinary capital resources within the HIP@eliries for loan concessionary element. At therathel of
the income spectrum, Group 1 countries are eliddrieoncessionary funds, for narrowly defined msgs, but in practice do not access these funds.

® Transfers from ADF IX to the Technical Assistasmecial Fund (3% of ADF IX) are not included instfigure.

© $30 million of FSO net income is used to finanoe-neimbursable technical cooperation. IDB is stugya proposal to disburse part of the FSO as grant

O XIdN3IddV
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TABLE 2. ALLOCATION FORMULAE
Formula Other Factors
o Scaling Volume
Institution/Fund Needs Factors Performance Factors Factor’ Result = MIN MAX Discount
Caribbean Development 0.9 20 0 Allocation
Bank (SDF) log POP x GNPp&-° x VUL [0.7CPIA+0.3PORT} Yes hare
SDR 5.0 g;I(?CDa't:ioﬁ’s will
African Development Fung 0.125 [(0.7CPIA+0.3PORTX (GOV/3.5) x Allocation million .
(2002-2004 period) POP x GNPpC’ PCEFJ*° Yes share per 325;3?#;5? the
country )
% in grants.
Asian Development Fund 0.6 .0.25 7 ] 20 Allocation
(2004) POP%® x GNPpc [(ES_CPIA"x PORT?) x GOV] Yes share
A . 4 .0 i
Asian Development Fund POP®6 % GNPpc’0'25 (()%PIA without GOV)1 x GOV?Px PORT Yes Allocation
(2006) share
[(0.133Fund)(PORIPOP)] + [(0.6Fund)x(0.7CIPE+0.3PORT))/
[(0.133Fund)[(1/GNPpc)/ Dollar
IDB (IFF) [>(0.7CIPE+0.3PORT)] No
2(1/GNPpc)] + (CIPE is similar to the CPIA) allocation
[(0.133Fund) (DEBTLDEBT)]
[(0.22Fund)(POPRIPOP)]+ (0.6
.6Fund)x(0.7CIPE+0.3PORT)]/ Dollar
IDB (FSO) ][(O.18Fund)[(1/GNPpcﬂ(l/GNPpc)] [(0.7CIPE+0.3PORT)] No allocation
IFAD POP%5x GNPp25 [0.2CPIA+0.35PORT+0.45RuralCPIAP | Yes /;']'gf:t'on $1 million
[(0.8CPIA + 0.2PORT) x (GOV/3.5§] 2° Allocation S”I“D”ﬁ"?‘.g $C2£ iFt):Ir g;"l’lgaA‘“%’?‘ls were
IDA POP x GNPp¢®1% . : . Yes hare per 2r discounted
country ar?num depending on %
(IDA 14) in grants

CIPE= country institutional and policy evaluatidhg Inter-American Development Bank terminology ieglent to the World Bank CPIA, Country Policy ahdtitutional Performance); CPIA = country
policy and institutional performance assessmetfiiiaf debt service ratio; ES_CPIA = economic andial performance criteria in the CPIA; Fund = SifdFF or FSO envelope; FSO = Fund for Special
Operations (IDB) GNPpc = GNP per capita or GNI geagita; GOV = for ADF, the average of the five efiid in the “public sector management” cluster (Ealele 4); for AfDF, the average of the six crigeir

the Governance and Public Sector Performance T@ggle 4) plus a three-years moving average foipteeurement flag’ on portfolio performance; f@A, the average of the five criteria in the puldector
management cluster (see Table 4) plus a three-gearsg average of the procurement flag on poxdfpkerformance; HDI = Human Development Index;3dggarithm; IDB = Inter American Development
Bank; IFAD = International Fund for Agricultural Belopment, IFF = Intermediate Financing FacilityBA= performance-based allocation; PCEF is a posflict enhancement factor (1.13 to 1.30,
maximum 1.5); POP = population; PORT = portfoliafpenance; RuralCPIA = IFAD’s performance rating pulicies and institutions for rural developmenBFsS = Special Development Fund (Caribbean
Development Bank) ; SDR = IMF Special Drawing RgA{UL = country vulnerability.

" Indicates whether a scaling factor is appliedrteure that allocation shares add to one. Thiangdaktor is the sum over all countries of thedut of the needs and performance factors showmeipreceding

columns.
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TABLE 3: THE W EIGHTS OF FACTORS IN THE ALLOCATION FORMULAE

Type 1 Formula: Allocation by a geometric, multiplicative formula (containing factors with exponents)

Institution/Fund

Exponentg on Needs
Variables

Exponents on Performance Factor

POP GNPpc | VUL

Country Performance Factor

Exponent on the Country
Performance Factor

Caribbean Development Bank (SDF) LogPOP -0.90 1 [0.7CPIA+0.3PORT] 2.0

African Development Fund 1.00 -0.125 [(0.7CPIA+0.3PORTX (GOV/3.5)x 2.0
PCEF]

Asian Development Fund 0.60 -0.29 [(ES_CPIA" x PORT) x GOV] 2.0

International Fund for Agricultural Development B4 | -0.25 [0.2CPIA+0.35PORT+0.45RuralCPIA] 2.0

World Bank, IDA 1.00 -0.125 [(0.8CPIA + 0.2PORT) x (GOV/3.5] 2.0

Type 2 Formula: Allocation by an additive, linearformula (each variable allocates a fixed % of theund)

Effective Weight of Needs Variables in the $ Allod#on

Effective Weight of Performance
Variables in the $ Allocation

Country Performance
Institution/Fund POP GNPpc DEBT (0.7CPIE + 0.3PORT)
Inter-American Development Bank (FSO 22% 18% 60%
Inter-American Development Bank (IFF) 13% 13% 13%pesal to discontinue 60%

CIPE = country institutional and policy evaluatid@PIA = country policy and institutional performanassessment; DEBT = official debt service rat®; EPIA = country performance on economic
and social criteria; FSO = Fund for Special Opergti(Inter-American Development Bank); GNPpc = Gidational Product or Gross National Income peitaa@OV = for ADF, the average of the
five criteria in the “public sector management’stkr (see Table 4); for AfDF, the average of thecsieria in the Governance and Public SectordPeréince (see Table 4) plus a three-years moving
average for the ‘procurement flag’ on portfolio foemance; for IDA, the average of the five criteiiathe public sector management cluster (see Té&bjgus a three-years moving average of the
procurement flag on portfolio performance; IFF tetmediate Financing Facility (Inter American Dieygnent Bank); POP = population; PORT = portfolesformance; SDF = Special Development

Fund (Caribbean Development Bank); VUL = countrinewability index

8 The Caribbean Development Bank uses the logaritiaiiie of POP rather than applying an exponent.
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TABLE 4: POLICY AND INSTITUTIONAL PERFORMANCE CRIT ERIA, AND CLUSTER WEIGHTS (MDBs, EXCLUDING IFAD 9) g!-? %
. ~|m
Inter American o |2
Development Bank World Bank, IDA and Asian =9
Caribbean Development Bank (SDF) African Developmerfund®® (FSO/IFF)* Development Fund? Range | = |X
Macroeconomic management 25% Macroeconomic policies 15% Economic Management 15% Economic Management 25% | 15% to 0
*  Fiscal policy *  Fiscal policy ¢ Macroeconomic ¢ Monetary and exchange rate 25%
*  Monetary policy «  General macroeconomic imbalances (fiscal and policies
* External financing policies performance monetary policies) ¢ Fiscal policy
. Macroeconomic and external | Management of external Debt management
debt management capacity debt
Structural Policies 15% (25% with environment) | Structural Policies 25% Structural policies 20% Structural Policies 25% 20% to
e Trade policy e Trade policy and foreign e Trade and commercial | » External trade 25%
*  Financial sector efficiency and soundness exchange regime policy *  Financial sector
e Factor and product markets and prices «  Financial stability and depth ¢ Banking and financial e« Business environment
< Enabling environment for private sector e Competitive environment for the sector stability
development private sector * Policies and institutions
e Environment (10%) (A) environmental laws,| *  Policies for reducing public for environmental
regulations and institutions sector burden stability.
(B) environmentally damaging subsidies ande  Policies and institutions for
other damaging practices regional integration
e Environmental policies and
regulations.
Socially-inclusive development 25% Policies for Growth + Equity and Policies for social inclusion | Social Inclusion Policies 25% 25% to
e Framework for poverty reduction policy Poverty Reduction 30% and equity 35% e Gender 30%
e Enhancing economic capital of poor e Gender equality & social ¢ Gender equality, «  Equity of public
«  Enhancing human capital of poor inclusion indigenous and other expenditures
«  Equity and social safety nets »  Policies towards labour minorities inclusion «  Building human resources
«  Gender, empowerment and participation intensive activities *  Building human +  Social protection and labour
L BUIIdlng human Capital resources and social . Policies and institutions for
e Pro-poor targeting protection environmental sustainability
programs/invest. e Monitoring/analysis of
«  Poverty monitoring and analysis poverty
Governance and public sector management 25% Governance and Public Sector Public sector management | Public Sector Management and| 25% to
*  Rule of law Performance 30% and institutions 30% Institutions 25% 30%
e Anti-corruption and accountability *  Property rights and rule-based | «  Property rights, e Property rights and rule-
institutions governance governance and private based governance
»  Civil service e Quality of budget and public sector development *  Quality of budgetary and

