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Executive Summary

The World Bank is quietly pursuing a $55-$110 billion
increase in the capital base of the IBRD and IDA, with a 25%
increase request for IFC. In an Orwellian homage, the World
Bank management has laid out its development vision for the
next generation in a document entitled, New World, New
World Bank Group: Post-Crisis Directions and Internal
Reform Agenda. This brief provides an update of the World
Bank Group (IBRD and IFC) capital increase request status
and calls for an expansion of the scope of the Bank reform
agenda. To date, the Bank has disclosed little documentation
nor planned a consultation with civil society around the IBRD
capital increase.

A capital increase is a once in a generation opportunity to
refl ect on the Bank"s co
multilateral development cooperation. An ongoing debate
within the Bank about the Middle Income Country Agenda,
country systems, investment lending reforms, Voice and Vote
reforms, and related reforms also suggest pressure to loosen
the safeguard policies for certain risk scenarios may have
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obscured the Bank®"s core missi
Bank considers a new flexible lending instrument that could

serve as something akin to an express lane pass moving low risk

loans to preferred customers, the bright line that distinguishes

the IBRD and World Bank for any other commercial bank begins

to blur. The World Bank capital increase request should provide
unequivocal evidence that a bigger World Bank — the result of a

capital increase-is clearly a better bank.

The capital increase proposal raises more questions about the
vision and mechanics of poverty alleviation than it answers.

Il ssues related to the Bank"s
for governance reforms, the decision to delink the capital
increase from energy and climate policy or IFC Performance
Standards review, an increasing reliance on instruments that have

no safeguards, little attention to strengthening evaluation
accountability and an uninspiring results matrix highlight the need
for a transparent and meaningful public discussion prior to any
capital increase decision.

Summary of Recommendations

A minimal reform agenda for the Bank to qualify for any capital
increase could include broad recommendations in five areas:

A. Transparency

1) Public discussion about the capital increase should be
promoted and should rest on the disclosure of a variety of core
process and policy documents that are referenced within the
capital increase proposal but are not available to the public — as
well as the disclosure of the full capital increase proposal itself.

B. Investment Lending Reforms:

2) A full IEG evaluation of the Country Systems
experience to date should be pre -requisite to any
decision to introduce new decentralization or
operational safeguar d reforms . An outcome of this
evaluation could be clearer criteria and benchmarks for any
future derogation of safeguard or operational policy
responsibilities to clients and governments. Given the many
concerns about categorization that have been raised with IFC,
future plans to change IBRD and IDA risk categorization should
be widely shared before any decision is taken.
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World Bank General Capital Increase

C. Energy and Climate:

The World Bank needs to spell out energy and climate
policies in which it can do better. Some possible areas
include:

3) Incorporate measurable climate change
relevant goals and indicators into all Country
Strategies. All Bank Country Strategies should
include initial baseline and end of period emissions
targets; institutional capacity building goals and
investment priorities that are consistent with a
Country Environmental Analysis and reflects GHG
accounting; as well as specific deforestation, RE/EE and,
relevant M&E investment targets. Annually, the WB
should measure and report publicly on the climate
related development outcomes of MDB investments,
with particular emphasis on environmental and social
outcomes.

4) Energy options assessments (for coal and
large hydro alternatives) that prioritize
eliminating energy poverty in all energy project
and program design . The Bank should not decide
the appropriate low carbon development strategy by
itself, but rather present options that inform public
debate. No energy for export projects unless
conditioned upon an enforceable set of energy poverty
reduction, contract and payment transparency and
sustainability outcomes. The Bank should set higher
targets for more off-grid renewable energy for rural
communities with grant funding. For large economies
with a mitigation agenda, lending should focus on low
carbon development strategy coherence between
energy lending and other climate finance, REDD
strategy. Energy pricing subsidy issues should be dealt
with equitably, i.e. not on backs of poor.

5) Integrate GHG accounting across the entire

portfolios of all the MDBs . Although the World
Bank Group committed to account for the GHG
emissions associated with its investment portfolio in
2007, as of 2009 the International Bank for
Reconstruction and Development still had not settled
on a methodology for completing such analysis, nor
produced even a partial report of the carbon footprint
associated with its investments. It is essential to

implement greenhouse gas accounting measures to
determine emissions of all projects in which the Bank
invests directly or administers investment funds.
Adopting and implementing GHG accounting includes
(1) calculating net carbon flows; (2) establishing
uniform calculation techniques, with provision for
modification as professional standards evolve; (3)
making public the calculation techniques and the
calculations; (4) adopting and making public a uniform
carbon charge rate (shadow price on carbon) which
appropriately reflects the global social cost of a unit of
carbon emissions; and (5) performing carbon GHG
accounting, including a full carbon charge for each
project, defined as the net carbon flow multiplied by
the carbon charge rate; (6) GHG auditing procedures
should be developed to check consistency between
initial estimates and evolving scientific methodological
standards (7) Invest in the capacity of local institutions
within developing countries to understand climate risk,
deploy low carbon technologies, and measure and
manage GHG emissions.

D. Managing for Development Results:

To ensur e better alignment

incentive structure and core mission of poverty
alleviation, the World Bank should strengthen
independent monitoring and evaluation of

results and impact as well as accountability for
implementation of recommendations from

evaluation .

6) The World Bank Board should strengthen IEG
capacity by expanding the scope of IEG activity within

the unit * s t er ms . dEG coul® fssmee n c e

evaluation of DPLs, and validate Quality upon Entry
and project evaluations on an annual basis. In line with

t he Bank®"s decentralizat

move closer to the regions, which entails removing
restrictions for |IEG to actively disseminate evaluation
products outside of Washington and to engage in more
frequent contact wi t h.

Expansion of | EG"s mandat e

promotion and oversight of greater opportunity for
civil society participation in the monitoring and
evaluation stages of the project cycle.
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7) IEG proclaims its independence and has improved
the level of transparency regarding its systematic
evaluation work. Following the recommendations of
past expert reports, the World Bank Board should
take leadership to strengthen IEG independence
by revising the terms of reference of the IEG to (I)
require that a majority of IEG staff be recruited from
outside the World Bank Group; (2) introduce cooling
of f periods of
door” dynamic between
Bank staff, and (3) ensure that the IEG Director
General no longer functions as a member of the
Group" s s enert Birmlly, Bbard @rgneittees
should have access to outside legal, accounting and
other expertise as appropriate to fulfill their fiduciary
duties.

8) The Board could also make more extensive use of
external evaluations to assess critical aspects of the
WABG activities, processes, strategies, and performance
to complement the audit and evaluation work of IEG.
The Bank should establish criteria for prioritized
projects, policies that merit third party evaluation and
a timetable for piloting such a system.

9) An additional step that the Bank might consider is
establishing a new mandate and an associated publicly
disclosed instrument to track the implementation of
Board approved IEG and other Bank policy evaluation
recommendations. The evaluation recommendation
tracking mechanism could be conducted by a qualified,
external panel that assesses the evaluability of IEG and
other recommendations and provides annual updates
on WBG management efforts and achievements in
implementing these recommendations. Based on
observed implementation progress, the external panel
could provide an action plan with binding measures to
address or improve evaluation recommendation. The
panel could consider its own recommendations to
clarify responsibility of management and the Board in
terms of locating responsibility in the observed
implementation performance. The external panel
charged with tracking evaluation implementation could
also review a sample of Bank projects to assess the
incorporation of evaluation learning into the project

design. Initial results of demonstrated learning in

project design traceable to past IEG evaluations should
inform a future proposal to the Board for systematizing
this attribute of quality upon entry analysis, along with
targets and timelines for mainstreaming demonstrated
learning from IEG and other evaluations in Bank
project preparation.

E. IFC:

standards by strengthening the IFC Performance
Standards and the Development Outcome Reporting

System.

1) Strengthening IFC Development Outcome
Reporting:  To strengthen accountability

demonstrate Il FC" s
poverty reduction mandate, the updated Sustainability

and

Framework should revise its outcome reporting
system to introduce project level outcome
reporting. IFC should develop and implement a

robust framework for public reporting on development
outcomes for each project. Project level reporting
should  fulfill Relevance:
Reporting should evaluate specific contributions to

several principles: a)

poverty  reduction, empowerment,  expanding
opportunities and sustainable development rather than
just client financial performance or outputs such as
jobs created or increased tax revenue; b) Better
specification of additionality: IFC should better
demonstrate value-addition in its investments that
no harm” and
with Performance Standards. IFC should strive to

report on outcomes achieved rather than outputs

moves beyond “ d 0

generated. Similarly, IFC should provide evidence that
it is meeting its goal of achieving replicability across

the sector or within the supply chain; ¢)
Strategicness: IFC  should demonstrate the
strategic value of projects, which involves

demonstrating how a project advanced the relevant
institutional, national and sector-wide development
objectives; d) Validity: Consistent with the new WBG
disclosure policy, IFC should back up results with
public disclosure of relevant supervision reports
(Environmental and Social Review Document, Progress

on implementation of Action Plans, implementation of

d
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Community and Indigenous Peoples Development

Plans and Social Development Plans, Annual

Monitoring Reports, Site-visit monitoring reports,
Period report on development outcomes), excluding
only information that is justifiably commercial in

nature.

2) Strengthen commitment and clarify Broad
Community Support
review of an IFC determination of broad community

Currently complicating a

support is the lack of transparency related to evidence
used by IFC to make this determination. The IFC must
provide local communities and civil society
organizations with an opportunity to review all
information
broad community support and an opportunity to
critique or support these findings. IFC should publish,
in advance of IFC consideration of projects, all
documentation pertaining to the determination of
support. Considering the importance of the good faith
negotiation and broad community support standards,
and the relative lack of information on systematic
implementation of these standards by the IFC, IFC
must undertake a focused review of these standards, in
This should

include an examination of (a) how the standards have

close consultation with communities.

been applied in practice in order to assess quality of
compliance; (b) weaknesses that need to be addressed;
and (c) lessons learned from affected communities and
their representatives about how the provisions can be
improved.

3) Strengthen commitment to the Rights of
Indigenous Peoples: Although IFC and the World
Bank have
safeguards to protect the rights of indigenous peoples,

contributed to the development of
the Policy and Performance Standards must be
upgraded to ensure consistency with international
human rights standards, including the United Nations
Declaration on the Rights of Indigenous Peoples
(UNDRIP). IFC must ensure, as part of this process,
that revisions to its sustainability framework achieve
this consistency.

substantiatingPlr @FCTS !

. The Bankos
Increase: More is Better

The World Bank is quietly pursuing a 30%-60% increase in
the capital base of the IBRD and IDA, with a 25% increase
request for IFC.' In an Orwellian homage, the World Bank
management has laid out its development vision for the
next generation in a document entitled, New World, New
World Bank Group: Post-Crisis Directions and Internal
Reform Agenda’ Formalized at the Istanbul Annual
Meeting of WB/IMF Governors after a banner year of $58.8
billion in new lending in 2009 and a projected $72.5 billion
in FY10, a team under the supervision of Special Advisor to
President Zoellick, Carolyn Anstey is developing a formal
d ©t etrhngi nBaa n ko'ns
Spring Meetings, April 24-27, 2010. The basic elements of a
capital increase proposal were presented several times to
the Board since December 2008 and the full proposal was
di scussed with the
I8 and 19, 2010. The substantive negotiations between
Bank member countries regarding the appropriate size of
the Bank, the scope of the reform agenda and the options
to pay for any capital increase are happening now and could
be concluded by mid-March.

Given the Bank"s recent
disclosure policy, it is somewhat confounding to account
for the surprising lack of transparency and accountability in
the capital increase process.’ By diverting attention to the
multiple policy reviews underway at the World Bank

1 This article builds on an initial overview of the VB capital
increase process, “World
on reforms: Lukewarm response from donors a possible
setback for
2009, http:/lwww.bicusa.orglen/Article. | | 608.aspx

2 This analysis is based on three undisclosed draft Bank doc-
ument s, “New Worl d,
Cirisis Directions; and (ll) the Internal Reform Agenda, both
date Feb. 2, 2010; and
ty (Feb. 19, 2010).

3 For an overview of the key transparency and accountability
concerns addressed by the World Bank Transparency Re-
view, see testimony by Rich Bissell to U.S. House of Repre-
sentatives, Committee on House Financial Services, Sep. 10,
2009. See Bank Information Center for more on World Bank
Disclosure Review and the House Financial Service Commit-
tee Hearing, http://www.bicusa.org/en/Article.| 1480.aspx
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Figurel. World BankExtra Effort in Comparative MDB Perspective, Annual Lending Volume
20042012 (US$ million) * Estimates.

MDB Lending ($ Million)
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Group, President Zoellick has succeeded so far in
preventing any transparency or consultation about the

Bank"s capit a.lUnlike gthe IDB wiscle r e Whyedses the World Bank deserve more public
rolled out a three month consultation process, the money! As a once in a generation opportunity to
World Bank has so far refused to even identify the reflect on the Bank"s <core
persons within the Bank leading the analysis and multilateral development cooperation, the capital

request formulation. While the Bank has come a long
way in opening space for civil society to participate in
project cycle and policy decision making, many gaps
remain — particularly in setting the scope and agenda
for this participation.*

Most worrisome about the lack of transparency is the
probability that the scope of any reform agenda upon
which a capital increase could be negotiated is well
underway and could wrap up before the middle of
March. The pressure to conclude core negotiations on
the IBRD capital request in March is driven in part by a
decision tied to the IDB capital request. Many donors,
including U.S. Treasury, are governors of both Banks.
IDB Governors meet in Cancun on March 20-22, 2010

to ratify a capital increase and donors therefore need
to calibrate their offers to both banks.

increase request should provide unequivocal evidence
that more money in the form of increased endowment
of the World Bank will in fact do more good. Of
course, the G-20 endorsement of accelerated and
expanded MDB lending of $100 billion between 2009
and 2012 to help provide greater finance to help ease
frozen credit markets is the obvious reply - suggesting
the restored credibility that the World Bank has
achieved in the eyes of the expanded club of global
economic powers.