° IFAD uses the IDA performance ratings for the gaheountry performance factor in its allocatiomnfmila. It also does its own scoring of a separatéopmance factor for rural-sector performancecitteria

for that factor are as follows: policy and legarfrework for rural organizations; dialogue betweewegnment and rural organizations; access to lacekss to water for agriculture; access to agulltesearch
and extension services; enabling conditions foalrfinancial services development; investment clerfar rural businesses; access to agriculturaltigpmd produce markets; access to education it aweas;

representation; allocation and management of puédiources for rural development; accountabilignsparency and corruption in rural areas.

1 The 20-criteria CPIA was applicable during the AfIX period. For AfDF-X (2005-2007) a 16-criteridP@, similar to IDA’s but retaining the ADF-IX cltsr weights, was adopted.

" The original proposal was for equal cluster wesgfihese weights were decided by the Board.

12 ADF gives equal weight to the first three clustersIDA does, but separates the governance cligatblic sector management and institutions) amesgit a separate weight in the allocation formula.
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Caribbean Development Bank (SDF)

African Developmerfund®®

Inter American
Development Bank
(FSO/IFF)*

World Bank, IDA and Asian
Development Fund?

Range

Revenue mobilisation and budgetary

management

Management and efficiency of public

expenditures

investment process

Revenue mobilisation efforts
and rationalization of public
expenditures
Accountability/transparency of
the public service
Anti-corruption policies and
practices

Political stability

Transparency and
accountability in the
public sector

financial management

« Efficiency and equity of
revenue mobilisation

¢ Quality of public
administration

e Transparency,
accountability & corruption
in the public sector

FSO = Fund for Special Operations (Inter-Americaav&opment Bank); IDA = International DevelopmenssAciation; IFF = Intermediate Financing Facilitptér-American
Development Bank); SDF = Special Development F@atipbean Development Bank)

1T Jo G afed
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TABLE 5: WEIGHT OF “GOVERNANCE” *IN THE COUNTRY PERFORMANCE FACTOR
Effective weight"* in the

Institution/Fund Emphasis Given to Governance as Raof Country Performance Assessment Performance Factor
Caribbean Development| Governance receives the weight of the Governanddablic Sector Management cluster
Bank (SDF) (25% of the CPIA) relative to the weight of all flemance variables (that is CPIA and 17.5%

PORT).
African Development The allocation formula includes a governance facibe exponential weight of the governarjce
Fund factor is 1.0 compared with 1.5 in IDA’s model. T¢n@vernance factor takes into account the 61.25%

six criteria in the “Governance and Public Secterférmance” cluster of CPIA plus the (in Af.DF IX)

procurement element in the Country Portfolio Periance Rating (CPPR). Revisions may/

be made in 2005.
Asian Development Until 2004, governance received the weight of theegnance cluster of criteria (public sectar
Fund management and institutions) in the CPIA (30%)2005, the allocation formula separates the

governance criteria (the IDA cluster “Public Sed#anagement and Institutions”) from the 5306

CPIA into a separate factor, and gives extra weiglthat factor that will result in governance

having a much larger impact on the performancenfabian previously (effective weight 53%

compared with 30% in 2004).
Inter-American Dev. Governance receives the weight of the Public S@dtoragement and Institutions cluster (30% 21%
Bank (FSO/IFF) of the CIPE) compared with all performance varialftbat is, CIPE and PORT).
International Fund for IFAD uses the IDA scores for country and policy amstitutional performance (including the| Not directly comparable
Agricultural governance cluster criteria) and also assessdssaatr performance (including performangebecause of the rural sectpr
Development against some governance related criteria). performance factor
World Bank, IDA In 1998 IDA applied a governance discount. In 2604 was changed to a governance factar.

In 2005 the governance factor has been slightlyifiead That is, “management and 66%

sustainability of the development program” has beemoved from the governance criteria and (IDA 14)

the procurement efficiency criterion has been gygimodified to become a three-year moving

average.

AfDF = African Development Fund; CIPE = Country tigtional and Policy Evaluation (Inter American \iBdopment Bank); CPIA = Country Policy and Insiibail
Assessment; FSO = Fund for Special Operationsr{fateerican Development Bank); IFAD = Internatiorfaind for Agricultural Development; IFF = Intermetdia
Financing Facility (Inter American Development BEHBA = International Development Association (WbBank Group); PORT = Portfolio rating

13«Governance” in this context is defined by therfbicluster in the country performance assessmiéatia (See Table 4 above) and in some casesdttakes into account the country’s performance on
procurement related to its borrowing from the pafar multilateral development bank.
4 The “effective weight” is a relative measure ofvnmuch a change in “governance score” affects toeritry performance factor.”
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TABLE 6: PORTFOLIO PERFORMANCE MEASURES

Institution/Fund

Basis of Portfolio Performance Score

Caribbean Development Bank (SDF)

Performance scores for all active projects (noy pnbjects at risk), based on
OECD/Development Assistance Committee’s projecioperance criterid

African Development Fund

Projects at risk

Asian Development Fund

Problem projects, projects on alert

Inter-American Development Bank, Fund for Special
Operations (FSO) and Intermediate Financing Faciliy (IFF)

Problem projects and projects on alert [Based erAtimual Report on Portfolio
Execution (ARPE) and the Project Alert IdentificatiSystem (PAIS)]

International Fund for Agricultural Development (2005)

Actual problem project§ and projects at risk (3 of 11 fldgsip)

World Bank IDA

Projects at risk (3 of 12 flaffsup)

Converting “% Projects at Risk” into a “Portfolio Performance Rating”

CDB Inter American World Bank,
(SDF) Development IDA
ADB Rating Bank (FSO and | IFAD (For countries with | (% projects at
Rating AfDF IX & X ADB 2004 2006 Scale 1-5 IFF) three or more projecty risk)
6.0 0% for three years or 0% for two years or more 0-2% . 0% for two or more years 0%
more Ratio of
55 3-7% undisbursed 1%
5.0 0- 5% 0-10% 8-12% 0-19%| funds in 0% 2%
45 5- 15% 13-17% problematic or 3-4%
4.0 15- 30% 15-34% 18-22% 20-399 on-alert projects 0% to 34% 5-6%
35 30- 35% 23-27% as percentage of 7-10%
3.0 35- 45% 35-40% 28-32%|  40-599 total undisburse 35% t0 67% 11-15%
25 45- 65% 33-37% funds in all 16-32%
2.0 >65% 41-70% 38-42% 60-79% current projects 68% to 100% 33-60%
15 43-47% under execution 61-99%
1.0 >65% for 3 years or more  100% for 2 or morayga 48-100% 80-100% " the country. 100% for two or more yearg 100%

ADF = Asian Development Fund; AfDF = African Devptoent Fund, CDB = Caribbean Development Bank; F§@rd for Special Operations; IDA = Internation&vlopment
Association; IFF = Intermediate Financing FacilifyAD = International Fund for Agricultural Develognt; SDF = Special Development Fund;

15 Beginning in 2001, the CDB put in place a projluation system using six criteria of performandaich are scored individually and then combinato ia ‘composite performance score’. The six are:
strategic relevance, poverty relevance, efficacpnemic efficiency, institutional development impaand sustainability. As well, three other critedire scored independently but not combined in the

composite performance score. These are: the peafarenof the Caribbean Development Bank itself,dveer performance, and timing performance.
16 A project rated 3 or 4 on the scale 1. problera feminor problems 3. major problems but improvingnajor problems and not improving

" IFAD's proposed 11 flags are: compliance with lamvenants, project management performance, ailjlatf counterpart funds, compliance with procement procedures, quality and timeliness of

audit, disbursement rate, performance of W&E systeneficiary participation, responsiveness ofiserproviders, gender focus in implementation, pigvcus in implementation.

'8 The IDA flags are: long effectiveness delays; peompliance with legal covenants; project managemenblems; shortage of counterpart funds; procerenproblems; poor financial performance;

environmental/resettlement problems; significasbdrsement delays; long history of past problemsisky country; in a risky sub-sector; and poorcroaconomic setting.
1% |FAD takes a more qualitative approach when itfieagr than three projects in a particular cournitriakes into account whether the one or two misjare actual or potential problem projects, tatus
of attainment of the development objective, andli@mgntation progress.
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TABLE 7: RATINGS CONDUCT, REVIEW AND ACCREDITATION PRACTICES

Practices

Institution/Fund

African
Development Bank

Asian Development Bank

Caribbean
Development Bank

Inter American
Development Bank

International Fund
for Agricultural
Development

World Bank, IDA

T Jo 83bed
O XIdAN3IddV

Frequency of

Performance Annual Annual Biennial Biennial Annual Annual
Assessments
Main Scorer(s) Country teams, and | Country teams. A Ratings Team of | Country economists, Country Program Country economists, sector

sector and thematic
experts from the
Operations
Departments.

Senior Managers,
advised by country
economists and
sector specialists

sector and thematic
experts from Regional

Operations Departments

Manager

and thematic experts from
Regional Operations
Departments.

Review and
challenge of scores

Central Departments
and Central Offices
of two Operations
Complexes and their
Vice Presidents

2005. CPA Panel - Chief

Economist, Director Generals
of the Regional and Sustainab
Development Department, ang

the Strategy and Policy

Department, and Operations
Group Director Generals

No

le

CIPE Group: RES (Chief
Economist) and Regional

Economists

Regional Economists|.

Division Directors

Central Departments:
Operations Policy and
Country Services (OPCS)
and Development Economig

(DEC). Residual differences

adjudicated by OPCS VP

n

b

Ratings Approval

Operations Vice

Vice Presidents Operations

Senior Management

By Regional Operations

Asst. President,

Regional Chief Economists

Presidents and VP for Groups and VP Knowledge Group, with sign-off | Management before Programme and
Planning, Policy & Management and Sustainable| by VPs allocations are calculated| Management VP OPCS
Research Development and presented to the BoardDepartment.
for the approval of
allocations.
Benchmarking Yes. Two countries | No No No Some benchmarking, Twenty countries were
in each region are with a focus on the | benchmarks in 2006 for the
benchmarks (eight in rural sector. March 2007 CPIA exercise
total). (both IDA and IBRD
countries)
Written Yes (for internal use)| Yes (for internal use) No sY®r internal use) Write-ups shared | Yes (for internal use)
substantiation informally.
Triggers®® Yes Discontinued in 2005. No No No Yes

2 «Triggers” are the country performance levels thagger” high, base or low allocations.
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TABLE 8: ALLOCATION PARAMETERS

Item Caribbean Inter-American International Fund
African Development Development Bank Development Bank for Agricultural
Fund Asian Development Fund | (SDF) (FSO and IFF) Development World Bank, IDA
Minimum AfDF IX: SDR 5m No minimum, but not zero|  No minimum, zero is | No minimum, but not $US1 million p.a. In 2006 every country receive
allocations AfDF X: To be possible. zero an allocation of SDR 1.1
determined million in addition to its

formula-based allocatidii.

Small country

Minimum allocations
favour smaller countries

Yes. Separate pool for
Pacific countries;

Yes. LogPOP used in
the allocation formula
which lessens the

The performance-
allocated dollars (60% o

No

Minimum allocations favour
smaller countries

allocated pool of
funds for special
groups of countries

38 AfDF only countries;
5% for two blend
countries

authority for Pacific
developing member
countries with access to
fund.

Haiti.

eligible countries and
levels of concessionality

preference formulate Weight \ the t_otal Fung) are
moderates the influence of influence of larger distributed without
population on allocations | populations attention to population
Separately Yes, 95% of allocation for Yes. 4.5% of commitment| Yes. New members Two funds, different Until 2006 allocations | No

were made within, not
across, regions. In 200
the allocation
“competition” is
worldwide.

4

Allocation caps or

Yes, capped allocation fo

Cap on countries that are

Group 1 countries are

No

Single country

Capped allocations to three

rules for very
weakly performing
countries?

but subject to an allocation
ceiling set by the PBA

formula.

ceilings one AfDF-only country: on the “graduation watch | technically eligible for allocation limited to 5%| blend countries: India,

Ethiopia list” (only Indonesia at this| SDF up to the amount of total available Pakistan, Indonesia

time) of their own lending resources
contribution

Set aside None from concessional | None. IDA 13 guidelines | $8 million (SDF 6) for | General reserve can be| No IDA13: Natural disaster grants
(emergency and AfDF resources. Some adopted. Softer terms post- natural disaster used for natural disaster up to $75 million per annum
disasters) from non-concessional disaster. response, (in part emergency lending. IDA14: none

AfDB window available for major
Set aside (priority | AfDF IX: 18-21% grants | 2% for HIV/AIDS on a economic transitions, No No IDA13: HIV AIDS grants
action areas, like for specified activities; grant basis but within PBA| emergencies, HIV/ IDA14: none
AIDS) AfDF X: None allocations. AIDS) + $4 million for

MDG-related projects

Set aside (regional | AfDF IX: 10% for Up to 5% of ADF $10 million (SDF VI) No No SDR300 million p/a (pIl&DR
projects) multinational or regional | commitment authority 100 million out of participating

projects. Increased in (2005). Explicit eligibility country envelopes) (IDA 14)

AfDF X to 15% criteria provided.
Different allocation | Yes, the country ADB will adopt the IDA No N/A Under review Yes. Three years of special
rules for post- performance rating is 13 post-conflict PBA consideration + four years
conflict countries? | adjusted by a post-conflict Framework from 2005. transition.

enhancement factét.
Different allocation | No Case by case consideratignNo N/A No No

AfDF = African Development Fund; FSO = Fund for 8jpéOperations (Inter-American Development BariRA = International Development Association; IFAtermediate Financing Facility (Inter-

american Development Bank); SDR = Special Drawiigh® of IMF.

2 The post-conflict enhancement factor has an uppend of 1.5, but actual range applied to sevegibii countries was 1.13 to 1.30 during ADF-IX @y¢2002-2004).
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TABLE 9: ALLOCATION MANAGEMENT m
6
International =4
Caribbean Inter-American Fund for =
Development Bank Development Bank (FSO Agricultural World Bank,
Item African Development Fund Asian Development Fud | (SDF) and IFF) Development | IDA
Allocation Period | Annual (three-year rolling) Two years Four years onyears, firm Three years Annual (three
year rolling)
Reallocation of Mainly in final year of 3-year Annual Biennial (mid-term). In | Near end of second year Annual Annual
unused resources | cycle fact 2003 (mid-point) (from countries with lower | reallocation
and 2004. demand to countries with
unmet demand). PBA
coefficients applied once
Rollover unused | Year-by-year country allocations| At the end of period, Yes, subject to biennial | Yes. The amount less than | Yes Limited
country may vary depending on changes| unused allocations can be| reallocation decisions. | 25% of the allocation can be rollover
allocations from in annual country portfolio carried forward for 12 rolled over, for pipeline permitted.
one allocation performance reviews. months. projects approved in the first
period to the Reallocation from non-performergs semester of the following
next? to good performers in the final year. Also some exceptions|
year of the allocation cycle made (Haiti 2003, 2004).
Conditional Yes Yes No Yes if country does not haveNo No
approvals when sufficient resources to fully
insufficient fund a project (FSO only).
commitment
authority within
an allocation
period?
Conditional No No No Yes No Yes (in selected
approvals across cases)
replenishment
periods?
Limits on the % Yes, on average 33% annually butrrom 2005, annual No Total approval limit of $400 | No Extreme
of the multi-year | flexibility allowed for some approvals may vary as a million p.a. Individual "frontloading”
allocation that frontloading to high performers | percentage of the total ‘advances’ on next year’s is normally
can be taken up biennial allocation, allocation if unused funds resisted
in one year depending on country size available.
and size of total allocation
General reserve No No Yes. $10 million for $100 million No No
technical assistance