The World Bank has lost little time in meeting its new
quota. Overall WBG additional lending alone (above
and beyond the pre-crisis 5 year average) is projected
to reach $100 billion in response to the G-20 mandate
— exceeding its expected quota of the G-20 envelope
by 25%.° The other MDBs combined (IDB, ADB,

“Alnoor Ebrahim, “The Woel d
view, and the Role of Democratic Participatory Processes in 5 d 0 . . h
Achieving Successful Devel opm&"é’?{)\/md&& s Iangorlng,group‘éogrftﬁ‘r@(grﬁﬁ

before the U.S. House of Representatives, Committee on orld Bank and other DBs Final repo mem-
Financial Services, Sept. 10, 2009 bers commit to use more thoroughly the resources of these

institutions [World Bank and other MDBs] to bring forward

Bank"s Disclosure Policy R
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EBRD, and AfDB) could also be responsible for
another $75 billion in additional lending during this
period. In sum, the World Bank has exceeded G-20
expectations in its aggressive increase in lending.

Figure 1. above illustrates just how much the World
Bank has ramped up lending compared to some of the
other MDBs. by the IBRD were
relatively low by comparison to new approvals ($18.5
billion or 56%) and for IDA were flat ($9 billion),
raising questions about the net effect of new lending

Disbursements

and the prospect that quality issues could influence
whether some of these new operations are not

actually being executed.®

Bank officials have claimed that without a capital
increase, official lending would decline considerably

below estimated pre-crisis trend of $15 billion per year
for IBRD by 2013. Figure 2 puts this projected post-
IBRD
perspective. Projected annual lending for 2010-2012

crisis lending average for in comparative

are based on Bank estimates.

The dramatic growth in IBRD lending since 2008 casts
a long shadow over relatively modest increases in IFC,
IDA and MIGA operations during this period. Most of
the growth in IFC (300%) and IDA (55%) occurred
between 2004-2008.

The World Bank has proposed four separate IBRD
capital increase scenarios. The proposal outlines two
post crisis IBRD demand scenarios (high of $19 billion
per year and a low of $15 billion per year) and several
financing strategies.

Figure2. Composition of World Bank Group Annual Lending Growth (2@04.2) (US$ million) * Estimates.
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40000 .
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global expenditure support financing to developing countries
by $US100 billion over the next three years based on cur-
rentlyagreedc api tal .” I nitial expectations estimated WBG
additional lending at $25 bn per year.
'’ EG (Nov. 2009) “The World Bank Group“s Response to
the Gl obal Crisis,"” Evaluation Brief 8
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Figure 3World Bank Group Capital Increase in Historical Perspective

World Bank Group Historical Increases of Subscribed Capital
($US Bn)
120
100
< 80 W 1959
= B 1979
0 60
%) m 1988
3
40 | 2010
i I
o) N | |
1959 1979 1988 2010

Depending on complementary financing options
($0.65-$1 billion selective capital increases associated
with Voice and Vote reforms, $2-$3 billion from
increased loan charges) and $0.5 - $2 billion from
changes to accounting rules (currency conversion of
capital commitments), the IBRD suggests that it would
need approximately $3-$5 billion in additional paid-in
before 2019.

scenarios for the

Under different forecasting
the total

capital
current recession,
subscribed capital increase for the World Bank would

be between $US 50 and $US |10 billion.®

The G-20 deposit of confidence in the Bretton Woods
system in the past year is clear. As an another gesture
of confidence in the World Bank effectiveness, one
might also point to the cluster of donor countries that
have pl edged
investment trust funds. As with the financial crisis, so
with climate finance, the inherent trust in the World
Bank is embedded in its

’Refers to Review of

2010), pgs. 27-28.

8Ref ers to
2010), pgs. 27-28.

significant

| BRD"

R eFivahcial Wapagidy (Feb.BOR D “ s

ability to move large amounts of money rapidly.
Development can be harmed by the reductionist
principle that more money moving through that system
is considered a good thing.

Beginning with the U.S. government but including a
number of leading emerging economies, this somewhat
surprising re-vindication of the World Bank, seems to
reflect the adage about democracy - that the Bretton
Woods system is the worst form of multilateral system
except for all other forms of multilateral systems.

In light of t he Bank"s capital
whether the G-20 actually intended to endorse a
“mor e i s better”
motivated the World

nNCcr eec

phil osophy
Bank" s oV

SOMDeHtH tge intf:rraill incBn&ivH grecyre. - | i mat e

The last recapitalization of the IBRD shown in Figure 3
was for $US 74.8 billion in 1988 ($US 133 billion in
FY09 dollars). In this context, the current capital
increase of $55-$110 does not appear so onerous.
Teblenlabelow ddtailscthep Geberat GapitalFlachease
(GCl) scenarios that have been outlined by MDB
management teams, which have served as the basis for
MDB management s*® GCI “

19,
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The ADB capital increase of $110 billion (150%) was
already approved in March 2009 after the London
G-20 meeting. The World Bank (IBRD/IFC) requests
stand out for being below the other IFls in terms of
percentage of existing capital. For IBRD, a 30%-58%
increase would imply a GCI of total subscribed capital
between $57 billion and $110 billion, which would
increase the IBRD-IDA capital base to between $247
billion and $400 billion.

However, in a context of scarce development
resources and with a diminished climate of panic, the
hasty extension of confidence by G-20 leaders in the
World Bank in exchange for a governance reform
agenda that lacked broader consensus should be
carefully reviewed. One year later, with at least a
measure of stability returning to financial markets, we
might pause before leaping again to permanently boost
a World Bank business model that has not been
adequately evaluated.

The IBRD pumped out $32 billion in lending in FY09
and a projected record $44 billion in new lending in
FY10 would quadruple the level of lending in 2004.
Over the last five year period (FY05-FY09), Latin
America and the Caribbean region has accounted for

the largest share of IBRD finance, including the largest
recipient of WB DPLs. While a capital increase would
not lock in the massive lending increases of the past
two years, a return to pre-crisis level of lending of
$15-19 billion per year also assumes no change is
required to a business model for which 60% of the
Bank" s outstandiig dohns are in only 8 of the

Bank"s 135 borrowing countri

of these countries that have national developments
extending credit on the order of 10 to 20 times what
the IBRD can provide, a review of additionality of IBRD
finance and the proper focus in years ahead is in order.

The World Bank®s <core

through the provision of subsidized finance to poor
and middle income countries. Since its inception in
1946, the IBRD has provided over $422 billion in
concessional finance (plus technical cooperation) to
135 of its 186 member countries. What is the
appropriate size for the World Bank to most
effectively fulfill its mission? Is a bigger World Bank —
the result of a capital increase, clearly a better bank?
An affirmative answer should not be taken for granted.

mi

Institution Current capital Proposed Proposed Capital base Proposed
base ($) increase (%) increase ($) after proposed percentage paid-in

GCI ($) capital

IBRD 190 30%-58% 57-110 247-400 6%

IFC 9 25% 2 I 100%

AfDB 33 200% 99 114 6%

EBRD 30 50% I5 45 10%

IDB 10l 70%’ 70 170 2.4%

AsDB * 55 200% 110 165 4%

Tablel. Comparative IFI Capital Increase Proposals

9 The IDB Governors approved a $70 Billion capital increase
at their Governors meeting in Cancun, Mexico, March 21,

2010. See Cancun Declaration

http:/lidbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=35121613
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Consider that this unprecedented lending push has
been achieved on a flat budget at the World Bank, a
hard constraint that is not likely to change in the near
future. The total number of projects that were
approved by the World Bank Group has increased
from 495 in 2004 to 775 in 2009 — an increase of over
50%."° On one hand, the productivity of Bank staff
appears to have experienced a phenomenal increase.
On the other hand, operational costs were reduced by
the fact that 50% of IBRD lending in FY09 was in the
form of DPLs, which do not trigger safeguards and are
often considered a cheaper and faster way to push
large budget support to eligible borrowers. As a result,
overall quality of peak lending in response to crisis is
likely to have suffered.

Moreover, there are indications in the capital increase
proposal that this transitional model toward a two tier

future size. In other words, if the ADB, IDB and EBRD
all qualify for capital increases, should the IBRD capital
base automatically in order to maintain its relative
prominence as the largest MDB? If the IDB were to
approve its originally requested 200% capital increase,
it would surpass the IBRD in terms of overall capital —
however unlikely this now seems. Ensuring that IBRD
retains its lead in terms of subscribed capital over the
other multilateral banks is one of the criteria outlined
in the World Bank"s
is the principal factor behind the $110 billion high end
request.

Gi ven t he over whel mi ng
better” business model

a “adrher is better” opti
defy much prevailing wisdom. However, considering all
of the concerns regarding the untested assumptions of

capital

suppor

lending line (with and without safeguards) could the Bank®"s business model , pul

become a permanent feature O f the Bank®asuthhesitness“ options amal ysi s’

model in the future. An ongoing debate within the
Bank about the Middle Income Country Agenda,
country systems, investment lending reforms, Voice
and Vote reforms, and related reforms also suggest
pressure to loosen the safeguard policies for certain
risk scenarios. As the Bank considers a new flexible
lending instrument that could serve as something akin
to an express lane pass moving low risk loans to
preferred customers, the bright line that distinguishes
the IBRD and World Bank for any other commercial
bank begins to blur. With $I trillion in private
investment moving out of and presumably back into
emerging markets as the recovery stabilizes, the
additionality of World Bank funding in these contexts
should be clarified.

Alsowor t h noting in the
column, is one rather subjective stated justification for
the magnitude of an IBRD capital increase. Whether
the IBRD should remain the largest multilateral
development bank in terms of overall capital is
suggest ed as a <criterion f

'® The number of IFC projects doubled during this period,

while the number of IDA projects was virtually unchanged.

contrived set of choices (capital increase, even larger
capital increase). What would a smaller IBRD look like?
What would the implications be for different
stakeholders (donor, middle income and poor
countries)? Under what conditions do borrowing
countries graduate from eligibility for IBRD
concessional finance? What have been the effectiveness
measures of IBRD lending since the last capital
increase! Whose interests should be prioritized at the
World Bank over the next twenty years! These
questions deserve a transparent and meaningful public
discussion prior to any capital increase decision.

Some donor countries have indicated skepticism
regarding the need for a GCI at all, and have instead
asked the Bank to explore alternative measures to
reaintdin Sfinanbiak sustaieability (inkreaded loam faet t®
middle income countries, reduced costs through more
focused priorities, further lowering of the allowable
loan/equity ratio, a selective or partial capital increase,
or a subordinated bridge loan, among others).

determining the Bank®"s
Recent Board discussions indicate that a consensus

tends to favor a combined package of a GCI, a
selective capital increase associated with Voice and
Vote share increases, and an increase in loan charges.

10
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However, a temporary or contingent capital increase is
also on the table. Under this contingent capital
scenario, lowering the equity to loan ratio to below
20% would trigger temporary increases in capital
contributions that would endure until the same equity
to loan ratio returned to acceptable levels (23-27%),

after which such contributions would be paid back.

However, it is not entirely clear that the IBRD has not
squeezed as much as possible out of its balance sheet.
According to the IBRD Financial Report, t he

equity-to-loan ratio was 36.7% at the end of FY08 and

Figure 4. Projected Equity to Loan Ratio

35.3% at the end of FY09. On a current value basis, the
equity-to-loan ratio was 36.71%."

Figure 4 below, f eat ur ed
request,

si capital tintrease
projects the impact of sustained annual
lending of $15 billion per year post-crisis without a
capital increase. The estimate suggests that increased
lending will lower the IBRD E/L ratio almost 7
percentage points in FYI0 to 28%. The E/L ratio
continues to decline, albeit less rapidly to 23% by FY12,

| B Fobxtoraing out at around 19% by FY17. The nature of

under World Bank Expected Lending Forecast, 2010

the “highly wuncertain

-2019

Updated E/L ratio projections

IBRD's EfL Ratio Projections: Expected Case
{assuming expected case erisis lending and $15B p.a. post-crisis lending

[ S Highly Uncertain ——*
28%
27%
26%
24%
23% Y
5907 L, FY19 usable
dl January 2010 projections equity gap:
56.8b | $7.2b
20% -
ct. DC paper projections
18% T T r T 1
FY10 FY1l FY12 FY13 FY14 FY15 FY16 FY17 FY1l8 FY19

ahout 4088 m FY19 usable equity gap;*
E d an

Primary factors driving the increase of 50.48.in FY19 usable equity gap:
. Factors such as sising forward interest rates and lmproved nvestmient return pl’DjEEthnS contnbuted toa reductlon of

* The financial projections presented in the Oct. DC paper assumed NO external income transfer from the surplus account from FY10

onwards. The updated projections included a more reasonable and fiscally conservative assumption of a $100M annual transfer from

surpius to continue funding West Bank/Gaza Trust Fund ($55M p.a.) and unexpected urgent needs. This is also in line with IBRD's

average transfer of $121M from the surplus account over the last five years. See Annex | for more details. 8

I IBRD Financial Statement, June 30, 2008.