FSO = Fund for Special Operations (Inter-Americav&opment Bank); IDA = International DevelopmerssAciation; IFF = Intermediate Financing Facilityt¢r-American Development Bank); SDF = Special
Development Fund (Caribbean Development Bank)



TABLE 10: DISCLOSURE OF COUNTRY ALLOCATIONS, PERFOR MANCE SCORES AND ASSOCIATED MATERIALS

Ratings Monetary Annual report on
Overall Cluster scores Criterion scores narratives allocations PBA
Institution score disclosed? disclosed? disclosed? disclosed? disclosed? Posted on websiteP published?
Caribbean Development Bank | Yes Yes Yes No Yes No No
African Development Bank 2004 quintiles. Yes, from 2005. Yes, from 2005. No No Yes, fron020 Yes, from 2005
Yes, from 2005.
Asian Development Bank 2004 quintiles. Yes, from 2005 . Yes, from 2005 . No Yes Yes, from 2005 . Yes, from 2005
Yes, from 2005. (to Board)
Inter-American Development Yes Yes No No Yes Yes No
Bank
International Fund for Yes Yes Yes No Yes Yes Yes
Agricultural Development
(Rural Sector Performance)
World Bank, IDA 2004 quintiles. 2004 quintiles. 2004 quintiles. Yes, | No No Yes Yes
Yes, from 2005 Yes, from 2005 from 2005
Stages of Disclosure
Institution Disclosure to DMC governments Disclosure to Board iBclosure to public Accommodation of DMC Views |
Caribbean Development | Full disclosure of ratings Full disclosure of rajin Full disclosure but not active | Discussion at Board and annual meetings
Bank publication
African Development From 2005 during rating exercise 2004 Quintile issonly; 2005 | 2004 Quintile results only; After public disclosure, dissenting RMC
Bank actual scores 2005 actual scores views addressed (2005)
Asian Development Bank | Preliminary discussion during rating | Full numerical disclosure prior to| Full public disclosure after Country notices appended as appropriate
exercise. Numerical disclosure duringBoard discussion of Country Board discussion of Country
country programming together with | Strategy and Program Updates | Strategy and Program Updates.
average ratings for all other countrieq.
Inter-American CIPE country performance assessmenEach country’'s CIPE (CPIA) and Each country’s CIPE (CPIA) | Disclosure only in discussions after the
Development Bank discussed with countries at their cluster scores (not individual cluster scores (not individual | scoring is complete.
request criteria scores) are disclosed criteria scores) are disclosed
International Fund for Rural development-policy performanc¢eFull numerical disclosure prior to| Full disclosure following Board Comments received on Board papers pfior
Agricultural assessment and portfolio performandeBoard in PBA papers. Country | as per IFAD disclosure to presentation may require tabling of
Development discussed with each MDC in advance Strategic Papers reflect findings,| procedures unless specifically| points raised and agreements reached.
during the rating exercise. requested/agreed by Board
World Bank (IDA) Preliminary discussion during rating | 2004 quintile group ranking 2004 quintile group rankings | Countries will have opportunity to expre
exercise. Numerical disclosure of disclosed; 2005 actual scores disclosed; 2005 actual scores| dissenting views when scores are
scores during country programming | disclosed. Dollar allocation disclosed, Dollar allocations | disclosed publicly (after 2005)
together with average ratings amounts not disclosed. not disclosed (2007).
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APPENDIX D

AN EXAMPLE OF A WORLD BANK CPIA WRITE-UP TEMPLATE

CPIA Q13: Quality of Budgetary and Financial Management

“Template” for Explanatory Write-up

CPIA | CPIA
No. Question 2005 | 2006 Explanation
13 | Quality of [Provide possibly 1-2 sentences on each of thietsuisted below.
Budgetary and Also include quantitative information wherever relat for the rating]
Financial
Management Sub-question (a) A comprehensive and credible budget, linked to

policy priorities
Rating =

» Budget-policy Link

» Forward Look in Budget

» Consultation with Spending Ministries in Budget frotation

» Budget Classification

» Budget Comprehensiveness

Sub-question (b). Effective financial management syems to ensuré
that the budget is implemented as intended in a ctomlled and
predictable way

Rating =

» Deviations of Actual from Budget

* Budget Control, Monitoring and Reporting Systems

* Arrears

Sub-question (c). Timely and accurate accounting ahfiscal
reporting, including timely and audited public accaints and
effective arrangements for follow up.

Rating =

» Reconciliations

e In-year Fiscal Reporting

* Annual Public Accounts

* Timeliness and Quality of Audits

» Follow-up on Budget Reports and Audits

Information Sources:







COMPARTIVE TABLE OF RED FLAGS FOR “PROBLEMATIC PROJ ECT"

Asian Development Bank
(fail 4/10 criteria)

World Bank/IDA
(fail 3/10 criteria)

IFAD
(fail 5/11 criteria)

Inter-American Development Bank
(fail 2/3 criteria)

African Development Bank
(fail 2/6 criteria)

Implementation delays

Long effectiveness delays

> 11months from approval to contract validity;>orn
12 months from contract validity to eligibility (16
months if legislative ratification required)

> 12 months from approval
to effectiveness

Poor compliance with legal
covenants

Poor compliance with legal
Covenants

Compliance with loan
covenants unsat

Conditions precedent rated
1.5 out 0f 4.0

PMU/PIU operations

Project management proble

ms eProjanagement
Performance unsat

Project management rated <

1.50utof 4.0

Counterpart funds/co-financing

Shortage of couradrfunds

Availability of counterpart
Funds unsat

Counterpart funding rated <
1.5 out of 4.0

Procurement problems

Compliance with
procurement procedures

Procurement rated as < 1.5
out of 4.0

Cost over-runs

Poor financial performance

Environmental/resettlement
Problems

Significant disbursement delay

5

Significant diskburent
Delays

Disbursement rate unsat

< 25% in 3 years, 75%eyears, or 10% of
available balanced in past 12 months, or > 24
months extension of date of final disbursement

Risky sector in country with
history of past problems

Long history of past problems
(a) in a risky country and (b)
in a risky sub-sector

Poor macroeconomic setting

Poor compliance with audit or
financial statements

Quality and timeliness of
Audit unsat

Audited financial statement > six months late

Performance of M&E unsat

Beneficiary participation

Responsiveness and selecti
of service providers

Gender focus unsat in
implementation

Poverty focus unsat in
implementation

Environment/social problems

ADB field visits

IP/DO rated unsat 2 years i

row
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APPENDIX E

GLOBAL ENVIRONMENTAL FACILITY ALLOCATION SYSTEM

The Global Environment Facility (GEF) Council adeta performance-based allocation framework in
September 2005. The Resource Allocation Framework (RAF) is a eystor allocating resources to
countries in a transparent and consistent mannazdban global environmental priorities and country
capacity, policies and practices relevant to sigfaésnplementation of GEF projects.

Allocations are based on two factors:

(@)

(b)

Potential to general environmental benefits, mesasby the GEF Benefits Index (GBI)
a measure of the potential of each country to geaaglobal environmental benefits in a
particular focal area; and

Potential for successful implementation of GEF @ectg, measured by the GEF
Performance Index (GPIa measure of each country’s capacity, policiad practices
relevant to a successful implementation of GEF @nmg and projects.

GEF Performance Index (GPI)

The GEF Performance Index is composed of threeaaolis:

(@)

(b)

(c)

Portfolio Performance Indicator (PPI), with a weigt 10%, equally split between an
indicator developed from GEF project ratings caredi in the Project Implementation
Review and an indicator developed from ratings hg World Bank Operations
Evaluation Department of implementation completioaports of World Bank

environment-related projects;

Country Environmental Policy and Institutional Assment Indicator (CEPIA), with a
weight of 70%, based on the “Policies and Institosi for Environmental Sustainability”
indicator* from the World Bank’s Country Policy and Institutal Assessment (CPIA);
and

Broad Framework Indicator (BFlwith a weight of 20 percent in GPI, based on the
average of the five indicatdfsunder the “Public Sector Management and Institistio
cluster of the CPIA.

The country performance score is computed from @teF Benefits Index (GBI) and the GEF
Performance Index (GPI) as follows:

Country Performance Score = GB®x GPI'°






APPENDIX G

ASIAN DEVELOPMENT BANK PORTFOLIO PERFORMANCE
SCORING SYSTEM

In March 2001, the Asian Development Bank (ADB) Bbapproved the Policy for the
Performance-Based Allocation of ADF Resources. THiecation formula contains a portfolio
performance variable. It assigns a weight of axipmately 15% to 18% to portfolio performance in the
country performance rating, the lowest among theBgDADB bases its portfolio performance rating on
an estimate of the proportion of ‘projects at riskhe “% projects at risk” is calculated in thdldaing
way: (the number of actual problem projects + thmber of potential problem projects)total number
of active ADB projects in the country). Staff whee responsible for monitoring projects make esgsia
of ‘projects at risk’ at the time of a mission tbhetcountry. Background information, along with
recommendations on how to rate project performaace,sent by the mission leader to the Country
Portfolio Assessment Working Grotp.

The ADB Policy on Performance-Based Allocationesahree groups of indicative criteria to be
taken into account in determining projects at rigkplementation progress, likely achievement of
development objectives) on a four-point s€aland potential problems. (Four or more “red flagsthe
Project Performance Report.) A red flag is raisedpomatically, if the Project Performance Repatés
one of the following as unsatisfactory or only fbarsatisfactory”: implementation delays; poor
compliance with covenants; PMU/PIU operations;diiey consultants; counterpart funds/co-financing;
cost overruns; poor compliance with audits or foiah statements; environmental/social problems;
significant disbursement delays; a risky sectoa tounty has a history of past problems; and ARRIfi
mission Visits.

The percentage of projects-at-risk is convertedateountry portfolio rating as shown in
Appendix C, Table 6.

22 Highly satisfactory (expected to exceed most ofriggor development objectives); satisfactory (exge¢o achieve most of its major
development objectives); partly satisfactory (expeéco achieve some of its development objectiva®); unsatisfactory (unlikely to achieve its
major development objectives.)

% The portfolio performance rating approximateshadir rule r = 6-10p, where “r" is the portfolio flemance rating and “p” is the decimal
proportion of projects at risk in the country’siaetportfolio.






APPENDIX H

WORLD BANK/IDA PORTFOLIO PERFORMANCE
SCORING SYSTEM

The World Bank’s portfolio performance scBrés based on all operations, not only those funoed
concessionary terms. That is, it includes alhv@Ctiprojects in the current fiscal year, whether fuhtg
IBRD, IDA, GEF, the Montreal Protocol or Speciah&ncing. It is calculated in two steps. First the
percentage of “projects at risk” is calculated.isTib based on the ratio of the number of “actuabjem
projects”’ + “potential problem project&* to total active projects. Second, the percentdgeojects at
risk is converted to a portfolio performance scorea scale 1.0 to 6.0, using a conversion tablee (S
Appendix C, Table 6)

A World Bank project is ‘at risk’ if it is an actb@roblem project because implementation progress i
unsatisfactory or development objectives are uhlike be achieved, or it is a potential problem;jgco
because the project has three ‘red flags’ out ofrisik factors that are historically associated with
unsatisfactory outcomes. The 11 risk factors & 12 factors used by the World Bank Quality
Assurance Group to assess portfolio performanazpxor the CPIA flag, which was omitted because i
is counted in another part of the resource alloodibrmula. Therefore the criterion becomes “twib af
eleven risk factors having a red flag”.

In 2006 the risk factors taken into account weegal covenant® safeguard§! counterpart fund®
monitoring and evaluatioff; financial managemefit; procurement® project managemefit;long-term
risk;?’ effectiveness delay$; disbursement delay?;country environment (CPIA} country record®
However the World Bank's regional operational maagcan over-ride the at-risk rating at their
discretion, by using a ‘golden flag’. This flagnche used to change ratings in either directighpabh
when used it has generally been to move projedtefdhe at-risk category.






APPENDIX |

INTER-AMERICAN DEVELOPMENT BANK APPROACH TO
PORTFOLIO PERFORMANCE SCORING

The Inter-American Development Bank (IDB) provides sources of concessionary funding,
the Fund for Special Operations (FSO) and the nmtefate Financing Facility (IFF). The Fund for
Special Operations is restrictédo the five poorest members of the Bank — Boli@ajyana, Haiti,
Honduras and Nicaragua. Approximately 32 milliorogle live in these countries. In addition, a small
amount has been allocated to the Caribbean DevelopBank for ‘on lending’ to the OECS countries.
The Intermediate Financing Facility was establiskizoling IDB-6 (1982). Currently, the eligible
borrowers are Suriname (among the C countries)EBndhdor, El Salvador, Guatemala and Paraguay
(among the Group D1 countries). Approximately 38iam people live in these countries.

The IDB has a simple linear allocation formula th#iocates 60% of its funds (FSO) entirely
according to the country performance rating. ThB fives 30% weight to portfolio performance within
the “country performance rating” in the allocatifermula, compared with policy and institutional
performance (CIPE) that receives 70% weight.

The active portfolio is defined as all projects mqwed by the Board of Executive Directors that
had outstanding undisbursed balances at the mostirgear- end, excluding the Project Preparatimh a
Execution Facility, export financing facilities, Meanine Investment Funds, MIF projects and non-
reimbursable technical cooperation.

IDB calculates a country’s portfolio performancéetiently from the other MDBs in two ways.
First, IDB does not convert raw percentages of lgrofalert projects to a 1-6 scale using an arbitrar
equivalence table. Instead the IDB measures a pgosiportfolio performance as the undisbursed amoun
in problem or on-alert projects compared with tb&ltamount undisbursed from all current projeants i
the country (expressed as a percentdeJecond, the raw scores are not used in the doctrmula
but are normalised relative to the average perfoomacore. Since all variables in the allocatmmbila
are standardised in this way, it is relatively e@synderstand intuitively the weights for eachafale.

The other MDB'’s conversion of percentage projettss& to a 1-6 scale (or in the case of the CDB) 1-
is a kind of partial normalisation, since the pgfiostitutional performance variable is measurecdtion
same 1-6 or 1-5 scale. The current IDA effort ¢ostrain the “volatility” of the portfolio perfornmee
variable may be a further step towards normalinatiBlowever, the IDB method of normalisation issles
arbitrary and has the advantage of being appligtistently to all of the variables in the allocatio
formula, not only to the country performance vaesb

In its early deliberatiori$ the IDB considered using “average age of a US#lisbursed” as a
portfolio performance variable but decided agaiinst
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Definition of Projects at Risk

The Inter-American Development Bank operates afélrt Performance and Management
Reporting System (PPMR). Country offices reporponject performance in terms of the extent to Wwhic
projects are expected to achieve their developrobpgctives, whether implementation progress is
satisfactory, and whether key assumptions and mgabbnditions continue to be favourable for smooth
implementation and achieving objectives. This ¢&esmthe IDB to identify problem projects.

IDB also operates the Project Alert Identificati®pstem (PAIS). Sebttp://itc-apps-01/paisA
project ‘on-alert’ is one currently rated as makingsatisfactory or very unsatisfactory progress on
implementatiof?, rated low in terms of development assumpfiyrs are flagged as having two or more
indicators’ that are characteristic of projects that may bexpnoblematic in the futurg.

IDB measures country portfolio performance, for gmses of resource allocation, by the
proportion of ‘problem projects’ and ‘projects olerdl. These data are set out in thenual Report on
Portfolio Management, Performance and Res(#RPRE) presented each year to the considerafion o
the Board of Executive Directors.

Issues

The use of the undisbursed amount in problem/om pitejects (rather than the simple number of
problem/on-alert projects) has certain advantagfedor example, a very small project goes ontaler a
project goes on alert late in its life, then thesminy’s portfolio performance score will not be rhuc
affected. This avoids some of the “measuremenatiity” problem experienced by other MDBs.
However, on the other hand, if one large proje@sgon alert early in its life the effect on the oy
performance score would be correspondingly large.



APPENDIX J

AFRICAN DEVELOPMENT BANK PORTFOLIO
SCORING SYSTEM

In January 1999, the ADB’s Deputies approved agoerdnce-based resource allocation system
(including a portfolio performance measurement eaygtthat was substantially harmonised with the
World Bank, but is different in some respectstates country portfolio performance on a 1.0 tosgéle,
depending on the percentage of projects at riskighand potential problem projects). The conwarsi
protocol is shown in Appendix C, Table 6.

A project is identified as a “problem project” if ieceives an average score of 1.5 or less on
either the indicators of Implementation Progre$s (4 indicators) or the indicators of Development
Objectives (DO, 4 indicators). Each of the indocatis scored on a 1.0 to 4.0 scale.