Bank*"

provi

http://treasury.worldbank.org/cmd/pdfiinformationStatement2008.p

df pg. 2; and IBRD Financial Management Discussion (June
2009)

http://siteresources.worldbank.org/EXTAR2009/Resources/6223977-

1253132981998/6440371-
1253209 164289/IBRD_Management_Discussion.pdf

S


http://treasury.worldbank.org/cmd/pdf/InformationStatement2008.pdf%20pg.%202
http://treasury.worldbank.org/cmd/pdf/InformationStatement2008.pdf%20pg.%202
http://siteresources.worldbank.org/EXTAR2009/Resources/6223977-1253132981998/6440371-1253209164289/IBRD_Management_Discussion.pdf
http://siteresources.worldbank.org/EXTAR2009/Resources/6223977-1253132981998/6440371-1253209164289/IBRD_Management_Discussion.pdf
http://siteresources.worldbank.org/EXTAR2009/Resources/6223977-1253132981998/6440371-1253209164289/IBRD_Management_Discussion.pdf
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post-crisis period is unexplained.

The 30%-60% capital increase request is the lowest of
the suggested scenarios included in the September
Report, “ Revi e winamiil CapaBtiesD
submitted to the Development Committee in October
2009. If we look at the full range of estimates, which
depend on the duration and depth of the global
financial crisis, it is worth noting that the World Bank
has presented an optimistic, low request compared to
alternative, less optimistic scenarios. The worst case
scenario outlined in the September GCI paper is for a
paid-in capital increase of $8.7 billion, which would
suggest a total subscribed capital increase of $145
billion.

Various countries have signaled to President Zoellick
that any Global Capital Increase (GCI) would need to
be backed by a robust reform agenda. These reforms
would go far beyond the recent 1.5% voting power
increase for developing countries approved in 2009
and the promised 1.46% added voting power during
Phase Il of governance reforms to be concluded at the
April 2010 Spring meeting. The reform agenda should
also build on the recent approval of an improved
disclosure policy. Some of the most pressing reform
challenges are explained below.

A. IBRD AND IDA LENDING TRENDS AND ISSUES

The principal argument behind the World Bank Group
capital increase proposal is weakened capital adequacy
following a record $58.8 billion in lending during FY09
(with $18.5 billion disbursed). The World Bank Group
funded 767 projects in FY09, with 447 coming from
the IFC. The most significant increase was observed in
a near tripling of IBRD lending from $13.5 billion in
FY08 to $33 billion in FY09, plus $14 billion for IDA
and another $10.5 billion for IFC.

IBRD lending in 2009 was concentrated among a few
large middle income countries. IBRD lending to I3
countries in four regions accounted for 82% of the
2009 total (i.e. India - $6.1 billion, Indonesia - $5.3
billion, Mexico - $4.9 billion and Brazil - $4.2 billion). In
Mexico alone, the World Bank has approved $10.8

billion in new lending, half of which has been in the
form of DPLs.

A major question is just how much demand for future
g’VorI‘d Bafc Ieﬁding there is and for what. The IBRD

lending forecast presented in the capital increase

proposal suggests that the IBRD is on track to lend

approximately $44 billion in FY10, $33 billion in FYI I

and $26 billion in FY12. This would represent a three
year total of $110 bill
average commitment level in real terms for the 10-20
years before the crisis was $15 — |9 billion (according
to Bank statistics). Over time, the Bank expects IBRD
lending to return to trend.

By some accounts, private investment flows are
returning to many emerging markets. The IMF recently
reversed decades of policy advice by suggesting that
emerging economies consider the use of capital
controls to prevent speculative investment flows from
creating new asset bubbles.'? According to the Institute
of International Finance, about $722 billion in private
capital is expected to flow to developing nations this
year, a 66% increase over 2009 but far below the $1.28
trillion that flowed to emerging markets in 2007 before
the financial crisis.

Some IBRD countries have announced massive
stimulus packages that cast doubt upon the significance
of IBRD lending (i.e. China - $300 billion vs. $2 billion
in IBRD loans in 2009; Brazil National Development
BNDES — over $90 billion in 2009 loan approvals
compared to $5 billion in IBRD lending). For other
countries, the IBRD or IBRD/IDA blended resources
represent a greater share of announced stimulus plans
(Mexico - $10.8 billion; India - $8.3 billion).

20l i vier Blanchard, Giovanni

“ Ret h Matrodcangmic P o | iFabryiary”l2, 2010.
http:/lwww.imf.orglexternallpubs/ft/spn/2010/spn1003.pdf
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Figure 5. IBRD Annual Lending Commitments (2000 -2014) $US Billion

. IBRD: Annual Commitments
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The Bank"s | DA performance d
criticized for not moving more funding to the countries

The IDA-16 and IBRD capital increase negotiations are

currently underway on parallel tracks. The Bank has

indicated that Board of Governors will vote on the least able to fund national stimulus programs.'* Bearing

IBRD capital increase as early as April 2010 but that little responsibility for the financial crisis, IDA loans are

the resolution of an IDA-16 vote by IDA Governors
could happen as late as early 2011. For most Part |
Governors, there will likely be only one legislative
authorization for both IBRD and IDA, but it remains
unclear how the reform agenda for both lending
windows will be connected.

I n November, 2009,
lending and effective response to the cr i sféor ght
wor |l d" s opnoiesrlrethetfirstcl5 months of
the IDA-15 replenishment (July 2008-October 2009),
IDA commitments reached a record level of $16.9
billion; a 50 percent increase over the same period in
IDA-14. The IDA-15
capital by 30 percent to $42 billion, and despite Bank

replenishment increased its

claims that IDA reportedly front-loaded and fast-
tracked its operations in response to the financial

viewed as adding insult to injury. Further concerns
have emerged regarding the results of an IEG and INT
evaluation of IDA Controls.” The 2009 evaluation of
of its Articles of
Agreement in the area of fraud and corruption, a lack

IDA found it in "material breach"

of an effective risk management framework, frequent

lack of compliancewith t he Bank?" s

as the Bank advances investment lending reforms. The

its act

evaluation made recommendations for IDA to clean up

in these areas and radically reform its

that incorporates a sharp $4.6 billion increase in the first four
months of FY 10 (July 2009-October 2009)) to disguise the flat
overall annual trend.

http:/lweb.worldbank.org/WBSITE/[EXTERNAL/NEWS/0,,contentMD
K:22397686~menuPK:34463~pagePK:é43 70\;\~/)iPK:34424~theSiteP
1~ 0 er e

operatio
t racerd Wo r BNg ungsripipty, reggrding fpture safeguard applicability

crisis, | DA" s di sbursements in theggysdde Per

flat at about $9 billion in FY09."

at at about $9 billion in “See Nancy Alexander (Jan. 2010
Accountability? Sweeping Changes at the World Bank-l DA, ”
Heinrich Boell Foundation-North America.
“I'EG (April 2009) “Review of 1D
Evaluati on of Management“s Asse

13 World Bank Support for Poorest Countries Hits Record Level

During Crisis, Nov. 20, 2009. The Bank reports slightly higher
disbursement figure (close to $1.4 billion over nearly 1.5 years

http:/Iweb.worldbank.org/external/default/main?contentMDK=22 142
204&theSitePK=132436 1 &piPK=64252979&pagePK=64253958
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operations, including the replacement of projects.
These findings related to reporting on financial and

procurement matters, compliance with laws and

regulations, and effectiveness and efficiency of

operations, imply a severe deterioration of
accountability in IDA lending that would need to be

addressed in any capital increase proposal.'®

2004, the World Bank has
Development Policy Loans (DPLs) as a softer and

Since introduced

gentler form of conditionality to replace the
adjustment loans that had became a lightning rod for
public criticism. External critiques of policy-based
lending have emphasized the misuse of disbursement

conditions as being ineffective, intrusive, and in some

regarding sources of evidence.'® Recent assessments of
WB DPLs have raised specific concerns with Bank
management.'” Given that so much of IBRD and IDA
lending was in the form of DPLs during recent years
and a suggestion in the GCI request that the Bank
might be expanding and diversifying their use in the
future, we might consider the problems associated
with this type of instrument as a context for reforms.

Some of the most significant concerns about DPLs that
were not clearly addressed in the Bank retrospective
include:

Caricature of CSO Criticism
on ineffectiveness due to a lack of ownership or

The report focuses

capacity on the part of the client, but sidesteps other

instances  harmful.  Despite  these  concerns,
Development Policy Operations have represented 35% wel | known criticisms (i
of all Bank lending in recent years. In the 2008-2009 change behavior, lack of transparency/accountability).
fisca! year, DPOs shot up to over 50% of all WBG Safeguard Applicability to DPL s This is an
lending. emerging issue which is currently being reviewed by
DPO lending tripled in FY09 to 73 operations for t he BEavirdarhent Department as an input into
$18.5 billion (40% WBG, 47% IBRD), compared to the ongoing Environmental Policy Review, but is not
only 23 operations for $5.1 billion in FY00. For IBRD, analyzed seriously in the DPO retrospective.
DPLs increased from an average of about 33% to over Participation & Consultation assessments  are
50%. For IDA, DPLs represented about 25% of overall .
lending (See Figure 6). Dogged by concerns that stem based on. vague and somewhat arbitrary references .to
from a lack of a strong set of safeguard policies or consultations, not always cleattly reported and require
clear results, this shift to greater dependence on much clearer st%md.ards and linkage to D.PL appr??/al
DPLS/DPOs raises concerns about arbitrage by Bank process. The shllft in focus to outcomes is a positive

) ] step, but there is not enough focus on the scope of
clients l:ol soften. or ﬁZOId transparency . and consultation or process indicators.
accountability commitments.
A World Bank stylized evaluation of DPOs, referred to C?ndlthnal|ty 0 ,Resu“s I|nl.<ages are weak . DPL
as a “retrospective” pres ent agtlon;andglgggr% C?niltltm%a huseogrgyiar'?ai ve

DPL
performance, with vague references to consulted

descriptive set of observations about

stakeholders and without adequate clarification

'® World Bank V.P. Operations Policy and Country Services,

16 2009 Development Policy Lending Retrospective: Flexibility, Cus-
Nancy Al exander, “Unpr eceden tofidtionkend Redultd @Nbvi2009) of | DA finds

Material Breach and Significant Deficiencies in its Compliance http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/0,,content

withitsChar t er , ” H Eoundatioh-bldrth Arered. | MDK:22387966~pagePK:41367~piPK:5 1 533~theSitePK:40941,00.

draft, Feb. 26, 2010 html

over "Bakf Vof MWElI hdnBank“Wendidngank
aMdnagcounMabnbkttgami BgnkEntvhfonm
9, 2009, Bank Information Center,
http:/lwww.bicusa.orglen/Article. | 1 453.aspx

V. McEIl hinny, “DPLS now
Gaping hole in transpareracy
mation Center, Nov. 5, 2009

http://lwww.bicusa.orglen/Article. 1 16 1 2.aspx


http://www.bicusa.org/en/Article.11612.aspx
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/0,,contentMDK:22387966~pagePK:41367~piPK:51533~theSitePK:40941,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/0,,contentMDK:22387966~pagePK:41367~piPK:51533~theSitePK:40941,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/0,,contentMDK:22387966~pagePK:41367~piPK:51533~theSitePK:40941,00.html
http://www.bicusa.org/en/Article.11453.aspx
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Figure 6. World Bank Development Policy Lending Shares for IDA and IBRD Countrie(@%)1

0%
R
60% - == IDA DFL
_ =awms DEL % Total
2001 2002 2003 2004 2005 2006 2007 2008 2009

of the either WB having too much power or not
enough. The report notes,
disbursement conditions, but rather they represent the

expected prior actions of the next operation in a
programmatic series.

The lesson learned from the WB structural adjustment
experience is “that an ex-ante commitments or ex-post
results [orientation] does not work and has now moved
towards an approach anchored in country ownership of
development programs and goals. However, evidence of
DPL actions (attributable results linkages) is weak and
generally lacks a robust, evidence-based analysis.
Measuring development outcomes of DPLs is made

more difficult given that the funds cannot be tracked.

Claims of good progress on transparency is
debatable DPO Program documents are published
after the Board vote unless country exceptions
claimed, which still constitutes a huge gap in
transparency. The report provides no discussion of
disclosure of PPARs,

analytical documents. The Development Policy Action

or other supervision and
Database (DPAD) is a meaningless listing of conditions

which includes no information on the status or
effectiveness of these conditions. The database also
lacks transparency on how the conditions, prior
actions or triggers are chosen and includes little or no

disclosure of analytic underpinnings of PDs.

Tr

Speed & Volume vs. Quality This massive push in
gddjtioral dendiagrvelumenhastcomé with d percajved
loss in quality, as suggested by the Annual Review of
Development Effectiveness. A sharp decline in the use
of cost benefit analysis, poor results frameworks, and
proliferation of indicators that tend to measure
outputs rather than outcomes contributes to an
overall loss of quality upon entry.

Conflation of effort with achievement  Increased
lending levels are not results. Yet the spike in DPLs
reflects that the internal pressure to lend has never

been as pervasive as in 2008-2009.

The r etrospective is not an eva luation, based on
weak evidence The DPL results analysis, derived
from a biannual retrospective, rests on incomplete IEG
evidence (19 IEG evaluations of 166 DPL ICRs). A
more rigorous analysis of results should be delegated
fully to IEG for a more in-depth assessment of results
across a broader set of DPLs.