A “potential problem project” is one that meetdeatst two of seven criteria:

1.

Elapsed time between approval and effectivenegeester than 12 months. This applies
to all operations — project and structural adjustinh@ans, as well as TAF activities.

Conditions precedent is rated less than 1.5
Procurement of goods and services is rated ashassl.5
Project management is rated as less than 1.5
Counterpart funds is rated as less than 1.5

Country has a record of high rate of project fal@PPAR/PCR failure rate of 50% in a
macro-economically weak country)

IP or DO rating is rated as unsatisfactory two gearm row.
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Endnotes

' In SDF 6 set-asides have been made for project®gional integration and regional public goods, fooject
management training, the Caribbean TechnologicasGltancy Services (CTCS), MDGs and immediate thsas
response. In addition there were allocations fer Basic Needs Trust Fund (BNTF), operations iniHaiid for
capacity building technical assistance to borrowmgmber countries (BMCSs).

2 CDB, Allocation of Special Development Fund Resesr(Fifth Cycle), Working Paper, May 2001, SDF K-

5, WP01/5.

3 CDB, by Dr. Kenneth Watson, RideauGroup Consutant

* CDB, “Replenishment of the Resources of the Sp&saelopment Fund (SDF 6) — Resolution and Repbthe
Contributors on SDF 6", October 2005.

® CDB, “Resolution of the Contributors to SDF 6. 8dhle 3 — Report and Conclusions of NegotiationsSIF 6”,
October 2005. Para. 29 “Contributors also reafdnthe importance of the SDF resource allocaticatesjy that
had been introduced in SDF 5, and agreed thataime strategy should be used for determining indieatountry
allocations in SDF 6, with an emphasis on improvthg application and use of the strategy in stiemng
development effectiveness and restlts. 5. SDF 6 ACTION PLAN AND MID-TERM REVIEW. ... 94
Contributors agreed that there would be a Mid-T&aview of SDF 6, similar to that undertaken for SRRo be
completed early in the third year of the Replenishincycle. The Review should discuss progress niade
implementing decisions and recommendations inRagort, SDF 6 operations to date, the operatior@aramme
for new members, and the status of funding forReplenishment. ... 5.06 The exact content and eqeeof the
MTR will be finalized depending on emerging issa@sl concerns, but Contributors requested the Bauiave a
report prepared for their consideration, at leas month before the MTR meeting, covering, amoingmissues:
(a) overall progress on the operational prograninwuding implementation of the operational priidt set out in
this Report; (b) status of funding, and availapiiind use of commitment authority; (c) progres$iwitspect to the
time-bound milestones in the SDF 6 Action Planwa$l as other aspects of the Results Agenda, iticodar,
application of the SDF resource allocation stratgmeparation of results-based country strategdies, Bank’s
thematic and sector evaluation work, and the sedebtdicators of Progress on the alignment, harpation and
results agendgd) progress with respect to development of aitndng and evaluation framework for SDF based
on Caribbean-specific MDGs, Targets and Indicat@@sprogress on other aspects of the SDF 6 pragegmsing
the additional indicators requested by Contribytarsl (f) planning for SDF 7, including the propdg®ogramme
evaluation of SDF.

® The tasks of the assignment were: (1) collect andlyse information about CDB'’s experience and BMC
perceptions of the allocation system; (2) descthee rationale, history and scope of the allocasgstem and
formula; describe and analyse CDB’s method of sgpdountry performance; (3) review dollar allocatcover
time; (4) review the use of set-asides for spgmiaposes; (5) describe the general outcomes dltbeation system
and identify its strengths and weaknesses; (6)udsthe possibilities of harmonization with otheultitateral
development banks; and (7) formulate options foBGallocation system in future, setting out thegpand cons of
each option.

" A “public good” is one that benefits everyone isaiety, such as clean air, while a “private gobdhefits only
certain persons or organizations.

8 The “absolute” value ignores whether the numbepdsitive or negative and simply expresses the sizihe
number.

° However the WB/IDA caps the allocations of itsetiriargest “blend” borrowers at levels well belowaivthe
formula would produce, thus moderating the effecpopulation on the allocation in these three cadedia,
Indonesia and Pakistan).

19 Mid-Term Review of IDA 14. November 7, 2006. “ID¥APerformance-Based Allocation System: A Review of
the Governance Factor”. IDA/Sec M2006-0561. Paay@6. Page 19.

™ |DB uses the same formula for both its Fund foecgl Operations (FSO), and its Intermediate FimanEacility
(IFF).

12 The WB used the term “Country Policy and Instiintil Performance” (CPIA) for many years and regehés
used the term “IDA Resource Allocation Index” (IRAb refer to the actual performance score resyliom the
CPIA. The Inter-American Development Bank usestéim “Country Institutional and Policy Evaluatio(CPIE).
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13 Appendix A Table 3 shows a comparison of the PRE®ria with the CPIA criteria of the WB/IDA andhe
ADB. Table 4 shows a similar comparison between@BB and IDB criteria.

 David Dollar and Lant Pritchett, “Assessing AidMhat Works, What Doesn’t and Why”, WB Report Number
18295. WB Website Summary: “This report assessesigio aid, pointing out that aid is as much a nnatte
knowledge as it is about money. It discusses titirnaing role of financial transfers from rich t@qr countries,
despite the integrated capital markets; and the obleffective aid in supporting institutional déygment policy
reforms, crucial to a successful development. Tdpomrt summarizes the findings of recent WB researctaid
effectiveness. Two key themes emerge from thisrtefiee importance of timing, and the mix of moramd ideas in
making aid effective. When countries reform theomomic policies, well-timed assistance can inadhe benefits
of reform and maintain popular support for them.t8®& mix of activities, it is found that money hatarge impact,
but only in low-income countries with sound managatmWithout a reform policy, finance has littledact. To be
effective in equitable and sustainable developrettiree-way partnership among recipient counteisagencies,
and donor countries is needed. The recipient c@mmtnust move toward sound policies. Developmepheigs
must shift away from total disbursements and threomaevaluation of implementation, instead credtg hmpact
assistance. Donor countries should continue to aipgdd as well. The report concludes that propengnaged
foreign aid can make a big contribution toward ioyament in people's lives.”

15 David Dollar and Lant Pritchett, “Assessing AidMhat Works, What Doesn’t and Why”, WB Research Repo
Number 18295, November 1999. ISBN 0-19-521123-5

% There is a question whether the level of polictitntional performance should be the sole deteantirof a
country’s score, or whether ‘momentum’ [improvenestiould be assessed as well. It has been suggtsted
assessing policy/institutional level alone, as Cdiiigs at present, may penalize countries thatatariow level of
policy/institutional effectiveness, but are impnoyi Momentum of policy change, however, can be rtaike¢o
account later in adjusting the indicative allocatia the second stage of developing a country-lemngirogram in
the country strategy.

" In the various PRES scoring exercises countriasithproved by more than one rank include: Guyamauilla,
Turks and Caicos Islands, and St. Lucia. The c@astwhose policy/institutional performance deteated by more
than one rank, included Grenada, British Virgirahgls, Montserrat, Trinidad and Tobago, and Cayrslamds, and
Barbados

18 CDB, J. Braithwaite, “Discussion Note: Review bétPoverty Reduction Effectiveness Situation Indéigust
2006.

19 Braithwaite op. cit. p. 2 “The process of colladtizn and collective assessment envisaged in tioellation of
the PRES has not been fully adopted.”

2 Mid-Term Review of IDA 14. November 7, 2006. “ID¥APerformance-Based Allocation System: A Review of
the Governance Factor”. IDA/Sec M2006-0561. Paiayi0. Page 16.

% The criteria are scored on a scale from 1 to b Witepresenting an unsatisfactory performancesamgresenting
an excellent performance

22 The policy-and-institutional performance varialas introduced into what had previously been aocation
system based entirely on need in order to give eaahtry an incentive to reform its policies andtitutions where
such reform is needed. One would expect that RESPwould have a significant influence on SDF atamns,
although it shares that influence with another grenfince variable (performance of the country’s GRxBtfolio)
and with three variables that measure need (pdpnolater capita income, and vulnerability).

% The range of WB scores is from 1 to 6, and CDBesdérom 1 to 5.