Persistent client reluctance to invest in M&E
The WBG needs either more resources dedicated to
promoting monitoring and evaluation or a stronger
mandate to demonstrate evidence based results.



B. IFC LENDING TRENDS AND ISSUES

The IFC capital increase is based directly on a rapid
increase in lending since 2003 and the expectation
that similar rates of increased lending would
continue in the future. In Figure 7 below, IFC annual
commitments have more than doubled from $3.1
billion in FY04 to $I11.4 billion in FY08. Despite
launching three separate new Cirisis Facilities, overall
IFC lending declined in FY09 to $10.5 billion. Of the
$25 billion allocated to New Crisis Initiatives, only
about $4 billion had been committed and of that
only $600 million disbursed (through end of
October, 2009). The five year increase (2004-2008)
constitutes a 267% increase, or nearly 50% annual

increase in commitments.

The decline in IFC lending in FY09 was not surprising
given the overall decline in demand, the downsizing

of the private sector and the expanded relative shift in
resources to the public sector. The IDB, by comparison,
experienced a similar decline of about $1 billion (50%)
between FY 08 —09.

Still, the IFC was awash in profitability during the bubble
years. After achieving a 21% return on investments
during the peak bubble economy year of 2007, the IFC
saw profitability drop to 10% in FY 08, and a $151 million
net loss in FY09 (-0.9% return on average capital) due to
the sharp decline in equity markets (See Figure 8 from
World Bank Review of IBRD and IFC Financial
Sep. 2009). The IFC clearly pursued
opportunistic growth during the bubble economy years

Capacities,

between 2003 and 2008, with average return on net
worth far exceeding the 5% average during the preceding
decade. The IFC could lose money in 2010 as well
without a capital increase.”

Figure 7. IFC Annual Lending Commitments (including equity) ZI4 ($US billions)

IFC: Annual Commitments
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20 World Bank Development Committee (Sep. 29, 2009)
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The graph in Figure 8 suggests that the financial crisis
will not have dramatic impacts in the future capacity
for the IFC to lend at a rate that is consistent with
the 2000-2007 trends. Nevertheless, the IFC has
based its GCI request of $1.8 - $2.4 billion on the
assumption that unprecedented growth in private
sector lending since 2003 was normal and should be
sustained in the future. However, recent [FC

statements on the Corporation®s

appear to offer little indication that such additional
capital is required. The 2008 Annual Report, page
40, states

"Our capital adequacy at the end of FY08...., stood at
48%. This is well above the policy minimum of 30%,
defined under the capital adequacy framework by the
Board of Directors in May 1994. IFC's leverage ratio -
outstanding borrowings and guarantees measured in
relation to the sum of subscribed capital and retained
earnings was 1.4 to I, well within the limit of 4 to |
prescribed by our financial policies...IFC's current and
projected capacity over the medium term is considered
adequate for these purposes."

By FYQ9 IFC capital adequacy had dropped to 2.1:1, or
44% of capital/risk-weighted assets. As noted in FY08, the
capital adequacy ratios are still well within the 4:| limit.
The contrasting evidence of adequate capital in 2008 and
a need for capital increase in 2009 suggest that the IFC is
either a poor forecaster or has inflated the financial
rationale to enhance the opportunity for a permanent
capital increase.

capital adequacy
As a consequence of the apparent stability of IFC

finances, the IFC recapitalization request has generated
little interest among donor governments and their
legislative leaders.

. WORLD BANK GROUP CAPITAL INCREASE
PROPOSAL i EXPANDING THE REFORM AGENDA

Despite the lofty language in Part | of the proposal, which

provi des retrospectiversisappreci
response” and pays increasing atter
balance betwe en gl ob al powers “ol d an
very little that suggests a vision for a different World

Bank than the one we now have. Phrases such as

“modernized multinationalism” and -porhalrt igr owt h”
contrast wi t h t he conclusion

Figure 8. IFC Income Volatility (192809)
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assessment of possible lessons from the crisis does not
point t owar d a revol uti
accelerated shift toward the pragmatic policies that favor
export oriented growth. The capital increase proposal
speaks of
governance and operational policies to address emerging
global challenges and enhance poverty reduction efforts.

The document outlines actions that are in line with five
priorities: targeting the poor and vulnerable, creating
opportunities for growth, providing cooperative models,
strengthening governance, and preparing for crises.

For the Bank"s shar eabkeoi
inextricably tied to a reform agenda and Voice and Vote
reforms. The Voice and Vote reform process has been
underway for several years and appears to be reaching a
milestone or destination, depending on your perspective,
by the Spring meetings. The reform agenda is about the
“how” or mechanics of
country systems and the decline (incremental or not) of
international safeguard policies, the results framework,
particularly the i
role in global climate and food policy.

on

ref i ni nrodetniting its B a

Ban

ncreasin

The capital increase is also an expression of
Management s -walsli ech T New al
post financi al crisis “ New

coincide with some of current leadership when two
Managing Directors, Grahame Wheeler and Juan Jose
Daboub, as well as a Senior Vice-President, Kristalina
Georgieva, have announced their departure from the
Bank, and Robert Zoellick faces a looming Presidential
re-election challenge in 2011. The new Bank vision will
also reflect the reordering of the global financial elite that
presents new challenges for the U.S. and Europe to
maintain their dominant influence over the institution.

Least clear i s wh e t-h keast
represented at the Bank — will have any bearing on the
articulation of this vision for the World Bank over next
mi ni mum,
for the World Bank should be made known to all of the
Bank"s stakehol ders well
or such a vision will appear as contrived and lacking

twenty years. At a

legitimacy as the capital increase process itself. Ata

Presid

b

Box 1: WB GCI Timeline

2007

July 1, 2007: Robert Zoellick appointed/elected ad" M/B
President

Sep 14, 207: Volker Commission outlinesarruption problems atf
WB

Oct. 2007: Zoellick highlights six strategic themes

2008
Oct. 2008: WB announces $ 6 billion emergency lending window
Oct. 2008: WB Board debates Voice and Vote negotiations
Nov. 2008: Washingto G-20 Finanél Crisis Summit

2009

Feb. 2009: WB

Mar. 2009: WB Governors authorize review of the need for a
capital increase

April 2009: G20 endorses over $100 billion in additional WB
lending to address financial crisis

July, 2009: WB announces record $60idm in annual lending

Aug, 2009: WB reviews IFC Sustainability Policy, Energy Strate
Investment Lending Policy and Environmental Policy.

Oct. 7, 2009: DEC endorses WB working paper on GCI
Governords meeting in | st§g

Oct. 21, 2009: Zedillo Commssion outlines governance reforms
possible conditions for GCI

Dec. 1, 2009: Iberd\merican Summit Backs World Bank GCI

Dec. 15, 2009: WB Finance Department outlines rationale for
to US Treasury and other EDs at Board Seminar

Dec., 2009: WB ApproveBisclosure Policy Review

2010

Jan. 28, 2010: WB Finance presents GCI IBRD financing option
Board

Feb. 11, 2010: Updated GCI financial analysis at Board

Feb. 1819, 2010: WB Dev Com. Discusses Bank GCI proposal

April 23-25, 2010: Formal GCI review endgith proposal to be
presented WB/IMF Spring Mtgs, Washington DC

Mar. 20107 WB GCI negotiations concludegl® IDA-16 Round,
Paris

Apr. 12-23: U.S. Treasury testimony at U.S. House Fin. Services

Apr 24 2010 - WB/IMF Spring Meetingsi capital increase
announcement

May-Sep, 2010: Congressional review of WB GCI request.

Jun 2010: @0 mtg possible ratification of WB and other IFI G¢
requests

Nov. 2010: earliest U.S. Congress can appropriate funds for a
GCI (FY 2012)

20112012

Jan. 2011: FY 2012 U.S. Budget Proposal w/GCI funding

JanDec. 2011: U.S. FY 2012 Budget Authorization

Dec. 2011: Earliest possible start for U.S. authorized GCI flow:
WB.

July 2012: WB Presidential Election

LN

Bank

pi
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minimum, this should rest on the disclosure of a
variety of core process and policy documents that
are referenced within the capital increase proposal
but are not available to the public —as well as the full
capital increase proposal itself.?'

A. VOICE AND VOTE REFORMS:

The independent high Zedillo Commission was
tasked in 2008 to make recommendations on
governance reforms. The Zedillo Commission
Report (October 2009), Repowering the World Bank
for the 21* Century, highlighted t

accountability:?

“The World Bank will not be able to perform this
[development] role effectively unless it deals with key
that
strengths. Current mechanisms for strategy formulation

institutional weaknesses undercut its many
are not adequate for setting priorities and guiding
operations. Mission creep is endemic, weakening
accountability for results and increasing the risk that
resources will be misallocated or spread too thin,
under mining the
decision-making process is widely seen as too exclusive,

offering many member countries too little voice and too

few opportunities for participation. Insufficient
institutional accountability for results weakens the
Worl d Bankds

conventions and practices have contributed to the
perception that the institution is accountable and
responsive only to a handful of shareholders at best. 2

Among the recommendations of the Zedillo report,
the top priority is Voice and Vote reforms at the
World Bank (which mirror a similar reform process

21 4 o .
A list of some of these policy documents are summa-
rized in a Table in annex | of this document.

22 See related recommendations from IDA-1 5
tion Calls for World Bank Reforms (IDA-1 5 ) "
2008

B «Zedillo Commission Report: Repowering the World

“ Ui-
Mar .

Bank for the 21st Centu

he

ry,

http://siteresources.worldbank.orgINEWS/Resources/VWWBGoverna

nceCOMMISSIONREPORT.pdf

S.

at the IMF). Enhancing voice and participation of
developing and transition countries (DTCs) in the
World Bank Group has so far been a two step
procedure. In October 2008, a first phase of reforms
was announced that included an increase in DTC
voting power by |.5% (42.6% - 44.1%). This first
phase also added an elected Executive Director for
Sub-Saharan Africa on the WBG Board and an
increase in IDA Part Il voting power from 40.1% to
43.55% through increased capital subscriptions and
donor support. Other issues were related to Board
gpvarmance, sresponsivengse dou #1Ce views on
development and a merit based and transparent
selection process for the World Bank president. Like
all major changes to th
these proposed reforms require that 85% of the
total voting power endorses them to become
effective. So far, this 85% threshold has not been
reached.

Board debate over Phase |l of Voice and Vote
reforms has continued to focus on how to increase

i nstitut iDJG wdng powef en ¢he |BRDeBgagdsand a Barkp ¢

progress
of an increase in the amount of 1.46%.%

r e p o émlerging ¢osensass t
This
projected increase would put DTC voting share at
45.56%, a step in the direction of a parity position

e f f eAodtcertaine n e s(¥:50hwithydevplapegl copntrigg ascdgsired by most

DTGCs. For some, the pace of redistributing IBRD
voting power is not adequate, and proposals have
called for as much as a 6% total redistribution in
Phase Il without the involuntary dilution of any DTC
member s voting shartThe
G-20 in the Pittsburgh statement (Sept 24-25, 2009)
endorsed a call for a 3% increase on top of the phase
| increase.

This reallocation process has forced the Bank to
redesign the formula for how shares are allocated. In

the past, the World Bank followed the IMF as IBRD
Coal
27,

2 World Bank Development Committee (Sep. 29, 2009)
" " E®bangDd A BajtidipationcoeDevalspidg Coun-

e Bank"s
Group®

ed an

(read:

tries in the World Bank Group: Update and Proposals for

Di scussi o-A0ll” DC2009
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shareholding was based primarily on the countries
relative weight in the world economy, measured by
reference to quotas at the IMF. The Voice and Vote
reforms within the IMF provide some indication of
challenges for the World Bank. In the IMF, four
variables are weighted in the IMF definition of voting
power: 1) GDP, 2) openness of the economy in
terms of imports/exports of goods, capital and
services; 3) reserves, and 4) variability — which is
measured by improvement on average of income and
investment. The IMF uses an arcane process of
calculating and comparing five different formulas
using these contious definitions of concepts (such as
openness) and has clearly not adjusted the weight of
impoverished countries, whose loss of power is
nevertheless consistent with the massive increase in

i nequality bet ween t
nations.
The proposed redesign of any formula that

determines voting power has been hotly contested,
and the last time the members of the Fund tried to
reach consensus on a change, the issue became
deadlocked. The US preference has historically been
for a quota formula based almost entirely on GDP at
market exchange rates, which would have actually
diminished the voting power of most developing
countries.

A UK NGO letter to the IMF called for a more far
reaching reform based on a double-majority voting
system.

“We demand a genuinely democratic structure, which
would satisfy the standards of democracy expected at
the national level, including the use of population size
to help determine voting share. To move towards this
goal, we demand the immediate adoption of a double-
majority voting system as the first, interim step on the
way to comprehensive reform. Decisions by the boards
should be made only when both the requisite majority
of member governments agree and the decision
garners support of the requisite majority of votes. One-
country, one-vote decision-making would counter-
balance the one-share, one-vote system. Combining a
weighted-voting system with a requirement for agree-

ment by a majority of member governments would
move towards ending the inequity in IMF decision
maki*hg. 6

In 2 2007 statement to the Fund, Guido Mantega,
Brazilian Finance Minister and Director for nine Latin
American countries, proposed greater weight for
purchasing power parity (PPP)-GDP in a revised IMF
vote formula, a weight reduction for trade openness
and variability, and an undefined adjustment factor
for smaller, low-income countries. Mantega advised
the Fund
substantial shift in voting power from developed to
" The
for serious consideration of a double-majority voting

developing countries.

system that would go farthest in ensuring minimal
wveting pewerdor the posri® a n d poo

Worth noting is Brazil
most progressive proposals for Board voice and vote
reforms at the recently constituted Bank of the
South. Originally, a one country-one vote rule at the
Bank of the South was proposed, despite highly
differentiated capital contributions. The Bank of the
South, which emerged at the end of 2007 as the
proposal of Venezuela President Hugo Chavez, will
reportedly have an initial capital of 7 billion US
dollars (below the originally planned 10 billion), of
which Argentina, Brazil and Venezuela will supply 2
billion US dollars each; Ecuador and Uruguay 400
million US dollars each and Bolivia 200 million. A
larger figure of $20 billion in starting capital was
announced later in 2009, but giving no details on the
specific contributions.

According to the Bank of the South statutes that
were agreed to in May 2009, each country member
wi || have ®“one vote”

approval of loans $US 70 million or more, for which
support from votes representing two thirds of

% UK NGO open statement on governance reform of the
IMF, July 21, 2006, http://www.brettonwoodsproject.org/art

540737

26 Mantega and Peirano op cit.
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capital subscription will be needed. While this two
tiered governance process does introduce consider-
able equity into the approval of loans, the true test
will depend on the distribution of loans that are
approved and full information about how other
governance decisions will be taken.

At the time, Brazil had reportedly conceded the fight
regarding the voting power of individual country
directors and had instead focused on acquiring a
greater share of bureaucratic power in terms of the
number of administrative posts and negotiating the
statutes that dictate
Presidency. That no Bank of South lending has been
approved to date, which depends in part on
by the
countries, is yet another sign that the symbolic

parliamentary approval seven founding
power of governance alternatives offered by Bank of
the South has been slow to materialize in practice.

Recently, new formulas are being considered that
have blended adjusted GDP share with contributions
to WBG mandate (such as donations to IDA or
IBRD Trust Funds). Some DTCs have argued that
loan charges paid on IBRD loans by MICs as a
contribution to the
contributions to IDA, should be recognized in terms
effect
largest borrowers want to be viewed in part as

of increased voting power. | n

donors — not only from a financial aspect, but also in
terms of knowledge generation and guarantors of
global public goods. Some Part | countries disagree,
claiming that the concessional price of the loan more
than offsets the loan fees.

Relevant to the capital increase process is that as
DTC members acquire additional voting power, they
also acquire reallocated capital subscription shares.
Resources raised such a selective capital increase
range from $0.65 to $1 billion.

The U.S. vote share of 16%, which ensures the U.S.
the Bank
Agreement, was raised in the Development Commit-

can block any vote to changes

tee debate on Voice and Vote. The U.S. points out
that if representation gaps are compared in terms of

Bank*"

consistency between voting power and economic
weight, the US. remains one of the most under-
represented countries on the IBRD Board.

Unlike past debates on Voice and Vote, the
Presidential selection process has received less
attention. The U.S. has long exercised the privilege
of appointing the World Bank president — as was
evident in 2007 with the succession of the disastrous
Paul Wolfowitz with Robert Zoellick. In the Oct.
2009 Development Committee governance reform

progress report noted

t himportpnoewfearselectinf prodesk fer theBPaesident s

of the Bank that is merit-based and transparent, with
nominations open to all Board members and
transparent Board con¥%i
The report goes on to suggest that such a selection
process apply to other senior management positions
at the Bank and the IMF Managing Director, and
should be conducted wi
or geographical
(Part 1) have insisted that if adopted, these merit-

based selection procedures would have to be
applicable at all multilateral development banks. The
World Bank Presidential selection procedure was

preference.

a gener c

der ati

thout

ndt rafsell & thd¥Rp. I@-n?cbeveilo&men{ ¢hirdle- O

tee meetings and there is little indication if any
Feiutidt B PhaseSII reforms by April 2010 will
clarify or amend this particular issue.

Many IDA countries and lower middle income

countries have expressed concerns that their
interests are not favored by the different voice and
vote reform proposals and have begun to question

the G-20 as an improvement of global governance.

The G20 agreed at the
emerging and developing economies, including the

poorest, must have greater voice and representa-

tion” and that the | MF
review of quotas by
G-20 meeting, the G-20 endorsed at least a 5% shift
A TMF iqubJa hire 3 femerging economies and a

2" World Bank Development Committee, Op cit. pg 8.
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reduction in the IMF Executive Board that preserves
emerging market country voice. In addition, the
Pittsburgh G-20 communiqué

Ostressed t he i nypamitforreuln
at the World Bank whi
evolving economic we i

development mission, and that generates an increase of
at least 3% of voting power for developing and transition
countries, to the benefit of under-represented countries.
While recognizing that over-represented countries will
make a contribution, it will be important to protect the
voting power of the smallest poor countries. We called on
the World Bank to play a leading role in responding to
problems whose nature requires globally coordinated
action, such as climate change and food security, and
that the World Bank and the
development banks should have sufficient resources to

agreed regional

address these challenges and fulfill their mandates.6 *°

Other governance reform issues identified by
internal and external reports have been placed on
the back burner, such as Board effectiveness, senior
management and Executive Director performance
review procedures, workforce diversity”, anti-
corruption and Bank governance/debt sustainability

scoring mechanisms.

Despite the approval of a new disclosure policy that
incorporates many progressive transparency com-
mitments that will improve accountability of World
Bank practices, little progress was achieved in
opening the Board discussions to greater public
Bank Board
accountability continues to be limited by a lack of

oversight and participation. level

transparency regarding Board matters, which in turn

8 | eaders' Statement: The Pittsburgh Summit, September 24
- 25, 2009.
http:/lwww.pittsburghsummit.gov/mediacenter/129639.htm

» Beatrice Edwards and Shelly Warden (2009) Racial
Discrimination at the World Bank and IDB.
http://lwww.whistleblower.org/multimedialevents-a-activism/ 1 3 |-
gap-event-racial-issues-at-the-world-bank-a-inter-american-
development-bank

ce
ch
ght

exacerbates a dearth of opportunities for citizens to
hold their own Executive Directors accountable.®

These concerns were highlighted by the Zedillo
Coémmissidnorgpdrtt N g a

primarily reflects

limited by the fact that neither the Board nor individual
Directors are formally held responsible for the World
Bank Group6s overall
Boar dods many
insufficient time to devote to strategic matters. The
relative lack of political seniority of many Executive
Directors and the insufficient clarity as to where strategy
setting responsibility lies may allow the President to
sideline the Board in matters of strategy formulation.
Finally, with 25 chairs, the Board is too large to serve as
an effective strategy setting and decision making body.”
(Zedillo, x-xi)

The Zedillo Commission recommended the recon-
stitution of the WBG Board as a non-resident entity
with revised and narrowed oversight and policy
setting responsibilities, along with the creation of a
new resident advisory council of representatives to
handle the day to day operational decision making
(loan approval).

There is a shared concern, expressed in the U.N.
commissioned Report of the Commission of Experts
of the President of the United Nations General
Assembly on Reforms of the International Monetary

and Financial System, led by Joseph Stiglitz, that a 5%
shift of voting will not change any decisions at the
Fund and in turn, a similar small shift in voting power
at the World Bank by April 2010 is too small and
too slow. G-20 failure to endorse more far reaching
governance reforms, according to the Stiglitz
commission, undermines the multilateral system that
should attempt to adequately represent all countries.
Stiglitz calls for more far reaching reforms to WB

Board Governance by scrapping the current Board

30 See Ebrahim, Op cit, pgs. 15-17 for an overview of these
concerns.
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structure and starting from scratch with real alter-
native oversight and accountability mechanisms.?' In
testimony to the U.S. House Financial Services
Committee in September 2009, Stiglitz laid out
several pillars of improved governance at the World
Bank. Looking beyond the current Bank Board
model, the proposal included recasting the World
Bank and IMF as implementing agencies of a Global
(GECC) that
incorporates expertise beyond the typical Finance

Economic Coordinating Council
Minister or Central Bank President and stresses the
use of a shift from conventional accountability
indicators like CPIA/Doing Business Report, as well
strengthening Parliamentary Oversight of the IFls.*?

While it is widely agreed the World Bank Board
effectiveness is diluted by a combination of structural
design and focus deficiencies, there appears to be no
appetite to confront these challenges within current
capital increase.

B. ORGANIZATIONAL REFORMS 7
RELAPSE

REFRESH OR

Considerable decentralization of WBG staff has
occurred over the past decade, with 3,200 of 5,200
54 %
total staff now outside Washington DC. Further

regional staff in country offices and

decentralization is according to the
proposal th a goal
global offices within five years of proposal approval.

required,
Wi

The full organizational realignment will entail the

creation of Regional Operational Centers to

reallocate authority to staff in these offices in line

31 Report of the Commission of Experts of the President

of the United Nations General Assembly on Reforms of
the International Monetary and Financial System (Sept.
2009),

http://www.un.org/ga/president/63/commission/financial_com

mission.shtmlSee also Alnoor Ebrahim (Oct. 5, 2009)
“The World Bank
Times.

32Joseph

of

of

mu s tFinaficial x

and the Importance of Transparency and Democratic Par-
ticipatory Processes in Achieving Successful Development
Out c o nestimgny before the U.S. House of Repre-

sentatives Committee on Financial Services, Sept. 10, 2009

Sti gl it Disclosuré Redew Wo r

with investment lending reforms. Priority will be
given to strengthening field presence in low income
and fragile states, primarily in Africa.

In addition, a matrix working group is completing a
“matrix refresh” to I|o
the Bank"s system of
The current unlike the
information search engine, is viewed by many as

matrix, not current
incomprehensible, inefficient, counter-productive to
learning and partially paralyzed under the weight of
its own over-specified structure. The proposal
observes similar flaws in the system that contribute
to “low staff mobility
knowledge flow and a disconnect both within and
network anchors and vice-

between regional

presidencies. A tune-up is prescribed, where
simplification and reduced overlap of responsibilities
is probably more needed. An unfortunate intro-
duction of yet another layer of working groups and a
generation of new organizational acronyms are
proposed — i ncl uding “ Gl oba
GETs — which presumably will act as the Sherpas for

the Knowledge Council.

1 G NWVESTMENT LENDING REFORM, COUNTRY

SYSTEMS i EXPRESS
ACCOUNTABILITY

LANE TO LOWER

mo v i

osen up

ng i n

, di ffus

I Expert

Investnent lendihg (EL)e agepunts fori twoathirds cofy t o

combined IBRD and IDA annual commitments and
over 90% of their active lending portfolio. The
original I L c on cfenped, greer
field
sidered obsolete. The proposed shift in Bank lending
implies greater decentralization of decision making
for many low risk operations. The timeline for
investment lending reform will begin with the
piloting and mainstreaming of a new risk-based
model that will allow differentiated processing and
{mglembe%tagi?nns?gogt tomog%raéi?n,s by FYI1. The
flagship reform will involve the introduction of a new
IBank instrurr]nﬁngz tshat will transfer funding faster and
with fewer safeguard triggers. Analogous to the
creation of a separate, weaker safeguard policy for

Development Policy Operations in 2004, the Bank is
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planning to roll all of its existing 30+ operational

policies into a single coherent less

policy

(read -

prescriptive) statement for investment

lending.

IL reform is clearly a demand of middle income
borrowers. President
vigorate the Bank"s

perceived to have stalled by those same govern-
ments. MICs claim to represent the bulk of the
B a n kpérstional revenue, much of its knowledge
creation and the
poor. They demand deeper governance and opera-
tional policy reforms in order to acknowledge a
transitional stage of middle income country member-
ship in the Bank® With increasing access to
alternative sources of funding, MICs argue that the
Worl d Bank"s safeguard
uncompetitive. Before the crisis, World Bank lending
had
However the Bank has not reported any empirical

to large emerging economies stagnated.
evidence of the relationship between preparation or
supervision costs and change in multilateral debt

market share.

The massive expansion of less conditional DPLs in
recent years (50% of IBRD lending in 2009), which
are not subject to the traditional safeguard policies,
is just one example of the loss of accountability in

The same questionable logic is anticipated for the
designation of many future investment loans as low-
risk and therefore eligible for an expedited approval
process that circumvents safeguard application. The
proposed reforms emphasize the benefits of a shift
from an emphasis on supervision and compliance to

-Z0 e_l ohel of ilfn|;le§hentaQic§n %Jpﬂoé e in fin® wi_tf{ fie
commi A fpe ,Qgénda foP Actibhe Csﬁppol't Sor W\ﬁrc‘fl/@dl y

Country Systems.*

Since initiating a pilot of Country Systems, the Bank

| ocat i orhas odt takérD $ockodf thit Iprecessw Arr IEG@

evaluation of the Country Systems experience to
date should be pre-requisite to any decision to
introduce new decentralization or operational
safeguard reforms. An outcome of this evaluation
could be clearer criteria and benchmarks for any
future deregationmfisifeguardBoa Opkratidnall polityi
responsibilities to clients and governments. Given
the many concerns about categorization that have
been raised with IFC, future plans to change IBRD
and IDA risk categorization should be widely shared

before any decision is taken.