% 1n 2005 the Asian Development Bank adopted theAGHRIsters and criteria used by the WB/IDA, abaridgrits
earlier CPIA that had been different in some repdthe Inter-American Development Bank (IDB) ussesentially
the same clusters as the other MDBs, but gives tiffarent weights and has a much smaller numbéndifidual
criteria within the clusters (10 main criteria, sab-criteria). IDB gives much greater weight tockl inclusion
and equity” (35% rather than 25%), and consideréddg weight to “(macro) economic management” (I&%er
than 25%). It is perhaps noteworthy that IDB atidslusion of indigenous peoples and other minestito its
“gender equality” criterion.

% WBJ/IDA, Resource Mobilization (FRM), “IDA’s Perfarance-Based Allocation System: A Review of the
Governance Factor”, October 2006.

% gSee the Millennium Challenge Corporation for aprapch to governance in a resource allocation soti@t is
broader and more political.
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27 Mid-Term Review of IDA 14. November 7, 2006. “ID¥APerformance-Based Allocation System: A Review of
the Governance Factor”. IDA/Sec M2006-0561. Paag2b. Page 14.
% Central African Republic, the Gambia, Madagasdamzania, Cambodia, Indonesia, Vanuatu, Iran, Tajnis
Yemen Republic, Argentina, Grenada, Guyana, MeXitoaragua, Paraguay, Albania, Slovak RepubliciKisan,
and Pakistan.
% That is the comments of all country economistdigipating in the scoring exercise should be coegpiinto a
single text.
30 Average performance score 2001-2005, Appendixab)e1.
31 Belize, Grenada, Guyana, St. Kitts and Nevisy8tcent and the Grenadines, and the Turks and €4dgtands.
% Simple two-variable regression analysis shows #iphes R of 0.756578, an R squared of 0.572411, and
standard error of 0.101452, on the basis of sienlagions (six countries).
% The main reasons were that Dominica experienceerediscal distress during the SDF 5 period. Dacairhas a
relatively small population, a relatively high pgoito performance score, and its vulnerability scavas relatively
high.
% 1n 2006 the CDB included only investment loan#srProject Performance Index. Most multilateravelopment
banks also include technical assistance projegisdf the performance index.
% The PRES is based on five criteria of povertywate country performance: socially inclusive depefent,
macroeconomic management, governance and pubtiorseanagement, structural or microeconomic manageém
%nd environmental policies and management. Eatdrion is given a consensus weight by CDB econamist

Ibid, p.6
37 CDB projects are scored at each stage of theicyifle. A Performance Rating Summary is complétethe
Project Portfolio Management System (PPMS) at ptojgppraisal, at each supervision milestone, and at
completion. The project supervisor enters scoreistheir justification. The standard criteria arered each time,
although at appraisal the expected performancesissged, not actual performance.
% The PPES criteria are closely related to the haisedl project performance criteria promulgated bg t
Evaluation Coordination Committee of the OECD/DA@eginning in 2001, the CDB put in place a project
evaluation system using these six criteria of genmce, which are scored individually and then cioeb into a
‘composite performance score’.
39 As well, three other criteria are scored indepetigéut not combined in the composite performaswere. These
are: the performance of the Caribbean Developmank®self, borrower performance, and timing parfance.
“° The average should be of project scores at anseteach year, not an average of annual averafjes reason for
this is to give full weight to other operations (i the first year that they enter the calculation
1 CDB, IDMAG and RideauGroup, “Evaluation of CDB Teical Assistance Operations”, 2007.
42 The possible red flags are as follows: A perforneascore below 2.0 (out of 10) on any criterionjomposite
performance score below 4.0; a performance scorangncriterion that has declined by more than 158¢esthe
last supervision report; an ‘unsatisfactory’ ratiog the performance of the Caribbean DevelopmemkBtself
(which would have to be removed before the varialde used for allocation purposes) or an ‘unsatisfg’ rating
on borrower performance.
*3 One ‘red flag’ is raised if any of the followinguestions is answered positively: Is any performatriterion
scored below 2.0? Is the composite performanceedmeiow 4.0? Has any performance score declingddrg than
15% since the last supervision report? Is projeoing more than 15% behind target? Is CDB perfortean
unsatisfactory? Is the borrower/executing agencfopmance unsatisfactory?
*4 The smaller the number of projects that form theid of the performance metric, the more unstdtgenetric is
liable to be.
*>1n 2005, only 2 projects in the SDF capital pditf¢2.4%) were classified “at risk” compared witsur projects
in 2004 (5.1%) and 9 projects in 2003 (10.3%)
“ Portfolio performance scores may be highly vaatithere real volatility of performance is much less
Measurement volatility in a red flag system maynigch greater than actual volatility of performaifate country
portfolio is small. Consider a country that hagfactive projects, all of which are satisfactorylmplementation
Performance and Development Objectives and has fihaa three red flags up. It would receive angtif 6.0 on
portfolio performance. If, now, one of the fiveopects gets another red flag and is counted “&t,rihe country
now has 20% of its projects at risk and a portfpikoformance rating of 2.5. This is a very larargge in score for
a small change in actual performance. Three chahges been proposed by WB staff to lessen measuateme
volatility. These changes are: (1) Narrow the es@al which portfolio performance is scored frontd16’ to ‘1 to
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4.5'. Consequently the conversion formula willealgave to change (that is, the formula used to exdri% projects
at risk” to a performance score on the 1 to 4.%e3cdl he rationale for this change is that narranthe range of the
performance scale will constrain measurement \ilatilt is unclear that this will be so, if scag on the new scale
is proportional to scoring on the old scale (gardbably would be). (2) Take readings of the pdidfperformance
at several times during the year (in fact at the @heach quarter) rather than only at one fixet @ach year. The
rationale is that this will make it less likely thhe country manager will clean up the countrytfedio to improve
the portfolio score (by early termination of prdgthat are performing poorly). (3) Countries wtbrtfolios of
three projects or less (14 of 81 countries) will have the portfolio performance component usethéncalculation
of their budget allocation. In effect these cowettrivill have an allocation determined only by coumtolicy and
institutional performance (CPIA). Simulations byetWB staff indicate that these three changes woettlice
measurement volatility by about two-thirds. It Hasen suggested that the proposed changes will reke
measurement volatility confirm more closely to teal volatility of performance, will better alighe ratings with
portfolio norm&® and will better align the range of portfolio perfance ratings with the range of CPIA ratings.

*" IDB considered another approach to the same igsamely using “average age of a dollar disbursesiaa
performance measure.

“8 The percentage of projects at risk has improvedkedly in the past five years, although the bulktioé
improvement has been in potential rather than hpradlems so perhaps over-optimism is showing.here

9 “Net Disconnect” is defined as “The difference vbeen the percentage of projects rated as satisjatip
Operations Evaluation Department and the percentage by the Regions in the final Project Supémiskeport
as unsatisfactory for achieving the developmeneabjes.” World Bank, “Definitions, Classificationand Data
Sources”, p. 4.

¥ The actual outcomes are measured for completeigqsoby Operations Evaluation Department of the WB
group that reports directly to the Board. The ‘disgect’ is measured globally and for individual cties and
sectors.

*1 Gross domestic product per capita.

2 CDB, J. Melville et al, “Revised Economic Vulnetiith Index — 2002”, March 2006.

%3 CDB, Natural Disaster Strategy and Operationald@liries, April 1998.

** See “Adapting IDA’s Performance-Based Allocatiom$ost-Conflict Countries”, May 2001

5 A minor qualification here is that “country perfioance” is the multiplicative factor in the World iHIDA and
CDB allocation formulas, but the country performarscore itself is the result of an addition of tweighted
scores, one for policy-and-institutional performaianid one for portfolio performance.

% Mid-Term Review of IDA 14. November 7, 2006. “ID¥APerformance-Based Allocation System: A Review of
the Governance Factor”. IDA/Sec M2006-0561. Payi/. Page 20.

°70.5 is the minimum possible change since the sg@tale is calibrated in 0.5 increments.

8 CDB, “Use of Grants in the Special Developmentd®uipril 2005. SDF 6/1-EEN-4.Rev. 1.

9 CDB. IDMAG and RideauGroup Consultants, “Evaluataf TA Operations”, February 2007.

9 Op. Cit., paragraph 6.06

61 CDB, “Resolution of the Contributors to SDF 6. 8dhle 3 — Report and Conclusions of NegotiatiomsSIDF
6", October 2005. Paragraph 6.06.