D. WHAT6S Ml SSI NG ISF RIOMWRET
ENERGY AND CLIMATE
While the Bank"s capit

the importance of climate and energy as objectives in

ongoing worlk in the first section (Box 8), these two
anci a >

&disCale hoe ex%ligtry YndiuGe§ # ‘the sectio[r? %nl‘

internal reforms, or in the results framework. This is

the “modernization of
fiscal, environmental, and legal reforms are perhaps
wha't t he Bank comsiskers anad

therefore eligible for the express lane approval
process that accepts a symbolic wave at safeguards
but no meaningful recourse to protections for
potentially affected populations. Recent studies of
DPLs have found significant gaps in this low-risk logic
Bank

and have warned of gaping holes in

accountability as a result.**

33 Undisclosed Board Statement by a WB DTC Chair
(2009)

V. McEl hinny, “DPLs

Lending: Gaping Hole in Transparency and Accountabili t vy ,

Bank Information Center, November 5, 2009.
http:/lwww.bicusa.orglen/Article.1 1 6 1 2.aspx

Now Over

somewha? seurpri.:inlg in Yl\éht of the ongoing energy
strategy review and the upcoming mid-term review
of the SFDCC. The sequencing of the capital
increase (to conclude between April — June, 2010)
and energy strategy review (to conclude between
October and December, 2010) has led some to
conclude that there is little opportunity to link the
t he
reform proposal is perhaps that the scope for
reform in the Bank®"s e
be beyond the business as usual approach implied in

two processes. What is left unstated i n

the first Energy Strategy approach paper (August

Hal f Bank

of Wor | d

”

35 NW-NWB -II, pgh 18, pg. 7
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2009). Clearly much more could have been said institutions in developing countries to support
regarding challenges that range from acquiring the renewable and efficiency projects. IFC is also
relevant renewable energy expertise to the exploring new approaches to project development
mainstreaming of GHG accounting. including the use of a “shadow
_ would allow project managers to begin to integrate
In a 2008 policy brief, Cor r ect i ng The WQJ I 40 s Clnfdt c‘ﬁaﬁg& into  project
Market Failure: Mainstreaming Climate Change At The devel opment . "
Multilateral Development Banks, World Resources
Institute  assesses  World  Bank  effort  in The Bank trumpeted increases in financing of
mainstreaming climate change considerations into renewable energy and energy efficiency projects and
f g 36
energy programs and policies. The report states programs in developing countries by 24% in the last
that fiscal year to reach $3.3 billion, the highest levels
“imeveloping its ,Clean RGP P the Papk, o pepeunglc enre
Framewor k, * t he Wor | d BE k8 §NELY sEgiemeng yor the year
. . ended June 30, 2009 accounted for more than 40%
opportunities to: (i) extend access to energy n
. . . ) . of total Bank Group energy lending. New Bank
services, particularly for the poor in Africa; (ii)
) Group financing for renewable energy and energy
explore options for low carbon growth; and (iii)
. ) . o efficiency during that period amounted to more than
build capacity to adapt to climate variability and
i . . $7.0 billion, more than three-and-a-half times the
change”. Early versions of the CEIF were criticized Th £ h | | ) ¢ h
for framing their efforts& |ens¥ Cbuglsngsgmefvsm Slsﬁngld“

GHG emission scenarios of 450 ppm to 1,000 ppm,
rather than actively trying to help find solutions to
keep global warming within 2°C. In response to an
independent review of its record in the Extractive
Industries which concluded that it should cease
funding fossil fuels, the World Bank also committed
that at least 20 percent of its lending in the energy
sector will support renewable energy projects.’” This
target has now become a central element of the
progress the Bank has reported in implementing the
CEIF.

In late 2007 the World Bank Group began
devel oping a “Strategic
Change” t hat considers a
implications for its mission and operations. The IFC

is developing a climate change strategy for its
corporate funding portfolio that seeks to capitalize

on emerging opportunities to invest in clean energy

and to with  financial

technologies, partner

3% World Resources Institute (2008)

7 .
37 This commitment was made at the Bonn Conference
on Renewable Energy in 2004.

out ofgeeery three dollars spent on energy projects
financed by the International Finance Corporation,
the member of the World Bank Group focused on
private sector development, were in the renewable

energy or energyefficiency

However, civil society organizations have questioned
the validity of some of t
the larger perspective continued support for fossil

he

fuels. In part, the large increases stem from the

F ﬁ%Thef gaw roup also 81.@1]& far élrlpafs%cc?rﬂmétments
made at the Bonn International Renewable Energies Con-

I BefdnBe$ 2003 fo increale Suppbite forfhew ferldvAblk 9 €
energy and energy efficiency by nearly $1.9 billion over the
period 2005-2009 included.

®WorldBankPr ess Rel eas e,
gy Efficiency Financing by World Bank Group Hits All Time
High,” Sep. 10, 20009,
http://web.worldbank.org/WBSITE/EXTERNAL/NEWS/0,,conte
ntMDK:22308139~pagePK:34370~piPK:34424~theSitePK:46
07,00.html

40SaqibRahim, Cli mate Wire, “Wor |l d
investments surge, but enviros continue to question bank's
energy portfolio” (Sept.
http://lwww.bicusa.org/en/Article.11463.aspx

11,
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Table2. World Bank Group Energy Sector Lending Treqd'2009 Three'Year Averages (million US$)
FYO?FYQ9 Thregear Ave.

FYO6FYO08 Thregear Ave.

Fossil Fuels 2,064 2,197
Coal 433 469
Large Hydro Power 829 828
Energy Efficiency 571 1,005
New Renewable Energy 366 783
New RE & EE* 937 1,788

Table3. World Bank Group Energy Sector Financing (20079%)

FY2006 FY2007 FY2008 FY2009*
annual annual annual annual
$Million | percent | $Million | percent | $Million | percent | $Million | percent
change change change change
Fossil Fuels 1,505 78% 1,551 3% 3,137 102% 1,902 -39%
Coal 119 1283% | 140 18% 1,041 642% 226 -78%
Large Hydro Power 180 -46% 777 333% 1,529 97% 177 -88%
Energy Efficiency 399 91% 206 -48% 1,108 438% 1,701 54%
New Renewable 176 15% 435 147% 485 11% 1,427 194%
Energy
New RE & EE 576 59% 641 11% 1,593 148% 3,128 96%

An April 2008 update of a 2005 study that found that
climate change had been considered in less than 20
percent of the World Bank"s | el

low starting levels of support for renewable energy
and efficiency in the first place. Some have

questioned the World Bank inclusion of $177 million
in funding for large hydropower plants as renewable,
due to GHG emissions from dams and major
impacts on communities. Critics also contest the
definition of coal plant rehabilitation such as two WB
funded coal-fired generation rehabilitation projects
in India for $225 million) as energy efficiency, given

perpetuation of GHG emissions.

sector, WRI reviewed a sample of World Bank
Country Assistance Strategies (CAS), and project
documentation for the energy sector portfolios of
the World Bank Group.*

The 2008 study found that several of the World
Bank CASs had begun to integrate mitigation and
adaption considerations, but that overall attention to
these issues in CASs remained inconsistent. Of the
54 CASs reviewed, only 28 mention opportunities

“*LFY2009 RE, EE, and large hydropower are taken directly
from the World Bank and have not been independently
verified. FY2009 figures are not adjusted for inflation. New
renewable energy excludes large hydropower projects,
defined as larger than 10 MW. See Jon Sohn, Smita Nak-
hooda and Kevin Baumert Mainstreaming Climate Change at
the Multilateral Development Banks (VWashington DC: World
Resources Institute, 2005)

“2 This portfolio level analysis does not capture the extent
to which vulnerability and adaptation considerations have
been mainstreamed into project development and apprais-
al: additional analysis is needed to fully appraise progress
on this count.
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for GHG mitigation in sector level interventions; and
18 identify concrete targets or outputs to this end.

Many CASs for major emerging economies noted
opportunities to reduce emissions. For example, the
Mexico strategy discussed opportunities to reduce
emissions from energy, industry, and transport, and
sets clear goals to scale up renewable energy
options. These opportunities have since been
incorporated as designed prior conditions and
triggers in recent DPLs to Mexico.

However, the Bank does not yet take climate change
considerations into account in many other energy
sector interventions in recipient countries; for

example, the WRI review found that the Philippines
CAS emphasized the need to restructure of the
power sector, but failed to consider the huge
opportunities that could exist to develop renewable
energy and reduce GHGs in this context. The CAS
for Honduras noted the need to reduce
deforestation and emissions from unsustainable
agricultural practices. By contrast the Cambodia
CAS emphasized forestry as a priority sector for
World Bank involvement without considering
climate change at all.

With regard to adaptation to climate change, WRI
found that only six of the 53 CASs note vulnerability
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2006 2007

Figure 9:  Volume of World Bank Energy Finance that Considers Climate Change
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to climate change, and five CASs include indicators
or targets related to adaptation while three consider
opportunities to access adaptation finance. The CAS
for the Organization of Eastern Caribbean States
gives significant attention to climate change
vulnerability, sets targets to improve disaster risk
management and adaptation, and GEF financing to
support these programs. On the other hand, while
the World Bank"s curr
emphasizes natural disaster management as a priority
issue for the country, it does not mention the
impacts of climate change as an additional factor that
will further strain the economy. This inconsistency in
Bank advice to Bangladesh has been a factor in the
country?®s recent
assistance.® These examples illustrate the need for
more systematic attention to how climate change
might be linked to the energy and development

choices of the countries the World Bank supports.

The WRI report goes on to suggest a key related
challenge for the World Bank in reconciling private
sector investment strategies with the climate change
and energy for sustainable development agendas. For
example, a two volume World Bank strategy to

“‘Revitalize

t hat Brazil s environ
present a significant administrative hurdle and that
environmental  considerations need to be

incorporated into upstream policy and planning. But
the Bank"s strategy
renewable energy and efficiency options (despite the
fact that Brazil has very progressive legislation in
place that is driving investment in clean energy). Nor
does it mention the potential impacts of climate
change and changing water levels on reliability of
water supply, which could significantly affect this
hydropower dependent program.

The WR | analysis of the
energy  project  portfolio revealed some
improvement in the extent to which it has

43 David Adam and John Vidal, Bangladesh rejects terms for
£60m of climate aid from UK, , The Guardian, February 15,
2010

ent

rej ectio.f:he

considered climate change (see Figure 9). However,
in 2007, almost 50 percent of lending in this sector
was made without any attention to climate change at
all.

Over the past three years (2005-2007), less than 30
percent of World Bank financing met more than two
of the criteria for *

decigioq-gaking. The IFC pas r}pt@q the gelevange of
climate change in the majority of its energy sector
projects, but has only managed to integrate
greenhouse gas emissions reductions into less than
10 percent of these efforts when measured by

volume of financing (see Figure 10 above).

?mfplicat}/c\!r% ' gf dpersl?’st%n':cl I(chaII%nlgels rrgo
Bank
strategies and projects are revealing by an IEG
evaluation that was no
Climate Change and the World Bank Group: Phase I: An
Evaluation of World Bank Win-Win Energy Policy
Reforms (January 2009). The IEG evaluation on

mainstreaming climate considerations in

climate change highlights the disappointing results of
the challenges faced by the Bank in promoting
energy policy reforms over the past |5 years. The

Infrastructure Wi gy %’@?ﬁ?"aﬁ‘?ﬂﬁ” VYBSFthE'SFC?fa
me n thiee Phase jevaluation of YWBG climate) ¢ gngrgy r e s

related evaluations. Phase | focused only on IBRD
and IDA. Phase Il (now underway) covers all WBG
and will focus on project level experience in

ma k e Prometingnigchnelogies dor rapgwablejenergy ang ¢

energy efficiency, including the role of protected
areas in reducing deforestation as the basis for
carbon finance; Phase Il will focus on adaptation to
climate change.

The IEG evaluation found that despite emphasis on
energy efficiency promotion in Country Strategies,
the volume (5% of energy portfolio) and policy

Wo r [ofentagon {pgojects versysc layvy{codes) bas, hpep |

modest (poor in objective terms). World Bank
promotion of energy efficiency can be traced back to
a 1993 strategy document. Yet in almost |5 years,
surprisingly little of the energy portfolio has actually
been invested in energy efficiency. Bank management
has contested this finding by suggesting that rural

28

at

t

e

cited

notes

integrati


http://www.guardian.co.uk/environment/2010/feb/15/bangladesh-world-bank-climate-finance
http://www.guardian.co.uk/environment/2010/feb/15/bangladesh-world-bank-climate-finance

World Bank General Capital Increase

electricity and transmission projects should be
considered as energy efficiency (EE), and would lift
the total to 20%. IEG disagreed with this definition.

The World Bank has been overly focused on the
supply side of EE (provision of new, different sources
of more efficient energy), when much of the problem
lies on the demand side (incentives for conservation
at the user level). The Bank was faulted for
contracting primarily with utilities, which limit EE
possibilities due to a conflict of interest against
conservation and in favor of adding new generation
capacity. The implicit lesson for the Bank was to
diversity partners, which represents a significant
challenge given nearly half a century of building up
public and private energy companies. As a result, [EG
finds that the Bank has achieved very little in terms
of investment in demand side policy change arena
(building and appliance codes, market regulations).
Diagnosis of why EE operations are so few includes a
lack of <chari sma
energy saved), the complexity of EE operations for
the “Hgewbank,” the
until only very recently not been there.