%2 That is the comments of all country economistdigipating in the scoring exercise should be coepiinto a
single text.

% The average should be of project scores at anseteach year, not an average of annual averafjes reason for
this is to give full weight to other operations (i the first year that they enter the calculation

® Portfolio performance scores may be highly vaatithere real volatility of performance is much less
Measurement volatility in a red flag system mayngch greater than actual volatility of performaifate country
portfolio is small. Consider a country that hasefactive projects, all of which are satisfactorylB and DO and
has fewer than three red flags up. It would rez@ivating of 6.0 on portfolio performance. Ifwn@ne of the five
projects gets another red flag and is countedisét,rthe country now has 20% of its projects akrand a portfolio
performance rating of 2.5. This is a very largargde in score for a small change in actual perfoo@aThree
changes have been proposed by WB staff to lessasurement volatility. These changes are: (1) Nathe scale
on which portfolio performance is scored from ‘16{do ‘1 to 4.5’. Consequently the conversionnfimta will also
have to change (that is, the formula used to cari9érprojects at risk” to a performance score oa thto 4.5
scale). The rationale for this change is that awaimg the range of the performance scale will oc@mst
measurement volatility. It is unclear that thidl e so, if scoring on the new scale is propomidn scoring on the



REVIEW OF THE UNIFIED SPECIAL DEVELOPMENT FUND RESO URCE ALLOCATION SYSTEM

old scale (as it probably would be). (2) Take ragdiof the portfolio performance at several timasrd) the year
(in fact at the end of each quarter) rather thdy ahone fixed date each year. The rationalbas this will make it
less likely that the country manager will cleanthp country portfolio to improve the portfolio seotby early
termination of projects that are performing poarf3) Countries with portfolios of three projectsless (14 of 81
countries) will not have the portfolio performano@mponent used in the calculation of their buddjetation. In
effect these countries will have an allocation dateed only by country policy and institutional flmance
(CPIA). Simulations by the WB staff indicate thaese three changes would reduce measurement iplatjl
about two-thirds. It has been suggested that tbpgsed changes will make the measurement vojatibinfirm
more closely to the real volatility of performaneéll better align the ratings with portfolio norfilsand will better
align the range of portfolio performance ratingshvthe range of CPIA ratings.

% IDB considered another approach to the same igsamely using “average age of a dollar disbursesiaa
performance measure.

% CDB, J. Melville et al, “Revised Economic Vulnetiith Index — 2002”, March 2006.

67 This conversion scale is quoted in ADB “2005 ArlriRaport on ADB’s Country Performance Assessmerré&ise”, March 2006.

% The minimum allocation has been higher than threeau figure. It was in 2004 SDR 3 million, forample.

% As specified in the annex of the Joint SummarghefChairs, Special Meeting of the GEF Council, #at80 — September 1, 2005.

" The RAF will initially be applied to the focal a@® of biodiversity and climate change. In GEFhgse two focal areas together account for
about two-thirds of the resources employed for @ogning in the GEF.

"L CPIA Indicator # 11.

"2 CPIA Indicators # 12,13,14,15,16.

3 The weight of the portfolio performance factortire allocation formula is expressed by its exponenich is 0.6. However the effective
weight varies, depending on the baseline situaifdhe country, as is always the case in a systatuses an exponential formula.

" The Country Portfolio Assessment Working Group pdses regional department representatives, knaeleépartments and central services
department (COSO, which is responsible for ADB-witetfolio management).

" The use of a “portfolio performance” variable dates back not to the start of the World Bank/IDA alloation system but only to the mid-
1990s. During the IDA 10 negotiations, donors askeithat borrowers’ portfolio performance (in their existing portfolios of IDA credits)

be taken into account in further resource allocatios. Beginning in 1993, therefore, portfolio performance was given a weight of 20%
among the variables in the resource allocation formla, although, at this time, it was not a separatéactor, but rather was one of the
criteria, among several, that comprised the measuseof country performance. In 1995, the weighting oportfolio performance within the
country performance score was reduced to 10%, andhén to 7% in 1997. When the country performance fetor in the allocation
formula was redesigned in 1998, however, it was déded to have a separate portfolio performance factooutside the CPIA. Thereafter
there were two performance factors in country perfomance in the IDA allocation formula — portfolio performance, with a weight of
20%, and policy/institutional performance, with a weight of 80%. At the same time, the methods of measng ‘portfolio performance’
were changed to address methodological problems. &riously the score for portfolio performance had ben based on estimates of the
proportion of ‘problem projects’ in the country por tfolio. This was controversial. It was thought that project managers might be
reluctant to label a project a ‘problem’, despite gowing difficulties and risks, especially if the result might be a loss of resources for their
country program. Therefore the World Bank began masuring ‘projects at risk’ in 1996, in addition to actual problem projects, and, in
1998, began using the data to help allocate IDA resrces. The assessment of ‘projects at risk’ in aantry is based upon the findings of
supervision missions and is updated after each miss, which generally occur about every six months.

8 Excluding all projects that had been cancellediased.

" An “actual problem project” is one rated unsatitfay on implementation progress or rated an uhlit@achieve its development objectives.
8 A “potential problem project”, although it is cently rated as satisfactory on IP and DO, has fasltors historically associated with
unsatisfactory outcomes.

" The definition of ‘red flags’ has changed over yiears. For example, in response to recommendsiticime FY99nnual Review of Portfolio
Performancesome ‘red flags’ were changét.

8 Any of the critical legal covenants rated “not qaied with” in the last ISR.

8 Ratings of MU, U or HU on any applicable safeguanticy in the last ISR.

8 Counterpart funding rated MU, U or HU in the [{3R.

8 Monitoring and evaluation rated MU, U or HU in tlast ISR.

8 Financial management rated MU, U or HU in the IS&.

% procurement rated MU, U or HU in the last ISR.

% Project management rated MU, U or HU in the ISR.I

8 Project with IP or DO rated MU, U or HU for any Babnths cumulative during the life of the projedthis flag is removed when the project
has been rated MS, S or DS for PIP and DO for teeipus 24 months.

8 Elapsed time between Board approval and effectis®rof more than nine months for investment, mia@ tsix months for policy-based
lending and more than three months for emergeneyabipns. This flag is turned off three yearsraiteard approval..

8 Disbursement delays of 24 months or more for itaest operations. Delay is calculated based oinitial or formally revised disbursement
schedule for the project.

% Located in a country with weak economic manager(@RIA rating of less than 3.0 on a scale of 1)to®nce flagged the CPIA must exceed
3.5 for the flag to be removed. This flag alsdudes countries which are in a conflict or postfiochenvironment.

% Located in a country with a net disconnect of 28%nore, or where net commitments associated witatisfactory projects, as rated by IEG,
represent more than 40% of commitments for comglptejects over the previous five years. In caglesre the sample of IEG evaluations is
too small, ICR data, data on mature projects, aqenence of other donors is used to arrive atbasbconclusion. This flag also captures
countries with less than satisfactory CAE ratings$EG in the prior five fiscal years.

92 Since 1994 ( IDB-8).
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% |bid, p.6

% DB, “Alternatives for a Performance-Based Alldoatof FSO Resources and May 2001 Reallocationvafilable FSO Resources”, Strategic
Planning and Budget Department, Washington DC, 2un2001, p.3

% Implementation is ‘unsatisfactory’ is most sigeéfint components are not in compliance with theimaigor revised project implementation
and sequencing plan or there is a problem withgtradity of the components. A serious delay in impbatation of the project may be occurring.
Corrective actions are being taken that may prodeselts. A project is very unsatisfactory if masible corrective action has been identified or
there is no agreement with the executing agen@ppnopriate corrective actions.

% The likelihood that the key assumptions will htilde in practice is classified as low based onlatest information.

 Indicators include: Project has been under disment for more than 3 years and is less than 25fudied. Project has been under
disbursement for more than five years and is lkas 75% disbursed. Project took more than 12 mawttechieve eligibility from date of
contract validity. Less than 10% of available batsdisbursed in previous 12 months. Eleven oemummths elapsed between Board approval
and contract validity in countries not requiringikdative ratification. Seventeen or more monttapséd between Board approval and contract
validity in countries requiring legislative ratifiion. More than 24 months in extensions of daténal disbursement. More than 6 months delay
in presentation of audited financial statements.

% |DB, ‘Proposal for a Performance-Based AllocatidiFSO Resources’, Strategic Planning and BudgpaBment, June 6, 2002