Similarly, IEG found the while the Bank has long
espoused that energy subsidies impact progress
toward a low carbon path, despite significant effort
(250 operations) on energy pricing reform (subsidy
removal), only modest and often unsustainable gains
have been achieved (mostly due to non-policy
oriented factors like geography, hydropower access,
and transitional deindustrialization).

Recommendations from the IEG study highlighted
the integration of EE policy change with equity
considerations (e.g. avoiding an electricity subsidy
which translates simply into incentives for the middle
class to add an extra air conditioner). The WB
should do more to help governments measure EE
gains and do GHG accounting. Currently, most WB
projects are not wired up for adequate energy or
climate data collection, and thus do not facilitate
learning on these issues. WB should anticipate
arguments opposed to GHG accounting demands
and have a strategy for responding to them by

providing the appropriate incentives for building the
institutional capacity to do it. The Bank could also be
an innovator in the monitoring and evaluation of
measuring EE (such as an energy scorecard or a
registry of energy policies). Possible basic indicators
for building institutional capacity on EE or renewable
energy management include the existence of firm
level or national energy management plans; annual
reporting on plan implementation.

The World Bank capital increase proposal seems to
take for granted that
strategies are on track. However, there is not
enough evidence provided to confirm such an
assumption. With energy poverty and shifting climate
patterns threatening the lives and livelihoods of
many of the world"s po
spell out energy and climate policy areas in which it
will improve. Some possible areas include:

goals and indicators into all Country

r e quidregiess N BapkgGounyy Sgragegieg should

include initial baseline and end of period emissions
targets, institutional capacity building goals and
investment priorities that are consistent with a
Country Environmental Analysis and reflects GHG
accounting, as well as specific deforestation, RE/EE
and relevant M&E investment targets. Annually, the
WB should measure and report publicly on the
climate related development outcomes of MDB
investments,  with

particular ~ emphasis  on

environmental and social outcomes.

2) Energy options assessments (for coal and
large hydro alternatives) that prioritize

eliminating energy poverty in all energy

project and program design . The Bank should
not decide the appropriate low carbon development
strategy by itself, but rather present options that
inform public debate. No energy for export projects
should be financed unless they are conditioned upon
an enforceable set of outcomes based on energy
poverty reduction, contract and payment transpar-
ency and sustainability. The Bank should also explore
more grant funding for off-grid RE for rural
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communities. For large economies with a mitigation
agenda, lending should focus on a coherent strategy
for low-carbon development among energy lending
and other climate finance, REDD strategy. Energy
pricing subsidy issues should be dealt with equitably,
i.e. not on backs of poor.

3) Integrate GHG accounting across the

entire portfolios of all the MDBs . Although the
World Bank Group committed to account for the
GHG emissions associated with its investment
portfolio in 2007, as of 2009 the International Bank
for Reconstruction and Development still has not
settled on a methodology for completing such
analysis, nor produced even a partial report of the
carbon footprint associated with its investments.
The Bank should

accounting to determine emissions of all projects in

implement greenhouse gas
which the Bank invests directly or administers
investment funds. Adopting and implementing GHG
accounting includes () calculating net carbon flows;
(2) establishing uniform calculation techniques, with
provision for modification as professional standards
evolve; (3) making public the calculation techniques
and the calculations; (4) adopting and making public a
uniform carbon charge rate (shadow price on
carbon) which appropriately reflects the global social
cost of a unit of carbon emissions; and (5)
performing carbon GHG accounting, including a full
carbon charge for each project, defined as the net
carbon flow multiplied by the carbon charge rate; (6)
developing GHG auditing procedures to check
consistency between initial estimates and evolving
scientific methodological standards (7) investing in
the capacity of local institutions within developing
countries to understand climate risk, deploy low
carbon technologies, and measure and manage GHG

emissions.**

44 Based on David Wheeler, CGDEV Recommendations to
House Financial Services Committee on HR 6315, June 23,
2008,
http://blogs.cgdev.org/globaldevelopment/2008/06/congress-
demands-world-bank-re.php and WRI Letter to US Treasury
DAS Scott Morris, Aug. 20, 2009.

E. KNOWLEDGE BANK OR KNOW-IT-ALL BANK™*®

The Worl d Bank
analytics and leadersh i p i n

prides
devel
yet the capital increase proposal offers surprisingly
little solid assessment of past performance to justify
additional finance. Resting on the 2009 endorsement
by the G-20 to channel $100 billion in emergency
finance between 2008-2011, the World Bank seems
to take for granted that performance since the last
major capital increase in 1988 does not have to be
evaluated.

While the financial crisis is used as an example of the
knowl
and instruments, the proposal does not go as far as
recogni zing t he B athekecfisis
on time and perhaps co- responsibility for systemic

need to update and adapt the Bank" s

problems that led to the crisis. The proposal does
begin to recognize the multipolarity of development
knowledge, suggesting a break with a perceived
i mage knowfit-alla 1B ank,
developing world chide the bank. The proposed
Knowledge Strategy positions the Bank as a
medi at i rogSouth-
innovation and expertise.

”

“knowledge broker,
South exchanges of
Whether this is a step to facilitate or qualify access
to new development thinking is less clear and
perhaps something that will be determined by the
pl anned “Knowledge Cou

For the amount of time and resources devoted to
the creation of new organizational units and labels
devoted to knowledge, the capital increase spends
very little time actually demonstrating effectiveness
in this area. Take for instance the provision of policy
advice and technical assistance through analytical and
advisory products — services for which the Bank has
indicated it hopes to charge for in the future. The
Bank has not come very far in actually measuring the
effectiveness of some of its core knowledge
products. For example, in a rare reference to an IEG

evaluati on of t he

edge

t sel
opment

nabi

nfany i thavh i ¢ h

t h

base

t

pl atform

Bank*"

* This section is based on the Section on Knowledge Ser-

vices, pgs 8-11,
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Advisory Activities (AAA), the proposal acknow-
ledges that despite apparent client satisfaction with
the quality of these studies, little sustained follow-up
in using them was observed. These AAA studies
represent some of the most concerted and high
guality efforts to
relevant policy issues. Yet IEG found that the Bank
does a poor job of evaluating the impact of these
studies. The IEG evaluation suggests a tendency to
count the number of AAAs funded, rather than an
effort to assess how they actually changed policy or
practice objectives.

Another aspect of demonstrated learning is whether
the World Bank has determined what it cannot do
effectively and therefore should no longer attempt
to do in the future. While some possible candidates
come to mind — adjustment lending, trade liberal-
ization, capital market liberalization, the apparent
answer is nothing, for this type of learning is largely
absent from the capital increase proposal. For
example, in the first section of the proposal the Bank
lays out its comparative advantages and institutional
priorities. The paper takes care to distinguish the
core competencies of the World Bank Group from
the IMF and regional development banks. However,
nowhere in the proposal is there an empirical
rational e for why t he
competencies. In discussing sector selectivity criteria,
the Bank states,

O T r-@fdaed decisions about our specific roles and
focus within a sector are made by considering best
practices and the
is not a question of entering and exiting from
entire sectors: the Bankds
engagement (both financial and policy) in infrastructure
and agriculture is now widely recognized as having
been shortsighted. In fact, it is essential to avoid any
erosion of core competencies which would
undermine WBG ability to respond to critical client

neeéds. o

“ NW-NWB - |
Pg.10.

B o x

d e pl o yporttaitiie oneBoianWol

S

WBh&O s

ear |

BramewdfB for*Sdectivity.

Even where there appears to be some overlap
(emergency budget support) or encroachment on
areas where other institutions might have a stronger
comparative advantage (regional integration), the

World Bank refuses to cede any terrain.’ The

evaluation and learning seriously enough.

Another area of concern regarding the so-called
knowledge bank is the weaknesses associated with
learning from policy and project evaluations and the
relationship between t
internal incentive structure. These two issues —
results and the incentive structure — are perhaps the

two fundamental concerns of external critics.

The Zedillo Commission Report (October 2009),
Repowering the World Bank for the 21* Century,
hi ghl i ght ealleqtathfecusBrareskts:*®s

“Mission creep is endemic, weakening accountability
for results and increasing the risk that resources will be
misallocated or spread too thin, undermining the

I& Banle thap ie ot thkimge

on

hi's | ear

i nstituti on O.lasufficent finsitatitndl v enessé.

accountabil i t'y f or results

effectiveness and legitimacy. **

The capital increase proposal says almost nothing

weakens

db&utspetifd plads RolstrerBtAeR Kranagemefit $oF €

development results across the Bank. There is very
little ambition in the two paragraphs (54 and 55) that
address results, and no reference or explanation of
the Draft Results Framework, appended in Annex 3.
For one of the premler development institutions,
C 0 rT\l}gsu(fld expect a more ﬁ1orou§1 assessngent of

achieved outcomes and impact of Bank operations
ier scal i back of

7 NW-NWB — |, pghs 19 &20, pgs. 9-9

8 See related recommendations from IDA-1 5, “ Ui S. Coal
tion Calls for World Bank Reforms (IDA-1 5) * Mar . 27,
2008

Yezedillo Commission Report: Rep
Bank for the 21st Century,"” ( Oc

http://siteresources.worldbank.org/NEWS/Resources/WBGovernanc

eCOMMISSIONREPORT.pdf
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since the last capital increase in 1988, as well as a
detailed description of what has been learned.

The proposed Results Framework offers a battery of
18 corporate indicators in three areas: effectiveness,
efficiency, and accountability. Incomplete and not
fully referenced, the proposed results framework
raises many more questions than it answers. Use of
country systems (measurement undefined), and
surveyed client satisfaction (method of identifying
opinion leaders unexplained) and the absence of any
global, regional or local indicators of poverty,
inequality or sustainability are just three problematic
issues with the proposed effectiveness indicators.
Under accountability, the Bank proposes to compare
the rate of information requests that were non-
disclosable under the prior disclosure policy with the
rate of requests completed under the new policy.
Under risk monitoring,
to | EG Recommendations
41%, but is left unexplained. The overall uneven and
unfinished quality of the proposed results framework
connotes the to this

importance given core

development bank function.

There can be no understanding of the Bank “ s

effectiveness and results — much less accountability

and improvement — without independent and
transparent evaluation of outcomes and impacts
followed by transparent monitoring of whether
recommendations are implemented. Over many
years, the WBG has been an important leader in the
development  assistance  evaluation,  devoting
considerable resources and producing high quality
reports. If translated into meaningful reform, the
findings of IEG evaluations would improve develop-

ment effectiveness well beyond the World Bank.

Yet, for just as many years, |IEG has repeated its
recommendations for strengthening monitoring and
evaluation in all stages of all WBG activities. Too
little is known about the contribution of Bank
lending to sustained poverty alleviation. The Bank
capital increase proposal includes very few refer-
ences to |IEG evaluations. The unstated implications

of a number of un-cited and un-addressed recent

IEG evaluations underscore a disregard for this core
component of accountability. The need to repeat
this call now is an indication of the slow pace of
institutional response and actual operational change.

The lack of adequate monitoring and evaluation in
projects has had negative consequences for the
effectiveness of those operations. Recent evaluations
of Bank support on Health, Nutrition and Population
(HNP) as well as Bank support for Environmental
Sustainability activities draw into sharp relief the
inability of the Bank to demonstrate positive
outcomes.”® The HNP evaluation, according to one
analyst, underscored the consequences of poor
monitoring
projects with pro-poor or equity objectives were
able to demonstrate an improvement in HNP
out comes

the knowledge gap about the environmental effects
of its lending in large part due to a poor job of
monitoring and evaluating the impacts of those

projects.

The lack of Bank investment in monitoring and
evaluation exacerbates a related problem associated
with the lack of opportunities for civil society
participation in M&E activities themselves. A 2002
IEG report found that civil society participation in
the M&E stages of the project cycle was weak; only
9% of sampled projects had participatory M&E
The evidence of this

frameworks.* persistent

Okorina Hort a, “The
Political Space
IEG Roundtable discussion at Istanbul Annual Meeting,
October 2009; IEG (2009) Improving Effectiveness and

Outcomes for the Poor in Health, Nutrition and Popula-

tion, World Bank; IEG (2008) Environmental Sustainability,

An Evaluation of World Bank Group Support. World
Bank.

3! IEG HNP Evaluation, pg. 29. IEG reported that for HNP

projects in Africa, only one in four achieved satisfactory
outcomes.

52 Rukuba-Ngaiza, N, R. Lubis, M. Cullen, Z. Li, and C.
Mausol ff (2002) inERirormentalc

Assessments 1997-2000: Findings from the Third Environ-
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problem of sub-standard M&E contrasts with primarily the Board.*® This evolution has given rise to
substantial evidence that participatory project accountability gaps, some of which were evident during
frameworks improve project design and outcomes. the Bankos | eader’sAnotheg cri s
The lack of adequate participation in M&E is part of a issue concerns features that reduce the independence
larger absence of clear minimal standards regarding of some of the safety net units, including that of the
participation in Bank activities that continues to Independent Evaluation Group, which is a central
undermine the Blank"s ef f ec toirce efnoesight. and institutional learning. For

example, there is no requirement that a majority or
Beyond pl ans t o initiate, ey §C§i”boﬁiefhieé1éﬂtvef'raction
independent, evaluation of the mandate and ToRs of from outside the World Bank Group, as is the case at
these agencies [IEG, IAD, the Inspection Panel, and the | EG8s counterparof at t

INT] to strengthen their effectiveness, eliminate periods are in place to prevent regular IEG staff from

redundancies, and r&suchonal juzewolabil stoff fostidns' dfelt die? deir "
an evaluation of the Bank'g.,@4eddddREi RaFhINi stMse NPpEGos

not been consulted externally and begs many General in practice functions as part of the Bank

questions regarding the rationale, scope, level of Group®6s senior Management

independence of the evaluator and expected use of regularly in senior Management team meetings. This

of

he |

for

the findings. 1EG"s indepepfgdhers'sk Ul i ®dagtdcdd 0By Man

an invaluable oversight safeguard, but has been creates the perception of an unhealthy proximity

criticized for lacking adequate independence, wide between evaluator and evaluee. All of these features

enough scope, proper controls on staff entering and potentially undermine | EG&s
exiting from the unit and the complementary use of credibility.”
external evaluations. **
To ensure better alignment
The issue of Independence of evaluation and incentive structure and core mission of poverty
oversight bodies is also taken up in the Zedillo alleviation, the World Bank should strengthen
Commission Report: independent monitoring and evaluation of
. ~ results and impact and, accountability, for .
The World Bank Groupds s, s?em_ olofa safect _neyt uni t s
. . . implementation of recommendations from
has evolved through a series of improvised measures. )
. A evaluation .
As a result, the demarcation of responsibilities among
these units is not always clear, giving rise to disputes 1) IEG can only evaluate post hoc, which means it is
and at times lengthy negotiations about the content of prohibited from assessing baselines, establishing
reports. The units have different reporting lines; some
of them serve both the Board and Management, others
% The World Bank Independent Evaluation Group and the
Inspection Panel report solely to the Board. The Internal
Audit Department and the Integrity ViceZresidency are
ment al Assessment DReTWe ew, " Mivaad he megnitondepart ments but also
World Bank. Audi t Committee. The | FC%s Compl
man reports only to Management.
33 See Ebrahim, op cit. 5 ) )
On this issue, see “Second Repo
>* NW-NB, pgh 53, pg. 20. R20072089, May 14, 2007.
33 Zedillo et al. (2009: xvii) There are restrictions for the 8 There are restricti ons for the | EG"s most
Il EG"s most senior of ficial s. |EGEd@Bectalsi areebarredofiford taking jebs ib amsrofwle f r om
taking jobs in arms of the Group that they were responsible Group that they were responsible for evaluating, while the
for evaluating, while the Director General is ineligible for Director General is ineligible for appointment or reappoint-
appointment or reappointment to the WBG staff. ment to the WBG staff.
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control groups at start, or other crucial aspects of
The
World Bank Board should strengthen IEG capacity

project, program and policy effectiveness.
by expanding the scope of IEG activity within the
uni t s ter ms
evaluation of DPLs, and validate Quality upon Entry
ne wi
decentralization plans, the IEG should also move

and ICRs on an annual basis. | n | i

closer to the regions, which entails removing
IEG to
evaluation products outside of Washington and to
engage i n more
Expansi on of I
also emphasize the promotion and oversight of

restrictions for actively disseminate

stakeholders.

greater opportunity for civil society participation in
the monitoring and evaluation stages of the project
cycle.

2) IEG proclaims its independence and has improved
the level of transparency regarding its systematic
evaluation work. Following the recommendations of
past expert reports, the World Bank Board should
take leadership to strengthen IEG independence by
revising the terms of reference of the IEG to (I)
require that a majority of IEG staff be recruited from
outside the World Bank Group; (2) introduce
cooling off periods of appropriate length to end the
“revolving door
and World Bank staff; and (3) ensure that the IEG
Director General no longer functions as a member
of the Group" s °%HKnil Board
committees should have access to outside legal,

accounting and other expertise as appropriate to
fulfill their fiduciary duties.®®

3) The Board could also make more extensive use of
external evaluations to assess critical aspects of the

t h

frequent
EG" s

dynamic

WBG
performance to

activities, processes, strategies, and
the audit
The Bank should

establish criteria for prioritized projects, policies that

complement and

evaluation work of IEG.%!

I[E® fcouldr ®sbm@ r e n ar@rit third party evaluation and a timetable for

piloting such a system.

the Bank"s

4) An additional step that the Bank might consider is
establishing a new mandate and an associated
track the

publicly disclosed instrument to

implementation of Board approved IEG and other

Bagkn policy. tevaluggipn; fgcommendatiors. % nTke s

evaluptipy gecoamengdatien |y fragking mechanism
could be conducted by a qualified, external panel
othér

recommendations and provides annual updates on

that assesses the evaluability of IEG" s

WBG management efforts and achievements in
implementing these recommendations. Based on
observed implementation progress, the external
panel could provide an action plan with binding
measures to address or improve evaluation
recommendation. The panel could consider its own
recommendations to determine responsibility of
management and the Board in terms of the observed
implementation performance. The external panel
charged with tracking evaluation implementation

could also review a sample of Bank projects to

BsRst HEve aluatidn Ra@inthd waslincotpdrdeed istd a f f

the project design. Initial results of project design
traceable to past IEG evaluations should lead the

Ma n BogE e systematize effective advice, including

3% Zedillo et al. (2009: xvii) There are restrictions for the
|l EG"s most senior offici
taking jobs in arms of the Group that they were responsi-
ble for evaluating, while the Director General is ineligible
for appointment or reappointment to the WBG staff.

€0 Zedillo Commission Report (2009; xviii), Nancy Birdsall

and Devesh Kapur (2005)
Five Crucial Tasks for the New President of the World
Bank” . Center for Gl obal

Processes in Achievin ccessful Developmen Qut-
al s. ?%g dl'\ %g ?noﬁy
tives, Commlttee on FlnanC|aI Services, Sept. |0, 2009.
€2 The World Bank Independent Evaluation Group and the
Inspection Panel report solely to the Board. The Internal
“The Atﬁm Dep&rtmer}t and the E)ntegrlt¥I VlceZPre5|deW are

ﬁ«udlt Commlt ee.
Deve

targets and  timelines  for  mainstreaming

IEG
evaluations in Bank project preparation.

demonstrated learning from and other

6 See Vijaya Ramachandran, Senior Fellow, Center for
Gl obal
cy Review, and the Role of Democratic Participatory

management departments buta |
The I
dsfhan e reports only to Management.

FC" S
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The passing attention given to results leaves one description of this plan is ho
guestioning how the “ New pdfarmakcd standadrds Will factér Snto improvig ény s ,
“take st ep gesults eulture"n siusr ee nab e,dddigod to simplifying or clarifying accountability.

in the corporate culture by progressively linking
As noted above, the support for an IFC capital

increase is weak. Sur pri singly t he Wor |l d

performance evaluation more closely to the
achievement of results, and similarly for the

buddeThe report not es t (fagital increage does pot make a gearer connection

incentive structure includes both financial and non- to the ongoing IFC Performance Standard and

financial  dimensions,  taking  into  account Sustainability Policy Review. Among the reforms upon
which any IFC capital increase could be conditioned,
a priority could be to strengthen IFC
Development Outcome Reporting,
strengthen commitment , and clarify Broad
Community Support and the Rights of

Indigenous Peoples. &

organizational structure, resource allocation
processes, measures of success, follow-through on
rewards and consequences, management signals and
other institutional mechanisms which influence staff
behavior and drive individual and organizational
performance.®* Very little is specified in terms of
how performance will be more calibrated with these When IFC adopted the existing Policy and
types of incentives. Performance Standards, it announced that it was

A new Corporate Scorecard will be developed to moving from a rules-based lending approach to an

. ) - outcomes-based approach.®® However, as IFC
provide a progress report on Bank wide priorities

and objectives, building on the VPU scorecards. reduced prescriptive control over lending — offering

. . - clients greater flexibility in meeting environmental
What is not clear is why this is new and has not g Y g

. L and social goals and relying more on clients for
been conducted until now. A second question is g ying

. . monitoring and supervision — it failed to increase real
whether the Corporate Scorecard will be disclosed g P

along with the VPU scorecards. These new accountability for evidence-based development

o results. To  strengthen  accountabilit and
corporate accountability tools fall short of a results gt 7

based budgeting commitment. demonstrate | FC"s progress tow
poverty  reduction mandate, the updated
E. IEC 2013 Sustainability Framework could introduce project

level outcome reporting:  IFC should develop and

Heralded as a major, strategic operational reform ) . )
implement a robust framework for public reporting

initiative, IFC 2013 is a plan that is intended to

e ] - o on development outcomes for each project. Project
simplify processes, clarify accountability and decision

) ) o level reporting should fulfill several principles:
rights, consolidate decentralization, and human

resource enhancement. As an input to the 1) Relevance: Reporting should evaluate specific
institutional reform process, IFC recently contracted contributions to poverty reduction, empowerment,
McKinsey to conduct an overall organizational expanding opportunities and sustainable develop-

evaluation that concluded the IFC could double

production with half the staff. It was not clear
whether the report also suggested that IFC shift to ® These proposals are a subset of a broader suite of rec-
ommended reforms to the IFC Performance Standard
those to financial intermediaries. Not as clear in the Review that were submitted on March 2, 2010 by a coali-
tion of civil society organizations. See Bank Information
Center, IFC Policies and Standards Review,
http://lwww.bicusa.orglen/lssue.49.aspx

high volume and safeguard free operations such as

 NW-NWB- II, pgh 55, pg. 21 ¢
http://www.ifc.org/ifcext/enviro.nsf/AttachmentsByTitle/p

“ NW-NWB - II, fn 3, pg. 3. r_PolicyReviewFactSheet/$FILE/FactSheet.pdf
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ment rather than just client financial performance or
outputs such as jobs created or increased tax

revenue.

2) Better specification of additionality: IFC
should better demonstrate value-addition in its
investments that moves beyond “ d o no h

client"s compliance WC
should strive to report on outcomes achieved rather
than outputs generated. Similarly, IFC should provide
evidence that it is meeting its goal of achieving
replicability across the sector or within the supply
chain.

3) Strategicness IFC should demonstrate the
strategic value
demonstrating how a project advanced the relevant

of projects, which involves
institutional, national and sector-wide development

objectives.

4) Validity: Consistent with the new WBG
disclosure policy, IFC should back up results with

public disclosure of relevant supervision reports

(Environmental and Social Review Document,
Progress on implementation of Action Plans,
implementation of Community and Indigenous

Peoples Development Plans and Social Development

Plans, Annual Monitoring Reports, Site-visit
monitoring reports, Period report on development
information that is

outcomes), excluding only

justifiably commercial in nature.
In addition:

On Broad Community Sup port

IFC
determination of broad community support is the

Currently complicating a review of an
lack of transparency related to evidence used by IFC
to make this determination. The IFC must provide
local communities and civil society organizations
with an opportunity to review all information
substantiating Il FC" s

community support and an opportunity to critique
or support these findings. IFC should publish, in
IFC consideration

advance of of projects, all

documentation pertaining to the determination of
support.

Considering the importance of the good faith
negotiation and broad community support standards,
along with the relative lack of information on

ar m’systemagiqgimplementation of these standards by the

t h

B IFf Bstradreke 2 fecysed feyey ofgthese
standards, in close consultation with communities.
This should include an examination of (I) how the
standards have been applied in practice in order to
assess quality of compliance; (2) weaknesses that
need to be addressed; and (3) lessons learned from
affected and their

communities representatives

about how the provisions can be improved.

On I ndigenous

Although IFC and the World Bank have contributed
to the development of safeguards to protect the

Peopl es?d

rights of indigenous peoples, the Policy and
Performance Standards must be upgraded to ensure
consistency with international human rights
standards, including the United Nations Declaration
on the Rights of Indigenous Peoples (UNDRIP). IFC
must ensure, as part of this process, that revisions to

its sustainability framework achieve this consistency.

Ill. Conclusion:

This brief provides an update on the World Bank
(IBRD, IDA and IFC) capital increase request status
and outlines areas where the reform agenda should
be expanded for these institutions. The WB capital
increase request offers an important opportunity to
deepen, accelerate and even redirect some of the
reform efforts underway at the Bank. President
Zoellick has succeeded so far in preventing any
transparency or external civil society consultation
about t he Bank"s
reform agenda should not be closed matter. The
urgency for increasing

d e tnas pregluda aselifl anchpublicly gefensitferagionae

— something that is not fully evident in the current
capital increase proposal.
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Annex 1: Undisclosed Documents cited in the World Bank Capital Increase proposal

Document Status Comments

Policy paper on Bank Group corporati
governance (N\ANWB 11.2)

Knowledge Strategy goes to the Board in Could inform proposed indicators
March 2010 for disclosure policy effectiveness

Paper on Organization Reforms Steered by Matrix

(decentralization, matrix adjustment, | Working Group(who is

reallocation of authority) heading this)?

under review by

Management
Reform of the ESW/TA, based on 20( Not clear what specific outcomes
IEG AAA evaluation were achieved by AAA products,
beyond client satisfaction
IDA Controls Review IDA Implementation
OversightPanel (pg
52)

IFC 2013/IFC Results Framework,
including IFC Knowledge Strategy ani
Performance Based compensation
strategyplan/enhanced incentive
structure

Integrated Risk Management
Framework (ll, fn 8), and IBRD/IDA
Integrated Risk Monitoring Repio
(AC20090131), Nov. 13, 2009
Oversight Mechanism Evaluation (pgk
53) (IEG, IP, INT, IAD)i assessment
of the mandate and ToRs of these
agencies

Results/Development Effectiveness
Framework, including Results Report
Update on Trust Funilanagement Q4, FY10
Framework
Development Grant Facility (DGF) FY10
new strategy
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